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On July 1, 1991, tbe Ca teelon i88ued O~de~ ~. 24734, in 

Docket •o. J10.01-IQ, ~ ~ Megotiated Cont~act between 
Flo~icla Pove~ Coqxt~atiOD (riC) aDd O~lando Coc)eD Liaited, Ltd. 
(OCL) , a qualifyinv fecility CQI1 • !'he teaa of tbe necJot iated 
contract ia 30 ,.a~•• -.l•lng .Jeeael:)' 1, 111• and endinv December 
31, 2023. 0 ttted o-.•city under Cbe cant~act i• 19.2 --vavatts, 
with capacity pa,_u ba•ed • a 1111 puln~iud coal-fired 
aYOided unit. !'he C+ 'NS.. --..c ..... ftC and OtME" Utilitiea to 
ne90tiate cont~acta witb or. in lieu of acoeptinv •tandard offer 
contracta. 

FPSC ~ p,r COfiOS/Til:PORTr~G 
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The Ca.aission later approv.d an ... n~nt to the Contract 
pursuant to a Settl.-.nt AgreJPiftt between FPC and OCL in Order No. 
PSC-96-0898-AS-EQ, iaaued July 12, 1996, in Docket No. 960193-EQ. 
The Settlement Aqra•ant naolv.cl an enervy pricing dispute betwec:r; 
FPC· and OCL. In addition, OCL avr.-d to curtail energy deliveri es 
according to the te~ specified in the agreement. 

On March 12, 1996, the C~isaion issued Order No. PSC-96-
0352-FOF-EG in Docket No. 960002-IG, which approved FPC's request 
to defer cred1tinv a 1995 over-recowery of approximately $17.7 
million associated with , ita residential revenue decoupling 
experiment. The purpose of the deferral was to allow FPC to 
conduct a 'rever .. ' auction' -kinv future or capacity payrnent 
reductions in exchange for up-front pa,..nta. By Order No. PSC-97-
0291-FOF-EG, issued March 14, 1tt7, the 1995 revenue decoupling 
over-recovery balance plu8 accrued interest was refunded to FPC 1 s 
residential custoaera thrOUfh the lnertY COnservation Cost Recovery 
Clause. 

On Hay 2, 1996, I'PC iaaued a Solicitation for Reverse Auction 
Bids to its operatift9 Qf'a with fim capacity and energy contracts . 
FPC accepted two of the three bids submitted. However, one bid was 
subsequently withdrawn when the bidder waa unable to obtain lender 
approval. Negotiations with OCL, the r ... ining bidder, resulted in 
an amendment which teaunatea the last ten years of the Contract in 
exchange for pay.ent to OCL of ,.,, •os, 000 over a period of f i w~ 

years. FPC filed a petition for approval of the Contract Amendment 
on October 1, 1996. FPC reqgeated that coat recovery of the earl y 
termination paYJMnta be illpl-nted through the Capacity Cost 
Recovery Clauae beginninv in "Pril, 1997. FPC also requested that 
the rate impact to residential cuatoaers be mitigated by creditinq 
the Energy Conservation Coat Recovery Clause with the 1995 revenue 
decoupling over-recovery balance plua accuaulated interest. 

By Propoaed Agency Action Order No. PSC-97-0086-FOF-EO, issued 
January 27, 1997, the Caa.iaaion denied FPC's petition for approval 
of the early teraination ._ndllent to ita contract with OCL. On 
February 17, 1997, FPC t~ly filed ita Petition on Proposed Agency 
Action to proteat Orde~ Mo. PIC-17•0086-fOF-EO. The Commission 
granted intervenor atatua to OCL and acknowledged the Office of 
Public Counsel (OPC) aa an intervenor. An evidentiary hearing was 
held on October 30 and 31, 1997. rPC, OCL and OPC participated in 
the hearing and filed poat-hearint briefa. Staff presented 
testimony at the hearint• 
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. ---. , .... 
,,.. 1: Are the econCIIIic riaka aaaociated with the project e d 
ratepayer savings reaultin9 froa the ~ndment to the Negotiated 
Contract between Florida Power Corporation and Orlando Cogen 
Limited, Ltd., reaaonable? 

•=py ---= Yea. I'I'C' a .oat recent estimate of th'O' 
net present value (MPV) of benefita fro. the proposed OCL contrac t 
buyout is $32.4 llillion • . rte'a eatiMte of the benefits may be 
overstated, but the benefita appe•r to remain positive when 
analyzed under • variety of peaa~iatic and optimistic econom1c 
scenarios. Therefore, the riaka aaaociated with the expected 
benefits from the propo-.d buyout are reasonable. [HARLOW, TEWI 

IL""'III : No. FPC' a basis for requesting 
approval of the OCL buyout relies on inappropriate economic and 
financial assumptions. rurthe~re, even vhen one uses reasonable 
assumptions, the buyout reaulta in only .0.9 million of savings 
under a base-case analyaia and _requina cuatcaera to wait more thi1n 
20 years to aee a poaitiwe benefit. [DUDLEY, NORIEGA) 

NIWCIII or ""'M 

111:: Yes. Every aenaitiYity atucly preaented to the Commission 
usinCJ an appropriate diacount rate (FPC' a incremental cost o! 
capital), even Mr. Stallcup' a .oat pessimistic case, produces 
positive net present value aavift9a fr~ the buyout. The Convnission 
should reject the unprecedented uae of novel, untested discount 
rates in evaluatin9 the · benefits of the buyout. 

m:K.: Yes. The modification avoids the extremely expensive last t e n 

years of the contract whicb were calculated using the value of 
deferral method baaed on an anided coal unit. The modification is 
cost effective usinCJ the conaiatent discount rate required by Rule 
for comparison to FPC'• avoided coat even aaauminCJ the simultaneous 
occurrence of the worat poaaible expected economic conditions 
postulated by Mr. Stallcup. 

Qll:: No. Risks that recJQlation will not be available to flow b,wk 
savings, that aavinea are too ·far in the future, that cust orn•_.r :j 
will leave before -in9 aavin9a, that the discount rate is 
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inappropriate, that pcojectiona are inaccurate, that costs will not 
be offset by savinta,_. and others, are all unreasonable. 

n=g 'ft" •=sme: Accordint to FI'C'a most current analysis, 
buying out the last ten yeara of the OCL contract will save FPC and 
its customers $32.4 ai.llion net preaent value (NPV) relative to 
what they would have paid with the contract's full thirty-year term 
in effect. This waa calculated by CQIIIParing the cost of retaining 
the contract (Contract ca .. ) to the coat of the buyout payments 
plus the projected replace.ent power costa (Replacement Case). In 
the Contract C.ae, capacity pay.enta are ~ified in the contract, 
and energy PIIYNRta are IN..S on FPC' a coal forecast. The 
Replacement C.ae includea the .41.4 lli.llion in buyout payments in 
the years 1997 throuvh 2001, aa well aa FPC's projected cost of 
replacing the contract with capacity and energy from a gas-fired 
combined-cycle generatint unit durint the years 2014-202 3. 
According to FPC'a calculationa, in naainal ter.s, the Contract 
Case produces coata of •703.3 aillion, while the estimated 
Replacement Case costa, includift9 the buyout payments, total $2 3 3. 2 
million. Thia repre .. nta a aavinga of •470.1 mi.llion or a NPV of 
$32.4 million when diac:ounted by riC's after-tax weiQhted average 
cost-of-capital of 1.11 percent. (IXH 4, p. 18-22) FPC's NPV 
analysis is attached to the reca..endation as Attachment A. 

An analyaia of the rialca aaaociated with the expected benefits 
must begin with a diacuaaion of. whether the aaau.ptions made by FPC 
are appropriate. The robuatneaa of the expected benefits should 
then be subjected to a balanced sensitivity test, whi~h varies the 
assumptions accordin9 to peaat.iatic and optimistic outlooks. 

The three pri .. ry •••UIIIPtiona in FPC's NPV analy3is discussed 
at the hearint were the di•count rate, the fuel ,forecasts and the 
capital cost escalation rate. lach will be discussed below. 

FPC used its after-tax .. r9inal coat-of-capital, 8.81 percent, 
as the discount rate in the .oat current IIPV analysis. (EXH 4, p. 
22) Staff believes tbia ia an app~riate discount rate for FPC to 
use. It is i.portant to note that any discount rate methodology is 
only a proxy for actual future interest rates and the type o f 
financing choaen tor a particular project. Any discount rate 
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methodology therefore baa ita abortco.lft98. However, the after-tax 
marginal cost-of-capital ia the diacouftt rate cc only used by this 
Commission in the approval of lonCJ•tem decisions, including 
cogeneration contract approvala, .need deteminations and demand­
side management pr09r.... Rule 25-17.0132, ' Florida Administrative 
Code, applies the utility'• after-tax .. r9inal cost-of-capital in 
discounting the avoided coat in the . ori9inal approval of cogen 
contracts. Rule 25-17.0136(6), F.A.C., requires that cogeneration 
contract amenct.ents .uat be •evaluated a9ainst both the existing 
contract and the current walue of the purchaaing utility's avoided 
cost.,_ Staff a9r .. a with OCL tMt when readin9 the-se rules 
together, it appears that the proper way to ••sure the utility's 
avoided costs is by uaiDg the utility'• after-tax marginal cost-of­
capital as the discount rate. However, this does not preclude the 
Commission froa uainv other discount rate methodologie.s as 
sensitivity tests in analyzing the propoaed buyout. 

OPC witness Larkin atated that the consumer's cost of debt is 
a more appropriate discount rate because the buyout would be funded 
by ratepayers throu9h a coat recovery clause. (TR 233) Witness 
Larkin assumed a 13 to 18 percent coat of unaecured consumer debt 
and therefore assu.ed that ratepayer• would require at least a 13 
percent rate of retum to accept the buyout. (TR 325) Witness 
Larkin did not obtain unsecured debt rates for consumers within 
FPC's territory. (TR 326) Staff believes that the difficulty in 
applying OPC' s discount rate MthodolOCJY is in determining the 
appropriate consumer discount rate. 

Staff witness Stallcup uaed a risk-adjusted discount 
methodoloqy in analyzin9 the buyout. The risk-adjusted discount 
methodology accounts for differin9 levels of risk associated with 
the cost and income stre ... in a project by adjusting those streams 
by different risk pr~u.a. (TR 353-354) FPC argued that witness 
Stallcup did not perfo~ the analysis correctly because the risk 
premiums were subtracted, rather than added, to the cost streams . 
<TR 502) Staff believes, hcRMver, that the difficulty in using the 
risk-adjusted discount .. tbodology is not applying the mathemati cs , 
but selectin9 the aaau.ption that .uat be used to develop the risk 
premiums. In developiftCJ the riat pr~uas, witness Stallcup 
assumed that the cap.city pa,_enta associated with the replacement 
plant would have the s- level of risk as FPC's business a:.; " 
whole. (TR 355) It 1• difficult to detenaine the reasonableness '' ~ 
this assumption. 
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For the reaaona cited above, ataff believes that FPC's a f ter­
tax marginal coat-of-capita.1 is the appropriate discount rate. 
Using this diacount rate (8.11 percent), FPC found the NPV of the 
buyout to be $32.4 llil.li.on. (EXIt 4, p. 18) Staff believes this may 
be somewhat overata·ted. Thia will be discussed further below. 

Staff aleo belie••• tbat the discount rate methodoloqi~"~s 
submitted by witneaa Larkin and witneaa Stallcup have merit and may 
therefore be uaed •• .. naitiYity testa of the expected bene fit~ . 
Under a base caae acenario, the benefit• of the buyout come close 
to passing vitneaa Larkin' a · diacount rate test and pass the 
discount rate ..Chocloloey prop(taed by staff witness Stallcup. 
While witneaa Larkin found the •PV of the buyout to be slightly 
negative when applyinCJ a 13 percent consumer discount rate, he 
stated that, given FPC' a aaaUIIptiona, the buyout would provid€ 
ratepayers with approxi.ately a 12.9 percent rate of return. (TR 
324) Using the riak-edjuated diacount .. thodology, witness Stallcup 
found the IIPV of the buyout ·to be t24 .1 •ill ion under a base case 
scenario which uaed fuel forecaats and inflation assumptions 
obtained from Data Aeeou~ce• Incorporated (DRI). CEXH 13) 

Fuel prices are a -jor deteminant of the expected benefits 
of the buyout. The lower the gae forecaet relative to coal, the 
higher the expected be~fita. Staff ca.pared FPC's fuel forecdsts 
to those swa.itted by other Florida utilities in the ten-year site 
plans. FPC expreased concern about the methodology used by witness 
Stallcup to expand FPC'• fuel forecast and the ten-year site plan 
fuel forecasts of other Florida utilities beyond ten-years i.n order 
to compare the foreca•t•. (ft 55-56) However, the gas price 
forecasts do not have to be e...-ncled to thirty years to show that 
beyond 2002, FPC's gae fo~at ia low relative to most of the 
forecasts submitted by the other Florida utilities. It is clear 
that beyond 2002, only one of .the ga• forecaats submitted by the 
Florida utilitiee in the ten-year aite plans is lower than FPC' s 
gas forecast.(EXH 12) 

Staff agrees with FPC witn••• Schuster that fuel forecast s 
from a reputable outaide eource •Y be used to test the 
reasonableness of forecaat aaau.ptions. (TR 473) Staff compared 
FPC's fuel forecasts to fuel forecaeta calculated usin9 fuel price 
escalation rates obtained froa DRI. lbile FPC's gas forecast is 
relatively low compared to Dlti'a 9•• forecaat, the benefits remain 
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highly positive at t19. 9 ai1lion, using DRI' s. base case fuel 
forecasts and FPC's after-tax •r9inal cost-of-capital as the 
discount rate. (TR 351) 

Staff acknowledges the point •de by alternative staff that 
the demand for natural gas MY increa•e, which could lead to 
higher gas prices in the future. However, staff notes that the 
known or proven supply of natu~al gas .. y also increase over time 
due to technological t.prov ... nts. If ao, increased supply will 
tend to mitigate the effect of increa•ed demand on the price of 
natural gas. 

· As a sensitivity, •taff revievec:l the effect. o·f using a 
. constant gas-coal price differential as a c011pcment of the NPV 
calculation. Staff found that tbe benefits of the proposed OCL 
contract buyout would be 9reater if thi• .. thodology is employed. 
Based on the above, the FPC fuel foreca•t appears to be reasonable. 

The final pr~ry a••u.ption u•ed in the NPV analysis is the 
inflation aaau.ption, or pri~ index, u.ed to escalate the capacity 
costs of the replace.ent plant. Staff believes the $32.4 million 
benefits of the buyout MY be overstated due to the price index 
used in FPC's .oat current analyats. (IXH 4, pp. 18-22) FPC used 
the GOP Fixed Inves~nt Durable Equipment price index in 
escalating the replac .. lnt plant capacity coats, which averaged 0.7 
percent over the life of the contract. (EXH 4) FPC used a 
different price index in the analysis filed with the original 
petition, which avera~ approxiaately 3 percent. (TR 149) Witness 
Schuster stated that the price index was changed to a more 
appropriate index and that the si~le passage of time would change 
the value of the index used in the original analyaia. (TR 151) 

Staff disagrees with fiC witness Schuster that the index used 
in FPC's current analyaia ia appropriate. The GOP Fixed Investme nt 
Durable Equipment price index includes automobiles, office 
equipment and other it.... the index estimates a low inflationary 
effect becauae it include• co.puter coats, which have been 
declining drastically in recent years. (TR 157) Staff believes it 
is more appropriate to use either the 'Other' or 'Public Utilities' 
subcategories of the GDP Fixed Inveat.ent price index to escalate 
the capital costa of the repla~nt plant. These indices average 
2. 3 percent and 2.1 percent over the life of the contract, 
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·" respectively. (EXH 5) FPC witness Schuater testified that the 
'Other' GOP Fixed Inftat.ent price index subcategory includes 
expenditures for the typea of .. chinery that would be found in a 
combined-cycle power plant. WitMalilchuater alao stated that it 
would have been an option to uae tbia index in the analysis. (TR 
157) Staff witness Stallcup found that the NPV of the buyout is 
reduced from $32.4 aillion to $21.0 aillion if the replacement 
plant costs are escalated by 2.1 percent rather than the o. 7 
percent escalation used by nc. (ft 352) 

.... IIRIItW~-~Ia 
;.~. 

Staff agrees with FPC that a balanced sensitivity analysis 
should be used to teat the robuatneaa of the benefits. This 
recognizes that while there ia a riat that the benefits will be 
lower than expected, the oppoaite .. y also oc:c:ur. Updat ed 
sensitivity teats uaint the Collpany'a 110at current fuel forecast 
are not in the record. Howe,.r, riC'a sensitivity tests using a 
high and low band gas forecaat fro. 1996 showed that the expected 
savings ranged fro. $24.1 Million to •35.8 aillion. (EXH 1) 

Staff tested the robuatneaa of the benefits b,y replacing FPC's 
fuel forecasts and inflation ·aaau.ptiona with data obtained from 
DRI. FPC witness Schuater ag~ that it is appropriate to perform 
sensitivities with an outaide''data aource as a sanity check. (TR 
473) Using an outside data source reaovea the possibility of any 
bias by FPC in the NPV analysis. OCL provided an exhibit which 
showed that, using FPC's after-tax .. rginal coat-of-capital, 8.81 
percent, as a discount rate, Dill' a pesaiaiatic fuel prices and 
DRI' s high inflation projectiona, tbe expected benefits remain 
positive at $5.8 million. (lXI 16) Uaing the 8.81 percent discount 
rate, ORI's opti•iatic .fuel prices and DRI's low inflation 
projections, staff calculated the expected benefits to be $22.5 
million. The following table diaplaya FPC's and staff's 
sensitivities. 
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FPC-Optimistic 
~ 

FPC-Base Case 

FPC-Pessi•istic ., 

' DRI-Optiaistic 

~ 

DRI-Base 

DRI-Peaailliatic 

u•niiiiGUI 

PIC' • Lov Fuel, 
laae Inflation 

nc:•a Ba• Fuel, 
.... Inflation 

-"-PIC' a Hi9h Fuel, 
Bau Inflation 

Dal' • Low. fuel, 
Low Inflation 

DRI'a Ban Fuel, 
Ban Inflation 

DU' a Hip fuel, 
Hitb Inflation 

~ 1111111 I YALU8 Wlft 
1.11 t DJICOUII aar.l 

ClliJ.lioaa ,, 

$35.8 

$32.4 

$24.1 

$22.5 

$19.9 

$5.8 
' 

It is also helpful to view the buyout as a ratepayer 
investment and dete~ne the return provided by that investment. 
When viewed aa an invea~nt, I'PC e•ti .. ted that the after-tax 
return is 12.19 percent. CIXH 4, p. 1) This is analogous to 
approximately a 15 percent rate of return before taxes. Therefore, 
to be better off, ratepe,.ra would have to invest in a project with 
a before-tax return hifher than 15 percent. Staff believes this 
return may be overstated. However, OCL provided an exhibit which 
showed that using ORI peaa~iatic fuel and high inflation 
asswaptions, the buyout provided a 9.2 percent return. (TR 455) 

Staff recognizes that, as with any analysis based on long-te rm 
forecasts, there is a rlak that the predicted savings will not 
materialize. However, it i• illlportant to recognize that the 
savings from the propo..S buyout could also be greater than 
predicted. Buyin9 out ttM laat ten year• of the contract will 
increase FPC's flexibility in ... tint cu•ta.er needs in the future. 
This will allow FPC to take advantate of cost reductions due to 
technological iaaprov-nta or increaaed c018petition. C'"lst 
reductions may also be achie9M due to increand flexibility in the 
timing of replacin9 the contract'• capacity and energy. For 
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·; 

example, if the repla~nt power ia not · needed in the first year 
of the buyout, the benefits of the buyout · will increase. The 
benefits will also ~ncEMM if only the ener9y is replaced, rathe r 
than both capacity and ener9y. 

In conclusion, FPC's .. tt..te of the benefits associated with 
the proposed buyout aay be onratatecl. However, the expected 
benefits appear to be higbl.Y poaitin, eYen when an outside source 
is used for fuel forecasts and a .ore appropriate inflation 
assumption is used. Further, the expected benefits appear to be 
positive under a val'iety of econ.ic ·scenarios. Finally, the 
buyout provide• an ..... te l'etum on ratepayer dollars. 
Therefore, staff concludes that the riaka associated with the 
expected benefits froa the proposed buyout are reasonable. 

lOfT""' Qr W • EM 

Staff a9ree• with ftiC'a po•ition that every sensitivity study 
using the Ca.pany'a after-tax aarvinal coat-of-capital as the 
discount rate shows that the expected benefits of the buyout are 
positive. Even replaciftt ~· fuel and inflation a·aaumptions with 
DRI' s pessiaiatic outlook naulted in an expect.ed NPV of s s. 8 
million. (EXH 16) Staff diaavr .. a with FPC that the Commission 
should reject the uae of diacount •thodologie• other than the 
Company's after-tax Mrvinal c:o.t-of-capital in evaluating the 
buyout. The discount l'ate •t ... loviea proposed by witnesses 
Larkin and Stallcup prOYide additional information about the 
benefits of the propoaed buyout and .. , be used as sensitivity 
tests. Staff notea that neithel' the diacount rate methodology 
proposed by witness Larkin o~ witneaa Stallcup prove that the 
risks associated with the benefit• of the buyout are unreasonable. 

Staff also agrees with OCL'• position that modification of the 
contract avoids the 110at expenaive portion of a relatively 
expensive contract. Also, under the discount rate methodology 
consistently used by the CC taaion and iiiPlied by the Conwnission' s 
rules, the buyout appears to be coat-effective. 

staff disagrees with OPC'a poaition that the risks of the 
expected benefits are unreasonable. OPC believes that there are 
risks associated with tbe projections in the NPV analysis. Staff 
agrees that there are riaka due to the .. projections. However, any 
long-te~ decision involwea projection•, and the expected benefits 
appear to be positive under a Yariety of fuel price and inflation 
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scenarios. OPC alao expreaaed concern that the discount rat.-~ 
methodology used in rPC'a analyaia .. y be inappropriate . Howeve r, 
the expected benefita appeai' to pass the discount rat ~ 
methodologies propoeed by ftiC and Staff witness Stallcup, and come 
close to passin9 the 13 percent retum proposed by OPC witness 
Larkin. Finally, OPC belie••• there are risks inherent in t_ he 
expected benefit• becauae E89Qlation will not be available to fl ow 
back sa.vin9s at the tt.e of t~ buyout. However, it is not 
necessary for regulation to be .in place in its current form dur 1n g 
the buyout years for . ratepayer• to receive the benefits. Staff 
believes that ev.n under deregulation, utilitiea will be allowed 
recovery of the coata aaaoc:iatecl with IUilPA c.ogenera~ion contracts . 
There.fore ratepayer• would haft to pay the costs of the OCL 
contract through aa.e type of regulatory .. chaniam, such as exit 
fees. (TR 189-190) luyint out the .oat expensive years of the 
contract today will relieYe rateparer• of this obligation in the 
future. 

Aa OCL point• out in its brief, FPC 
reasonably expecta tlwt the contract -.odification will provide 
substantial, consJ.atent NYJ.nt• .to cuata.ers with an ultimate 
savings of nearly ten tt..a the .. rly te~nation pay.ents. (OCL BR 
18) However, the C'c ntaaion ahould be r•inded that FPC also 
reasonably expected tut the ori9J.nal contract would remain cost­
effective over the enti~ life of the thirty-year contract . (TR 81) 
As confirmed by witneaa lchuater the contract is no longer cost­
effective just six yeara after it wea signed, citing chanqes in 
fuel prices and technolOtJY aa the root cauae. (TR 83-84, 94 > FPC 
is now askinq the Ca..iaaion to approve a proposal to charge its 
customers $49.4 ail lion oYer the next five years so that it can 
terminate the last ten yeara of the OCL negotiated contract . 

• 
Based on ita aost recent fuel and capital cost forecasts, FPC 

believes that replacement power will coat far less than the current 
contract to the extent that cu.tc.el'a will rulile over $30 million 
NPV of savings. once apin, the foundation for these savings 
resides with the very - type of fuel and technology price 
projections which reaulted in a thirty-year contract becomin9 non­
cost-effective six year• after approval. Both witnesses Schuster 
and Larkin agreed that no one can forecaat anything, much less fuel 
prices, accurately out into the future. (TJ 83, 231) 

'· 
FPC's proposal provide• no tuarant .. of benefits, even for 

today's ratepayers who r ... in cuato.er• through 2023. (TR 97, 518) 
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Alternative staff agrHa vith OfC, that it is certainly more 
probable that FPC vill atill be aellin9 electricity in Florida 26 
years from nov than it ia that today'• cuata.ers will still be 
FPC's customers. (OPC 81 2) ·.-:, . 

Alternative staff · disatr .. a vlth FPC's use of several 
financial and econoaic el~ta in ita coat-effectiveness analysis 
of the OCL buyout. The follovi~at aectiona address these elements 
of FPC's analysis and include~ Jndationa concerning FPC's fuel 
price escalation rates, ita ~ital coat eacalation rates, and its 
financial assumptiona. &ach aection prowidea a diacuaaion of the 
reasons alternative ataff beliefta Ftc' a asSWftPtions are 
inappropriate as well •• what alternatiwe ataff considers to be an 
appropriate refin ... nt. 

In hopes of attractint cogener•tion capacity within a short 
time frame to Met a 1991 need durint the annual planning hearings, 
FPC included a 199'7 cCIIIbuation tunine unit aa ita avoided unit for 
its standard offer contract, providint juatification in part based 
on the following discuaaion: 

The coal unit vaa added aa an option because on a NPV 
basis, the coal unit coata leaa than the CT unit. While 
this may sound like a 900d choice, the coal unit does not 
become coat effectiYe until the laat fev year• of a 
thirty year analyaia. nc, therefore, choae to include 
CT capacity in 199'7 in ita facility plan in order to 
..-.. t:t~e na ~ .a•·• • Ja.._ ,._e..~. ...ug. to 
,_u~ • ,..,._,, 

Emphasis added. However, rPC'a current propoaal digresses from the 
previously followed policy and tuma back to relying on latter year 
fuel price projections to juatify projected savings. 

Witness Schuster characteriaed the ability to forecast fuel 
prices as the •major uncertainty that r ... ina in the analysis." (TR 

See, e.g., In £8 flapping Ht•ripga 90 LQad Forecasts. 
Generation Expapaion Plage. ap4 0pgpD!CA&iqp Pricea fgr Florida's 
Electric Utilitiea, Docket No. 910004-IU, Order No. 24989, issued 
August 29, 1991, page 16. 
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96) FPC· projects that tbe delivered price of natural gas wi 11 
increase from $3.23/tlt&tu in 1997 to $4.09/llmtu in 2023, or only 
a one percent yearly increaH. CTR 13'71 ' EXH 4) !'hese prices are of 
importance in that FPC has projected r4tf)lace.ent capacity and 
energy costs baaed upon a natural taa-fired ca.bined-cycle unit. 

Though FPC has projected aint.al escalation of natural gas 
prices, witness Schuster reC09ftized the recent volatility in the 
natural gas mArket durint the last couple of years with "price 
spikes• that were •over •3 a ~llion Btu.• (!R 145, 479) He cited 
two views of these recent trend8. One ia the belief that it is the 
beginning of a new upwazda price trend. !'he other view is that it 
is simply an ana.aly that will pass. Apparently, FPC has chosen to 
agree with the second view aa it baa kept ita projected gas prices 
relatively flat throutb 2023, 1ncorporatint only a one percent 
growth rate. (TR 1371 ' 1XH 4) MDreo .. r, the fuel price forecast 
used by FPC to deteraine the coat-effectiveness of the OCL buyout 
is even lower than Dlti' a •optiaiatic• scenario of natural gas 
prices. (TR 4611 EXH 13) Alternati .. staff does not consider FPC's 
approach to be very conaervati ... 

It would .... that tiven recent hiatory and the two schools of 
thought, an appropriate analysis would ass-- a trend that accounts 
for both views aa oppo.-d to ~raint the aoat favorable option. 
It would also s- that the recent volatility may well be 
indicative of basic econoaica. With their recent technological 
gains, gas-fired combined-cycle units are befinning to dominate new 
generation across the entire nation. · Accordingly, natural gas is 
becoming more desirable and could very likely become a more 
expensive coa.odity. In fact, it appears that FPC's recent gas 
price forecasts are indicative of this trend. Since its initial 
fuel price forecast in this proceedint, FPC increasec its 
forecasted 1997 natural ta• aupply price 28 percent.(!'R 145; EXH 4) 

To ensure continued coat-effectiveneaa, FPC should base its 
analysis on a more conHrvative, hither trowth rate natural gas 
price forecast. Alternative staff atr .. • with witness Stallcup 
that FPC should use the DII natural ta• price escalators. These 
escalators are provided by a widely-accepted, independent, and 
reasonable source of inforaation used by this Ca.mission during 
past cost recovery proceedint•· Moreover, DRI's escalation rates 
appear to account for not only the recent IUrket volatility, but 
also for paat perfo~ aa well. rurthe~re, these rates result 
in natural gaa prices that aore cloHly confo~ to forecasts based 
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on those of other Florida utilitiea. (ft 350) Each of these short­
term forecasts was extended by wit~•• Stallcup out to the year 
2023, the exiatin9 contract tem, · uaiM the last year's escalation 
rate. This .. thodolOgy does not appear. to be unlike the way FPC 
produces long-teEa reliability atudi~a. FPC's no~l projections 
are generally only fo~ ten years. However, as witness Schuster 
attested, •Occasionally ve 90 out beyond ten years, but in all 
honesty, the only thlnt you can do out in that extended time frame 
is to assume a continuation of trends.• (~R 553) 

As part of ita coet-effecti..neaa analysis, FPC projected the 
cost of replacing the contract capacity baaed on the cost of a 
combined-cycle unit each year. ~heae yearly cost projections were 
then converted to a ft.ed cha~ rate expreaaed as $/kW-month. In 
its original filing, riC projected the capacity coat of a combined­
cycle generatin9 unit uelnt an e.calation rate that recognized what 
FPC's Power Marketint Depart.nt beliew.d waa a currently depre:ssed 
price. (EXH 6; TR 164J Thia rate increaaed today'• price by an 
average of three percent per year throuthout the entire planning 
horizon. (EXH 1, 4; ftt 150, 166) Additionally, FPC's Power 
Marketing Depar~nt included a 15 percent increase in the year 
2004 as part of the necessary deflated price correction. (EXH 4; TR 
166) However, since that oritinal filin9, FPC haa revised its 
capital cost escalation ~ rates to reflect approximately a o. 7 
percent increase per year baaed on the GDP Fixed Investment, 
Producer's Durable Equi~t price index. (EXH 4, 9) This results 
in a beneficial reduction, f~ a coat-effectiveness standpoint, of 
the replacement capacity coat in the year 2023 of over 41 percent. 

Witness Schuster justified the chant• in capital cost 
escalation rates as moving fr• a .,eneric index that was used for 
the generation coat forecaat in 1116 to a .ore specific and more 
appropriate index that he .. lected specifically to be applied to 
the OCL buyout. (TR 151, 156) The ~re apecific• index chosen by 
witness Schuster is entitled GDP Fixed Investment, Producers 
Durable Equipment. CTR 151, 156, 3511 EXH 4, 9) This index is 
composed of three subcategorie•: Auta.abile•, Office equipment, and 
Other. (TR 156, 351) Althouth not U8ed by witness Schuster, he 
agreed that it would be an option to uae the specific escalation 
rates for the 'Other' aubc:atetory fr• the GDP Fixed Investment, 
Producers Durable Equis-nt price index to produce a finer level of 
detail. (TR 158; EXH 6) Alternative staff aorees with witness 
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Schuster that this index contains coat• for the types of machinery 
used to build a cOMbined-cycle power plant. (TR 157-158) 

Witness St.allcup SWJteat41d that Dlti' a GDP Fixed Investment, 
Public Utilities Struct~ price indeK is the appropriate index to 
use when projecting the capital coats for a combined-cycle 
generating unit. This index is designed to ... sure changes in the 
cost of building electrical generation facilities, 
telecommunication facilities, and other types of public utility 
structures. (TR 351) 

~ -
. ' 

Alternative staff believes that the 'Other' subcategory price 
index is more appropriate than either the index suggested by 
witness Stallcup or by FPC. Unfortunately, optimistic and 
pessimistic versions of the 'Other' subcategory price index were 
not made part of the record. However, opt~iatic and pessimistic 
version of the Public Utilities Structures price index are part of 
the record. Alternative staf.f notes that using the base-case 
versions of the 'Other' aubcate«~ory price index or the Public 
Utilities Structures price index naults in only a $0.7 million NPV 
difference. Therefore, alternative staff believes that the Public 
Utilities Structures price index will produce reasonabl t.: 
sensitivities for judging the econo.ic risks of the OCL buyout. 

Lastly, an additional co.ponent of the capital cost 
projections is the levelized fixed charge rate. This fixed charge 
rate is used to convert the yearly eOSibined-cycle capital cost 
projections into what would be the price for the capacity charge 
from that type of capacity. (fa 141) In ita analysis, FPC used a 
levelized fixed charge rate ba.-d on an asau.ed Debt/Equity ratio 
of 50/50. However, FPC's Debt/Equity ratio has progressed to a 
42/58 ratio and has been significantly different than a 50/50 mix 
over the last couple of years. (IXH 11 TR 178) Alternative staff 
believes that FPC should have used levelized fixed charge rates 
that are reflective of FPC' a actual Debt/Equity mixture as the 
Company's financial history J.a not new infor~~ation. 

FPC used its current after~tax coat of capital, 8.81 percent, 
as a proxy for the cust011er's discount rate, although FPC 
recognized that it does not know what the true customer cost-of­
capital or discount rat• should be. (ta 112, 487) Witness Larkin 
inquired at a bank and concluded that an interest rate between 13 
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and 18 percent, applicable to an unMcured loan or credit card, is 
a reasonable approxi .. tion of cuata..~ xetu~ requir ... nts. (TR 
233) Witness Stallcup beliewa that the diacount rate should 
reflect the risk being taken by the ratepayer. (TR 365) 
Alternative staff agreea with both witaea .. a Larkin and Stallcup. 
Alternative staff, however, alao •vreea with FPC that a rate clo~e 
to its cost-of-capital rate ia p~obably reflective of the 
opportunity more c~nly loat due to ratepayers funding the 
transaction. Nonetheleaa, under the current proposal, the discount 
rate should be indicatin of altenaatiw opportunities available to 
FPC's ratepayers akin to an illftac.nt opportunity. CTR 361, 364) 

FPC has proposed to recower the coat of the OCL buyout by 
collecting additional ~ .. nuea froa ratepayers through the 
adjustment clauses. (Ta 116) It haa not propoaed to issue any 
long-term debt or incur any aaaociated intereat expenae. <TR 186, 
352) Since no debt will be iaaued to finance the buyout, 
alternative staff agreea with witneaa .. rkin that it would not be 
appropriate to deduct a debt tax co.ponent from FPC's composite 
cost-of-capital discount r.ate. (!R 336-337) Therefore, alternative 
staff believes that FPC'• before-tax coat-of-capit.al would be more 
appropriate as a proxy for the cuata.er'• discount rate in this 
instance. Adjusting nothift9 110re than FPC' • discount rate to 
reflect a pre-tax fona equal to 10.2 percent, the NPV savings of 
the buyout would fall to roughly ball the a110unt projected by FPC. 

-· 
Exhibit No. 9 providea updated fixed charve rate projections 

to reflect FPC's current Debt/Equity ratio of 42/58. The revised 
fixed charge rate calculations nly in part on FPC's financial cost 
projections throughout the entire planning horizon, including both 
the cost of debt and the coat of equity. By the nature of the 
calculation, FPC's projected yearly wei9hted average before-tax a nd 
after-tax cost-of-capital ia alao calculated. (EXH 9) Alternative 
staff believes that it would be 110re appropriate to use these 
yearly cost-of-capital ratea to diacount each year's costs/benefits 
of the OCL buyout propoaa.l. In thia aanner, the analysis will 
recognize the actual yearly Yalue of 110ney based on the year in 
which it is realized. UaiNJ a ainvle-value discount rate is 
reflective of two ideaa, 1) the atatua of the financial markets 
remains unchanged, and 2) the fluctuation• of the cost of money 
aver age out over ti .. to the stated Yalue. It is unnecessary to 
rely on either of theae two beliefa vhen possessing yc<~ r I y 
projections of FPC'a capital atructure and the projected cost ot 
debt and equity that 90 out beyond the current planning horizon. 

- 16 -



DOCKET NO. 961184-EQ 
DATE: February 5, 1998 

Witness Stallcup autteated that the NPV of the OCL buyout 
should be determined usincJ a •rtak-adjuate<t• discount rate (RAOf(). 
!TR 353) Alternative staff recotnizes the merit of witness 
Stallcup's proposal as a tool that iaolates the reasonablP 
opportunity cost to ratepayers if they were to invest rather than 
finance the OCL buyout. Thia RADR .. thodology attempts to apply a 
discount rate which reflecta the lewel of riak aaaociated with each 
cost component involved. AlthOUfh alternative ataff a9rees that 
witness Stallcup's .ethodology 110vea the NPV savings of the 
transaction in a direction that ia conaiatent with the level of 
risk, staff is not ca.pletely aatiafied that the methodology will 
be appropriate to use in all inatancea. 

coao1 .. u. 

Based on the precedint diacuaaion, alternative staff believes 
that FPC's analysia would ha .. been 110re appropriate had it made 
use of the Public Utilitiea Structure• price index, DRI' s fuel 
price escalation ratea, and FPC'a revised fixed eharge rates and 
before-tax cost-of-capital forecaat. Accounting for these changes~ 
the OCL buyout is projected to reault in only $0.9 million NPV of 
savings over the course of the neat 26 years. Alternative stat! 
agrees with the primary reco.Mndation and FPC that a balanced 
sensitivity analysis should be used to teat the robustneas of the 
benefits. These analy .. a ahould u .. the opti~atic and pessimisti c 
versions of the assw.ptiona -ntioned above~ Under these 
scenarios, the expected NPV aavin9a ranged froa $5.7 million to 
($8.3) million. Thus, under a balanced aenaitivity analysis, it 
seems that the economica augc,eat that FPC' • ratepayers run a 
greater risk-of not being ca.penaated for their investment. 

Witness Schuster maintained that it would take as much as $20 
million NPV of savings under a reasonable baae-caae analysis to 
provide certainty that the tranuctlon could be labeled as a 
particularly good deal for either I'PC or its customers and that 
below $10 million NPV it would not provide that certainty. (TR 193-
194) Recognizing the uncertainty of both the financial world and 
fossil fuel prices over the neat 26 year• and realizing that the 
original contract, no longer coat-effecti•e, was also projected to 
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result in approximately $1 aillion IIPY of nYinta3 , alternative 
staff recommends that the econa.ic riatl aaaociated with the OCL 
buyout are unreasonable. FurthelWIOre, uaiftt FPC' a own witness' 
threshold as a guideline, it would appear that witneaa Schuster 
also finds such risks unreasonable. 

2 Order No. 24734, iaaued July 1, 1991, page 13, Contract 
with Orlando Cogen Lt.ited waa projected to result in $1,012,795 
NPV of savings. 
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!''?' 2: Are the inte~rational inequities among Floridd Po~er 
Corporation's ratepayera, if any, associated with the Amendment to 
the Negotiated Contract between Florida Power Corporation ;md 
Orlando Cogen Li~ted, Ltd., reaaonable? 

n=g : Yea. The intergenerational inequit1es dre. 
reasonable given the expected benefits. As discussed in Issue 1, 
these benefits appear to be positive under a variety of 
nt"ns it i vi ties. In addition, ratepayera in the ear 1 y years of the 
contract have already benefitted at the expense of ratepayers i n 
the future. The propoaed buyout aitigatea this existing inequity 
to some degree. [~] 

Aft *!7" : Ro. llhen the effects of the buyout 
are appropriately COIIIpared to the ex1atin9 contract, pursuant to 
Rule 25-17.0836(6), F.A.C., the buyout reault.s in unreasonable 
intergenerational inequitiea. (DUDLEY, MCNULTY] 

IQimP' or ""!" 

llli: There is no intere)enerational inequi.ty aaaociated with the oct 
contract amendment. To the contrary, the uaendlnent . helps to 
mitigate the intergenerational inequity created when the original 
OCL contract was apprcwecl, wbich abifted enormous costs away t rom 
current custa.era, at the expenae of future customers. Even when 
the costs of the buyout have been completely recovered, current 
customers still will have paid leaa under the OCL contract than 
they would have paid if the unit awided by the contract had been 
built. Moreover, the ea..iaaion baa never attempted to objectively 
define intergenerational fairneaa and has, in fact, frequently 
approved generating alternative• that shift aubstantial costs to 
current customers, aa well aa others, like the original OCL 
contract, that shift diaproportionate coats to future customers. 
The shifting of costs aaaociated with the OCL buyout is well within 
this range that the Comaiaaion has previously approved. 

~: Yes. The modification ia fair. Generating alternatives must 
be considered based on long•te~ ~ca. The Commission's Rules 
provide for comparison of the long•tena econ011ics of generating 
alternatives and thereby protect the .long-tera interests of all 
customers . The modification ia coat-effective. The Rules 
recognize no other standard for intertenerational equity. 
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QK: No. FPC did not · repr•Hnt the 1991 OCL contract as 
containing interqenerational inequit1••• nor wa• it approved with 
that understandin9 by the 0: t ••ion. ·· The buyout cannot, 
therefore, mitigate noneai8tent lnequiti••· The buyout, however, 
wi 11 impose costs on today' s CU8ta.er• •o that either future 
customers or FPC will reap the benefit•. 

""'! mrr p=rpg: ·· Detenainin9 · whether a proposal has 
unreasonable interqenerational inequity inYolve• an analysis of the 
magnitude and certainty of the expected benefits, as well as the 
payback period. In it• proposed fo~, the OCL buyout involves 
ratepayer payments of $41.4 ~llion over the next five years in 
exchange for an e•tt..ted •470.1 aillion in benefits, beginning in 
year 2014. As discus•ed in Iaaue 1, FPC currently estimates the 
NPV of these benefits at •32.4 aillion. Staff found these benefits 
to remain positive under a variety of Hnsitivities. Staff also 
notes that the risks ••-.elated with the benefits of the buyout may 
be lower than for sa.e other lont•teaa deciaions, because the 
buyout relieves the oblitation to pay ·tnown capacity costs. This 
is less speculative than benefits associated with long-term 
decisions which are prtaarily baaed on !uel savings, such as the 
comparison of a coal plant to a pa-fired plant. 

As discussed in Issue 3, •taff acknowled9es that the payback 
period on these benefits, which is estiaated to be twenty-two 
years, is relatively lone. Cft 30-321 EXH 4) However, staff 
believes that the magnitude of the benefits associated with the 
proposed buyout outweighs any resultin9 inequities. As discussed 
in the primary reca.mendation in Issue 1, staff believes the risks 
associated with these benefits are reasonable. 

Staff also agrees with FPC that the proposed buyout mitigates 
existing inequity under the current contract to SOifte degree. or 
contracts are long-term contract•, with terms ranging from twenty 
to thirty years. Any QF contract priced with the value-of-deferrd.l 
methodology, such as the OCL contract, has the highest capacity 
payments in the last years of the contract. Therefore, the 
greatest possible benefits. 'fr• buyin9 out such QF contracts exist 
in the last years of the contract. The capacity costs specified by 
the OCL contract are escalated ·at a rate of 5.1 percent per year, 
higher than expected inflation. (EXH 4) Therefore, under the 
existing contract, ratepayers in the early years of the contract 
benefit at the expen•• of ratepayers in the future. Staff 
disagrees with OPC that there are no inequities associated with the 
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existing contract.. It ia clear frca the c.p.city payment stream of 
the existing contract that ratepayer• in the early years of the 
contract pay lower capacity coata relative to future ratepayers. 
(EXH 4) Staff doea not Ulply that these inequities are 
unreasonable by acknowled9ing their exiatence. 

Staff does agree vith OPC that .. ny of the actual ratepayers 
who pay the buyout costa .. y no longer be on the system at the time 
that the benefits occur. However, this is true of any long-term 
decision approved by the ·CcPFtaaion for vhich the costs are not 
evenly distributed. For exa.ple., the coat and benefit stream of 
the OCL contract buyout ia a~lar to that for a typical demand­
side management. (DSM) protr•. DSII protr- involve an up-front 
cost passed directly to ratepayers thrGU9h a cost recovery clause. 
However, the benefits of DIN protr- for the general body of 
ratepaye.rs (deferred teneration c.pacity) .. y be many years in the 
future. The oppoa1t·• MY alao be true. Today' a ratepayers may be 
benefiting by coats borne in the paat by other ratepayers. for 
example, under traditional r89ulatory practices, plant costs in 
rate base decrease over time aa the plant ia depreciated. Today's 
ratepayers may be benefitin9 froa hiCJher plant costs borne by 
ratepayers in the past. 

Staff agrees with OCL that the Ca..ission's rules protect the 
long-term interests of ratepayer• by providinCJ for a comparison of 
the .long-term econoaica of C)eneratint alternatives. The Conwnission 
considers the intergenerational inequity of a transaction under its 
statutory mandate in Section 3''·041, Florida Statutes, to ensure 
that rates and char9ea recovered for ratepayers are "just, 
reasonable, and compensatory.• 

In conclusion, the intergenerational inequities associated 
with the OCL contract buyout are reasonable. Staff believes that 
the magnitude of the expected benefits outweighs any 
intergenerational inequity aaaociated with the buyout. further, 
the proposed buyout serves to .ttigate inequities associated with 
the existing contract. Finally, a~lar to the proposed buyout, 
any long-term decision approved by the Commission may cause costs 
for a particular ratepayer vho .. , not r ... in on the system t (' 
receive the benefits. However, staff believes that 
intergenerational fairneea involve• .ore than a guarantee that the 
actual ratepayer who paid the coata for a particular project 
receives the benefitsl it involves providing just and reasonable 
rates over the long-ter.. MiniaizinCJ rates over the long-term 
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provides the highest uaurance that the c,eneral body of ratepayers 
will benefit. 

ILH"'TD!I mft SE'RI': Inter9enerational fairness is 
generally agreed to involve enaurin9 __ that costs befalling one 
generation of custa.era are .. tched with achievable benefits. (TR 
192, 262, 26'7) However, aa indicated by witness Schuster, t h"" 
costs of the buyout are not bein9 recovered consistent w 11 h t h• · 
time period within which the benefita accrue as the buyout is 
currently structured • . (ft 192) Witneaa Schuster recognized that 
intergenerational inequitiea would be_ reduced if the buyout costs 
were recovered over a_ lon9er period than the proposed five year­
period. (TR 208) 

Pursuant to Section 366.041~ Florida Statutes, the Commission 
must ensure that ratea and char~• recovered from ratepayers are 
~just, reasonable, and ca.penaatory.• This Commission has 
consistently addressed thia requir-..t while attempting to balance 
the risks and benefita betwHn utilitiea and t .heir ratepayers. 
Alternative staff beli ... a that FPC'a propoaal is a poor attempt at 
achieving this 9oal to the extent that FPC ia willing to place t~e 
entire burden upon today'a ratepayera. Under the current proposa l, 
FPC concedes that ita ratepayer• are aaauaing all financial risks 
involved in the proposed tranaaction. (TR 219) Moreover, when 
presenting the propoaal to · the eo-iaaion for approval, FPC 
mentioned and has continued to atreaa that with respect to the 
timing, the OCL buyout ia not ideal. (TR 195) In fact, FPC 
negotiated with OCL to increa .. the nu.ber of buyout years from the 
initially proposed five ,..ra to a ten year buyout in an effort to 
create customer savin9a aooner. (TI 64, 205) 

FPC compared the inter~nerational affect of the proposed 
buyout to the hypothetical ratepayer affects of the "avoided unit". 
(TR 62, 223, 491; EXH 1, 11) Alternative staff agrees with witness 
Stallcup that this c0111p4riaon 1a inappropriate. (TR 459) According 
to Rule 25-17.0836(6), F.A.C., the correct comparison is between 
the effects of the buyout veraua the existing contract and the 
current avoi.ded cost. The rule doea not speak to a comparison with 
"what if,.. retroactive type acenar:Loa. Furthermore, it is the 
existing contract that FPC'• ratepayer• are and will continue to be 
committed to for the next 26 yeara. C011parinq the buyout to the 
existing contract yields that FPC ia aakin9 for Commission approval 
of a proposal that require• ita ratepa,.ra to support potentially 
unnecessary expenditure• over the next five years in hopes o f 
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receiving positive cu.ulatift net benefits 22 years down the road. 
<TR 32-34, 102, 134, 222, 2351 lXII 2) This requires FPC's 
customers to be subjected · to unruaonable interqenerational 
inequities. 

When compared to the r89ulatory trea~nt afforded DSM 
programs and generating plant costa, the prt.ary recomm~ndation 
suggests that the OCL buyout ia aillilar fr011 an interqenerational 
fairness standpoint. How. .. r, prt..ry staff does not mention that 
DSM programs generally provide near-te~ benefits and are 
continually reviewed for coat-effecti.eneaa. At such time that a 
OSM progra. may beca.e non-coet-effecti .. , it ia either terminated 
or modified to renew ita coat-effectiftneaa. The OCL buyout does 
not include a clause for onvoinCJ review. ln ita comparison to 
plant costs in a utility'• rate ba .. , the prt..ry recommendation 
suggests that since tbeae coat• depreciate over time, some 
customers are benefittint fr• the inftatMnt of others. Once 
again, ·primary staff does not •ntion that unless the utility's 
rates are changed custa.era do not - a benefit from the reduction 
in depreciable plant. 

FPC, OCL, and the prt..ry ~ndation all sugqest that the 
value-of-deferral methodol09y used in the oriqinal OCL contract 
shifted a disproportionate AIIOUftt of coats to today's customers. 
This shiftinq, they belieft, reaulted in intergenerational 
inequities. Alternatift staff diHCJI'HS with this conclusion. 
Value-of-deferral payments were desivned to provide an incentive ~o 
suppliers to supply their power and keep their capacity in place 
over the life of the contract. (TR 197, 236, 492, 524! 
Additionally, as acknowledged by OCL, the deferral method pays the 
OF only what it earns in any 9iven year, the value of an annual 
deferral. (OCL BR 24) ThouC)h not by design, value-of-deferral 
payments, in real terma, provide a better matching of the level of 
costs paid by today's ratepayers to those .. de by future ratepayers 
than does the traditional revenue requirements method of recovery. 
(TR 197-198) Furthe~re, alternative staff agrees with witness 
Larkin's analoqy that the level of pay.enta are reflective of the 
level of risk . (TR. 236) Thus when the risk of non-performance is 
hi gh in the early years, ratepayer's pay.enta are low. However, in 
the later years when nonperfo~nce risks are low, ratepayer's 
payments become larqer. Witness Schuster i.ndicated that at the 
time the contract waa first entered into, FPC perceived a risk o f 
non-performance on the part of OCL. (Ta 524•525) 
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Alternative staff baa alao reviewed recent Commission 
decisions concerninCJ or buyout• and their respective 
intergenerational impacts. In order to fo~ a basis of comparison, 
alternative staff requested the Cc.pany display in tabular and 
graphical formats the cu.alative ratepayer savinCJs (losses) over 
time of the OCL buyout alonv with the Auburndale, Pasco, and Lake 
QF buyouts. CEXH 8) Thia co.perison is shown in Attachment 8 to 
this recolllftendation. While the Cc.pany COIIIPlied with staff's 
request, FPC witness Sch~ster stated that it would be more 
appropriate to consider the proposed OCL buyout on a stand-alone 
basis rather than ca.pare ita intergenerational fairness to that of 
other recent buyout transactions. (TR 216) He stated that the 
other buyouts were embedded in larter transactions which included 
pricing settlements, wbe~ .. s the OCL buyout follows a separate 
proceeding which resolved the , fuel pricin9 iasue. Alternative 
staff does not believe that structurally aeparating the buyout and 
the pricing settlement alters the basic econoaic fundamentals of 
either the buyouts or the pricing aettl ... nts. 

Comparing the cu.~lative ratepayer sav·inCJS (losses) of each of 
the buyouts over the ~inder of the ori9inal contract periods 
allows the intergenerational risks of the buyouts to be analyzed. 
Alternative staff believes that one Mthod of assessing 
intergenerational risk ia to consider cuaulative ratep•yer savings 
(losses), measured at annual interwala durin9 the contract period, 
and the duration of such los .. a within the contract period. Per 
Attachment B, the OCL buyout shows a cuaulative NPV of -$40.4 
million reali.zed five re-ra into the -nded contract period. such 
cost exposure r..ains conataftt tbcougb the seventeenth year. Thus, 
this proposed buyout has ... ~ coat exposure over a period of 
thirteen years. None of the other buyouts have comparable cost 
exposure over a period approachin9 thirteen years. The Pasco 
buyout has cost exposure in exceas of $40 million, but this level 
of cost exposure lasts for leas than five years. The other two 
buyouts never approach cost exposure of $40 aillion. 

Alternative staff believea that the OCL buyout contains the 
greatest risk of all the or buyout• recently considered b)' thi s 
Commission based on the afor..entioned comparison. Another 
intergenerational risk perspective is the length o.f the recovery 
period of the buyout. The Pasco buyout's cost is recovered within 
9 years, the Lake buyout cost is recovered v1thin 12 years, wher eas 
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the OCL buyout coat 11 p~eed to be recovered vithin 5 years . 
Order No. PSC-17·0513-tar•IQ, iaaued Nay 7, 1917 (Pasco) and Order 
No. PSC-97-1437-fOF•IQ, iaaued ~r~r 14, 1997 (Lake, protest 
pending) . This c~riaon indicate• that the OCL buyout exposes 
customers to the 9reateat coat at the earliest point in time 
compared to the other recently conaidered QF buyouts. 

Also, alternative ataff believea that the ratepayer's cost 
exposure resulting fro. recent QF buyouta is additive. In other 
words, the ratepayer coat •xpo.u~ aaaociated vith the OCL buyout, 
if approved, vould be added to the coat exposure created by the 
other buyouts, to yield a total QF buyout cost exposure. 

According to FPC, the pot•tial revard, or benefit, to 
ratepayers ia nearly tbree tt.ee aa tr .. t for the OCL buyout as it 
is for the Paaco buyout. ..r Atta~•tnt 8, the projected rater~yer 
savings of the propoaed OCL buyout ia $21.3 million (NPV) and the 
projected ratepayer aavinCJ• of the Paaco buyout is $10.1 million 
(NPV). Thia hi9her potential benefit of the. OCL buyout is to be 
expected, since ten ,.era of the ori9inal OCL contract are proposed 
to be bought out, a aipificantly lonc)er period than the four years 
and seven months of contract t~ ·eliainated in the Pasco buyout . 
However, OPC vitneaa .. rkin stated that eventual ratepayer net 
benefit, retardlesa of ita Mtnitude, i.a unrelated to the issue of 
intergenerational equity. (TR 266-267) Alternative staff agrees 
with this perspective. · 

On the other hand, OCL insisted that if a present value 
comparison of costa veraua the benefits of the OCL contract buyout 
results in a po•itiYe Yalue, after applyin9 the appropri a te 
discount rate, then the vodification should be approved. (OCL BR 5-
6) Alternative staff c:toea not aC)ree. This methodology waul d 
suggest that the Cer iaeiop unqueationably approve the subject 
buyout if it reaulted in a •1 •PY of aavin9s aa late as 30 years 
from today. Clearly thia C~iaaion should not embrace such rl 

proposal. 

Methods to reduce the de9r .. of inter9enerational inequity 
within the propoaed OCL buyout an included in Issue 5. The 
methods discussed ran9e fro. expandi.n9 the recovery pe r i od t " 
requiring FPC to fund the tranaaction. In the event the Commi ss i ,,n 
approves the pri•ry ataff rec~ndation on Issue 4, thereby 
approving the propoaed OCL buyout, alternative staff believes that 
the CoiMiisaion aay find one of the alternative recommendat ions 
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. 
presented in Issue 5 to be necessary to reduce the 
intergenerational inequity to .are reasonable levels. Since these 
alternatives delay the ... u.u. buyout coat exposure to a late-r 
period -than FPC has proposed, coats would be shifted closer in time 
to when the associated benefits are expected to materialize, thus 
increasing the level of interteneratioilal fairness • 
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,,,. .J: Will the pJGPOHd buyout of the OCL contract provide net 
benefits sooner than 22 yeara i .nto the future? 

' ~··· 4 I . • 
: No. The year in which net benefits, defined as 

the cumulative preaent value of the aavinga exceeding the 
cumulative preaent value of ~ oo.ta, occur is depend~nt on the 
assumptions .. de in the net present value calculation. Florida 
Power Corporation's .oat current calculation does not project net 
benefits prior to the ,.ar 2019. In addition, under the current 
structure of the buyout, there are DO aavin9a prior to the year 
2014. [HARLOW, DUDLEY) 

101m., or ""'M 

ts: The propoaed buyout will provide aubatantial net benefits in 
every year of the ten-,..r buyout period and will completely offset 
the cost of the buyout i .n the aecond ,.ar of the period. Overall, 
the savings realized durin9 the ~yout period will exceed the 
buyout's cost by a factor of over 10 to 1 (1522 million to $49.4 
million). · 

as:r,: Yes. The IIOdification pelllita FPC to act nov for the long­
term benefit of ita cuata.era. ly relievin9 the obligation to 
absorb the high coat of the laat ten ,..ra of the OCL contract, FPC 
gains flexibility to take aclvant..- Of chan9in9 8COnOIIliC conditions 
and technological advances for the benefit of its customers. 

a!;: No. This issue should be detr'd atipulated pursuant to Section 
120.80(13) (b), Florida ltatutea (Supp. 1996), because FPC did not 
dispute the issue at hearift9. MOreover, aince the basis of the PAA 
is not in dispute, the CC taaion haa no baaia to retreat from its 
original denial of FPC'a petition. 

"'!' !77'!'11: The year in which net benefits, defined as the 
cumulative present value of the aavin9• exceeding the cumulative 
present value of the costa, occur ia dependent on the assumptions 
made in the NPV calculation . . ..... on FPC's Exhibits, the proposed 
buyout is not projected to produce a poaitive net benefit before 
the year 2019. (TR 30-321 IXH 4, pp. 11-22) Staff agrees wi.th FPC 
that the proposed buyout ia projected to provide benefits in every 
year of the ten-year buyout period. However, under the current 
structure of the buyout, there are no aavin9a prior to the first 
year of the buyout in 201•. 
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OCL's position addreaaea the intangible benefit of increased 
flexibility in ~Mteting cuata.er needa provided by the buyout. 
Staff believes this 1aaue addreaHa the buyout's more tangible 
expected cost saving•, ~icb will not take place until 2014. OCL 
provided no evidence at bearing •tating that net benefits would 
occur sooner than 22 yeara into· the future. 

OPC's po•ition did not .add~•• the .. rita of the issue. OPC's 
position merely sw.ariaea the tr~ of OPC's prebearing motion 
to have this iasue •••d atipulated. Staff notes that the 
prehearing officer denied thi• .otion at the prehearing. 
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JIA t: Should the AMndllent to the Nego·tiated Contract between 
Florida Power Corporation and Orlando COCJen Limited, Ltd., be 
approved for cost recovery pursuant to Rule 25-17.0836, Flo~ida 
Administrative Code? 

•mn : Yea. riC' • .oat recent estimate of the 
net present value CNPV) of benefits fro. the propo.sed CCL contract 
buyout is $32.4 million. Theae benefits •Y be overstated, but 
appear to be positive under · Yaryift9 econOIIlie assumptions. The 
buyout also provides an ...._te after-tax return of approximately 
12 percent on ratepayer•' inves~t. Also, the intergenerat ional 
inequities appear to be reasonable. (HARLOW, KEATING) 

VA me I llo. The buyout requires FPC's 
ratepayers to aas~ all financial riatl involved in return for 
receiving only $0.9 ~llion NPY of aavinga over 26 years. The 
buyout places FPC in a .are ca.petitive position for the future 
while failing to recOC)fti&e atrandable coat from a utility-wide 
perspective. Lastly, when appropriately ca.pared to the existing 
contract, the buyout reaulta in aiC)ftificant intergenerational 
inequities requiring cuato.ers to vait at least 22 years befo re 
seeing a positive benefit froa their inveat .. nt. [DUD.LEY) 

IPITT!CP' 01' •=rp 

IS: Yes. The amendlaent teminatinv the last ten years ot the OCL 
contract will provide eno~u• cuata.er •avings compared to its 
near-term cost, while uintaining the beneficial nature of the 
contract to current euata.era. 

~: Yes. 

gs: No. FPC did not identify Rule 25-17.0836 in its petit ion 
according to Rule 25-22.036(7)(a)4, which requires that the 
petitioning party identify the rule• and statutes which entitle the 
petitioner to relief. 

"MU I!IP "'1'111: FPC'a .oat recent estimate of the net 
present value (NPV) of benefit• frca the proposed CCL contract 
buyout is $32.4 million. (EXII 4, pp. .18-22) FPC also estimates 
that under the contract, energy co•t• 11 cent• per kWh compared to 
replacement costs of 3., centa per kMa. (1'1 65) As discussed in 
Issue 1, FPC's estiute of the benefit• associated with the 
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proposed buyout .. , be oweratated. Howew.r, the expected bene f it s 
still appear to be bi9hly poaitive, with a NPV of $19.9 milli on , 
when an outside source is uaed for fuel forecasts and inflation 
assumptions. (TR 351) The expected benefits from the proposed 
buyout also appear to be positive under a variety of economi c 
scenarios. The expected benefita ranved frOIIl $5.8 million under 
ORt's pessimistic scenario, to $22.5 ~llion under ORI's optimist i c 
scenario. Therefore, the benefits appear to ·be positive even under 
a pessimistic outlook with hiCJh inflation and high natural gas 
prices. These NPV eatiaatea ,a·re calculated usinCJ FPC's after-tax 
marginal cost-of-capital. ···· a. diac;uaMd in Issue 1, staf.f believes 
this is app~opriate. and ia i11pllecl by Rule 25-17.0836, r.A. c ., 
which concerns the evaluation of coveneration contract amendments. 

The buyout also proviclea an adequate after-tax return on the 
ratepayers' invest.ent of approxi .. tely 12 percent. The afte r - t a x 
return remains adequate at 9.2 percent, given a pessimi s t. ic 
scenario of high fuel pricea and hiCJh inflation. 

,. 
As discusaed in Iaaue 2, the intervenerational inequities 

appear to be reasonable, CJiven the expected benefits. In additi on, 
ratepayers in the early year• of the contract have a 1 ready 
benefitted at the expenae of ratepayer• in the future. The 
proposed buyout •itivate• thia exiatinCJ inequity to some degree . 
The buyout provide• a poaitive benefit over the long-term. St a ff 
believes that miniaizinCJ rates over the long-term provides t hf' 
highest assurance that the veneral body of ratepayers will benef j t. 

OPC raised a further concern that the expected benefits may 
not be realized by ratepayer• becau .. coat recovery clauses may no t 
be in existence in 2014. However, ratepayer savings are n o t 
dependent upon the exiatence of coat recovery clauses. (TR 189-1 90! 
There was no evidence provided by OPC indicating that utilit ies 
will not recover the coata aaaociated with PURPA cont~acts in the 
future. 

As its position on Iaaue 4, OPC arvues that the proposed 
buyout should not be approved becau.e FPC did not identify Rule 2~-
17.0836, r.A.C., in ita petition. OPC notes that Pule 25 -
22.036(7) (a}4, F.A.C., requires that the petitioning party ide nti f y 
the rules and statutea which entitle the petitioner to rel i ef . 

Staff believes that OPC'a poaition i• an untimely motion t o 
dismiss. This issue waa not raiaed in OPC' s February 26, 1 997, 
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Motion to Di .. iss nor- vaa it raiaed in any other OPC pleading, 
including its Prehearlnt Stat-nt, prior to hearinC). It would be 
inappropriate to conalder OPC' a aqu.ent on this issue at this 
stage in these proceedlnga. 

IJf'Mb''TY' "'!' !TI''I'': The Ca jaaion has a statutory duty 
pursuant to Section 366.041, Florida Statutea, to ensure that rates 
and charges recovered froa ratepayer• are •juat, reasonable, and 
compensatory.~ FPC baa the hi9heat reaidentia1 rates among the 
four investor-owned electric utilitiea in the State of Florida. (TR 
29, 30) The ca.pany' a propoaal ia to further increase its 
residential rates, and alao increaae the rates to the remaining 
customer claaaea over the next five years. Alternative stat f 
believes that for the reaaona diacuaaed .,_low and within the 
alternative recoaaendationa of laaue• 1 and 2, the proposed OCL 
buyout fails each of thea• threaholda and should therefore be 
denied. 

FPC has provided a propoaal which it believes •provides net 
savings of over $400 aillion to Florida Power and its customers and 
will mitigate the expoaure of Florida Power and its customers to 
potentially strandable coata in the future.• (TR 64, 69, 187-188, 
237) Witness SChuster agreed that Florida Power Corporation would 
not suffer any hara froa the C~isaion renewing its denial of 
FPC's petition since FPC would be reillbursed by its custome.rs f or 
all costs. (TR 29, 119, 241, 529) However, custa.ers currently on 
FPC's system who leave over the next 22 years will not see any net 
savings under the Ca~~pany•a propoaal. (TR 134, 222, 265) 

FPC's motivation to buy out ita purchased power agreements 
(PPAs) centers on puttin9 itH1f in a 110re CCJIII)etitive position for 
the future. (TR 30, 73, 75, 11, 232) FPC believes that its cost of 
electricity from PPAs will be above .. rket prices in a competitive 
environment. Under the current propo•al, FPC concedes that its 
ratepayers are assuain9 all financi•l risks involved in the 
proposed transaction. (TR 219) Furthermore, witness Schuster 
indicated that the Ca~~pany•a propoaal would place the risk tiMt 
natural gas prices will eacalate sitnificantly in relation to coal 
prices on FPC's customer• in return for relieving them . from the 
risk of fluctuations in coal pricea. (TR 93) However, staff notes 
that since the passage of FERC Order 636, natural gas prices have 
been volatile and market driven while coal pricea have been very 
stable. If FPC were to fund the buyout versus the proposed 
ratepayer funded tranaaction, then FPC'a ratepayers would be 
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isolated from the financial ri•ka while FPC would still receive the 
future benefit of enhanced C(llllpetitiveness in a market where retail 
customers have choices. 

Alternative ataff avreea with witness Schuster that, "Nea::­
term is always a little •re certain than long term." CTR 98 l 
Hesitation may be the key to good decision making. FPC is 
currently, and ia expected to continue experiencing customer 
growth. (TR 134, .552) Due to thia situation, future contract costs 
would be spread over a larter cuata.er base thereby reducing the 
per custa.er i.pact of the current OCL contract costs as well as 
the presUIIed benefits of the buyout. (TR 134) 

It is FPC' • opinion that the proposed OCL buyout would 
eliminate potential atrandable coata. (TR 67," 188, 237, 493) 
Stranded coats are lnv••~t• in planta and contracts that are no 
longer effici.ent in a CGIIP8titift •rket. FPC has not indicated 
that on a utility-vide ba8l8, any of it• energy resources, which 
would include.the OCL contract, would be atrandable. (TR 190) They 
have only looked at their hither coet reaources without recognition 
of the leverage lower-coat re•oureea provide. (~R 238-239, 254, 
258, 292) Focuainv on one aource of bi9h-cost electricity all ows 
FPC to ignore other reaourcea which would be below market price 
under competition. Alternative staff believes that such a 
comparison would have been appropriate given that FPC has already 
attempted to develop eati.Mtea of its cost of providing power and 
its potential atrandable co•t• in a restructured electric industry. 
(TR 190) 

Witness Schuster indicated that he waa aware of stranded cost 
recovery proposals which included PURPA-related costs. CTR, eo, 
188-189) He then a9reed that there would be no risk of cost 
recovery in a deregulated enviro,_nt that guaranteed recovery of 
stranded costs, including PURPA-related costa, either through exit 
tees or transition charta•· (TR 181•110) Witness Schuster was also 
aware of propoaals that e..-ined •trandable coats on both a cost 
item specific basis •• well •• a utility-wide basis. (TR 190) 

There was only one aucceaaf~l bid, the OCL buyout proposal, 
resulting from FPC's rever•• RIP aolicitation. (TR 52) However, 
nothing precluded FPC froa rejectiftfi the proposed OCL buyout. 
FPC's current proposal ia to buy out the entire contracted amount 
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of the OCL power purchaae ag~nt durin9 the -last ten years of 
the current contract. DuriftC) this tt..e period, 2014 through 2023, 
FPC believes it can replace the pover at a lover cost to its 
ratepayers. If nc: beU.evea that the contract will become 
uneconomical durin9 the .. ,.ara due to the onset of competition, it 
should have only pursued a proposal which •rely reduced its price 
commitment to the anticipated .. rtet level. FPC should not have 
looked to buy out the entire contract. They could have done this 
by agreeing to pey off only the capacity payment port ion fPC 
believes will be Above the then current .. rket value of capacity. 
FPC has indicated that the II08t significant l,evel of savings comes 
from the reduction in capacity pav-nts in the last ten-year period 
of the contr:act. (TR 18, 486) In this ~~anner, FPC could have 
reta:ined .. the beneficial nature of the contract"' for current 
customers aa well aa the aecurity of the contract for futur e 
customers, while reducin9 future coat liability. 

In its analysis, FPC has chosen to use a projection of a 
combined-cycle unit's current coat aa a surrogate for the market 
price of replaceMnt capacity and ener9y during the planning 
horizon. (TR 93, 147-148) It ia not evident that the "marke t" 
price will be reflective of such a ain9ularity. The .. market" price 
during the buyout years, 2014 throu9h 2023, is expected to bP. 
immersed in CQIIP8tition. Aa aueh it will likely include some 
higher cost forms of CJ8Mration and will reflect a cost higher than 
today's avoided cost. (TR 77, 254, 256) FPC has indicated that the 
OCL contract costs approxt.ately 11 cents/kWh during the buyout 
period while its current ,avoided coat is about 3.6 cents/kWh. rTR 
65, 69) Asauaing the ~rket• price will lie somewhere between 
these two values, FPC could have reduced the risk exposure if it 
had endeavored to miti9ate a portion of this amount rather th.m 
requiring today's cuata.era to bear the burden of the entire gd~. 
Even if the actual .. rtet price turns out to be less than the 
remaini,ng cost, then conceptually FPC ·continues to have a reliabl e 
source of generation, but at a auch smaller strandable leve l. 
Furthermore, alternative staff expects that the remaining margin 
would be regarded aa a recoverable stranded asset in a post­
competitive IIUirket after real.izin9 efforts undertaken by FPC to 
reduce these costa. 

Coaolaaioa 

Based on the above discussion, and for the reasons discussed 
within Issues 1, 2, and 3, alternative staff recommends that fPC' s 
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proposal to buyout the OCL contract be denied. Approving the 
buyout requires FPC' a ratepayer• to aaau. all financial risks 
involved in return tor receivlDg only tO.t .tllion NPV of savings 
over 26 years. Morecwar, the buyout places FPC in a more 
competitive position for the future while failing to recognize 
strandable cost from a utility-vide perapective. Lastly, as 
discussed within Iasuea 2 and 3, poa1t1,. .. Vift98 are not projected 
to materialize before 22 year• and will result in significant 
intergenerational inequitiea. 
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IIIQI 5: If approved, bow ahould Florida Power Corporation recover 
the expenses associated with the ~nc:t.ent to the Negotiated 
Contract between Florida Power Corporation and Orlando Cogen 
Limited, Ltd.? 

•nen : If the S.ttl·-nt Afr-nt is approved, 
the buyout pa~nta should be recow.red froa the ratepayers over a 
period of approxilftlltely fift ,_ara, the aaM tiM period over which 
OCL will receive pa,_nt. S.Yenty-aeYen percent of the buyout 
payments should be recoYered throuth the Capacity Cost Recove.ry 
Clause and 2 3 percent ahould be recovered through the Fue 1 and 
Purchased Power Cost Recovery Clauae. The recovery of payments 
made prior to their incluaion for recovery through the adjustment 
clauses should include intereat fro. the date the payments were 
made. [HARLOW] 

!Ill! 1&1¥ '!Til : If the Settlement Agreement is 
approved, the buyout pa,.ente ahould be recovered from the 
ratepayers over a period of 10 yeara. S.Yenty-aeven percent of the 
buyout payments should be recovered throu9h the Capacity Cost 
Recovery Clause and 23 percent ahould be recovered through the Fuel 
and Purchased Power Coat .. cowary Clauae. The recovery of payments 
made prior to their incluaion for recovery through the adjustment 
clauses should include intereat froa the date the payments were 
made. [DRAPER, MCNULTY, WHEELDJ 

=••• NAM'T!" : FPC should fund the buyout 
creating a regulatory aaaet to be recovered accordingly beginning 
in year 2014. If FPC ia not required to delay recovery of the 
buyout costs until the yeer in which benefita beqin to accrue, the 
year 2014, then the buyout. coata ahould be recovered over the 
remaining life of the contract. (DUDLEY) 

••m Nd tm!l : If the prilury recoaeendat ion to 
Issue 4 is approved, then •44, 405,000 of the $49,405, 000 ·tot a 1 
buyout costs should be recovered through the Capacity and Fuel 
Clauses as recommended in the prilury recom.endation to this Issue, 
and the remaining $5,000,000 ahould be recovered through current 
base rate earnings over ~ five-year period. (NORIEGA) 
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: JK: The cost of the buyout· •hould be ·ncoftred through the CCR and 
the fuel clause in accordance with the Ca..daaion'a established 
policy which allocate• the buyout co•t in p~oportion to the ratio 
of the buyout's capacit.Y and eneqy NYinCJ•• Such an allocation 
results in approxi•t.ely 77l of the buyout coat bein9 recovered 
throu9h the CCR and the r ... ininCJ 23l beinCJ recovered through the 
fuel clause. {~Qta: Thia i••ue waa not addreaaed at the hearing and 
does not appear to be in di8pute.) 

~: No position. 

Ql;: FPC should not be pe~tted to recover the buyout costs from 
its customers. FPC •hould, howeYer, be peraitt.ed to recover the 
buyout costs throu9h the fuel and capacity co•t recovery mechanisms 
in the years 2014•2011 if the COIIPMY funda the buyout. 

•== mp SF'"W: A8 a part of the Settl ... nt Amendment with 
OCL, the term of the contract wa• reduced by 10 years. In return 
for shorteninCJ the contract, nrc .,reed to -- -.onthly payments to 
OCL totalin9 approxi•tely $49.4 .tllion over a five-year peri~d. 
(TR 15) FPC requested co•t recovery for theae payments. (TR 1~) 

Staff aC)reea with FPC that the buyout . JNyments should be 
recovered from FPC's ratepayer• over a period of approximately five 
years, the time period OYer which OCL will receive payment. The 
e.xisting contract vas approved for recovery from FPC's ratepayers 
through the cost recovery clauae•. FPC doea not receive a return 
on the contract. FUrther, •• discussed in the primary 
recommendations in Isauea 1 and 2, the riaka associated with the 
proposed buyout's benefita and the intergenerational inequities 
appear reasonable. 

Staff agrees with FPC'• poaition t~t the buyout payment costs 
should be allocated to the rate cla•aes in proportion to the 
estimated energy and ~nd NYing• in the buyout years, since the 
contract buyout ie juatified by FfC on both enerC)y and capacity 
savings. Thus, in effect, the buyout payMnta are purchasing 
demand and ener9y saving• durinCJ the buyout years. This 
methodology is consistent with the : .. thodology approved for FPC's 
Settlement Agreement with Pa•co COCJen, Ltd. see Order No. PSC- 97-
0523-fOF-EO, issued May 7, 1997. 
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The estimated ener9y and capacity aavin9• during the buyout 
years 2014 through 2023 were arrived at by eatimatin4J what would 
have been paid based on OCL'• contract interpretation and 
subtracting froa that .-ount the eatiuted cost of replacement 
energy and capacity. The enerc)y and capacity savinqs which res.ult 
from this analysis are ahown in the follovin9 table: 

• II - IIC/GCIIt WSCIA 
Cl a11Uou ...U..l) 

YEAR CANCI'IY DIUGY TOTAL 

2014 27.3 7.3 34 . 6 

2015 Zl.t ••• 37.3 

2016 30., 1.9 39.5 

2017 32 •• 9 •• 41.8 

2018 3f.2 '·' 44.1 

2019 , •• 2 10.!» 46.7 

2020 ••• 11.8 50.2 

2021 .0.6 . 12.3 52 . 9 

2022 u.t 13.1 56.0 

2023 n.l 13.1 59. 1 

TOTAL llH.I 1105 •• $462.2 

PERCENT OF TOTAL "' 23\ 

Since the capacity aavin9• of •3~6.8 million represent 77 
percent of the total $462.2 aill.ion in savi.ngs, staff recommends 
that 11 percent of the buyout co8ts be recovered through the 
Capacity Clause. The r ... inin9 23 percent reflecting energy 
savings should be recovered throu9h the Fuel Clause. 

FPC began makin9 pay.enta to OCL at the beginning of 1997. 
(TR 209) If the Ca.aia•ion decide• that these costs a re 
appropriate for recovery throu9h the FUel and capacity clauses, the 
recovery of pa~nta .. de prior to their inclusion for recovery 
through the adjust .. nt clauae• ahould include interest from the 
date the payments were .. de. lfitneaa Schuster stated that the 
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commercial paper intereat rate of about 5 or 6 percent would apply. 
(TR 210) The recovery of theM s-,.enta will be reflected in the 
next applicable fuel adjuatMnt cycle. 

nag M 1 = sm:mez Aa diacuased in the primary 
recommendation of Iaaue 5, the buyout pay.ent coats should be 
allocated to the rate claaHa in p~rtion to the estimated energy 
and demand savings in the buyout yeara, aince the contract buyout 
is justified by FPC on both ener9y and capacity savings. 

FPC has propoaed 'tbat the bu~t coata of $49.4 million be 
recovered over a five-year period. Cta 15) However, as indicated by 
witness Schuster, the coata ~f the buyout are not being recovered 
consistent with the tiM period within which the benefits accrue. 
(TR 192) Staff disagree• with I'PC'a poaition that this issue was 
not addressed at the bearint• ftC witneaa Schuster recognized 
that increasin9 the recowery period of the buyout coats to a longer 
period than the propoaed five-year · periOd would reduce the 
possibility for intergenerational inequitiea. (TR 208) The period 
of time bet~n occurrence of the co1ta and the reco9nition of the 
benefits would be reduced if the buyout coata are recovered over a 
period longer than fl .. yeara. (TR 208) In order to mitigate the 
intergenerational inequity, alternative ataff recommends spreading 
the recovery of the buyout eoata over a ten-year period. 

In addition, recowery of the buyout costs· over a ten-year 
period instead of a fl .. -,.ar period reduces the near-term rate 
impact to ratepayers. (TR 201) •itness Schuster recognized that 
a recovery of the buyout COita ower .ore than five years would 
result in a ••ller rate inc,._nt than if the recovery were made 
over five years. (TR 208) Therefore, current ratepaye~s benefit 
directly from a longer recoYery period. 

Spreading the recovery of the buyout payments over ten years 
instead of five years would create a regulatory asset of about S25 
million in the year 2002. FIC'a actual pa~nts to OCL are $9.881 
million per yeAr, totaling f49.405 aillion over five years. If 
recovery of the $49.405 ~llion ia apread over ten years, FPC will 
recover half of the t9.111 llillion pa,.ent to OCL, or $4.940 
million per year, plua intereat on the unrecovered amount at the 
thirty-day com.ereial ,.,.r rate, f~ ita ratepayers. The balance 
of the regulatory aa .. t would increaH by t4.940 million each year 
in the first five ye•r• of the recowery period, and after year five 
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decrease by the sa.e a.ount to reduce to zero in year ten, or by 
2006. 

If approved, alternative ataff reccn tnda that FPC recover the 
buyout costs throuCJh the Fuel and the CApacity clauses over a 
period of ten years. Upon queationinCJ, vitneaa Schuster indicated 
that a ten-year recovery period ia a f .. aible option. (TR 221) If 
the Commission approves the proposed buyout, alternative staff 
believes that recovery of ita coatn throuth the Fuel and Capacity 
clauses over a ten-year period in a reanonable and appropriate 
recovery method • 

• ,. ALi '!7" -- sm·=•: AlthOUCJh the OCL contract 
amendment is contingent upon Ocnniaaion approval, it is not 
contingent upon Ca.aiasion acceptance of FPC'• proposed method of 
recovery. CTR 221) 

Alternative staff atrHa with OPC that baaed on its own 
projections, FPC should bn villint to fund the buyout as long as 
the company is peraitted to recoup ita J.nweat.ent by continuing to 
recover the existinCJ PPA re .. nuea in the years 2014-2023. COPC BR 
5; TR 240, 333) Witness Schuster atreed that the OCL transaction 
is in many respects s~lar to thE ~iter lay transaction., CTR 127) 
However, due to a lack of tzrtdiate aaYiDCJF to offset the up-front 
costs and the disparity in the ..ount of cuata.er aavt.nga, FPC did 
not consider self-funding to be an acceptable option. (TR 202, 206) 
Thus, it appears that if aaYintF are delayed for any length of time 
and they aren't quite larte enOUCJh, FPC considers that it is only 
acceptable for its cuata.ers to bear that risk and not itself. The 
Commission should discoura9e auch selective decision making. 

Alternative staff rece .. anda that FPC fund the buyout using 
the most coat-effective inat~t available aa it was willing, and 
did, with the buyout of the Titer ·aay PPAE. In fact, were FPC to 
fund the buyout and get fayorab.le tax treatment, the net of tax, 
NPV cost to the ca.pany in 1991 dollars would be less than the 
$40.4 million NPV coat to the cuata.era under the current proposal. 
CTR 128) If customers 1 .. ve before benefits accrue, they never see 

See, e.g . , In ra eetitipp (pr ApprpJil of an Agreement 
to Purchase the Tiger ltv Qppeperatipp lfFility and Tcppinate 
related Purchase Pgwcr Cqptr•et•· Docket 910096-EQ, Order No. 
PSC-97-0652-S-EQ, iaaued June 9, 1997. 
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;my benefits; however, if FPC funds the buyout, it will still bP 
made whole as cuata.era who depart will be replaced with new 
customers as FPC ia currently, and is expected to continue, 
experiencing custa.er 9rowth. (TI 134) 

In its brief, OPC addreaaea the illpact on the amount of the 
buyout cost baaed on the tax tru~nt of th.e buyout payments. If 
the payments fraa cueta.era are not conaidered tax deductible, FPC 
will, in effect, be required to contribute an additional 38.58 
percent of the pa~t ~t uch year under ita current proposal. 
(OPC BR 4; 1R 366-361, 535-536) ,Therefore, the true cost of the 
buyout in this inetaDCe vill ' be not only the $9,881,000 per year 
from the custa.era, bat approxi .. tely an additional $4 million per 
year from FPC. CTR 367, 537J Witneaa Schuster stated that it was 
~essential to make conservative aasu.ptiona with respect to taxes, 
assume that the burQUt coat will not be deductible on a current 
basis. H (TR 127-121) -liaing the true cost of the OCL buyout 
reduces the coat-eff-ectivenes• of the proposal. 

As referenced in witness Schuster' • direct testimony, the 
reverse RFP cont-.plated a vide array of proposala. •contract buy 
outs may be deaifl*l to partially or COIIPletely buy out the 
existing contract. ' Partial buy outa can be baaed upon a reduction 
in the term of the contract, a reduction ' in committed capacity, or 
other changes in the exiatin9 contract.• (TR 54) If approved, 
alternative staff recOiillenda that the buyout cost be treated as a 
regulatory asset and recovered durin9 the years in which the 
benefits accrue, the yeara 2014 throu9h 2023. This recovery 
treatment alleviate• all intervenerational fairness issues, removes 
the financial risks froa rPC'a ratepayera, would be expected to 
increase the NPV of the transaction, and allows FPC to fully 
recover its inves~nt even if savings never materialize. 
Furthermore, it appear• that thia type of recovery treatment was 
acceptable, if not cont.-plated, by FPC from the onset. 

The firat alternati,. ~· etndation auggeats that the buyout 
cost be recovered over the ftext ten yeara. If FPC is not required 
to delay recovery of the buyout coats until the year in which 
benefits begin to accrue, the year 2014, then alternative staff 
recommends that they should be reco¥ered over the remaining life of 
the contract. · 

An objective of the r .. erae RPP solicitation, as described by 
witness Schuster, ia •to aolicit propoaals for capacity payment 
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buydowns which would reault in a reachedulin9 of capacity payments 
over the remaining life of exiatin9 purchaae agreements, resulting 
in higher capacity ~~nta in the near te~ and lower capacity 
payments in the future.• (TR 53) If not funded by FPC, the buyout 
cost should be recovered, plua interest at the thirty-day 
commercial paper rate, over the r ... inin9 term of the contract. 
This recovery policy ia conaistent with recovering the cost of .m 
asset over its used an uaeful life. 

DDP ILl ,,. " sn•mra 'fhe central question in this 
issue is to decide whet~r it ia fair for FPC's ratepayers to fund 
the entire Contract buyout. Alternative ataff believes that it is 
more equitable to recover a Portion of the costs through curr~nt 
base rate earnin9a, and haft the r-inder flow through the 
Capacity and Fuel Clauaea aa deacribed in the primary 
recommendation to thia Jaaue. Specifically, the majority of the 
buyout should be recovered aa followa: 23 percent of the costs 
should be recovered throuth the Fuel and Purchased Power Cost 
Recovery Clause, and 77 percent ahould be recovered through the 
capacity Cost Recovery Clau ... 

FPC agrees that the riak to ratepayers would be reduced if 
part of the buyout coata are funded throuvh existing base rates 
rather than throu9h tbe coat recowery clauae•. This scenario would 
effectively result in non-recowery of a portion of the buyout costs 
from FPC's perspective. (fa 218-219) Alternative staff believes 
that $5,000,000, or rouvhly ten percent of the total buyout cost, 
is a reasonable amount to be recovered through base rates. 

First, FPC and ita atockholdera stand to benefit from this 
proposal because the CCIIIPAfty ia 110tivated to buy out its purchased 
power agreements in order to put itself in a more competitive 
posture for the future. Cft 13t These agreements limit FPC's 
financial flexibility due to 1QD9-ter. liabilities and potentially 
strandable costs. The Contract buyout relieves the Company and its 
stockholders from aasu.in9 theae liabilities and allows recovery 
through the aforementioned clauaea. Moreover, ratepayers benefit 
when they avoid hi9her future enervy coat• associated with value­
of-deferral contracts, and when the rate iapact of the buyout is 
reduced by the portion a••itned to ba•e rates. 

Second, even thou9h both FfC ~nd ita ratepayers stand to 
benefit from the buyout, riC'• propoaal aaks ratepayers to assume 
the entire ri•k of the transaction. CTR 219) In its brief, ore 
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addresses the riak &-elated to tbe projected savings. (OPC BR q) 

Since these aavinCJa' an at rialc due to •nral econ011tic conditions, 
alternative staff belie9ea that it is .ore objective to recover the 
majority of the coata dollar for dollar through the rec(lvery 
clauses as requested by the Oaapany, and to allow the remainder of 
the costs to flow throuth current baae rate earnings. 

Third, a $5,000,000 .-ount · tbrou9h base rates would account 
for approximately 19 basis pointe on FPC's return on equity (ROE). 
This can be calculated by ua~ PIC' a aa•UIIption of a 38.58 percent 
composite inca. taa ~•t• and / a c:~m on equity amount of 
approximately •1·' billion. (1111 4,' p. 151 EXIt 21) If this amount 
is amortized over a fi .. -,.ar period, the Company's achieved ROE 
would only be reduced'' by approxlMtely 3.8 basis points per year. 
This method of reoowery not only allova the Company and its 
stockholder• to retain a .favorable .. rlcet position, but also 
provides ratepayers with a aafety net that accounts for the risk 
associated with the Contract buyou·t. 

Fourth, alternatift ataff's propo·aal increases the NPV of the 
transaction; thus ~rovint the likelihood that the savings 
associated with it will .. terialize. The Comp~ny's latest 
calculations estimate the NPV of the buyout at $34,647,000. (TR 89) 
Alternative staff estt.tea that if the Company's numbers are 
assumed to be correct and -everytbin9 elae . . is held constant, the 
ratepayers should benefit by another •4,090,000. This increases 
the NPV of the transaction to t38,737,000. Moreover. the Company 
would be allowed to recover the coat of the buyout during its 
proposed five-year ped.od, and would avoid interest payments on any 
amount that it would baft to borrow if a lontJer recovery pe.riod was 
in effect. 

Given these reasons, alternative staff concludes that it is 
appropriate to approve recoftry of the buyout costs through the 
recovery clauses and current baH rate earnings. This plan 
provides the necessary balance where FPC, its stockholders and 
ratepayers all share the risk aaaociated with this buyout proposal. 
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liM 1:. Should the Office of Public Counael' a renewed motion to 
dismiss Florida Power Corporation' a petition on proposed agency 
action be granted? 

' · . •... I ., • : No. !he ~ Riaaion preYioualy denied a motion t o 
dismiss filed b,y the Office of Public Counsel in this docket. 
OPC' s renewed 1110tion rear9Uea the a- points rai sed in its 
original motion and abauld be danied on the .... 9rounds. (KEATING] 

IDP SEIDl': On February 26, 199'7, OPC filed a ~tion to dismiss 
FPC's petition on propoaed aC)ency action (ori9inal motion). By 
Order No . PSC-97-0'7'79-ror-EQ, iaaued July 1, 1997, the Commission 
denied OPC' s 1110tion. : QJader a aection titled .. Procedural Matters" 
in its post-hearin.g brief (pp. 16-19), OPC -ka to renew its motion 
on the same 9rounda preaented in the original motion. 

,, 
In its renewed 110tion, OI'C artyea that FPC has not 

demonstrated standing to proteat the C<m taaion'a PAA Order in this 
docket because FPC haa not ahown that ita substantial interests 
were either dete~ined or affected by the PAA Order. OPC cont ends 
that the PAA Order neither helped nor ha~d the company because, 
under the original contract or the propoaed ... ndment, FPC would be 
reimbursed by ita cua~r• for all ita costa. OPC cites to the 
record testi..my of witneaHa Larkin and Schuster in support of its 
assertion that FPC will suffer no harm if the proposed amendment is 
rejected. The partiea haft not had an opportunity to respond to 
this renewed .otion. 

Staff reca.menda that the renewed motion be denied (1) for t h~ 
same reasons the C~aaton denied the oriqinal motion or 12 J 
because it is an unti•ly and inadequate motion for 
reconsideration. 

In its original 110tion., OPC argued that FPC had not 
established atandin; to proteat the Ca.aiaaion'a PAA order because 
its substantial interests were not affected by the PAA order. rn 
support, OPC asserted that under either the original OCL contrac t 
or the proposed ~nt, FPC would be ret.bursed by its custome r s 
for all costa and would auffer no ham. In addition, OPC contend•':'d 
that FPC failed to alleC)e the type of ianediate injury-in- fact 
necessary to confer atanding under Aqriso Chemical Company v. 
Department of £nyiccnssntel aequtetiQQ, 406 So. 2d 478 (fla. 2nd 
DCA 1981). In ita renewed .otion, OPC ai..,ly takes issue with the 
Commission' a finding in Order No. PSC-9'7-0779•FOf-EO that these 
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arguments do not provide adequate 9rounda to diamiss r~·~ petition 
and reargues these pointa. 

OPC' s renewed 110tion eaHntially aska the Commission to 
reconsider its July 1 order denyin9 OJIC'a ori9inal motion. Under 
Rule 25-22.060, Florida· Adainistrative Code, OPC was permitted 15 
days to request reconsideration of the Ca.aiasion's order. Not 
only is OPC' s renewed .otion four and one-half months late, it 
fails to alleqe any point of fact or law that the Commission 
overlooked or failed to consider in Order No. PSC-97-0779-FOF-EQ. 
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...... 

ISSU. 7: Should thia docket be cloaed? 

_J ........ • • ~ • : Yea. If 
Reconsideration or Notice of 
Order, no further action will 
should be closed. 

101mCW1 or ""D' 

II;: No position proY1ded. 

QCI,: No. 

QK: l'es. 

no party files a Motion for 
Appeal of the Ca.ission' s Final 
be required in this docket, and it 

'D!' "'UII: If no J)4rty files a Motion for Reconsideration or 
Notice of Appeal of the Ccwiaaion'a Final Order, no further action 
will be required in thia docket, and it should be closed. 
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