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BEfORE tHE FLORIDA PUBLIC SERVICE COMMISSION 

In re: Petition for approval of 
early termination ... n~nt to 
negotiated qualifyin9 fecility 
contract with Orlando Coven 
Limited, Ltd. by Florida tower 
Corporation. 

DOCKET NO. 961184-EQ 
ORDER 10. PSC-98-0400-FOF-EO 
ISSUED: March 16, 1998 

The followin9 ~ taaionera perticipated in the disposition of 
this matter: 

APPEARANCES: 

JULIA L. JOHil .. , Chaiman 
IUSAII F. CLAIUC 

JOE GMCIA 

JAMES A. MCGEE, Eaquire, and JEFnRY FROESCHLE, EBqui re, 
Florida Power C:Ocporation, Poat Office Box 14042, St. 
Peteraburg, Florida 33733 
On bebalf pf Plgricft ra-e '>cpppt.igp. 

MATTHIII M. CHILDS, ~ire, and ~THAN E. SJOSTROM, Esquire, 
Steel Hector 1 Davia, 215 South Monroe Street, Suite 601, 
Tallahaaa .. , Florida 32301 
Op hebtlf AC Qrltn* C!cen Ltpt t;efl. Ltd. 

JACK SHREVE, lequire and ~ ROGER HOWE, Esquire, Office of 
Public COun.el, c/o !be Florida Legialature, 111 West Madison 
Str .. t, Roaa 112, ~allabaa ... , Florida 32399 
On bebtlf gf tlw Glt''"' pf t;be lt;e&;t gf Flgrida. 

MM. COCHRAN DA~mG, Eaquire and JORGE CRUZ-BUSTILLO, Esquire, 
Florida Public service C taaion, 2540 Shu.ard Oak Boulevard, 
Tallahaaa .. , Florida 32399-0850 
On btbtlf AC tbe G I ••&• •t•C'· 

OBD£B rpxtw; PUI!ICW 1Q1 R",Y DBMINATIOM MENQMENT 
m ''PP'IA'l'ID qw.rnrw; rac;tLITX CONTRACT 

BY THE COMMISSION: 
C''' MCIGP•P 

On July 1, 1991, thia ~ .. iaaion iaaued Order No. 24734, in 
Docket No. 910401-EQ, approving the ••gotiated Contract b e tween 
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• 
Florida Power Corporation (J'IIC) and Orlando Cogen Limit.ed, Ltd. 
(OCL), a qualifyin9 facility (QF). The tent of the negotiated 
contract is 30 yeara, bec)lnnint January 1, 1994 and endinq December 
31, 2023. Ca..itted capecity under the contract is 79.2 megawatts, 
with capacity pa~ta ba.ed on a 1991 pulverized coal-fired 
avoided unit. .. encouraged FI'C and other utilities to neqotiate 
contracts wi.th QFa in lieu of ac:C~Ptint atandard offer contracts. 

This Ca.aisaion later approwed an ... ndaent to the Contract 
pursuant to a Settl.-.nt AgralF nt between FPC and OCL in Order No. 
PSC-96-0898-AS-EQ, iaaued July 12, 19.11, in Docket No. 960193-EQ. 
The Settl ... nt Agre1m1nt reeolw.d an enertr pricin9 dispute between 
FPC and OCL. In addition, OCL •treed to curtail enerqy deliveries 
accordinq to the te~ apecified in the avre ... nt. 

On March 12, ltt,, we iaaued Order ao. PSC-96-0352-FOF-EG in 
Docket No. 960002-BG, wbic:b ·-.pprOYed FPC' a request to deter 
creclitinq a 1995 ower-recoftry of approxiutely $17.7 million 
asaociated with ita eeaidential ~ decouplin9 experiment. The 
purpose of the deferral waa to allow J'llC to conduct a 'reverse 
auction' ... king ~ or capacity ,paysent reductions in exchange 
for up-front ,_,.ante. ay Order ~. fSC-97-0291-fOF-EG, issued 
March 14, 1997, the ltiS n..nue decoupling over-recovery balance 
plus accrDed inteeeat waa refunded to FPC'a reaidential customers 
throuqh the lne~ Conaerwation Coat a.covery Clause. 

On May 2, 1,., I'IC iaaued a SOlicitation for Reverse Auct ior. 
Bids to ita openttnt Qh with fim capacity and energy contracts. 
FPC accepted two of tbe tbl'ee bide aua.itted. However, one bid was 
subsequently witbdrewn when tbe bidder waa unable to obtain lende r 
approval. llefotUtiona with OCL, the ~inint bidder, resul tNj : r. 
an amenaent whic:h tealiutea the laat ten year• of the contract lr• 

exchan9e for ,_,_nt to OCL of t•I,.05,000 over a period of five 
years. nc f 'iled a petition for -..roval of the Contract Amendment 
on October 1, 1116. FI'C requeated that cost recovery of the early 
termination pe,_enta be illpl-nted throu9h the Capacity Cost 
Recove.ry Clauae bec}iMii'MJ in April, 1117. FPC also requested that 
the rate ispact to reaidefttial cuato.era be aitigated by crediting 
the Enerty Conaervation eo.t lecowery Clause with the 1995 revenue 
decouplinq over-recovery balance plua accWDulated interest. 

By Propoaed AQency Action O~r No. PSC-97-0086-FOF-EQ, issued 
January 27, 1917, we denied I'JIC' a petition for approval of the 
early te~nation AslndmJnt to ita contract with OCL. On February 
17, 1997, FPC tt.ely filed ita ,.tition on Proposed Agency Action 
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to protest Order Mo. PSC-91-0011-~F-IQ. We 9ranted intervenor 
status to OCL and acknovledQed the Office of Public Counsel (OPCl 
as an intervenor. on OCtober 30 and 31, 1997, we conducted an 
evidentiary hearing. HaYiDg conaidered the evidence presented at 
hearing, the poathearint brief• of the parties, and the 
rec~ndationa of our ataff, our findin9a, ude at ou.r February 
17, 1998, a9enda conferenCe, a~ .. t forth below. 

I. Pybliq CQUQyl'a "'SOd 'A&l,AD tA Dieiaa 

On February 21, 1tt1, OIC filed a .ation to dismiss fPC's 
petition on propoaed ..-ncr action. By Order Mo. PSC-97-0779-fOF­
EQ, issued July 1, 1917, w denied OPC'a .,tion to· dismiss. In its 
poat-hearin9 brief, OPC renewed ita 110tion to dismiss FPC's 
petition on propoaed atencY action • ... 

In ita ren ... d .otion, OIC arwuea that FPC has not 
deaonstrated atandiftl to proteat our PM Order in this docket 
because FPC has not ahalm that ita aubatantial interests were 
either detemined or affected by .. the PM Order. OPC contends that 
the PM Order neither helpad nor .har.d the CQIIII)any, because, under 
the original contract or the propoaed , -ndllent, FPC would be 
reiabursed by ita cuata.era for all ita coats. OPC cites to the 
record teat~y of OPC vitneaa Larkin and FPC witness Schuster in 
support of thia contention. The partiea did not have an 
opportunity to respond to tbe renewed .otion. 

We find that OIC, in ita renewed IIOtion, siMply takes issue 
with our findin.CJ in Order llo. PSC-9'7-0779-fOF-EQ that OPC' s 
ar9WMnta do not . prOY1de ..... te 9rounda to dismiss FPC's 
petition. OIC' a ~•- .otion ceartue• the a- points raised in 
its original 110tion. In addition, ve find that OPC' s renewed 
motion essentially uta ua to recon.icler Order No. PSC-97-0779-FOf­
EQ. Under Rule 25•22.010, Florida ~niatrative Code, OPC was 
peraitted 15 daya froa the iaauance of that Order to request 
reconsideration of our order. .. find that OPC' a renewed motion is 
not only untt.ely, but faila to all..,. any point of fact or law 
that this ~ .. taaion overlooked or failed to consider in order No. 
PSC-97-0779-FOF-IQ. therefore, we find that the renewed motion 
should be denied. 
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• 
II. Econgetc Riaka lf•QGi•t!d with Prq1ectld Ratepayer Sayings 

FPC'• analyaia, prOYided in aupport of its petition, shows 
that the contract .xlification will provide substantial, consistent 
savings to custc.er.a with an ultillata aavings of nearly ten times 
the early ta~nation pe,..nta. However, we note witness 
Schuster'• indication that I'IC alao reasonably expected that the 
original contract would ~in coat-affective over the entire lite 
of the thirty-year cantract. a.., Order No. 24734, issued July 1, 
1991, page 13 (contract with Orlando Coten Lt.ited projected to 
.result in $1,012, '715 net pnHnt walua Hvinga). As confirmed by 
FPC witnaaa Schutar, tbe oritinal contract is no longer cost­
effective juat aix ,..ra after it waa aitned; he cites changes in 
fuel pricea and tec:llnology aa the root cauae. In its petition, fPC 
is now aatint ua to approve a propoaal to charge its custome r ~ 
$·49.4 million over the lllillt fiM yeara ao that it can terminate the 
last ten years of ita negotiated contract with OCL. 

Baaed on FPC'a .oat recent fuel and capital cost forecasts, 
provided as evidaace in tbia procaadinCJ, replacement power will 
coat far laaa tllaft the ·· current contract to the extent that 
customera will realize .. Yinga with a net preaent value (NPV> of 
over $30 aillion. The foundation for these projected savings is 
the very .... type of fuel and technology price projections which 
resulted in the or:itlnal thirty-rear contract becoming non-cost­
effective aix ,.era after -.pro9al. loth witnaaa Schuster and OPC 
witness Larkin agreed that no one can forecast anything, much less 
fuel pricaa, accurately out into the future. 

As set forth below, • baliew. the eYidence shows that sever a 1 
of the financial and acona.ic el ... nta uaed by FPC in its cost­
effectiveneaa analyeia are iMppropr:iate, including FPC's fuel 
price escalation ratee, capital coet eacalation rates, and other 
financial aaau.ptiona. OUr epacific findint• aa to each element 
are set forth below. 

A. Full Pr&eee 

In hopaa of attractliiCJ covanaration capacity within a short 
tiae fr- to -t a naad identified during the 1991 annual 
planning hearinta, FPC included a 1991 co.bustion turbine CCT) unit 
as its avoided unit for it• atandard offer contract. ~' Order 
No. 24989, isaued Autuat 29, 1991, at p . 16. FPC justified this 
move, in part, by atatint: 
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The coal unit waa added aa an option because on a NPV 
basis, the coal unit co.ta leu than the CT unit. Wt-aile 
this uy aound lite a 900cl choice, the co.l unit does not 
becc.e coat effecti.Ye wat.tl the last few years of a 
thirty year ADAlyaia. FPC, therefore, chose co include 
CT capacity ·in 1917 in ita facility plan in order to 
avoid the riu o~ nJ.t.nce on Jatter year tuel savings to 
justify • project. 

ld., at p.16 (e.phaaia added). HoweYer, FPC's current proposal 
digresses fro. ita prewioua policy and turns back to relying on 
1at~er year fuel price projec:tiona to juatify projected savings. 

Witneaa Schuster cbaracteriaed FfC'a ability to forecast fuel 
prices as the ~jor uncertainty that r ... in• in the analysis.H He 
stated that FPC projected tbe deliYered price of natural gas to 
increase fro. f3.23~u 1D 1117 to .4.09/MMBtu in 2023 - only a 
one percent yearly, inc~••· .. belieft that these prices are 
~rtant becau .. PIC baa projected ~lace.ent capacity and energy 
costa ba•ed upon a natural tea-fired ~ined-cycle unit. 

Alth0U9h FPC baa projected ..tnt.al eacalation of natural gas 
prices, witneaa Sclluater rec:otniaed the Yolatility in the natural 
gas .. rket durint 1191 and 1917, notint •price apikes• that were 
•over $3 a •ill ion Btu. • He cited two vieva on these recent 
trends. One view ia tbat we an -int the beginning of a new 
upwards price trend. !be otber Yiev ia that thi.s is simply an 
an011aly that will paaa. Witneaa Schuater'a te•timony shows that 
FPC has adopted the aecoad Yiew, aa it baa kept its projected gas 
prices relatively flat ~ 2023, incorporating only a one 
percent growth rate. IIGI'eOW\ar, . tbe fuel price forecast used by FPC 
to dete~ne the coat-eff~i..fteaa of the proposed contract buyout 
is even lower than the •opt~atic• acenario for natural gas prices 
projected by O.ta Reaourcea Incorporated (DRI) • 

We do not belieN that FPC'a appro.ch yields conservative 
natural gAa price projections. Conaiderint the recent price spikes 
and the two achoola of thought recognized by witness Schuster, we 
bel.ieve a 110re appropr.iate analyaia would aaaU~~e a trend that 
accounts for both Yiev• inateecl of aolely endorsing the most 
favorable option. 

We find that FPC, to enaure continued coat-ef feet i veness, 
should have ba••d ita analyaia on a 110re conservative, hi<Jher: 
growth rate nAtural ta• price forecaat. We aqree with Staff 

.. :>::• 
:~:..;. 
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witness Stallcup tbat ~ natucal ... price escalators provided by 
DRI are .are appropr~te for thia analysis. These escalators are 
provided by a widely-accepted, independent, and reas~nable source 
of infor~~ation nlied -.on br thia Ca.aiaaion during past cost 
recovery proceedlaga. DIJ'a eacalation rates appear to account for 
not only the recent Mrket wolatility, but also for past market 
perfonunce. In addition, DRI'a eacalation rates result in natural 
qas prices that •n closely confolll to forecaata based on those of 
other Florida utilitiea, aa extended by Staff witness Stallcup. 
Witness Stallcup extended .. ch Florida utility's short-te rm 
forecaat to the ,..r 2023, t~ laat year of the existing contract 
term, by using the eacalation rate for the last year of. each 
forecast. Me note that thia .. thodo109Y doea not appear to b e 
substantially different fcc. that uaed by FPC to produce its lonq­
term reliability atudiea. FfC'a no~l projections are generally 
only ten-year projectiODal bCMMYer, aa witneaa Schuster stated, 
•[o)ccaaionally we 90 out ~yond ten years, but in all honesty, the 
only thing you can do out in that extended tiM frame is to assume 
a continuation of trends.• ' 

B. Cepit•l Ga•& rrajeq&ton• 

Aa part of rte•a coat-etfecti..,..aa analysis, FPC witness 
Schuster projected the coat of replacin9 the contract capacity 
based on the coat of a CGIIIbined-crcle unit each year. These year 1 y 
coat projections wen tben conYerted to a fixed charge rate 
expressed in $/~~th. Aa witness SChuster recognized, FPC, in 
ita orivinal filJ.Dt, projected the capecity coat of a combined­
cycle generating unit U8ing an escalation rate that recognized what 
FPC's Power Har~ing o.pa~t beliewed was a currently depressed 
price. Thia rate increased todey'a price by an average of three 
percent per year throughout the entire planning horizon. 
Additionally, witneaa lchuater recotnized that FPC's Power 
Marketing Depa~t included a lS percent increase in the year 
2004 as part of the neceaaary deflated price correction. However, 
since that oritinal filin9, I'IC baa reviaed its capital cost 
escalation ratea to reflect leaa than a 0.7 percent increase per 
year baaed on tbe GDf Fixed lnYeat.ent, Producer's Durable 
Equip.ent price ~ created by DRI. !Ilia reaul ta in a benet i c i d 1 
reduction, froa a coet-effecti,...aa atandpoint, of the replacement 
capacity coat in the year 2023 of over 41 percent. 

Witneaa Sehuater 3uatified I'IC'a chan9e in capital cost 
escalation ratea aa .o•int froa ,. fJ8Mric index that was used fo r 
the generation coat forecaat in 1996 to a more specific and more 
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appropriat.e index that he .. lec:ted apec:ifically to be applied to 
the OCL buyout. The -.on · apecific• index chosen by witness 
Schuster ia entitled GDt F1aed IftYeltMnt, Producers Durable 
Equipment. A8 noted by witneaa SChuater and witness Stallcup, this 
index is c0111p0aed of thr- aubcatefjories: Automobiles, Oft ice 
Equipment, and Other. Althouth witneaa Schuster did not use the 
"Other• subcatevory, he atreecl that the apecific escalation rates 
frc:. this aubcat-.oq could han been uaed to produce a finer level 
of detail. .. •9~ with witneaa lchuater that this index contains 
coats for the typea of ..cbinery uaed to build a combined-cycle 
power plant. 

Witneaa Stallcup teltified that Oil's GOP Fixed Investment, 
Public Utilities St~una price index ia the appropriate index to 
use when projecting tbe capital coata for a combined-cycle 
generatin9 unit. ACcoldlnl to witneaa Stallcup, this index is 
designed to -aaun cban .. a in the coat of buildin9 elect r i.cal 
9eneration facilitiea, telecum •nication facilities, and other 
types of public utility atructuna. · 

Upon conaicle&-atiOD, we find that the price index for the 
"Other• subcat-.c»Q . ia 110&-e ... ropriate than either the index 
SUCJC)ested by Witnell !S,tallcup Or by l'fC. Oftly the base-case 
version of the •athe~ aubcatetory price index waa introduced as 
evidence in thia piOCIIdiDIJ optt.iatic and peaa~istic versions of 
thia index were not -.de ,.rt of the record. However, optimistic 
and pessi•iatic veraiona of the tublic Utilitiea Structures price 
index were preaented by witneaa Stallcup. We note that using the 
baae-case veraiona of the •attaer• aubcategory price index and the 
Public Utilitiea lt&-uctuna price index reaulta in only a so. 7 
million NPV difference. ftaenfore, we believe .that the Public 
Utilities Structuna p&-ice index will produce reasonable 
senaitivitiea for jud9iD9 the econ~c riska of the early 
te~ination ... n~t. 

An additional CY4~t of the capital cost projections is the 
levelized fixed cha~ .. ~ate. AI witneaa Schuster testified, this 
fixed charC)e rate ia uaed to conwert the yearly combined-cycle 
capital coat projectiona into a price for the capacity charge fcom 
that type of capacity. In l'fC' a coat-effectiveness analysis, 
witness Schuater uaed a lewelized fixed charge rate based on dn 
assu.ed Debt/Equity ratio of 50/SO. However, witness Schustet· 
admits that FPC'a Debt/Equity ratio has protreaaed to a 42/58 ratio 
and has been aiC)ftificantly diffe~t than a 50/50 aix over the last 
couple of years. .. belien that FPC ahould have used levelized 
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fixed charge ratea that reflect FPC'• actual Debt/Equity mixture 
because FPC'• financial hiatory ia not new information. 

C. Diasgyp& let;a 

FPC ulled ita curEent after-tax coat of capital, 8.81 percent. 
as a proxy for ita cuta.era• diacount rate, although witness 
Schuster recogniaed that riC doea not know what the true customer 
cost-of-capital or .diacount rate ahould be. OPC witness Larkin 
testified that he inquired at a bank and concluded that an interest 
rate between 13 and 11 percent, applicable to an unsecured loan or 
credit card, ia a I'MaOIIable approx!Mtion of customer return 
requir ... nta. at.ff wi~a ' ltallcup believe• that the discount 
rate should reflect tbe ~laic beint taken by the ratepayer. We 
agree with both vitne•- Lar.kin and Stallcup. We also, however, 
agree with witneaa lchuater'a atat ... nt that a rate close to rpc•s 
co•t-of-.capital · rate ~lr nflecta the opportunity more 
co.aonly lolt due to · l'at ... yera funding the transaction. 
Nonethelea1, we bel~ tbat the appropriate discount rate used to 
evaluate FPC'• PrQPDIId CODtl'act buyout ahould reflect alternative 
opportunitiea aYai~aetle to I'IC'a ratepayer• akin to an investment 
opportunity. · t · 

,· 

As witneaa Sc:huater teatifiecl, nc: hal proposed to recover the 
cost of the propoaed OCL contract buyout by collecting additjonal 
revenues froa ratepayer• tbzoutb the adjua~t clauaes. He stated 
that FPC hal not prapaaad to iaaue any 10119-tera debt or incur any 
associated intereat • ..,...... Since no debt will be issued to 
finance the buyout, we at~ with witneaa Larkin's assertion that 
it is not appropriate to deduct a debt tax ca.ponent from FPC's 
c0111p0aite coat-of-capital diacount rate. Therefore, we find that 
FPC'• before-tax coat-of-capital ia a 110re appropriate proxy for 
the custa.er'• diacount rate in thia ca... Adjuating nothing more 
than FPC's diacount rate to reflect a pre-tax fora equal to 10.2 
percent, the HPV aaYiDga of tbe buyout would fall to rouqhly half 
the ..aunt projected bf rte. · 

The record include• updAted fixed charge rate projections, 
pr.epared by FPC, to nflect I'IC' 1 current Debt/Equity ratio of 
44'/58. The revilled fiaed charve rate calculation• rely in part on 
FfC'a financial coat projection• throuthout the entire planning 
horizon, includint both the coat of debt and the coat of equity. 
By the nature of the calculation, FtC'• projected yearly weighted 
averaqe before-tax and after-tax coat-of-capital is also 
calculated. We beli ... that it ia •pp:ropriate to use these yearly 
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cost-of-capital ratea to diacount each year's costs/benefits of 
FPC's proposed cantract buyout. In this manner, the analysis will 
recognize the actual ,.arly Yalue of ~ney based on the year in 
which it is realized. Uaint a aingle-value discount rate reflects 
two beliefs: (1) the atatus of the financial markets will remain 
unchan9ed and (2) fluctuation• in the cost of money will average 
out over tiM to the atatecl value. Be.cauae the record in t hi:; 
proceedift9 contatne pzojectiona of FPC's capital structure and its 
cost of debt and equity beyond the current planning horizon, we 
find that reliance on either of theH beliefs is unnecessary. 

I • 

Staff vitneaa Stallcup auggeatecl that the NPV of the proposed 
contract buyout abould be ••aunecl usin9 a "risk-adjusted" 
discount rate (IADa). .. ~gnize the •rit of witness Stallcup's 
proposal •• a tool to i.olate the reasonable opportunity cost to 
ratepayer• if the.r we~ to inwaat rather than finance the contract 
buyout. The IADR .. thodologr att-.pta to apply a discount rate 
which reflecta the 1.._1 of rlak aaaociated with each cost 
co.ponent inYOlYed. Altlloufh we agr .. that witness Stallcup's 
•thodol09Y .avea the II'V aavinlp of the transaction in a direct ion 
that is consistent vitb the le .. l of ·riak, ve are not completely 
satisfied that tbe .. tbodolotr will be appropriate to use in all 
instances. 

To au..arize our findinta abowe, we find that FPC's analysis 
would have been •n appropriate bad it •de use of the Public 
Utilities Structure price lndea, DII'a fuel price escalation rates, 
and FPC's revised fixed cba~ ratea and before-tax cost-of-capital 
forecast. Accountint for theM cbangea, we find that the ear 1 y 
teraination -ndllent would reault in only $0.9 million NPV of 
savings over the courH of tbe next 26 yeara. We aqree vi th 
witness Schuster that a belanced aenaitivity analysis should be 
used to teat the robuatneaa of the benefits and that this analysis 
should uae the optt.iatic and peas~istic versions of th~ 
assumption• .. ntioned ~. lucb an analysis ~nstrates that 
the expected NPV aaYinga of tbe early te~ination amendment may 
range from .5.7 ~llion to (.1.3) ~llion. Thus, under d balanced 
sensitivity analyaia, ve find that FPC's ratepayers have a greater 
chance of not bein9 ~naated for their inveat.ent than receiving 
savin9s fro. the contract buyout. &Yen witneaa Schuster admits 
that FPC's propoaal pcoYidea no tuarantee of benefits, even tor 
today's ratepayer• who r ... ln cuata.era through 2023. 

Witness Schuater atated that it would take as much as $20 
million NPV of aavinga under a reasonable base-caae analysis to 

.. ~. '·""'':'k ..• _, 
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• 
provide certainty tut the tran .. ction could be labeled as a 
particularly good deal for either FPC or its customers. He also 
stated that NPV .. vinva below tlO ~llion vould not provide that 
certainty. Recognizing the uncertainty of both tbe financial world 
and fossil fuel pricea ower the next 26 years and reAlizing that 
the original contract, projected to reault in approximate! y Sl 
million NPV of aavinga, la no lonf)er coat-effective, ve find that 
the econaaic riska aaaociated with the early te~ination amendment 
are unreasonable. rurtbem.o~, uaint vitneaa Schuater's thresho)d 
as • guideline, it eppeer8 t~t r~ would alao find these risks 
unreasonable. 

I I. Denial gf tbe Ftrly teal Mti• 

Me note that OfC, in ita brief, haa taken the position that we 
should not approve l'fC' a proposed contract buyout because FPC 
failed to identify, in ita Petition on Propoaed Agency Action, the 
rulea and atatutea Under vbtcb nc believea it is entitled to 
relief. Me bali ... tbat OIC'a position ia, in effect, an untimely 
.otion to di~aa1 O.C ... ta to have FPC'a prqpoaal denied due to 
an alleged defect in a pleediftl filed nearly ten .onths prior to 
the filing of OPC'a brief. .. find it would be inappropriate to 
consider OPC' a ar.-ent on thia iaaue at thia stage in the 
proceedinga. 

This Ca.aiaaion has a atatutory duty purauant to Sect ion 
366.041, Florida Statutea, . to enaure that rates and charges 
reconred fr• rat.-,.ra an •1uat, reasonable, and canpensatory." 
Approval of FPC'a proposed contract buyout vould increase FPC's 
residential rates and increa.. ratea for the r ... ining customer 
classes over the next fi" yeara. lased on our above findings 
concerning the econo.ic riaka aaaociated vith FPC's proposal and 
for the followin9 naaona, we find that the proposed early 
te~ination ... ~nt would leed to ratea that are neither just nor 
reasonable and should, therefo~e, be denied. 

FPC haa proposed a cont~act buyout- which it believes will 
provide net aavint• of over t400 ~llion to itself and its 
customers and vill -'titate the expoaure of FPC and its customers 
to potentially atrandable coat• in the future. Witness Schuster 
agreed that FPC would ' not auffer any hera if ve denied its 
proposal, because riC would be re~raed by its customers for all 
costs. However, witneaa Schuater recotnized that customers 
currently on FPC'• ayat .. who leave over the next 22 years would 
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not see any net aaYinta under FPC'• propoaal if it is approved. 
Witness Schuster adllita tbat FPC'• 80tiYation to buy out its 
purchased power agr .... nta (PPAa) centera on putting itself in a 
more ·competitive poait.ion for the future1 FPC believes that its 
cost of electricity froa PPAa will be above market prices in a 
Con!petitive enviro ... nt. Under the current ~proposal, witness 
Schuster concede• that ita ratepa,.ra are aasuaing all financial 
risks involved in the propoaed tran .. ction. 

Witness Schuater teatified that approval of FPC's proposed 
contract buyout would el~te aa.e of rPC'a potential strandable 
costs. FPC haa not indicated that, on a utility-wide basis, any of 
its energy reaourcea, includint the OCL contract, would be 
strandable. According to OPC witneaa Larkin, FPC has only looked 
at ita higher coat reaourcea td:tbout recotnition of the leverage 
lower-coat reaourcea proYideJ focuaint on one aource of high-cost 
electricity allowa rtC to itnOre other reaourcea which would be 
below market price under COIIpetition. h believe that such a 
comparison would ha .. been -.propriate given that FPC has already 
atte~~pted to develop •t~tea of ita coat of proYiding power and 
its potential atr~le coeta in a restructured electric industry. 

Witness Schuster indicated that he waa aware of stranded cost 
recovery propoaala which included ~ry of coats related to the 
Public Utility Regulatory folic! .. Act (PURPA). He also agreed 
that there would be no riat of coat recovery in a deregulated 
environment that quaranteed ~overy of atranded costs, including 
PURPA-related costa, either through exit feea or transition 
charCJea. Mitneaa Scbuater waa a1ao aware of proposals that 
exaained atrandable costa on both a coat it- specific basis as 
well as a utili.ty-wide baaia. 

According to witneaa achuater, FPC, in ita analysis, has 
chosen to u .. a projection of a ~!ned-cycle unit'• current cost 
as a surroCJate for the .. r~t price of replac ... nt capacity and 
energy durinq the planning horizon. .. do not find it evident that 
the market price will reflect euch a aingulerity. We aqree with 
witness Larkin that the -rtet price will likely include some 
hiqher cost fo~ of .,..ration and will reflect a coat higher than 
today' s avoided coet. Witneaa lchueter indicated that the OCL 
contract costs approa~tely 11 centa/klb durinCJ the buyout period 
while its current awidecl coat ia about 3.6 cents/kWh. Assuming 
the .. rket price will lie ea••wher.e between theee two values, we 
believe that FPC could ha .. reduced the risk exposure if it had 
endeavored to aitigate a portion of this a.aunt rather than 
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requiring today'• cuata.era to bear the burden of the entire gap. 
Even if the actual .. rket price turna out to be less than the 
remaining coat, then ~tually FPC continues to have a reliable 
source of generation, but at a .uch ... 11er strandable level. 

II I. Concly1ien 

Based on our find1DCJ8 concerniftCJ the econc.ic risks associated 
with FPC' a propoNl and for ·tbe ruaona atated above, we find that 
FPC's propoaed early te~aetion • 1~1nt to its contract with OCL 
should be denied. In reeching thia ~elusion, ~e do not believe 
it is neceaNry for ua to eeach tbe i .. uea of the reasonableness or 
the intergenerational inetUitiea aaaociated with the .amendment and 
the time in which net benefita would .. terialize under the 
amendlllent. We belieft the ewidence ahova that the potential 
savings frc. nc•a propoa•l are too tenuous to outweigh the lengthy 
pa~ck period aaaociated with the proposal. Approval of the 
proposed contract buyout would require FPC's ratepayers to assume 
all financial riata inwol.ed in tbe tranaaction in return for only 
$0.9 million HPV of NYinta OYer 26 yeara. Moreover, we believe 
the record ahova tbat tbe bu,out placea rPC in a .ore competitive 
position for the futun while r •. lllnv to recognize strandable cost 
f .roa a utility-vide perapectiwe. 

Based on our finding that rte'a propoaal should be denied, we 
do not reach the iaeue of the .ppropriate coat recovery method. 

Baaed on the forevoinv, it ia 

ORDEUD by the Florida Nblic Senlce Ca.aisaion that thf~ 
Office of Public COUnael'a ~wed .otion to dia•iss Florida Power 
Corporation'• Petition on ·~aed Atency Action is denied. lt is 
further 

ORDERED that MCh and all of the .,.cific findings made herein 
are approved in ewery re1pect. It ia fu~ther 

ORDIMD that rloridl ,._, CorpontiOft' I .. tit ion for 4pflrov~ l 
of 1n ••rlv teftliMtion -"•'"' •• ''• netotltt•a q"" \ t fy4 n\1 
t .. @UH:~ ""''•o' wlth orl.-. C... Llaltett, l.td .. '" (ttl"''~'" H 
,, f\lfth•t 
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_, ' 
By ORDER of the Florida Public service Commission this ~ 

day of March, lJJI. 

( S E A L ) 

liCK 

C~eeioner Garcia dieaente •• to the Ca..ission's deci s ion 
concernint the reaeonebleaeee of the ~c riaka associated with 
the ratepayer nvlqe pcojectecl to reeult from Florida Power 
Corporation' • propoaecl early teellination ... ndment to its· 
neqotiated . contract with Orlando Cogen Limited, Ltd. 

MQ!ICE or IUir"!l !'QCSIQIIGI QB JUDICIAL REVIEW 

The Florida Jlublic lenice C~nrieeion ia required by sect ior. 
120.569 (1), Florida Statute• to notify parties of ar1·1 
administrative hearin9 or judlci~l ~iew of C~ssioa. orders thr.t ·_ 
is available under lectione 120.57 or 120.68, Florida Statutes, a~ 
well as the procedure• and tt. liaite that apply. This not: .. ~~ 
should not be conetrued to ..an all requests for an administrati ve 
hearing or judicial review will be tranted or result in the reli~f 
sought. 

Any party ad9er .. ly affected by the Commission's final ac ti on 
in this .. tter .. , r~t: 1) ~•ideration of the dec ision by 
filing a .otion for reconeideration with the Director, Division of 
Records and Reportin9, 2540 lh~rd Oak Boulevard, Tallahassee, 
Florida 32399-0150, within fift-n (15) days of the issuance o t 

:-....~"'''. 



• • 
ORDER NO. PSC•98-0400-~F-IQ 
DOCKET NO. 961184-IQ 
PAGE 14 ··,::. · 

• 
this order in the fom preacribecl br ltule 2S-22. 060, Florida 
Adnlinistrative COdel or 2t judicial review by the Florida Supreme 
Court in the case of an electric, t•• or telephone -utility or the 
Fi r st District Court of Appeal in the caae of a water and/or 
wastewater utility br filing • notice of appeal with the Director, 
Division of Recorda and reportlnt and filin9 a copy of the notice 
of appeal and the filint f• vltb the appropriate court. This 
filing -.ust be ca~~pl.eted vi~in thirty ClOt daya after the i ssuance 
of this order, purauant to ltule 9.110, Floric:t. Rules of Appellate 
Procedure. The notice of appeal .uat be ln the for. specified in 
Rule 9.900(a), Floria Rulea. of ,.._.llate Procedure. 

~ ' 




