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1 

2 coe.~rurc.ma CLAUa Let'• call the bearing to 

3 order. And Mr. atallcup, an ,au I"Mdy? 

4 Whereupon, 

5 

6 wae called u a wit- OD ._...1 f of the FPSC and, after 

7 being cluly auon, tMtiflecl • folla. r 

8 DMIIRftC. 

9 BY MR . UATI.:J a 

10 

11 

0 

A 

lfould you pl- Kate your..-. for the record? 

Ye•, ., - l• Paul W. 8tallcup. My bu•ineas 

12 adclre•• i• 25t0 •=•rei oak -..alevarcl, Tallaba••ee, 

13 Florida, 32Jtt. 

14 0 Did you ~ or cauee to be prepared prefiled 

15 direct te•ti.aoy iD tbi8 do~t? 

16 A Yea, I did. 

17 MR. DA'l':mcla CC..ie•ioaer Clark, I believe 

18 everybody ba8 a copr of aD exblbit· tbat i• de•cribed •• 

19 revi8ian8 to Mr. 8tal1cup'a di~t t .. ti.any and Bxhibits 4 

20 and 5 to hi• di~ teat~. 

21 eoteii881c.D C'LU.Ks Okay. Let' • go ahead and 

22 mark it u an exbibit . It will a. ~ a• Bxhibit 12. 

2 3 BY MR. kBA'l'l_,a 

24 Q Mr . Stallcup, do you baYe any change• or 

25 ... nct.ent• to your pnf1lecl teat~ tbat are not 

tntNOOJsll, PL&tbi (850) 385-5501 
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1 reflected in tbe exhibit? 

2 A llo, I doD't . 

3 Q Okay. 

4 MR. KakTtiG: t .. ioner Clark, ataff requests 

5 that llr. Stall~' • t•tiiiDD)' a. iDMI'ted into the record 

6 •• thoU9b nacl. 

7 All rigbt. ~t' • do this. 

8 Tbe prefiled clinct tutillaay of llr. 8tallcup aa a .. nded by 

9 the firat ~ of IXhibit 12 .tll a. inaerted in the record 

10 aa though nacl, aad tileD laia .. thit•~ PWS-1 through 5? 

lat.~~ Y ... 11 

12 ~~-~~ CLUK: Will be .arked aa Bxhibit 13 

13 with the underataadi .. tbat tboae exhibit• are reviaed 

14 according to the lut tt~D .-... of bbibit 12. 

15 •· au~: ,...._ ,au. 

16 CCMII81la.D C'iUKs TbaDk you. 

17 

18 

19 

20 

21 

22 

23 

24 

25 
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3 o. Would you pleue sute 1fllll' ,_ IIIII bustness lddress? 

4 

5 A. fly nue ts ,.,1 11. -.nQ4t. "' bustiiiSS lddress ts 2540 Siulard Oak 

6 Boulev1n1. T1l1nssee. flortdl. 3231J. 

7 

8 0. By .._ IIIII tn Wilt apiCtt.J tre ,_ IIIP1_., 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

A. 1 • tiiiPl(led It' U. flortdl Mlfc Slrvtce c-lsstan IS the Supervisor 

of the Forec~st Secttan 1n U. Otv1stCII'I of Audtttllll IIIII Ftnenct1l Anllysts. 

0. Would you pl .. a rta1fll/l' IIU:IttCII'IIl lnd professtCII'IIl experience? 

A. Yes. I gr.,.ted fral flortdl StRe a.tverstty tn 1977 wtth 1 Blchelor 

of Sctence tn EuJ•tcs wttllllfNn tn •tl Ltcs IIIII stlttsttcs. I recetved 

- ltllster of Sctence tn Eal•tcs fral flortdl Stlte a.tverstty tn 1979 and. 

IS 1 Ph.D. Clndtdlte. CCIIpllted Ull cene .ark ,..,tree! for the degree and 

stood for lnd Pissed the doctGrll -'Mttons tn ..croec:ana.tc theory. 

aicroeco~~c.tc theory. IIIII ICIIf* trtcs tn 19111. 

In Jllwry 1981 I _. ..,,. It' Flortdl Paer llld Ltght Colplny as a 

Lold Forec~st Anllyst tn fts S,.. Pllllntllll ~. In thts Ciplcity. 

I preptrecl short IIIII lang t.. forclsts of "*"""W ules. PHk dalnlt. and 

custc.er growth. 1n Jlnl•ry 1113. 1 _. IIIP1011d by the Flortdl Public 

Servtce eo.tsstan 11 111 EcD•Ic Anllyst IIIII tn 1991 IIIIlS f)IC.Oted to 11y 
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1 present PDStttCII of $&tllr¥tsar of till FCII"'CCst SectiCII in the Bureau of 

2 Rl!verue Aequir 1ts tn tile DtvistCII of Audtttng Ifill Filllncial Analysis. 

3 

4 o. Would ,au pl- se 1 tze ,... testt..-,? 

5 

6 A. Yes. ~ testt-w pill ItS tilt ,..,lts of a risk 1111lysis I performed 

7 

8 

9 

JO 

11 

12 

13 

14 

15 

J6 

J7 

JB 

J9 

20 

21 

22 

23 

24 

25 

on the~~~~ bl4r lilt of tile lilt ten,..... of tile contract bebeen Florida 

Pooler Corporation (flit) IIIII Clrl .. CGIIn Lt•tld (OCU. This risk analysis 

vtews the IM'IIIG5Id bl4r lilt • 1 Pllt••ttal tiiVIS'-'t opportunity being offered 

to FPC ratepa,yers IIIII ts evallllted • tile buts of 1111et11er or not the 

tnveswent: w111 pnwtdt 1 rrrtalllble t\ltiorll. I llllteve that 111 analysts is 

.,.. """"ehaiStve - that pill ltld 1r1 FPC wttness Sduster or by Office 

of Nlltc Cculsel (CJIIC) wtC.U I.Mttn. IIIII pnwtdls a t.tter assesSIIIellt of 

the financtal rtst the plllllllld bl4r aut lsts flit ratepa,yers to ass~~~~e. 

describe how 1 perfo; 1 f- nlJStS IIIII llaw tt dtffers frc. those performed 

by Witnesses Sdllster IIIII LMttn. I 1110 • sponsoring Ellhibits PWS - 1 

through PWS • 5 lttldled to- testt.a117. 

o. llllt do the results of,... rtst nlJSts show? 

A. The results of 111 rtst nlJStS .,_that. lliVIII current elepi!Ctations 

about future fuel prtces. tnflatt•. IIIII tile fiiiiiiCtal •rtet's current 

evaluation of risk. the IM" Clld ll4r lilt CllttltM 1 StFtftcant degt ee o, risk 

lllhich could fiiiiiiCtally ,.,.. l'ltlpQirs tf tilt bl4r aut ts approved. 

- 2 -
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1 Q. WOUld JOU plelle prowtdt .. ••vt• flf,., JOU perfOI'III!d your risk 

2 w1ysts? 

3 

4 A. Yes. I begin 111r n1.rsts 1111 ._till tile aer111 lllthodology offered 

s by FPC wttness Schuster tn EJIIItbtt 7 to llts preftlld dtrect testt~. This 

6 .thodolag,1tsts 111 CD~ (1) Mil (2) till I'Gt•tlttd ¥11 .. Of the Clpecity 

7 IIIII Energy pe,.,U that •• tr )15 I .. arfWitlJ abltg~ted to PlY under FPC. s 

8 extsttng cont:riCt wttll CICL..,. tile 11111011 ,_1117 to 2023. Co11ecttvely. 

9 these co1.-s ere alled tile COntrlct C. stnce t1111 cantltn the costs that 

10 ratepeyers wtll tncur undlr till extsttng centriCt. 

11 Col...s (4). (5). IIIII (6) ltst tile fGrtclst.d values of tile Clpecity. 

12 Energy. lnd llu1 c.lt costs t:lllt rltiP~I ..,ld P11 tf tile PfapoSed buy out 

• 13 ts approved. IMder tilts SC~M~rto. till Clplctt,r IIIII (Mf'IY costs fn. 1997 to 

14 2013 are the sa. as tiiDie ltltad.....,. tile CGflti'ICt stnce tile Pfaposecl buy 

• 

15 aut does not tlke effect unttl 2114. Hm ••. begtmtng tn 2014 and extending 

16 to 2023. tile Caplc1t,r llld frwlr eDits Nflct tile forecasted costs associated 

17 wttll gperlttng 1 111 ft,... Clllllttllld c;pcle 111tt. lilts t1 the t,nJe of unit that 

18 FPC ISS~ will rep1ac:e the .... tlllt _,ld hive been provtded under the 

19 contract wtth OCL. CollecttvelJ. t111se col ... are ca11ed the Aeplacl!llellt 

20 Case stnce they reflect tile costs t111t rltiPQJn wt11 Ill ob1tllted to PlY if 

21 the proposed buy aut 11 IPPI'aed IIIII I NPliCI It source of power is 

22 requt red 0 

23 Finally. thf faret~stedaltl undlr tiiJ llpliC It Case are si.Dtfacted 

24 frc. tile forecasted costs .....,. tile cantriCt CU. IIIII 1 net present value 

25 (II'V) ca1a~latton ts '*' bwd Cll tiiJIJ dtffe.... If tilts NPY ts positive . 

• 3 • 
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1 the anelysts siDis that l'ltlpiJers are upected to be better off tf the 

2 proposed buy out ts iiiiPIGilll. If tilt IIIV ts lllllttwe. tilt 1111111ts shows that 

3 ratepayers are upected to be hi,_. tf tilt plqlaltd 11111 out ts approved . 

.. 
5 Q. llllt chlnges dtd J11U ... to tilts wt1•1011r tn order to perfon1 your 

6 rtst 11111111s? 

7 

8 A. 1 atfted FPC's wtl •1011r tn UW.. IIIQI. ftrst. I replaced FPC's 

9 forecasted esalltton rite far fWl pric:a ... CDnStructton costs wtth 

10 escalation rates abtltMd ,_ Dltl lllclllral lftC1111101ated CIIIIU. Second. I 

11 changed the dtSCCUit rate used to Pli fao• tilt IIIV alculatton tn order to 

12 better reflect the rtlk tilt p1 ~¥ asld ._ out lib rebpQers to ass.-e. And 

13 thtrd. 1 perfcned a senstttwt~ •11111 Cll the Ill¥ alculatton ustng DR!' s 

1• base case. apttlltsttc .... PISit•sttc rao 1 ~lltld IICilauon rates to arrhe 

15 at a r~~~g~ of Ill¥ values wttlltn _.tell I cauld NIICIIIIbly e!!piCt the ulttute 

16 JIIV value to fall. 

17 

18 Q. illy do )Gil belteve tt ts IPPifiJII tate to use IIIII's forecasted escalatton 

19 rates for fuel prtces tllltlld of tJ1D1e Uled by FPC? 

20 

21 A. There are three ....._ • ._ I beltewe tt ts .e IPiN aprtate to use 

22 IIIII's forecasted IICilltton rite tllltlld of tiiDie used by FPC. Ft rst. I 

23 be11eve that FPC's lCIIIIJ t.. llltlral 111 price forecast CFPC's 970a. fuel 

z• forecast> -.y sat~ntta111 tlldllllttwte tilt future wrtet prtce of netural 

25 gas. As siDon tn .., Elllfbtt 1. FPC'sllltUrll 111 price fOI"'CCst ts aiCh lower 

• 4 • 



• 

• 

• 

350 

1 than those ~tted by other Flortdl utntttas tn tlletr 1997 Ten Year S1te 

2 Plans. llltle thts fOI'ICIIt -., Ill ........ _. tile 1111r ten1 cb! to 

3 ext sting natural liS cantNcts. b.r tile tt.l tile 1111 "DIJd 11111 aut occurs tn 

4 2014. 11f1 extsttng 1111 c:antriCts FPC CUI'I'tlltllllll wtll lllve eJCptl'ld and they 

5 wt11 hive to be te..,.tltldlt ..-mill .-at prtces. Ustng tile gas price 

6 forecasts of tile otNr uttltttll • 1 Cllll r • forlcllt of Wilt these •rtet 

7 prices wtll be tnd1c:ata tNt llltln1 tiS prtCII wtll be htgher thin those 

8 used by FJIC. Furtlaee. IW r.Mbtt l 1110 .._tNt Dill's 25 1e1r natural 

9 gas price forecast releaed tn-.. lW7 cotl'ol• c1 .. 1y to the natural gas 

10 pr1ce forecasts of tile other uttltttas. F._ thts I conclude that DR I" s 

11 natural gas forecast prowtdll 1 ,.ra•l• estWte of future gas prices. 

12 Second. I belteve tNt tn ordlr to JusttfJ tile jliqiJSed 11111 aut. FPC's 

13 1111lysts shauld be ra11ust • 1 9'> to stand • to tilt tnclustCII of reas0111ble 

14 forecast IS$111pt1CIIS f._ Nlll'tb1e 1G1ii C11 llidl IS lltl. By using DR I" s 

15 forecast ISSUIIPttCIIS tn.., rtllt 1Nl11ts. I • tb1e to .. sure tile extent to 

16 ~tch tile cost effec:ttveness of tltl111•ned 11111 out ts dependent upon FPC's 

J7 forecast ISSUIIPt ICIIS. 

18 Thtrd. tile fuel prtCII l'oiasts used b.r FPC Ire blstc:ally ten 1e1r 

19 forecasts that hive been extrlpo11ttd IGWJ'CI an lddttt0111l 17 1e1rs. The DRI 

20 forecasts Cll tile other hand are tiUn ,._ lltl"s lang ten1 25 1e1r forecast 

21 released tn August 1997. ThiSe forecasts cower all but tile last 1e1r of the 

22 ptoposfd buy out and. tn.., optntCII. •••••L a better blsls for estl .. tlng 

23 II'V savtngs. , 

24 The DIU fuel prtce esc:a1attCII rates used tn .., rtsk analysts are 

25 conta1ned In ~ Exhtbtt 2 . 

• 5 • 
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1 Q. llllt ts till tiPICt 111 tile IR tf lltl ·s fOI"'CCIted fuel prices are used 

2 tnstlld of ~ .,..._.., ACt 

3 

4 A. The II'W 11¥11111.,.. ,....., ,_ 132.7 11111tan to 119.9 •111ion. 

5 

6 Q. W19 del ,wau lllltiW tt ts iWIGih"llte to dllnge the escalation rate used 

7 by FPC to estt.ate tile Cllt of lilt 1dtlll 1 111 ftf'ld c:alllltned eye le unit in 

8 2014? 

9 

10 A. The esetlltton rete used b1 flit ts IIDt the COl rect prtce index to use 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

for est-.tt111 ...,. pllllt canstructton Clltl. The esaletton rate used by 

FPC ts dllrtved ,_ till D Ft_. lnuwl lt. Durlble ECJ~t~t price index 

fn11 llll. 1111s prtce tndlll ts dlstll*l to ..sure prtce dllnges of goods that 

ere cb"lble tn lllbre ... tlllt IN lllld to ""' extstt111 busfness structures. 

These gDIIds tncludl offtct •r-tt ... furnfshfngs. lutl*b11es. personal 

CQIIIIIter'S. IIIII 11Ft~. A_.. ..... tete escllltor fs the GOP Fixed 

lnvest.nt Nlltc Uttltttes Structurll prtce tndex. Thfs prfce index is 

desfgnecl to arsure dill 111 fn till cost of bufldflll electrfctl generation 

ftc:ilfties. telec• 'lfatfllll ftctlftfes. IIIII other tJP11 of .,lie utility 

structur'll. 

Addftf011111y. till canstructflll cost tsCtlltfon rttes used by FPC are 

Uken f,..lllJ·s..., 1117 till,_. f'arlrat IIIII hive a.. extrepoltted forward 

.. lddttt0111l 17 ,.... 1111 11t1 fair cests lllld tn 1111r nlysfs ere takelf from 

llll"s long ter'll 25 ,.r forwlst rel__, fll ~t 1•1. These forecasts 

cover 111 but the lest ,.r of till pi apault ...., out Ind. tn IIY opinion. 

• • • 



• 

• 

• 

352 

1 represent 1 bettw blsts for estt-.ttng 1ft savtngs. 
C..kMM.-~M 

Z The lltl lal p !& -11t·t• Ntal Ulld tn 111 rtsk analysis c1re 

3 conutned tn IW EJdltbtt 3. 

4 

5 0. What 1s till tiiPICt • till .V IIY1ngs resulting fro. using DIU . s 

6 esa1atton rates ..tltc:ft,., flt1 lrt II1PI'GP'fate 1nstetd of those prov1ded by 

7 FPC? 

8 

9 A. The 1ft SIVfflll.,.,..... "-132.7 11t1lton to 128.0 •llhon. 

10 

11 Q. Whit ts U. fiPICt • IIIV Slvt"'l ...... both the fuel forecast 

12 ass&~~Pt1ans lfld c:onstn.:ttan ISCillttan rates are chlnged? 

13 

14 A. 

15 

16 0. Would JGU pl .... 111" "W tt ts IIIP'GPrtlte to change the discount 

17 

18 

19 

20 

21 

22 

23 

24 

2S 

r1te used b.r FPC to CllQillte tM IIIV Slvtngs to r1tepeyers? 

A. Yes. The dtsauwt rite Ulld IW FPC ts the ~·s current after tax 

•rgtn~l cost of QPttal of 1.11 perant. lhts ts till IPP"'Pf'1ate discount 

rate to use .,.. eva1Uit1ftl pro.jlcts _,.tc:ft IN f&Ned through the 1 ssuance of 

FPC debt and equttJ. and thlt rtprlllnt the tJpt of ftn~netal r1sk norNlly 

assoctated wtth fiiC pro.jlcts. ' 

The pt-oposld • out. hal..,. fs netthlr betng funded by the CQII1>any 

nor 1s 1t necessarn, CG~P~rlblt to ,...1 FPC proJects 1n ter'IIS of its 

.. 7 -
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f111111C1e1 rtst. 
buy out end ere bltng IIUd to- ell the fiNnCitl rlst associated with 

lt. Fwtle.,.e. - e~ of till..., aut ...-r to be IIICh riskier than 

otherS. For er~~ple. till proJected fNIW costs lllder the ReplaceaEIIt Case 

are deteN1ned llfltll IW the ftlture prtce of naturel gas. and are IIUCh 

rlstler thin till Clplct\J Clllts llllllr till ContriCt C.se IIIIIch are 11:11011111 with 

cerulntJ. -n.el'ole. 1.,.. Jf • tete cHICXUit rite stru:ture to use is 

one thlt Ph4M11 _.... till rtsts l'lttpQerS n bllng ested to asslllll! and 

sets the dtlallllt retes ICCOi c1111111. 

• 13 A. I beHeve rtst IIUultld cHICIIIII'It retes CIWIIU ere the appropriate 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

• 

dllaUit riteS to ... 111 evellllttng till jWuposed buy out. This type of 

dlsCOIMit rete ts fl •• ltll .- tn apttll budgeting situations where 

d1ffertnt el...U of 1 proJect lllw dlfflieat levels of rtst associated with 

u.. lilts ts _, stldler to tilt sttuattan 111 hive here. 

Q. Haw ere rtst IIUult*l cHICIIIII'It riteS celculeted? 

A. R1sk ICI,1usted cHICIIIIIIt l'lt.s .., cela~lltld 111 ltc:ugnlztng that discount 

rates 1re c•!fij+osed of biD c '4 a aat£: 1 rlst fiW rete tnd • risk premiiJII. 

The rlst free r1te tst11p1J u...-·s j111Cipt1an of the current tille"'lalue 

of .,..., IItten there ts no rtst Htoetlted wttli 111 lnvtSt.nt. This rate Is 

tiP1CI111 ....... IW till u.s. r......, land rete stnce It Is blcked by the 

• •• 
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1 Feder1l pee; rut • t1 vt ... • 1111111 vt,.n, rtst free. The risk 

2 ,.... .. 1s the lddtt1CN1 f"'tW.ft tnuatGrs ...,.,.. tn order to Kcept the rist 

3 assoc11ted wtth a pWttcullf' tiWII'-'t. 1M .,..ter the perce1ved risk. the 

4 grater the rtst ..._.. t__.... wl11 requ1rt to ICCIPt thlt rtsk . 
....,~··' 5 for eUIIIple. tn JtN 1117. tilt..,.. ... • Treascr.r Bond r1te for the 

6 ...tfl WIS 6.n pera.l& ... fi!C'IIft ,,tu ...... 1 COSt Of Cip1tl1 WiS 10.20 
_,-_ ....... 

7 percent. lhe rtst ..._..IIIOCt.-. wttla file's ..._.ax •rvtntl cost of 

8 CIP1t.1 ..,ld be tilt dtftll•a betlrn ·u. rtlk fNe r1te of 6. 71 percent and 

9 the pre tu •rtt•1 at of apttl1 rite of 10.20 percent. or 3.43 percent 

10 Th1s rtst .,_. .. ••n ib till a•a.nt ~tty•s eva1Uit1on of the 

11 return ,....tred to ••t tilt rtlk .. 1 ... With projeCtS anlertlken by FPC. 

12 Furtl..,.e. tf ....., ~ tr. 11tat1w '*'*'¥1S vt..S IS being tw1ce 

• 13 IS r1sty IS 1 proJect lftllrtiUn IW fiiC. U. tilt rtst .,.1 .. for that other 

14 proJect Clft be estt.tld • Jlltlll twtCII thlt Of FPC"s rtst prat ... or 6.86 

• 

15 pe~cent . .._ ~- wtth tilt 111k fNt rate of 6.77 percent. the est1.ated 

16 r1st ldjusted dtscallt rite for till otNr proJect ~~G~ld be 13.63 percent. 

17 

18 0. How dtd you IIIPlY till tdll of r1st ldjusted d1SCU1t rates to the 

19 ... lysis of the PI••• ._ aut? 

20 

21 A. Rtsk ._ted dtiCDII't tltel can bl IIIP11td tw rtaJgn1Z1ng that the 

22 lntlys1s presented in FJIC wttMis Sdulter's Elctltbtt 7 CGM1sts of f1ve 

23 HPirlte eJCPiftd1tlft fl .. : till Ciplctty lftd EnlfV costs &Rier the Catftract 

24 Case (COllin 1 Mil I). _. tilt CIPidtl. r....,. lftd lu1 Out costs under the 

zs Replac-.t Clse (col-. 4. 5. Mil 6). 1111 v11ues tn b«» of these colUW~s 

• 9 • 
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1 1re tnawe w1th certl1nty. n.. ere t1te Ciplc1ty costs lllder the Contract 

2 case llld the a. M Clllts _....tilt llp1ecr rt C.se. lecluse there 1s no 

3 rtsk assoc11ted with U.S. ll,lndttln flM. the IIIP'GIN"11te dtscCU'It rate 

4 to use ts the r1R fNe f'lte a •nwrld b,r till 30 ,_r Trasury Bond rate. 

5 Next. the Ciplcttl at~ Ulllrir till llp1KJF1nt Clse (col..,. 4) conta1n 

6 the estt..ted caltl fit FfC llut1dtftl ... tl*lt1111 • electrtc generat1ng plant 

7 (lfter tncludtng tlllw.tlble • .U ,....in the £nerw cost 1n col.-. . . 

8 5). These costs _.. Cl1cu11ted 11r fiiC 11r •1t1p1Jtng the estt•ted cost of 

9 butldtng 1 19.2 IW pllnt 11r 1 Ft..a 0... Rite thlt tncorporates the 

10 deprectatton ..,. ... '--:· Md OIIW.,..... assoctated w1th operating a 

11 pllnt of thts st•. • •11 • a ,. ... ,, Ntum on the tnvest.nt requ1 red 

12 to bu11d the plant. 11 ..-... tMt till vol1t1l1ty. or risk. 1n th1s 

• 13 eJP~~Idtture flaw ts QltCil of tilt ttlll of r1R tNt the tnvest.nt cOftJfl1ty 

14 ISSOC11tes w1ttl 111 fiiC pro.jlctl. • can a.. ISStgn FPC's current pre tax 

15 •rvtnal cost of apttll. 11.2 lllfCIIIt. • tile ftnanc111 •rtet · s current 

• 

16 assess.ent of the return ~red for thts level of r•st. Fro. th1s. a r1sk 

17 ,..t• can bt assoctltld wttll ttw .....,.Ubrt flow contltned 1n collJII'l 4 by 

18 s&MrJCttng the nsk fNI . rate "- FPC's pre tlx •rvtnal cost of capital. 

19 Thts rtst ..-t• 11 till .at's Cll'l'lllt twllUitton of the ldd1t1ona1 return 

20 tt requires tn lddttt• to tM rtllt ,,.. rite to acapt the rtskiness . or 

21 vol1ttHty. tn thts tJtllndttlft flow. 

Z2 lext. rist acuusted dt....C rates can M •tt•ted for the ranain1ng 

23 tw col~~n. the r..l. ... ..u Ulldlr tile c.tract Clse Ccol.., 2> arid the 

24 Energy casts.,.. tlllllpliCVIIt Cllt (col_. S) by COIIPir1ng the riskiness 

25 or vol1tHttytn t1111t 1111ndttln 11M to till rtsttness of colUWI 4. the 

- 10 • 
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1 costs ISSOCtltld with llu11dtftl 1N1 GPII'Ittng 1 ...- plant. for exaq>le. if 

2 the ..-ldtt.Ln ftw tn CD1_. S. tM fl .. costs"*" the Replace~~ent Case. 

3 are twt«:e IS rt., IS tM .... ldtture fl., tn col_. 4, then the r1sk prennun 

4 for col.-. 5 ... ld be twlct. llrll. tile rtst. pra1 .. !INSUred 1n COlUM 

5 4. lhfs r1st ...... ~ wttft tile r1st free r1te. -..ld y1eld the r1sk 

6 ldJusted d1scut rate for col ... s. 
7 As 1 ftMl dip. tM rtlt .,.._. dtsccuwt rites Ire ldjusted for the 

8 effect of tM ,.__... t._ U.S to J1eld tile 1fter tax rtsk adJusted 

9 dtscount riteS. n.e d1tcal't r1t1s reflect the retum requ1 red to 

10 ~ f'lt1tl)ell• • 1tt.r t. 111111 for the rtsks they are being asted 

11 to as-. 

12 With rtsk adJUSted .-,sault riteS ISStgned to Nth of the five 

• 13 expendtbn n ....... •••ndttln fl., C*'t be cHsautted by 1ts own r1sk 

14 adJuSted dtsc:GIIIt rwte to Jttld ttl ... Ill¥. The .Vs of col_..s 1 and z are 

• 

IS ldded together to ,. a111a tM II¥ of the Contract Clse. and the NPVs of 

16 col.-s 4. 5. lftd I 1rt lllllld tegltller to fen theIR of the Replacement 

17 Case. Tile 1ft of till llpl«l lit Clse ts ..etrleted frc. the NPV of the 

18 Contract CISe to .rttld tilt ftM1 Ill¥. If tilts ftnel ..V is pos1t1ve. the 

19 analysts sta. t111t tM ._ out praposal .,. than ldequltely c01pensates 

20 rltepQers for till rtlb- ft llltng lsttd to ISS-. If the ffnal NPV 1s 
!,• 

21 negatfve. the anel11t1 .... t111t tilt bi.W GUt propoul does not adeQuately 

22 c•pensate rttlpQWI for the rtlk 11111 1re bttng asked to assa.e. 

~ . 
24 Q. Haw dtd ,_ Nlllft thl r1st1,.... or volatntty. tn eKh of the five 

2S eJII*'dtturt flaws tn __.to ca1aa11te tilt rta ldjusted dtscCUit r•tes? 

• 11 • 
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1 A. The r1st tn ;,llda of till ftw 11'1ndtture n ... was calculated by 
·~ 

2 tnserttng IIU ·s ..._ c:.e. GPttlltsttc. llld ,.stlltsttc 25 yetr forecast 

3 ISSUIIPt1ons for full pnces lftd c.structtan cost esctlat1on rates 1n the 

4 -1ysts PI',..... b.r File. 1111 wrtlbtUtJ tn tiCh ...,...1ture flow was 

5 CGIIPired to tts IWf'lll vel• to ..,_. the Vlrilbt 1 tty 1n percentage tenns. 

6 For eJCIIIPle. tf • .,..ldttln tlcw v1rtld b1 plus or •tnus 110. and 1ts 

7 •ver~~e v11• ._ 1111. tu •11tt1ttr w ttstt•s ..,,d be ten percent . 

8 These a1cu11ttans~ 1lang wltlt till dlttvlttan of te. rtst adjusted d1scount 

9 rates for eldt of till fhe •••llltturt tlM. we pt"'SSntecc1n 111 Exh1b1t 4. 

10 

11 Q. Would JGU pl .. clescrtM.., J1U .....,..., JfNt' sens•ttv1ty analys1s? 

12 

• 13 A. Yes. My ... tttvtt.r ft1Jitl tat~tsted of calcu1at1ng three sets of 

14 eJII*Idtture flaws Ute U.. .._ tn FPC wttMss Sduter"s Exh1b1t 7. One 

• 

15 set was blsed upon Ml"s-.. 1117..., Clle 25 year forecast ass~t1ons 

16 for fuel pr1ce and antructtan cost ISCilltton r1tes. Another set was 

17 calculated ustng MJ"s pesst.lsttc .-.ton of till.- fonast. and the third 

18 used 11u·s opt1Msttc \Wit• of u. ... forec~st. 
19 These three •• foiiCIIt ...,.... rtpr~Siftt 1 ,..sonable range over 

20 .-tch future fuel pttCII ~ IICI11ttan riteS an be tJCI)eeted to vary. 

21 S111tlarly. the.....,. ... tlM dlr1Wid fn. tt.e fcncast scenar1os prov1de 

22 1 ,..SCNblt -sure of till ....,lc rtst FPC"s ptaposed buy out presents to 

23 tts ratepQers lttrtllutlble to tilt tlltr1M1c cn:ertl1ftt1 of future ec&omic 

24 develq !11tS. 

25 

• 12 • 
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1 0. Wr:luld JGU pl- ..,11tn IDIJGU Clllllllt_. tilt ele.nts JGU hive 1lready 

2 descrtbed tnto 1 f1M1 rtlk lftllJStS of FPC's P'llt!Died 111.w aut.? 

3 

4 A. Yes. Each Of tilt Ulree lltl of eJ41111dfture flaws Clltullted 1n the 

5 senstt1vtty W1111S • dtiCIUUII •tllll tilt rtlk ICI.:Iusted d1scU~t rate 

6 llethodology I hive I 1C Ibid prevt-11 to 1teld I .V. Elcll of these NPVs 

7 .. 5 then ..etgllted ICXlDidtllll to tilt rw I •t11t1• lltl ustgns to uc:h of its 

8 three farec:~st IC*IIrfOI CIIIM c:ae • II ,.. .. lt. pess1111st1c • 25 percent. 

9 lnd opt1111st1c • 25 [IIIC*It) llld llfllld •ca tl• to yteld 1 f1M1 NPV value 

10 Cllled the Upected IIIV. ,,.. U.. ra.1ts. w Clft Obtltn en est1•te of the 

11 1U:e11hood tlllt tile IIPV of tilt [W IJUIII lll.w - wtll be 111111t1ve. 

1Z 

• 13 0: 11\at do tile results of 1fllll' rtlk nlJSfS shaw? 

• 

14 

15 A. My Elctl1b1t 5 rw n Its tilt reults of -. rtlk nlysts. Th1s exhibit 

16 shaws thlt tile .Vs , .... ,,.. 1 hw of neglttve 138.3 111111on lllder DRI's 

17 pess1111st1c fOI'ICISt SCB•1o, to 1 111M e~se .V of 112.5 •1111on. and up to 

18 149.9 111111on llldlr 1111's •tlltsttc ICIIIIrto, wtth en over111 EJCI)eCted NPV 

19 of 19.2 111111on. F,. tr.. reults I c:anclude tlllt there 15 1pproxt•tely 

20 1 40 pettelt dwa Uilt l'ltlf41«1 ... ld lie t.liwd tf tile piaposed buy out 

21 15 1pprovecl. lnd epproxt..te11 1 • Pll ce11t dwa tlllt tilly 101ld be better 

22 off tf tilt fWCiillllld 111.w • ts :IIIIINJJtd. 

23 • 
24 0: 01d JGU llllke IIW ~ to tilts n111ts to llllke 1t IIDI'e applicable 

25 to tilt rw apasecl 111.w •? 
• 

• 13 • 
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1 A: Yes. lhler 1111's ..-tlltsttc iC wrto tllltdl gtves rtse to the negative 

2 538.3 •1111an II'V. 111turll liS prtCII IN pro,1lctld to graw IUCh faster thin 

3 coal prtces. It - rn1GIIIblt to 1111ct thlt tf thts SCinlrto -ere to 

4 ocar that FPC -.ld CXIIIStdlr ... attanl"-tettws to the 111tur11 OIS fired 

s camtned cycle 11ttt Ulld t11 tilt 1111l11ts. for ,...le. FPC mght cons1der 

6 ICid1ng 1 COil g~~tfter to tilt~- Qelt 11ttt to provtde fuel d1versity. 

7 Th1s -.ld Nlstillttllly tna- tilt ClplcttJ cost tn exdllnge fOf' the 

8 ab111ty to ut11tze 1 1•.,. ••• full. *••· tt 1lso- retSOIIIble 

9 to eJCPeCt that tf the .. aattan -at ts ••aullted 111 the,.., 2014. that 

10 FPC mght be Nluctlnt to tna- ttl ftl&l tmestant tn 1 ~ expensive 

11 plant because of tilt t1a 111d rtlt •:tun IUCII• tnvest8Bit -.ld entan. 

12 0'1 balance. tt - l"eeiCCIIIble to .,..ct t11tt tf natural OIS pr1ces escalate 

• 13 as desertbed tn lltl's Pllltlltsttc .. 11110. FPC cauld IVOtd the h1gher gas 

14 pr1ces by butldtng 1 .... &Jt •1• pllllt. 11ut t11tt caurse of act1an 1s not 

• 

15 certl1n. 

16 To ICCUit for tilts .-tatntr. I beltM that tt ts 1pp1opr1ate to 

17 reduce the -efght 111111&1 to ••·s 111111.tsttc case fi'GI 1 25 percent 

18 pdllb11tty to • 10 .... ., .. -..mtr. 1111s c:t.Mge ,.nects the 11ke11hood 

19 that FPC -.ld I'HCt to IVOtd lltlllir lllturll 011 pr1ces wtthout COIPletely 

20 ,..,.,,1111 the problbtlttJ that - -.Jd choose not to retet. 

21 

22 0: Whit do the ,....ltl of ,... rtlk 1111l11f1 shaw tf .,au •te this 

23 ICIJust.nt to the let- aut~~&~ to 1m ·s pesstmsttc SCinlr1o? " 

24 

25 A: As shiM! tn ., Eltltbtt 5. tilts dllilll tncreases the Expected NPV fran 
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S9.2 111111on to 111.7 lltllton. IIIII ..-.cts the chances of the NPV gotng 

neg~ttve ,,. • para~~& to .......... ,, 33 PlfCIRt. 

0. tbf ..,ld,., OIIIIPIN,... rtst •1,s1s to thlt provided by FPC witness 

Sdmter? 

A. As I ._. stltld _.uw. I •uew 1r r1st nlys1s provides a more 

COIIPI ... IS1W M1Uittan of till r1sk of the proposed buy out. t1rst. 1t 

1nchldes the latest IVItllblt . lang t1n1 fOI'ICists for the key economic 

IS$UIIIpt1ons ,_ tildelt tilt ftMl ..V Vllues Ire derived . Second. U 

1ncorporltel 1 dtiCGIIIt rite It~ thlt tvllUites the risk that the 

proposed _, out Ilks ~ to ..._ 1t current •rtet rates. Th1 rd . 

1t •loys 1 ... 1ttvtt.r -lysts to -sure ttw extent to which the f tnaJ 

NPV e1n be tntl•Cid IW ¥1171"1 ~e c:ond1ttons. 

Q. How dDis ,_. rtst •liltS cltffll" f.,. that presented by OPC w1tness 

llrt1n? 

A. 11r. Urttn's -l.rsts ts stlltllf" to 111ne 1n the sense that we both 

~Heve tNt U. IIIP'apt'tlte dtiCGIIIt rate to use 1s the ratepayers· discount 

rite. not flit's _....1 at of apttl1. H!Mver. t. sets his discount rate 
~ 

wfthtn 1,.. Of 13 IJII'C*It to II .. CMt b1 not1ng that r1tepayers typ1cally 

arry sa. CNdtt Clrd dlbt or - otlllr fOI"'I of wasecured loan. Thert'fore. 

he belteves till IPPIGPI tete cH..- to .., tn tvi1Uit1ng the proposed buy out 

1s the rltlpQirs· apporbitttl at of ustng the 149.4 •11Hon to pay off 

• 15 • 
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3 0. If both JOU lnd Mr. l.lrttn, lrt -artng the dtsoxm rate frc.~ the 

c rateplyers' perspective • ._ .. tilt cltscaunt r1tes dtfferent? 

5 

6 A. As I suted pi"WiUlJ. llr. Llrttn bl• fits estt•te of the ratepayer 

7 dtSCUit rite CM till,.... • .,., .......... tl ats. 1ft iiiP"'OCh that I beheve 

8 Ills .-tt. lilt ...,.... I ..._ dtaiM to tiU tvllUites the praposed buy out 

9 as 1 potentt1l trw••* cworbMt~ tn .a tM sa. .., that an investor 

10 at9ht evalUite the proftUbtltt.r Of 1 14111 C.. tnvest-.t opportwa1ty us1ng 

11 captul budgettng Ml•t• Udlltfll8. StiUd another WIY. Mr. Larlt1n sets 

1Z h1s d1SCOIIIt rite rr. U. potnt of vtew tMt ~ are retail custc.ers 

13 of the cred1t ...uts .._.1e I lit •• ,_ tM potnt of vtew that ratepayers 

14 are investors 1n the CNdit •rttts. 
15 

16 0: Dtd JOU perfcn _, otMr rtst _,,_ on the praposed buy out? 

17 

18 A: Yes. I llSO Jill'- I~ I 111k IM1J11S bllld upon the U. ldjusted DRI 

19 scenario I descr1bld prwtu1J but set the d1SCCUit rate equal to 10.9 

20 percent. atd-wy bet ••n FfiC"s ..,.. of 1.81 petc:Mt IHd CIIC witness Lart;n·s 

Zl rate of 13.0 percent. 'IItts cltiCDUIIt rete •s epplted to each of the 

22 expenditure flows tn tilt _l,.ts. 

23 , 
24 0: What dtd tilts -1111s slaR 

25 
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A. lly Ellhtbtt 5 PI Ill Its die rtSUlts of thts rtsk nlysts IS 1111!11. This 

eJCh1b1t shcM thlt thiii'Vs f'lllll f.,. 1 1w of nepttve 18.1 •filion under 

IIU's pesstlltsttc ftiiiCIIt ICIItiMO, to I lllle Clse M'V of nepttve S0.9 

111111on. end 14» to 13.0 lltllton llilllr llll's apt1111st1c scen~rto. w1th an 

over111 eJqiiiCted val• of llllltt• •.s lltllton. F.,. these results. I 

estt..te thlt ttwe ts I 50 IIIICilot d.u:a tlilt prapasecl bu1 out would result 

1n negat1ve r1tepQW uvtng. IIIII 1 50 perceot ct11nc:e that 1t would yield 

postttve I'IUpQer IMIIII. 

Q. In yar aptnton • .., Mld die c-taton tnterpret the results of your 

rtst 1n1lyses? 

A: I believe 1111r rtst nlJIII • wtrlte that the pr'O!IOSecl buy out 

c:antl1ns 1 S1F1f1c:llit ' a • of rtsk -.litdl i:auld ftnenc:111ly hlr. ratepayers 

1f the ptopasecl bu1 out ts IIIPIOAII. 'lilts rtsk should be bll1nc:ed. hollllever. 

~g~tnst other fiCtOrl t~ 11r Ill'. Sdiuster IIIII lfl'. Llrktn. but wh1c:h are 

beJOIIIl the scope of 1111J tlltt~. llletr fiCtors tnc:lude the 1ssue of 

1ntelgenerlttonel •t.r· the tiiUf of ..-.ctng patentt11l.r strlndlble costs. 

IIIII the ga11111 diStre to help Flortdl's uttltttes end thetr r1tepayers avoid 

the very ti1F costs blltlt tnto the litter J81fl of c:ontriCts 11ke this one. 

o. Does ttlt s conc:ludl 10111' testt-w? 
II 

A. Yes. 1t does. 

• 17 • 
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1 BY •• DAn.ta 

2 Q Do yau ba,. aay ot._l' cbaage• to -ke to your 

3 te8ti.-y OZ' ftlliblU, Ill'. atall~? 

A llo, I dala't. 4 

s 

' 
7 

•. aattz.. llae wit ..... i• tendered for cross. 

CCIIII·I~ CIMIIa 111-. IleNe. 

•· Dat'Ima 

~IIIMI~ CIM.Ita Y ... 8 

9 •· ~~ I -.c»lotlM. I did not give 

10 Mr. Stall~ ~ =IIDI'tuaity to ~ria• hi• te•timony. 

11 aa1111•1~ "AB• All l'ight. Go ahead, 

12 Mr. Stall~. 

13 A 'n.ak JOU• tile ~ of IIY te•tilftOny is to 

14 pre.ent performed on the 

15 propa••d bupout oC ~ la8t ten ,..r• of the QF contract 

16 

17 Liaited. In tbi• .aalrai• I vi .. the P1'0p08ed buyout as an 

18 inve•t...at appofttaity fOI' l'atepav-1'• in which they are 

19 .. ked to ta.eet •t.7 -'llion dollal'• over the next five 

20 yeazo• in ntun f~ tlie apponuaity to pay lower electric 

21 bill• in tbe fut~. 

22 Ia coaduatiDIJ tlai8 aaalpi8, I .-odified 

23 Mr. lebuatazo' • net-~·Yalue calculation in two ways. 

24 Pir8t, I ~ti•ted tM PI'Ojectecl expenditure flows 

25 ••.aciated witb tile buyout uaiag ec:onc.ic •••u~~~ptions 

c • I IBOIIW NUiAiiii, PLOiftii (8so) 3es-sso1 
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1 obtained frc:. Data~. laeol'pOrated. · Second, I 
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2 applied a di.couat rate .etbodolotW cleaigned to reflect the 
' 

3 financial ~t• ~t ..aluatian of the return 

4 inve•tora requir. to accept tbe riat aaaociated with th~ 

s buyout. 

' 
7 followiag ~tia..1 ~. die propo•ed buyout i• an 

a option beiag _.. nailule to atepayer• by FPC; 

9 therefore, it'• ......-J.ate to eYaluate the propo•al aa an 

10 inveat.-at Qll~uaity. 

11 seca.lll, tbe buJaut 18 eatinly funded by 

12 rate~yen aad ra~n an ..... , ... all tbe ri•k 

13 aaaociated witb tbe JCO'ected beaefita; therefore, the 

14 diacouat rate 8bou1d nflect tbe ratepayer•' inve•t .. nt 

15 opportUDity ~. 'ftlia rate ia ~ a.cea .. rily equal to 

16 FPC'• .. rginal coat of capital. 

17 TbiEd, ill ~Pial c Clllll aaaata of the buyout 

18 p~-1, it 1• clear tbat ~ of tbe el ... nt• of the 

19 buyout are riakier tbaD otban aDd, tberefore, require a 

20 different riak ~ua tD ocder to ~a.penaate inveatora for 

21 accepting that riak. !Ilia leada to tbe adoption of 

22 ri•k-adjuated di~t ~~ ~cb allowa the di•count rate 

23 •tructure uaed to evaluate tbe buyout to reflect the 

24 varying degree• of riak fOUDd witbiD tbe propo•al . 

. 25 PCNitla, becaUH tbe ratepayer expenditure flows 

c • • UPORI&i fai&OHIAJI&, ILOIIDi CISO) 315-5501 
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1 aaaociated witb the aiatilll CGDt~ and tbe proposed 

2 buyout caae an all caah outflOWII for ratepayer•. I 

365 

3 aubtracted tile zolak ~- to ~tly reflect the fact 

4 that ratepav-n u iaftaton lD tbla propoaal IIU&t be 

s CO"'ptttlaated tc. tile · ~iaka ~ an being aaked to aaaume. 

6 Gl,_ t-.. IIOdlfieatlODa, I waa able t.o 

7 calculate tile pc~lllty that tbe proposed buyout. will 

8 either auccee4 or fall 1D pzOvldlag an adequate return to 

9 ratepayen. laaad Gil tbia ~pia, I conclude that there 

10 .ia approa~~ly a 75t cbaDoa tbat the prQPOaed buyout will 

11 aueeeed in peowidlag aa adetuat• ~turn to ratepayers and 

12 approxi .. tely a 2St chance tbat tba. propo•ed buyout will 

13 fail to provlcle • ......._. ntum. 

14 Q Doea tbat coaclude your au..ary, Mr. Stallcup? 

15 A Y .. , it daea. 

16 Lat .. juat ·- Thank you . 

17 What ia tbe appftlpzolate ozder ben? Ia it you, Mr. McGee, 

18 and then Mr. Cbilda aad tben Mr. Howe, or doea it matter? 

19 •· •••• It -y be appropriate to atart with 

20 Mr. Howe. 

21 

22 DAMIMTIOII 

23 BY ...... , 

24 Q Mr. Stallcup, UDder tba firat five years, 1997 

25 through 2001, wbat ia your uadentaading of the payments 

c • i iiiOIILi flr.fMUIW, liblii& caso) 3&5-5501 
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1 that Florida 

2 make? 

3 A In eacb ODe of t~ yeara, tbe expectation is 

4 that ratepayera tiOU1d ~ Ullllar die pqa•ed buyout a 

s little 1•- thaD 10 .tlllOD clollan per year. 

6 Q And to lie a li&tle .n pnci•, would that be 

·~· 
7 nine aillioa 111 .t~? 

8 A Yu, I •lien .,tbat'• a con-.c:t figure. 

9 Q Ill'. Stallcup, cUcl ,OU IIMr llr. SCbuater'• 

10 testi.:xly ye8terday? 

11 A Yu, I tid. 

12 Q Did you .... r llr. 8cllu8ter te•tify that the buyout 

13 co•t• would not lie ~ly tax cledu.ctible to Florida 

14 Power Col'pOrati.OD? 

15 A I belieN I beu'd tbat, yea. 

16 Q Ill'. 8ta11cup, tlalld you agree that if the buyout 

11 in the year in .eaicb it oc:cun'eCl tbat tbe receipt from 

19 cu•ta.er• of $1,111,000 per year will be treated •• taxable 

20 income? 

21 A I daD't lalaw, Ill'. aa... I'• really not a 

22 •peciali•t in t-. I tblnk I follow the logic of what 

23 you're Aying, but not beiag aD .... rt in tax law, I rea 11 y 

24 don't lalow baw to anner your ... atioa. 

25 Q MOuld you know wbetber, if the receipts from the 

c • • iiJiCIIW fiu»aaM, ILOIIDA (ISO) 385-5501 
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1 cuatOIMtra would be treated u taable i~ becauae the 

2 expenae to Florida Power Co~tioa .ould not be tax 

3 deductible, that for Florida Power Corporation to recover 

4 $9,881,000 per ~ f~ ita cua~ra, it would have to 

s charge ita cuata.ra • larv-a- ••awat? 

6 A If it .are tax•ble? 

7 

8 

9 

10 

13 

14 

Q 

A 

Q 

A 

Yea, air. 

ftat .auld lie conect1 tta.t logic flowa. 

•· .... I ba• • furtbar queatioaa. 

~ .... - CIM"c Ill'. llc:Dae. 

Good IIOrlliQg, 11r. 8tallcup. 

Good IIOrDiQg. 

15 Q I ta.ve 80M que•ti- for you on· your 

16 riak-adjuated di.aouat ~t .. tbat you uaed in calculating 

17 the net preMnt value of tile a-at~rer benefita froaa the 

18 buyout. 

19 A Okay. 

20 Q I think JOU'ft CDNzoed tbia in your •u..ary. I 

21 j uat want to ..U ...re - an c:l-r. You've accepted the 

22 general fr•••~~Drk tbat Ill'. ~•r U8eCI in hie teat i.any 

23 for calculatiDI tbe ..V beaefit•, aDd you've applied that 

24 .... fr..-ork for your -lpi•? 

25 A That'• coc~eet, re•· 

c " • IIJOiiW fil.tMAIM, PLOifbi ciso) 385-5501 
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1 Q Okay. ADd u I uadentaad it, •• a general 

2 atructure ov.r tbl• ~~~~. JOU'ft _..loped tvo 

3 acenarioa, one tbat deal• witb the caatract caae; and in 

4 there you devel~ ~city aDd eae~ coat• aaauming that 

s the OCL contract will be la eflect f• ita full terw. And 

6 then tbe other .,_.rio tbat - bav. called the replacement 

7 c:aae ia oae wben you .._lap -zw and capacity coata as 

8 well •• treatilllf tile a.u,out aoat• u..-lag that the laat 

9 ten yean of tile CIDDt.nact .u1d be teE'tllnated and it will 

10 be replac:ecl 11r a O"'!!tjaad a,ale UDI.t? 

11 A Yu, tllat'• COI'Eeet. Ulat'• ba•ically 

13 0 llow JaU illlllca~ la your .,_ry that you had 

14 two dlffereacea, ..... t., cbaage• to the approach that 

15 Mr. SCbuater u.ed, ... aae of ~you ideatified •• using 

16 forecut iDf--tlOD tbat - .,_loped -- or that was 

17 provided to yau bf .. 1. All I cornet tbat tbat consists of 

18 the uae of Dll fuel focecaat• u ~a•ed to the Florida 

19 Power fuel fonc:ut tbat Mr. Bchuter uHd? 

20 A 'l'bat, • C:OX:I'eCt • 

21 0 ADd alao, you u.ed a different DRI index th~n 

22 Jlr. 8cbuatu' U...S to eac:alate the co•t of the combined 

23 cycle unit? 

A Ulat:'• ~-24 

25 0 ADd tileD the other cllfference ia the uae of the 

c • I &iUIIW t•t.tMUIW, PLOifDi 
·r.,.,.~ 
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A 

Q 

Tbat'. CDZ'nCt. 

All rlgbt. .._ you -- tbe approach, •• I 

4 undentand lt, that yau'w uMd 1D developing the•e 

5 ri•k-adju•ted diecouat ratea ia that you •tart out by 
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6 trying to i~tify t~ ~gqaat•, a ri•k·free rate that 

7 you equate to a 10-,.... ~ .. IJ'NUuly 81111 and then you 

8 identify a riak CDWioneDt tbat ia reflective of Florida 

9 Power'• overall • .,.011 riak lap .ubtracting the 
-

10 ri•k-f~ rate ~~ P~ida to..r'• .. ~inal co•t of 

11 capital, 1• tbat tbe epp~ eo far? . 
12 A Yu, IlK I tlliak it aould lie -a clear if we 

13 back up jut a 8tep ....... nte tbiDp juat a little bit. 

14 Q sun. 
15 A intere•t rate• , 

16 di•count rate• CGD8iet of t• eoiiJIDDeDt8. There i• a 

17 ri•k-fr .. rate tllat 1• ..-rally accepted to be accurately 

18 .. a•urecl by loag-tena tnaau&y .. curitie•, and then there 

19 i• a ri•k preaiu. tbat 1• coaaiderecl u well that i• 

20 ca.bined with tbe riak·f~ rate to account for the 

21 variabili.ty uaoclated with a particular inve•tiiNtnt that 

22 you're lookiag at. I ...- tbat ia!.-tion to calculate 

23 the ri•k pr-iu. a•aociated witll Ploc-icla Power 

24 Corporation'• ~ and equity. 

25 Q All right. And tbat riK p~iu. that you 

c • • III&IW flr.fJIIIUiW, H2M1Dl 
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1 deriwd ia np~tlft of fl•id:a Powr'a overall risk 

2 aa a corporatiOD? 

3 A Tbat'a con.c:t, yea. 

• Q ~ IDiDI f~ Cbat polat, aa I understand your 

5 approach, yau tak8 that a~ ... riak p~u. and you adjust 

6 it to reflect tbe n"tiw n.k tllat. yau U80Ciate with 

7 each of tbe c8ab f~ ~ ._._ been ideatified for the 

I two aceaarto., diet belat -IW aad capacity in the 

9 contract ~ ead ._zwy, ... city and buyout coata in the 

10 replace.ent caae? 

11 A Let .. juat modify 

12 that a bit aad .ake 8UZe .. 8Ze OD the 88me page here. 

13 

14 

Q 

A 

lun. 
. - ~ 

r., I toe* ftoa"lda Powr Corporation' a pre-tax 

15 .. rginal coet of e~~pital, IUid fro. tbat l aubtracted the 

16 riak-free rate to get tbe rlak p~ua aaaoeiated with 

17 variability or tbe riak ... Delated with Florida Power 

18 Corporatioa aad uaed ~t' riM pnaiua .. tbe baaia to 

19 calculate tba rlak ~--- .. aoctated with other 

20 c011p011enta of the pi'IQIIDIId buyout. That would include the 

21 fuel COIIPOJ)ellt of tile CODtract c- aDd tile fuel component. 

22 energy ca~~~~a•t of the nplac1a1at caae. 

23 Q Okay. All r191at. Aad tileD after you've 

24 developed tbeae adjuated, rl* pnlll~, you apply them and 

25 the riak-fr.e rate to each of tba caah flow. to determine a 

c • I Ui&IW fifALA811&, ftbifDA 
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net ~or the replacement case, 

you 8UII tboH for tbe caatzw:t c-, •ubtract the two and 

come up with u ovenll aet pnMDt value? 
,• 

A 'llaat' 8 ~&'ect. · ' 

Q Olalf. You ay ....S to .. lp - here. I have been 

lookiag at .,.,_. 8ldlibit --• tbat - attached to your 

te•ti.any, aad I 

a revi.ed Pl8•t? 

A Y•, I did_. 
,~·. 

Q ... tbat ..... idelatifiecl? 

It'• part of Exhibit 12? 

Q All . rlglat. I --.14 like to ••k you •ome 

13 que•t10D8 about 118-t to bapefully .. lk through a couple of 

14 theM col.-. to ..- Man • UDCientand bow thi• approach 

15 i• actually belag e&911ecl. In your, in the lower left 

16 corner of tbat esbibit, you have a .. ri•• of number• that 

17 1• captioned •RUle Jl!.-1• Derivatioa. • 

11 co.IIMI~ CIUCIA: llr. McGee, which one are we 

19 working off of? 

20 MR. Me Mia .. 11, I think for purpo••• of what I 

21 •• de•cribing rilbt now, it'• tbe .... , .•• .. ntially the 

22 .... in both ezbtbit•. 

23 CCIIII·I~ caaciAa Okay. 

24 BY MR. llc:OIIS1 

25 Q ... ,.. if It .auld be belpful to .. , 

fiu .... aa, natDi (a5o) 315-5501 
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1 Mr. Stallcup, if we U8e4 your o~igtDal exbibit, and then 

2 you can explain to- bow tbe nvi..cl exblbit i• IIOdified 

3 from that. 

4 A Tbat will be flae. 

5 Q Tbat will be fiDe? Okay. 8o if - are looking 

6 at your origiaal .... tlaat- a~tiiCMd to you~ prefiled 

7 te•ti . .::my, in the ~tall left--- COI'De~ - have a ri•k 

8 pretaiua derivatiOD, aad tbat -~- tilllat- bad jut 

9 cle•cribed before. tftla '. 77 l• 11bat JOU'ft U..S u the 

10 ri•k-free rate? 

11 

12 

A 

Q 

Tbat'• ~-

ADd tbe ... of t._ tbld colu.a .taow• 3. 25t, and 

13 that i• the ~i•k pnld• tbat 1• nflectift of Plo~ida 

14 Power•• ove~all ri8k? 

1.5 

16 

A 

Q 

Actually tbat u tM --~- of that colu.s o 

Okay. ao it l8 nfleetlft of Plo~icla -- Then 

17 that would be reflectlft of Ploricla ~r' • average ri•k? 

18 A Tbat' • coi."Zeet. 

19 Q Okay o oa. poiDt tbat I bad a little difficulty 

20 following, iD your tNt~ aa ~· t aad I think again 

21 on page 10, you ref•~ to Plol'icla ~r'a average co.t of 

22 capital aa being 10.201 but ~ I add tbe .. two nu.ber• 

23 together I get 10.02. ... tbat j1a8t a trana~ition error, 

24 or 

25 A I think it -y be. I tlalllk tbe correct number is 

fil.i:WSid, fLOilbl clsol las-5501 
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1 10.02 rather than 20. I be1iewe -tbat'a correct, but I' 11 

2 have to go melt aDd ea.cJc. 

3 Q .. 11, but I -_ yaur calculation of tbe actual 
-

4 ri•k-adju•ted cllacouat nt• 1• ba••d u a •tarting point on 

s tbi• 10.02; 1• tbat coczect? 

6 A 'l'be calculati0118 of ., ~1.*-adjuted cliacount 
.. 

7 rat- are baaed -.a- tbe ' • .,., aad tbe aYerage of the riak 
....... 

8 p~iu.e of 3.25, ... tbe 3.25 t. darl.-4 fro. the nu~rs 

9 you aee aboN tba& I'W labeled aol- 1 ancl 2. ADd it 

10 if 
' . 

11 tbia ia cornet 01' DOt, tllat ta. Juae '17 value for Florida 

12 Power COrp' • ca~~~a.ite co.t of capital i• li•tecl here as 

13 10.02; aDd tbat m~ .aulcl be iacludecl in the calculation 

14 of the aver- riM .--1- tllat I U..S in -.y aaaly•i•. 

15 Q It .auld be iacluded, but wben you go through the 

1.6 -th, you end .., witla • owu-all c:oK of capital, a 

17 aarginal coat of capital for Ploricla Power of 10. 02, which 

18 figure• at the 

19 botto.? 

20 A I'a really DOt fol1ow1Dg you, I'• aorry. 

21 Q .. 11, iD ,aur rlek ~u. derivation, looking at 

22 your original ,__., JOU ....., --

23 A It'• lD tbe abiltit ben, okay. 

24 0 You abaw ,_.,., .. tbe ~iak-fr .. rate, · and you show 

25 3. 25 u tbe rlak pn.iu.? 

c • I UiiDIIW fil.t,._, ftbiiDi (8so) 385-5501 
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..._. w 8dd t~ t.o together 1 that comes t.o 

ala, I - ·· ..at ,au• n •ying. Yea, that 1 a true. 

Okay. ADd tileD if w go up to your colu11111 1, as 

6 I WllllemtMd llbat ,au• 1'8 _,!Qg tllen, that the capacity 

7 pa,..at• "8111' dMt a.tnet an~ with relative 

8 certainty aad 80 ,au bllft uaigaed ao riaka to them? 

t 

10 

A 

Q 

!liiat'• ~-
Aad tbat'a nflec:tecl on the line that eays 

11 •aelatiw riM pnai•, auo,• -.aiag that there isn't a 

12 riak pnm.•, Md tllat 811D• al• OD the following 1 ine. 

13 If we go ow.r to co1- 2 _. w loot at the line that ie 
. .. 

14 identified u ... latl• ti*,• tban you allow a figure of 

15 . t3. llow I tab it tbllt •••• that yOU concluded for that. 

16 colUMn that the riak ia 1 ... thaD Florida Power'• average? 

17 A Y .. , tbat'• cor~. To be 110n appropriate, the 

18 riek in that col.- 1• 1- tban the riak obaerved in 

lt colu. 4, wbic:la 1• tlla bMie upan tlbicb J derive the 

20 re .. ining col~, the nlative riaka of the .r ... ining 

21 colwma. 

22 Q Okay. You baYaD't clete&ataecl that the riak for 

21 the energy coeta in -- the cub flow in colu.n 2 i• less 

24 than tile riM lozo t.11e ~ity CNt in col~ 4. You 

25 .ultiply t.J t'-ea J.25, ... ia tbat how you derived the 

c • I iii&IW NQII &, Jtaibi (ISO) 385-~-;ol 
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4 Q Okay. ADd lf w go by way of exa~nple to column 

5 S, you i11n&ifr ~ a ~latiw. riak of 1.39. I take it 

6 tbat tbat ••• tbat Jau baw. cleterainecl that the cash 

7 

8 than a.er... ~l•k or ~ter r18k than the averages you 

9 •how in col.- 4? 

10 A Y•, -.t tJiat = '•r -a• 1• that the risk 

11 -80Ciated iD col- I i• 1.3t ti•• greater than the risk 
~~-· 

12 obMnM ta col- I. ·;,; 
. 

13 Q caay. llaw if • •• wll, go back to column 2. 

14 We've talt.d about ~ r.latlv. riak of .t3 and how that 

15 produced ta. nlatiw ~i* p~• of 3. 03 on the next 

16 line. HaW did you t ..... cl8~ive t• riak-acljuated discount 

17 rate of 3. 74 aa tbe lt.. a.low? 

18 A 3. 74, ., riak•edjuetecl discount rate, is 

19 calculated by aubtnctlDI 3.03, the riak pr-iwn, from the 

20 riak·fne rate of '·''· 

21 0 And why dtd you aubtract the ri•k premium from a 

22 rate tbat al~•dr tacl~ ao riek? 

23 A 'ftle eppftlpCiate tnat...at for thi•, the reason 

24 for subtractiag t._ ~iM p~• ia becaUH theae ca•h 

25 flow. beiag daacribed iD tbe pn~~~a•d buyout are ca•h 

T•i.tiMW&, PLOii~ (ISO) 385-5501 



··~ · 

--~~· 

376 

. "·~-

1 outfla.a !~ ~ pgtat .if .t .. of ratepayera, and the 

2 appropriate .. y to eo.pea .. te aD inveator for a risky cash 

3 outflow 1• to IIUbtl'aCt tile riu p~iU.J that ia, to make 

4 the rate at tllliab ._ 1• liaYiag to pay lower. That 

5 

6 Q llid do JIDU line .a)' autbority for the use of that 

7 approacb of ...aatractiag a riM pn.iua for a higher risk? 

8 A 

9 It inelwt.. eclld'Miic ~. ...-rienc:ea frat~ everyday 

10 world, ..a -- wll, .... n1 ot._n - can go through if you 

11 lilra. 

12 0 

.13 80UI"c:e a nf.._. to a ~ -~ br ~feaaor Brigham? 

14 A Ye., I did. 

15 Q Okay. ADd I'• baYilll a copy of that passed out 

16 rigbt aow. 'rll18 ill aa ---~ fraa your Depoaition Exhibit 

17 7, aad it coata·iM tba nleYaDt portiona. I would like to 

11 aak you tMesp if JOU taald look tbrougb that and make sure 

19 that i• tbe pol'tiOD of your exhibit that cleala with 

20 relative riek ~u.. aad riaky caah outflow•? 

21 

22 

23 

24 

A 

A 

Okay. 

25 tbia be ...... fOC' s.-t4ficatioa. 

TiiQIUI&, rt011Dl 
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1 c:a.JDI~ CLU.K: Yeah, we'll ~~ark it as 

2 Bxblbit 14. 

4 Q I'd like to aak you, Mr. Stallcup, if you would 

5 review tbat aDd allow • lD then .._re Professor Brigham 

6 diKU- ..a:.tr-=tiag a riM pnatua f:roa a riak-free 
< 

7 rate. 

8 A Okay. laaide ~ eXhibit bare are three pages 

9 froa tbe te.t, aad it ~ f~ pege 403 to 405. I believe 

10 the aiagle -.t ...,roprtate cite out of thia entire 

11 diacuaaiOD wuld be 011 tile Mcc:al page, 404, on the 

12 HDteace. ~cb I-.. ·nrforliaed 8DCl indicated with an 

13 arrow. 

14 dec:iaioa ..-r ~ ... 1~ ria ad:Jut•ata to eaah 

15 outfl~. aad ~ ~t.k ~~t for a riaky caah outflow 

16 ia the exact cw•lte of tbat for aa inflow or the normal 

17 riak adjuc..at.• 

18 Q 

19 aubtraetioo, .. aaiag tbe oppoaite effect that you would 

20 apply in a aor.a1 ai.tuatioa where you bave ri8ky cash 

21 inflow.. llbat l'a aaki.ag ia DOt ao -.ach the authority for 

22 the aubtrac:tiOD tllat you ..a but aaking tbat aubtraction 

23 froa a rialc-fi'M rate. 00.. ttnfeaao:r 8righaln indicate 

24 that that' • approp&"iate ill tbi• text? 

25 A •• be dae•'t. Aa a •tte:r of fact, in this 

c ~ • lii&IW NQIIII&, ILOiiDi (850) 385-5501 
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1 article here, t~ exaaple tbat be cit .. ia one in which a 

2 hypothetical utility -- •11, actually it ia an actual 

3 utility ~. IUe •• al~ric, ia Mlecting between two 
•, 

4 generation alte~ti..-. ODe ia a auclear plant. and one 

s i• a coal plut1 .ad baCia of tbe• altuaatiw• would be 

6 funded by tbe debt alid ... ity of tbat COIIpally. And ao to 

7 account for tbe riak for aa tDteraally funded project auch 

a u theM t..o an, tbe rialc adjuat-t ..ould be -de to the 

9 ca.pany'a .. ~iDal co.t of c.pital1 aad that'• the example 

10 cited in tbia puticulU' acerpt. 

11 Q 8o ttile ia BOt ~ity foe .ubtraeting your 

12 risk preaiua f~ a riak·f~ rate1 1e that correct? 

13 A ftia ••• tie cloM aot ci~ tbat; t~t·• correct. 

14 Q ADd hof-01' llrqltr lndic:atea both i_n hia text 

15 and by wy of -· cle dlat &lie aubtrac:tion that he endorses 

16 for riaky caab outfl- wuld be .... to a utility• • 

17 -rginal coet of capital, ia tbat correct? 

11 A ID tlaia di-•ioa ben it • • cornet, tut he 

19 aaya that for pcojecta beiag funded by • ca.pany'a debt and 

20 equity the conwct ..Sju~t wauld be to the company• s 

21 ~Urginal co.t of capital, tbat ia correct. 

22 ·Q Rlgbt. ADd ODe IIOUld preau.e that the projects 

23 that •re belag evaluatecl, tbe coal plant and the nuclear 

24 plant by Mi..._t 81ectric, tba puzpoae of that evaluation 

25 would be to ~ tbe .oat coat-effective alternative 

c •• liiOIIW fllliiiAIM, PLOIIDi (850) 385-5501 
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1 for putting iato rate ~ aad, tber.fore, in cu•tomer 

2 rate•, .auld that be a loglaal aa81111Ption? 

3 

4 

A 

Q 

Y•. Y•, I aaz- witb tbat. 

ODe otller poiat I -ted to ••k you about on this 

s text, wbeD ~e~ art.-.a .-te• bi• adju•t~nt, and as 

6 illutrated _. bl• ••apl•, M Mke• tbat aclju•tment only 

1 to tbl rillky ea8b flo. tbat be cleteniae• -- well , let me 

1 repbr- it. • .... it to tM ca8b flow. that he 

t cleteniae• to be of bigber tblua ••~ave ri•k but not to the 

10 ca•h flow. tbat a~, that be evaluate• a• having average 

11 ri•k? ID tbi8 ca8e be ,. ... tbe downward adju•tment only 
7 

12 for the aucl~ plaat aDd ~ for the coal plant; is that 

13 con.ct? 

14 Y .. , I thtak foe tbe point of illu•trating how 

15 you tr.at rlak p~~. under tbe •ituation of whether he 

16 entitle• rtet.r caab outfla.., he juat -.de that aingle 

17 adju•t .. Dt, ~t I. belt ... that'• only appropriate because 

11 be wanted to llluatnte bl• poiDtl but hen l'm trying to 

.19 figure out ... t ... art-- lDteDdecl a• oppo•ed to what is 

20 actually •14, .o lt'a k1ad of baret to •Y· 

21 Q .. 11, dal•'t be i.Ddicate when be 1• explaining 

22 hi• •tiMid, tbl• ~ ... t couaterlDtuitive approach, that 

23 the objectiw i• to pena1iH the ca•h flow• that are 

24 ••aociated wltb bigher rlak 80 tbat you reach a reault that 

25 ..... 110n appropriate? 

c • • liiOitW N.IONIUW, PLOIIfil (eso) 385-5501 
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1 A '!bat i• cornet, tbat what he ia trying to do is 

2 adju•t tb8 ria~-- aad, ~benfore, the discount rate 

3 iD aucb a May tbat you eDd up with intuitively consistent 

4 re•ults. I' • DOt ..an ·- I'Z'OII IIY point of view anyway, 

5 even t"ouggt -- .. J-1, f~ IIY point of view, I'm not sure 

6 it'• aec•••~ily cauateriDtuitive that you subtract the 

7 ri•k-f~ nte -- ....,..... -· .JOU nbtract the risk 

8 PAIIi•· Yo • it 1• tatuiti'N that you do that for cash 

9 outflOW8. I tiOUlcl -.z-, ba•'NI', that -- and consistent 

10 with wbat Doc:tor klglr• M)'8 b8n ·- it is different from 

11 haw you ~lly thiak about it with re8pect to investments 

12 in which you ~ ~ iDfla.., .uch aa •tocks and bonds 

13 aad per ..... ~t project• tbet COIIpaftie• might be 

14 coaaideriag aa1 .. '-i tb .... l ... in. 

15 0 8ut yau -.ld ~ witb - that he explains his 

·16 rationale for ..-i~ thi• .•ubtraction becau•e it's 

11 nece•sary to acbi.,. tb8 right n8Ult? 

11 

19 

A 

0 ADd if tb8 ab;jective is to penalise that .risky 

20 ca•b outflow, tileD tben MN14 be no neec:l to perform that 

21 • ._ operatiaa aa a cub flow u a. ahow• here for the coal 

22 plant that iaa't riaky ~lative to the nuclear plant? 

23 A 'l'llat' • coz-nct, ,.a. 

24 0 If you'd look ~k to your PWS-4, i8n't it 

25 true •• 

c • I Di&JW N~LIDIIII, M1101IM (8so) 385-5501 
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1 CDIIII·I~ CLADa t.t • a•k you a question. 

2 ID order to ~ witll -.t you've done, we would have to 

3 agne witb your CGDCluaioa tbat Wbat i• the risky cash 

4 outflow tbat you' n cli-=auDtiag for or that you are 

5 •ubtractiJII for? 

6 

7 

•1~ at'ALI.cut 1 ID tbe buyout proposal? 

CU.UI81~ CIMKa Yea. 

8 ~. The ri•k arises from 

9 colu.a 2 of tbe coatract caae, tbat'a the energy· component 

10 of tbe coatract, ... tba& baa rl* aaaociated with it 

11 becauae of tM uaaartaiacy uaociated with coal prices. 

12 The variability la .tbe coal pricea cauee tbe net present 

13 value to dbEZII, ~nfoce, tben 1• riak aaaociated with 

14 it. 

15 Tben ia al80 E"iak uaociated with --

16 

17 way. 

18 

19 tlby 1• thia a riskier cash 

20 outflow tb&D a DO~ ri.t adjuatMDt? 

21 COl-- 2? I'• .orry. 

22 You've got to tell me like 

23 in walkiag-anuad ...._. 

24 Okay. 

25 CCI.IIIUI~ CLIII.Ka I uaderatand or I can buy 

fli.l NIAll&, ILOII.- (8so) 3&5-5501 
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1 into tbe .. C~08 oC it if I oaa bur into tbe philo•ophy, 
~~ 

2 and I daD't ~tile -.btractioa, wby it 1• 

3 appropriate to .ubtract it. 

4 •1~ ftALILW: ·· lily ia it appropriate to 

S aubtract tbe l"i* pn.1•7 

6 

7 Mr. Brigbml' • uticle .• 

• •WTIIII.Ifl~ft'l,.s .... -

9 001111•1~ CLUKa .. ..-cifically link• it to 

10 the cc.t to clecc ••loa a r.Ua.ctift plant, and he seems 

11 to aacrlbe to ~t tile fact .tllat ' t~t • • very rieky because 

1 ;! J do n• t know that aayone ha• done lt, at lea•t to the p o int 

13 of being able to ~letely abut ~ a plant, and ao the 

14 riak or the na~t of outflow 1• p~ly very volatile, or 

15 nobody can p~ct it1 but for tb1JII8 knowD, •uch as the 

16 inveat..at ia a ooa1 pleat, .I gue• tboae are thing• that 

17 are .ore in liDe wi~ tile aatural bueine•• of utilities; 

18 it' • been aeca~~Pli.._. befon • . 
WI ....... 8'I'ALLCUP 1 Ye8. 19 

20 OOMMI811a.ll CLAIK1 That ia what I get from his 

21 article. lrould tbat lie ooc~? 

22 

2 3 at thi• point.? 

CC»e~UIIa.ll C'LIII'a Y ... 24 

25 •1~ ~~ C*ay. I agr- with you that 

c • • UJIOIIW fALIMUIL, ILOiibi (8so) 385 - 5501 
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1 tbe riak •••ociabtd witb tile coal plut ia very typical and 

2 what we an U...S to, aad tbat riek that we are used to is 

3 ..en in -r colu.a 4 of tbe riek-adjuated diacount rates. 

4 Tbat'a ~ I ~ aa -....,tian that the coat associated 
A 

5 with buildiat die repl-=••••t ~· coeined cycle plant is 

6 buically -.uJ..Yal-t to .~ riak we an ueed to seeing in 

7 eo ~t'• .-.~ l derive -v risk 

8 pn.iua. 

9 Okay. 

10 next atep is to 
-

11 obMrva diet -.t wan loolcial at in tbe buyout is a 
. 

12 prGII(Nial iD lllaicla CU8t•1n an uked to pay all of the 

13 cub flo.. a.der ·a t,p4cal, norul caM a• Doctor Brigham 
f. 

14 call• it, tbe r~ ~ua ie .... apriately added because 

15 it'• -- tbaea an ~UCDe ia¥eetoc. expect to receive; and 

16 becauae tboee a~ caab 1Dflow. to 1nveatora, the risk 

17 ••eociated witb ~lar utility oparationa ia added to the 

18 ri•k-fr .. rate to CCDIIfiDHte illftator• for accepting the 

19 ri•k a•eociated .ttb ~ utility operationa. 

20 a.1u1c.a Cl.ut.Kz ADd the ri•k ia they won't 

~1 get their .aaey, rifbt? 

22 

24 

25 

•1'- ftALILWa Yeab, there will be 

CCIIUalc.D CLUK: Okay. 

WI,_.. ftALLCUI'a llben thing• kind of f 1 ip 

c •• ili&iiU ,.,,,..., ftbiiDi (ISO) 385 - 5501 
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1 around, if you '.tll, aad .. ,._ tbl• i• where I loat you, if 

2 you will, i• tbat_.-at .. aze looking at here are risky 

3 ca•h outfla. ~ t'-1~ nab that you don't add the 

4 nece•..rv c~aatiOD to acc.pt the riak to the risk-free 

5 rate. You .ulltreet it fi'Wa tbe riM·free rate, and there 

6 are eXU~plu of tbl8 ill tlla nal .orld when thia ia 
;. 

~ 

7 actually claae. t11ue an wrialtl• rate 110rtgagea. There 

8 are variable nte b~ ....... tile rate• paid by people who 

g are payiag tbe ~~ oa tbe .. iaatru.enta are actually 

10 payiag ratu '-~ tlla riak·f~ rata, and tho•e are 

11 real-world e•papl .. of ~ tbe riak pre.iua ia aubtracted 

12 becau.a tile~ 1-i ... tbe eec:urity or reaponaible for 

14 accepting tbe riM tll•••l,.., aad in order to be 

15 ca.penAtecl for acC~~ptiag tut rielc. are paying a lower 

16 rate. 

17 10 tben an really two tbillga going on here, 

11 Ca~~aia•ioaer. ODa l• tut tbe riak pr-iua ia aet to the 

19 capacity colUMn in colu.a •• and tbat'• baaed upon normal 

20 uti:lity operatJ.oa., tllat'• a uaU~~Ption l -de. It's a 

21 pivotal aaau.pt.lon. ftla next thing that I did was that I 

22 recognised tbeea an caeb autflowe rather than caah 

23 inflOIM, wbi.cb ~-a _.nction of the ri•k premium 

24 to ~t• i~ore f~ ac~ing the ri•k •••ociated 

25 with tllat ~..at. 

fALLIIIAII&, ILORIDA (ISO) 385-5501 
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. 
1 CDIDat~ CIMKa Go ahead, Mr. McGee. 

2 BY •• lie. I s 

3 Q Let • follow .. a little bit on that. Looking 

4 at ..... , ,our col- a .. ..... l' tile contract caee, energy 

S pa,-.nt8, ju8t to be clear. you• .. identified that there is 

6 a ri•k tbat'• •••aoiated witb tbo•• eae~ coat• unlike the 
·--

7 capacity oo.t iD col.- 1, but you•ve identified the fact 

8 tbat tbat rl* . u ~ tllaD tM average riak that you' re 
,. 

9 applying tow., u t11at a.rect? 

10 A It'• ~ tMa tile 1".1* obael'ftd in column 4, 

11 ye•. I tlltaJr call~ _ it aa .,.._ rl•k llight be 

12 •i•leadiag. I U8ed it .. a bea:brnrk, if you will, a means 

13 to i~l .... t tbe ~~logy. In the literature, there is 

14 --.thing call .. • illpl-tatloa probl-, and that' a a 

15 probl- .... n JOY baw to fl .. re out a •thodology by which 

16 to e•tablieb a_ r~ ~ua, aad ae it happena, this ... 
17 proponl preMDt .. a ••• by tfbicb to i~~pl-nt 

18 riak·acljuetecl di8COUDt ntu. and that'• done by 

19 ideDtifying col.- t u ._lag tile benca.ark, if you will, 

20 the benct.ulc l'iek ~- eolu.~. 

21 Q ADd I doa't .... to quibble over the labels that 

22 we put on tide. 

23 A Qkar. 

24 Q 8ut I ... refe~iDI to tbia •• an average risk 

25 that you an ueing ia col~ 4, becau- you had indicated 

c • • iii&IW fitl ... ill, ILOifbi (ISO) 385-5501 
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1 earlier tbat the 3.25 riak pnai• that you identified from 

2 Florida Power owuall npna.ated tM average riak of 

3 Florida PGMer? 

A Y... OlraF· 
s Q All r!elat. ..., • ._. cU.-=uaed juat a •inute 

6 ago that ill PI'Ofeaaaz- ~·• -••1• wbere be ie 
- .. 

7 evaluatiag ttiD GMia f~ be peaaU.- only tbe one that he 
.- . 

8 regard8 u ~ a bi ...... ~ .. ..._. rialc? 

9 A Y•. ~-

10 0 a. ..... • ..- .-,.~t to tbe one with an 

11 aver- riak. ID )'aU' col~ 2. you haYe identified a risk 

12 that ia 1.- ta... ~. ,tt. J.Ol. but you have 

13 nonetbele .. -.Mract.t it1 ia tbat correct? 

'fllat•• ~~-14 

15 

A 

0 Let • a.k you if you .ould agree with IDe that 

16 then ia aDOt ... r ~ of IIIIPIP• Pnfeaeor Brigham's 

17 trea~t of l'i*'r -at •tflo. tbat at l .. at could be 

18 applied to tile ..,.lair IDt of riak-acljuatecl diecount rates, 

19 and that -..14 .... to ~ tboae cub flow that you have 
. -.~ 

20 ideatifiecl u ~ -~ thaD enrage riek, you would 

21 ..U the MlbtrectioD tllat Pl'ofMeor Brigbaa endorses. With 

22 that reduced riM a--1• to reflect riakier ca•h outflows, 

23 you .auld add that to t ... ri.t-free rate. Ie that a way 

24 that tbia edj~ could a. _.., 
25 

c • I W&IW tJIDAW&. PLOIIDi (850) 385-5501 
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1 Q Yeab, aad l'a ba81Df tbia approach on your 

2 clevel~aiDt of ~Uk-.quted cU.ecount ~atea with a 

3 .adificatiOD. You bawe al~ identified the particular 

4 colu.aa tbat you ...... ,CIODC:lut.cl have higher than average 

5 riak. ,._t'a tbe aituatloa tbat Profeaaor Brigham was 

6 dealing tdtb ill Ilia" •••1• witb tbe nuclear plant, had 

7 higber tta. ·~ ri*. 

8 

9 Q -- well, let's 

10 jut loot at col- 5 • . 

11 

12 

A 

Q 

Gby. 

u baving a risk of, a 

13 relative rlat of 1.ltt 

14 

15 Q 

. 
Y•· 
aD4 ~ ..._ atttd tbat additional riek to the 

16 average ri.t, l.25, to co.~ up witb the relative risk 

17 preaiua yau ..._ of •. 511 t• tbat correct? 

18 

19 Q 

It'• acaled •· yea, by that factor. 

llaw -.t I'• -.-atiDf ia a •Y to applying of 

20 Prof...or art~'• ~~t of riaky caah outflows would 

21 be to aubtrect tbat iaci"IRtat of bigher riek from 3. 25 and 

22 co. up witb a ~ E't.IE ..-tu.. uH tbat in 

23 eonjunctiaa -- _.. to till E'iak-free rate and u•• that for 

24 And my question 

25 i1, i• tbat aa appcaecb tbat could be uaed con•i•tent with 

ft*IIIIMIW, ILOif~a ceso) 385-5501 
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1 

2 a, I doD't bel!.,. it IIOUld be, and the reason 

3 I bave trouble aoC'Iptial. -dlat alternative ie that I draw 

4 the diatinctt. oa tile ~----t of riek p~iu- as being 

S added or ~~ a.aad upoa .a.ther or not they are cash 

6 infla. or outtlO.., ~'-luly witb re.pect to the 
-, 

7 buyout. I . tbSak a riat·f~ iaweat.-nt rate ie a 

1 reaennehle ~••=h 

9 inn.t.allt GfpO~uaity aoeta, .o 1ft tbie JNlrticular · · 

10 There M)' be 8ituatiOIUI tlllen .._t you • re talking about 

11 would be III.,CI.a&e, liU& I ~~aft.: difficulty with it because 

12 it cloeR't re.olve, 1ft ., ~dad, tile proper way to treat 
-. 

13 riak aad caa ~f'-- ,.._ iaflOR and alao ·the way that 

14 it lligbt fit iato t .. p~a~a•ad buyaut tbat we are looking 

15 at here. 

16 Q IUt JOU ~~ ~ witb .. that Profeesor 

17 Brigbaa didD't -.ke a da~~ adjuat .. nt for caeh flows of 

11 averege ri8k? 

19 

20 

A 

Q 

I beg your pudaa? 

I aeked if you .auld agr.. with .. that in 
' 

21 Profeaaor 8ri ..... ' 8 a1•1e M did not uke a downward 
' 

22 adjuet .. nt for cub flOR •bar tbaa tho .. of higher than 

23 average riak? •;, ,-.; 

24 I Mli.,_ ill bl• • •1• be "-d two alternatives, 

25 one identified u belag aver ... iD riak, if you -ill, which 

c • .. RIPOII Li flLQIIIild, ILOiiibi (aso) J&S - 5501 
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1 would COI'I'I•DIId t:o ., aol.- t1 and then another project 

2 that had bigber tban a._rage ri.t, whicb would correspond 

3 to .y col.- 5. I daD•t believ.. be had in his example cash 

4 flow. of 1 ... tbaa a~ r18k, if you will, which would 

s corre.poad to .,....... ., col.- 2. 

6 Q .. 11, t.a•t ,Gur· col..a 4 repre .. n~ing the 

7 capacity ~ lD ~ ca•e? 

8 A Y ... 

9 Q 18D't tbat a .. IOIQU8 to the coal plant in 

10 Prof••.or ki--·. anwl• becauae 

11 A Y•, tllat'• oon.ct. 

12 Q Alld Profeeeac llr~ Mde no adjuatment for that 

13 aver- riM, but iD JOUr col~ 4, you have aubtracted the 

14 ri•k p~ua f~ &be r~-free rate; i• that correct? 

1s A Tbat'• correct, re•· 
16 Q Okay. llaYe ~ _..r ~ed tbe uae of a 

17 rl•k-adjuated ~.aauat r-ate iD aay other proceeding before? 

18 A llo, I..._ JI!Ot. 

19 

20 

21 

22 

23 

24 

25 

Q 00 you lalow of any iutance where any member of 

tbe •taff bee pr~aeed tbe u.e of a riak-adjuated discount 

--.i•i• pnceadi..., 

A llo, I'a DOt.. I'• DOt •-r• of one. 

•· llc&ia ftuk you. 

caeiiUic.D CLIIIIf I II&'. Cbilcla. 

IIDIIIaTIOII 

c • I W&IW NDRUi&, PLOitbi (&SO) 385-5501 



.. :~~~-
~--

1 BY Ia. aiiU.1 

2 

3 

Good 110niag. 

Good 110ni.Dg. 

390 

.. 

Q 

A 

Q Firat I ..at ~ aak you to refer to your document 

5 that a~ -- it•a a g~ of forecaat price• for natural 

6 gaa, and it'a eDtitled ·~riaon of 26 Year• Natural Gas 

7 Poncaat. • Do ,au llaft &bat? 

g ~Iala.D CIMK1 ... t ia it? I• it PWS what? 

10 

13 Q ID yaur te8ti.aar you identified tbe•e various 

14 forecaat• be~ .. belDg ..._itted ~ other Florida 

15 utilitiea ia tbeir ltt1 & .. -year aite plana; i• that 

16 correct? 

17 I caa't 11m1mber tbe ..act wo~ I u•ed; but, 

11 yea. they are all -- I do attribute the .. to the ten-year 

19 site plana. 

20 Q Okay. ADd yau dettcribe tbeH, I believe in your 

21 te•ti . .any, aa coa••a-. tbe CODHDaU8 forecaat•; t .hat is, 

22 the ten-year aite pleD? 

23 'l'bat - Ill' iafereace, yea. I believe I stated 

24 in my teati.ony t~t I cauld look at theM projections 

25 contaiaacl OD tbta grllllb and coacl'* tbat taken together in 

c • I Di&IW Till ... iii, Jtaibi 



~· ···:'.·1:.~~;r:,J .. ·l~,:·- . ~~;;:;:: ::~:·-:r~:~,, , .... 
'! . :!'J-. :• 

1 a lOOM a consensus 

2 forec:ut. tD&1d be. 

3 Q Okay. IUt IIIOUld you agree that what your Exhibit 

4 plan forecast for· 

5 utilitl .. , .aet of -'iab coaclude in the year 2006 or 2005? 

6 A I'• DOt ~ lf it'• .oat1 but, oh, say roughly 

7 half, ,..aa. 
8 Q Okay. ADd tbeD you bava eacalated those 

g forecut• cbat tenlaata at tbe earlier date throughout the 

10 period 202J? 

11 A Por t.._. -- Yu, tbe way I developed this 

12 graph i• tllat I toalr tile f\lel price p~jec:tiona contained 

13 la the teD-,.ar 8lte plaa., and for tho .. utilities that 

14 only produced fuel fo~t• t~b 2005 or 2006, I took 

15 the l .. t ,.ar'• g~b ~t• obeerved in their forecast and 

16 carried it forward for tbe r-ining 27 yeara. 

17 Q IUt it 18 co~t that the .. , for thoae forecasts 

18 where you Mde tbat calculation, that the reaulting 

19 foreca•t for tbe ,.ar 20.23 1• not propel'ly identifiable as 

20 being a utility - fonca.t? 

21 A It 1110Ulcl be cora:ect tbat it would be baaed upon 

22 the utility e.,.ay forecaat, but I perfor.ed the 

23 extrapolation, tbe,r did not. 

24 0 Do you kDow wbetber the utilitiea that presented 

25 theae gaa fo~t• font ... tbe .... ec:onoaic conditions? 

c " • uPOiiiii fil.f hiliW, ftbifbi (8so) 385-5501 
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1 A 

2 Q Do you know .._tber tbe electric utilities that 

3 praMDtecl * toncuu tbat an included in your Exhibit 

4 PWS-1 fore- the - ecaac.ic condition•? 

5 

' 
7 

8 

A 

Q 

A 

Q 

liD, I cU.cl DOt • 

Did,_ ... t .... ? 

110, I clicl aot • 

Diet JOU' a..l• tbelr ten-year •ite plan to see if 

9 there .,.. a dlff..-. ill U8U11Ptioaa by the utilities? 

10 A llo, I tUcl DOt • 

11 0 llow u I Ullde~ JOIII' t .e8ti.,ny, you have used 

12 or you've nfe~ tot.._ otber foreca•t• a• a basis tu 

13 .upport tile naenebl-ee of tbe DRI fuel forecasts that 

14 you bav. U8ecl later aa· 1a your te•ti.any; i• that a correct 

15 UIIUIIptiOD7 

16 A Y .. , it'• cac~ that I co.pered the DRI 

17 forecaat ~ tbe8e otber forecaat• for fuel prices to the 

18 other utilltiM ill tlle ... t• ~ detel'lliae if the DRI 

19 foreca•t 80Mbaw la*-1 aut of tM ordinary with respect to 

20 what ot~ utilltie8 1D t.be •tate were forecaating. I u3ed 

21 it 88 a deric:e to deteniae tbe rea80ftability of DRI' s 
.· 

22 forecut. 

23 Q ADd ~ if I look at ,...1, I will •ee what you 

24 have identified in tbe •coad box in the legend on the 

25 right u tbe IJal baM-~ fOI"eCUt .that you plotted on 

c • I UPOlTdi fDWUJB, FLORIDA (850) 385-5501 
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1 thia graph? 

2 A Tbat' • co~nc:t . 

3 Q But JDU lane DOt ....a the peaai•iatic DRI 

4 forec:ut anywMn OD tlaU gnpb? 

A !'bat' • co~~eet . 5 

6 Q Would tile ,...ildaic: C88e for DRI be consistent 

7 with what you•w cbu'act~i...S to be the coaaenaua? 

8 If .... n to pl~ tba DRI peaai•iatic gas price 

9 forecaat, it .auld lie ~ t.o tbi~ of the way between 

10 the DRI fonc:Mt 

11 opti•iatic? 

I'• .o~, tbe peaai•iatic or the 

12 

13 

Q 

A Ob, ,...~ic .auld lie about u far above the 

14 baae-~ foncut u tM ~r COI'p fo~ecut lie• below 

15 it. 

16 

17 

Q 

A 

Okay. 

And if yau .auld like, I caD point you to where 

18 the nu.bera in tbat ... price forecut are contained. 

19 Q 

20 A 

21 

I tbiak t~ an in your Pl8-2. 

I believe tbey an, )'e8. 

calllllllc:.ll Cl.utaa I'• 801'J'Y, Mr. Stallcup, 

22 would you .. , ... ia .-.~ tile pe••i•i•tic ca•• graph would 

23 lie app~i .. telrt 

34 llft-1 lf~t OUr, fl.¥e M iUit I 1econd I @ 

31 I ean .. kl lUll I Gift II' "' rit~'' 
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2 wnB88 aDLLCOfa ,_ peaailliatic gaa price 

3 forecaat .auld begia at tM - point aa the baae case but 

4 would ead ill tbe ,._. 2023. l'a going to point here a 

5 little bit. O¥er OD the ~igbt-baDd acceaa, there at the 

6 top iadex lt. ben, about balf•y along that top box is 

there 

8 Cindicatu). ,_ actual --~ical value in that year is 

' $10.57. 

10 Q 10 JOU .auld pl~ tbat •10.57 on this chart at 

11 the place .._n you iadiaated? 

12 A y .. , tbat'• ~. 10.5?. 

13 Q 

14 traaaportatioa7 

15 

16 

A 

Q 

YM, I balin. it i8. 
' 10 if • ......S t._ t~a""'p"rtation coat to this, 

17 would you ~ tllat it .auld be off the chart? 

18 A I'll ~ aubjeet to check. I can't remember 

19 what 

20 Q All right. llaw ia it conect that the baa is for 

21 the peaai•iatic aad ~iai•tic Dal fuel forecaat that you 

22 have included ill ,au&" t•t'-'Y - • 

23 A BxcUM •. 8xcu8e •, •ir. May I check 

24 something? 

25 Q Sun. 

fill...... Kdlfbl (ISO) 385-5501 
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A incorrectly. 

A The 

price• pl~ted for •1 do aot include tran•portat ion. 

Q All ~igbt. Tllenfon, it would be off the chart? 

A Y•· 
Q law ia it cac~ tbat tbe ba•i• for your data on 

Exhibit .... a .. CO Dll fuel facecaata, the pe•aimiatic and 

the optial.e:ic, 1a a te180CIPr fftlll Standard and Poora dated 

Sept--~ 17, 11.17? 

A fila&' a cac~. 

Q Aad 80 tbl8 data 18 DOt publi8hed in generally 

available data, wuld ,.a .. ne? 

A tart of it ia, part of it 1• not. What the 

baH-c- price -.calaton ~1- ~re aa t,_ trend long, 

that'• DRI -~for baM c-, ia publiahed to those 

17 people wbo aubacrlbe to tt. DRI HI"Yice•; however, the 

11 opti~atic aad peaat.i~ic caae• eze not publiahed and you 

19 can only ~ala t~ if you call aDd aak. 

20 Q ADd alao, ~ coaditloaa, the apecific conditions 

21 related to tbia fuel faceca8t, tha peaal•iatic case and the 

22 opti•i•tic c ... eze DOt publiabed either, are they? 

23 A I beg you pardoD? 

24 Q Tbe data iD which tbe opti•i•tic and peaaimistic 

25 forecaata an a.a•d, that la, tbe aa•UIIPtiona on which the 

c • • iii&IW flu ... id, fLOil~ (a5o) 385-5501 
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1 foreca8t8 f• lal an lt•ell ot.._. than trend long are not 

2 publi•bed .ei&her aad t~, tbenfore, not generally 

3 available? ,. 

4 A llo, tbat 1• DOt exactly correct. The scenarios 

5 under wbicb the ~ ca.e, optiai•tic and pe••imistic 

6 c•••· an •••..._. an ftdlally de.cribed in the 

7 publicatioDI bYt t .. ..-cific au8ber• , calculations and 

8 model• tb••••l ... , if rau .tll, tbat produce the forecast 

9 are not pUbli~. 

10 

11 going to be laiglla' , tMD pndicted, right? 

12 

13 optiai•tic t. tbat iaf'lati• will not be •• high as the 

14 baM c- aad, tbenfon, price• are lo.wr. 

15 CCIIIlaiCIID CIMKa ADd tbi• i• for people who 

16 buy ga• a• oppa••d to people wbo .. 11 it; i• that right? 

17 lflfta8 ftALLCUPa The gae price forecaot we an~ 

18 looking at ben? Y .. , tbia 1• the price that i• a utility 

19 natural P• price, i• .... t DRI fonca•t, and it's the price 

20 that utilitie• pay for aatural 9U. 

21 cae11a1~ c:LUa: Do they call it the 

23 •1!a&t ftALLCUPa 'ftllir vernacular i• pessilong 

24 for pe••illiatic lODtr·ten f~t. and then they add to 

25 the end of tbat tbe date tbat the foreca•t wa• generated; 

fil.fiNM, P£0iiDA (ISO) 385-SSOl 
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1 but yea, t-.r.• odl it a ..-tutic c-. It'• 
2 pessi•iatic iD tbe .. a .. tbat inflation will be higher thQn 

3 anticipated, aad tbat'e 1D tbeir view a peaai•iatic 

4 econoaic outlaok. 

5 

' Q 

aJIIQ881~ CLNIKI Okay. 

teould JO'l tua to ~ axbibit PWS-2 and look at 

7 the col...a • .._, it'a tbne col- on tbe right. It 

8 aaya PPI natunl gu price., and tileD trend long, pessilong 

9 and optiloag. 

10 

11 

A 

Q 

I llaw it. 

ADd tboae ~ly an tbe forecut price• that you 

12 have ueed ia CDiducti81 ~ .... itivity analyaia and 

13 your COIIIPUtatiaD of tt. rialc·edjuatecl retuma; ia that 

14 correct? 

15 

16 1997 price ia Florida ~r CDcporation•a price for natural 

17 gaa, excluding of tnaaport. Tbaa I took Power Corp's 199? 

11 number and eKalated tboae price• baNd upon the DRI 

19 eacalation ratea for eacb ODe· of the econoaic acenarios. 

20 Q Ia tile Dal ... an tbe Dal forecaata, trend long, 

A I believe it'a a CHIIIIDeite of all pri.ces. That's 

23 the way it --

24 Q You believe it' a a CCliiJ oeite? 

25 A Yea, tllat'a tbe wy it - cleacribed to me. What 

fil.tlliiid, ftbiiDA (ISO) 385-5501 
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1 I did wbea · l Obtataed -r ...u.ptioaa froa DRI ia I called 

2 th• and Mid, fti• i• tM •ituation that I'm dealing with. 

3 What an tb8 ....,...tate pa-ioe iadice• to u•e? And they 
~· .· 

4 pointed • to t.._. pal'ti.alal' iadice•, and •o l relied on 

5 theil' :iudiii~At • tlaia 18 tb8 pntel' pi' ice index to us-.: 

6 and 80 I ..ald pnPITT it ie u overall CQ11P08ite coat of 

1 what it coeta to deliftl' pa. ftey don't •pecificall.y 

1 break it ._ lato lin prioea 01' 8p0t pricea . 

' Q Do yau kaa. -- •11, DO, I' • dlatlnguiahing 

10 bet~ .poe Pl'l«=M _-- •11, let'• a•k tbe que•tion this 
.I 

11 way. Do you lalow tllletller it laclude• the price for 

12 int.erruptlble _, 

13 A I .auld ...-u t .Cbat it would, if it'• supposed 

14 to properly aCOOUDt 101' all prlcea. 

15 

16 

11 

Q 

A 

Q 

18 aervice• 

20 

21 

22 

23 

0 

A 

Q 

I• it a aatioaal .,.1'_7 

Y .. , it la. It 1• a aatioaal aver~. 

Do you lalaw .._tb81' tben are any reporting 

I bell.,. tbat tben an. 

Have you nwi.-4 t .... ? 

11o, I bave DOt • 

Do you coaaidar younell aa expert in the 

24 foreca•tiag of aatural ... prlcea? 

25 A 11o, I .auld not . 

c " i UPOIIW fill..... fLOIIDi (ISO) 385-5501 
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1 Q Do you 00118ida' younelf an expert in the 

2 forecutillg ·of any fuel pricea? 

3 A ODly to tbe exteat tbat I know where to go to get 

4 reputable eecalatiOD ~-~ OD a aational average basis and 

5 then apply tbaae eecalatiaD rate• ·to exiating gaa prices 

6 witbiD a~ aad, t.._.,, ....-.that I've probably 

7 accounted f~ aar ~ioae1 diffe~•· at leaat initially 

8 during tbe fl~t ~ of tbe aaal,.ia, accoun~ed for any 

9 regioaal cU.ftaiDOia tllat .ay alK acrau the country. 

1.0 Q I take it tlaat ..__. 

11 well-bead p&"iGM? . · 

12 

13 

14 

15 

16 

A I ballew. tlliay an - • ,.. , they are conwnod it y 

Q Okay. llow tiOU14 JOU thea auapect that the 

cc••~ity daalec. tbat .. ~ .. 111ag natural gaa would have, 

if tt.y paicl tbe f•, tiOU14 bave acceaa to tbe DRI forecast 

17 of pricea? 

18 A Oh., ,... 

19 Q ADd if tbey __.. -..roacbecl by .-.one to 

20 contract on a loag-teca baaia for natural gaa, would they 

21 rely upon tbia data aa tbe baala for aigning a contract? 

22 A I doD't kaaw • 

23 0 .. 11, that'• i~t iD knowing the riak, ian't 

24 it? 

25 A 'riley •Y u.. theM DW'ban to help a••••• the 

fii.I»>AAW, Kdifbi (ISO) 385-5501 
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1 ri8k, but ~tber or ~ tbey would baae their contractual 

2 te~ oa the• particular ....._r•, I have no way of 

3 knowing. 

4 Q •11, .auld JO'l .X,.Ct, or did you account for in 

5 your ..t~te ~~ • .upplier of ga• might be willing to 

6 •iga a laag·t•~ coatract for ga• at a price that was 

7 •igaifiaaatly below tbe ,...tloag level that you have shown 

8 ben? 

9 A •· U. oaly llfPlication I uMCI for these prices 

10 wa. to iael~ it lD -r ... l,.i• to .... ure the sensitivity 

11 of tbe coatnact buyaut to ...,.ctecl variation• in gas 

12 price•. 

13 Q ADd I tbiak tbat'• wbat I'• trying to get to. is 

14 that if you llave -- Yau bave dete~iDed the variation in 

15 g .. price. br JOUI' •J.ectiOD of the .. 1 foreca•t, correct? 

16 A Y .. , tbat' • cornet. 

17 Q Aad tbeD JOY ba .. ueed that variation in forecast 

11 price. that ,ou' .. lected in quantifying the ri•k associated 

19 with thi• project in a later calculation that you 

20 perfo~? 

21 

22 

24 

25 

A Tbat' • correct. 

Q Wbat I'• a.kiDg you i• did you con.ider that this 

A I did Dot COIWider that. 

Q Are JOU f..tliar with thi• eo-ti••ion'• decision 

c • i Ui&IW fii.fliliiil, i'IZiifbi (ISO) 385-5501 
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4 0 WOUld you -.ne tbat 1D tbat proceeding the City 

5 of Tallaba ... e eubaitted .. wecal f~t• of ga• price• 

6 and al.o •lataiaed to tlal8 o: t uloe tbat bicla that it 

7 had received wn below tboll fonc:Mt- price•? 
' 

8 A I - .-.an tMl ill tllat pi'IOOIIding tbe ga• price 

9 foreca•t did appeal' lOMU". thaD putlape .,.. expected, but 
.. 

10 beyond tbat, I baft ao ful'tller lalawl ..... 

11 0 I -t to p11N out a oGp, of tbat order, plea•e. 

12 It' • the order f..- tbe Ca t•loa, aDd it i• Order NUIIber 

13 P8C-t7-065t•JOP··· ' ·~ 

14 CX»MIUI~ CIMKa · You waat u to take official 

15 recogni t iOD of tlliat aotioe? 

16 

17 

•. aiii.M• I a8k tllat you do tbat, plea••. 

OOIMI•I~ CLAIUfa All rlgbt. We will take 

18 official recoga1t10D of 17·0,51-fOP-IM. 

19 BY MR. OIILDS: 

20 Q 11r. Stallcup, &ben 1• a HCtion in that order, 

21 .. ction IV, IOC:DD .._nl IV, a.aded •hel Supply, 

22 Tran•portation ... 8tor-. • IIDUld ,au tuna to that? I 

23 don't have a ..... nf&IC'Iaoe a.c.u.e -copy of the order is 

24 from the COIIpUter iutead of tbe ... 

25 A C*ay. Of MCCiaD IV, JOU .. y? 

c • • uPOIILi fiLttiiliBIII, ILOI!Dl (aso) 385-ssot 
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0 oar. 
A ~---1- IV, ·~l tupply, Tranaportation 

and IConte.• 
Q .,. - tlauld you tuna to. tbe third full 

A I - it. 

Q ... . tt.D _..ld ,au nM fi'OII tbe bottom of that 

10 paragrapb tile MDteaee ...-tiag ..,.n linea from the 

11 bottoll? It .cuta witll tile Mmla, •Altbough the City• s." 

12 A I ... it. 8bi11 I ~7 •Although the City's 

13 natural gaa price focecaat l• •igaificantly lower than most 

14 exte~l fo~•• tbe Cltr coaaide~ thl• actual 

15 ca.petitive off•~ to '- tba ba•t current indicator of 

1' futu~ or .. tuwal ... ~ieee.• IKbibit 2, page 84, "The 

17 City alae bell .... tbat 1oag-tem price biu typically 

11 include a ri•k p~ua lD tbe latter yeara and, thus, 

19 repreMnt a CDAMrwatln Cbigb) ••ti•t• of actual fuel 

20 pricea.• 

21 Q Okay. -.ld JOU accept, or do you know - - do you 
. . 

22 know wbetbe~ tbi• cern S•* accepted the rationale of the 

23 City of Ta11ab-•••• aad caacluded that the propoaed bids 

24 that -~ 1a.r tbaD forecut ~ naaonable? 

25 A I clan't kaow. 

c • • ul'diiW ut-t-aaa, MbitDi (ISO) 385-5501 
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4 •· aiiU.1 Y•, but be uid be waan't familiar 

S with it, 80 I ... --

6 Q If yau will turD to 1, a, 3, 4, 5 paragraphs 

7 beyond that, tbe ~~ atarta with, •The City's August 

8 1995, RPP.• 

Y•· 9 

10 

A 

Q Alld if ,au will l"eM iD tile •ictdle of that 

11 paragrapb, it ..,., •8oth biddera.• Do you have that 

language? 

Y•, , I do. 

12 

13 

14 

A 

Q ADd it nflec:ta that boeb bicldera updated their 

15 offera, aad tbe City believea it caD purcha .. natural gas 

16 at a lower price t~ ... coataiaed in their original 

17 offer, right? 

18 A Y ... 

19 Q And thea ulti .. tely, the botta. aentence in that 

20 paragraph atatea, •• believe thia deciaion by the City is 

21 reaeonahle aad pcudeat.• ADd iD tbat context, wouldn't you 

22 conclude that tbia ~mmi .. iOD ... aware that a bid price 

23 waa ~tantially low for aat~ ... and aubetantially 

24 below the fo~t price for natural gaa aa a first point? 

25 A It appear• to be . 

fAIJMAiid, fLOIIDA (850) 385-5501 



1 Q a.t ~t t~ Cltr .. latained to thie Commission 

a that t .. , .... t •• --- -· that the bid price was a 

3 ~eoa•ble .. tt.ate aa oppoeed to the forecast, which the 

4 CO..ieaioa a~ed .. a principle? 

5 It «PI••re to be fro. the excerpt• that I have 

6 read ben, ,.e. 
.;... 

7 Q -_ ... lunlle&-, tMt altllough tbe bid was below the 

8 foreca8t, tbe City elected~ to eip a contract based 

9 upoD tbat bid but ~ -.it uatll eo.e future date? 

10 

11 

13 

14 

A 

0 

A 

0 

Y•. 
llouldn' t that •uvve•t to you -- And the 

Y•. 
lauldn't Cbat .ugge•t to you that they didn't 

15 expect the aatual gu foncut to increaae from that point 

16 forward? 

17 

18 Q 

Pen.p.. 

Okay. llow do you tbink that PloridA Power 

19 Co~ration could Obtaia tbe .... kind of a bid for natural 

20 ga• that tbe City of t'allaha•- could obtain or did 

21 obtain? 

22 

23 Q 

I doa't Jaaow. 

Olcay. Would ,au agree that the electric 

24 utilities ba,. tile oblipti• to pzovlde Hrvice to their 

25 cuatOMra? 

fJI.J.IIIIIid, Mbifbi ciso) 385-5501 
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1 Yea, tlley do. 

2 0 And tbat Florida Power COrporation'• obligation 

3 to aerve and ita Deed foe ~r ... tbe baaia for the 

4 contract that lt algaed vltb OCL? 

5 

' 
A 

0 

Yea, I'll aaa"t tbat. 

And -·t tbe ... ,. or tbe pay.enta under that 

7 contract evaluated by tbia Ca•iNion on the baaia of • 

1 forecaat of Placida to.er Cocporation•a coat to build and 

9 

10 

11 

A 

0 

,_t' 8 eo&Zeoct. 

coatnct wltb OCL, wouldr.' t 

12 Florida Power CO.poratiOD bave bad to build and operate a 

13 power plat to -t iU obli .. tion to HIVe? 

14 

15 

A 

0 

I p~ tbat to be cornet, yea. 

Wbea tbe C n tMlOD evaluated tbe OC'L contract, 

16 did it evaluate it u .-a laftat-t opportunity being 

17 offered to PPC ratepa~ aad, tbua, aaae•• whether it 

18 would provide a reaaoaable return to tbe ratepayer? 

19 A I waaa't tavolv.d lD that particular docket, but 

20 I believe it la co~ tbat when tbe alternative• were 

21 being uHaaecl, tt.y wre -•aad .. inve•t-nta funded by 

22 the utility, aad I tbiak, aad I'• not aure about this, but 

23 I think the utility'• •zviaal ~ of .capital waa uaed to 

24 evaluate the avoided unit aad, I think, the ter'lft8 of the 

25 contract. 

c •• &i&IW TALLMAIIB, fLORIIa (ISO) 385-5501 
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1 Q I -t to -- lloulcl you agree then that when the 

2 C~aaiOD ewaluated tbe CCL coatract with Florida Power 

3 CorporatiOD tllat it eYaluted it u.._iag that- ratepayers 

4 would PIIY tbe co.t of ~bat GODtract 7 

s A Yea, I beliewe tbat' • correct. 

' Q ADd tt.y .... , til u u alternative that if the 

7 Power Cozp b..t built a coal UDit or aa.e other unit that 

8 ratepayer. would per tbe aa.t u~iatecl with that 
' 

9 alter.nati._ u .. 117 

10 A YH. 

11 Q 8o tiii8D .. 8111M of cub inflCMM ancl outflows, 

12 wouldn't you agree tbat lD tbat very ca .. there was a cash 

13 outflow aad a ~ laflow tbat tbia CO..iaaion considered? 

14 A I tbialc lD tbe ewaluatiOD, yea, you would look at 

15 both caab inflow. aad oaab outflow.. I think, but like I 

16 aaid befon, 1 didla't M»Z'k GD tM order .a I'• not sure, I 

17 think the aaalyaia - probably perfor.ed on the net. 

18 inca.., if you will, of .. cb project and that those are 

19 caah inflow. • 

20 0 .. 11, tbey'n caab outflowa to the customers, 

21 aren't they? 

22 A 1'&'\ae. 

23 Q 8o ..aniag yau couldn't ·- in fact, for a utility 

24 it doean•t ~ aay iDflaw uale .. tbere ia a cash outflow 

25 fra. a cuata.er, ian•t tbat correct, in thia context? 

c • I &i&IW N.£111Uid, f£6irDA (8so) 1es-sso1 
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1 A ttaat 1• true, tlley an a traneaction; and 

2 whenever .c•IIIDdy nce1¥e8 a pa~t, a011ebody else is 

3 paying it. 

Q sun. SO, I- to tbe extent tbat we talk 

5 about caab outflow. 1D ~. caee, tbere are caab outflows 

6 fraa_ the cuato.er 1D ... ry evaluatioa of generating 

7 al tenaati,.., an tllen DOt? 
I 

I A .,.._. an, but if ,ou' n evaluating tboae 

9 generation alteEDat1ft8 fnll tbe point of view of the 

10 utility, ,.,atnt f~ tboee ..... ration alternative• would be 

11 caah inflow., a.-cially OD a aet ~ baaia; and that 

12 would be tnatecl witb • eddition of a riak premium if that 

13 ia wllen - an 90llll· 
14 

15 

16 

17 

Q 

A 

0 

Aze you f .. illar with tbe ter. •revenue 

YM, I ... 

Would yau agi'M that •revenue requirements, • as 

18 that ten ia U...S iD tbe electric utility induatry, is the 

19 reault of .ultlplyiag the rate of return ti .. s investment? 

20 

21 

22 

23 

A 

Q 

A 

Q 

Y•. 
Aad .a tbe i.Nnue nqul~nta MY vary? 

Yea. 

~ tbe ia¥eet8eDt ia fixed, wbicb reault in a 

24 difference 1a tbe earaecl rate of ntum? 

25 Yea. 

TAIL\IIIIId, ILOiiM (aso) 3tts-ssol 
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1 Q C*ay. Do you C0118icler advanced capacity payments 

2 to qualifyiag faciliti .. to be a ca•b outflow that should 

3 be evaluated oa tba. ba8i• of a ri•k pre.ium? 

4 

5 

A 

Q 

I daa't ~ ~t advanced capacity payments are. 

Aze you fa.iliar witb the pay.ent to qualifying 

' faciliti .. UDder tbia c s .. ioa'• rule• and approved 

7 foe c.,.clty in advance of the need for 

8 that c-.-city? 

9 

10 

A 

Q 

llo, I'• DDt. 

If tban -n -..cb a pav-ent, would you consider 

11 that p&)l rot to a. M ~t opportunity offered to the 

12 utility'• ~? 

13 A 

15 Q 

16 A 

17 Q 

11 have 

19 deferral?• 

20 

21 

A 

Q 

.. ton I CM ... r tllat, you'll have to explain 

.. 11, let'• .... -­

Okay. 

I will try. 

aut ill dDi .. eo let'• Mile an -•UIIPtion that we 

Are you fa.il~ witb tbe tera of •value of 

ADd yau'n f.-iliu witb tba general •hape of the 

22 co•t •tnaa or nNBIJe at~ tbat nault frOIIl the 

23 application of tbat .. tbod? 

24 A Yu. 

25 0 All rlgbt. llow let'• a..._. that .. ven years in 

fit.tnNIUIL, flbitbi (ISO) 385-5501 
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1 M¥ance of t .. iD·MI'Yic:e .S.te for tbe facility, the 

2 generatiag facility, tbat the qualifying facility receives 

3 a pay.eat froa tbe electric utility that i• equal to -- and 

4 let'• pick a •"ber aad .. y 20t of the fir•t year capacity 

s pa~nt biiMd upaD a n1• of deferral bll•i•. 

6 A 
;.:,-. 

7 0 Do yau coaaiclllr tbat paywtnt to be •n investment 

8 opportuai·ty affo~ tbe cut.-n of the utility? Oh, by 

10 .. it ,. ,., •• 

11 A llo, I -.alcla't- tbat in exactly the same 

12 fr••tMDrk. I doa't ... it iD tbe .... -fr ... work as I see 

13 the prc~~~a••d l:luyaut. 

14 Q Okay. llauld yau agree that all payments to 

15 qualifyiag f.:ilitl• by electric utilitiea are recovered 

16 f~ cueta•a~? 

17 

18 

19 

20 

21 

22 

21 

24 

25 

A Y•· 
Q Alld tbat tbey an nc:onnct through an adjustment 

claUH •cbaal•t 

A Y••· 
Q Aad tbat tbey'n 

A "''bat ia ., undentancling, v••· 
Q ADd that tbey' n - • 

a.cuae -· 
A 1'11at i• ., Wldentaadiag, yea. 

Q Alld that they are ncovencl on tbe baais of 

c •• UJIOIIW fif.LIIIJi&, PLORIDA C8so) 185-5501 
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1 foreca.tiDg of co.t• u8aclatecl with paYMnta to quali tying 

2 facilitie• 80 tbat -· 

3 A YM, I believe .o. 

4 Q Okay. IIOW an JOU f..tliar with -- when I asked 

5 you about tba ~ •t .... of tile co.t to revenue st rean. 

6 baMCI upon a ftlue of clefenal a..ta, are you generally 

7 f .. iliar witb tbe ~ oC tbe aa.t or revenue atream based 

1 upon a reweo.a ~~••sat• . .._la, 
9 

10 Q 

11 revenue requi11 JDta, tbe pa,..nt level ia higher in the 

12 ear.ly ,.ar• aad ~~ 1a tbe later? 

13 

14 

A 

Q ADd tbe f41iO.i~ oceun for ·the value of deferral 

15 methodology? 

16 

17 

A 

Q 

cornet. 

And wbat 1• tbe ataadai"CC •thad for recovery of 

18 coata for a ~r p1aDt br a utility when it builds that 

19 power plant, tba r...aue 

20 deferral baal•? 

21 A ........ 
baaia or the value of 

22 0 10 if Plortda ~ COrporation bad built a plant 

23 that -• ueed aa the baata to evaluate the OCL contract. 

24 the coat ·tbat ella cuata.er would ba,. ... n would have been 

25 baMCI upoa tile n-.- ~~· sat •thodology? 

c "• RIIOiilii TAf.tMUM, ILOii.- ceso) 3&5 - 5sol 
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1 A Yea. 

2 Q ADd .oulcl baw exceeded tbe pay.enta that were, 
\ 

l in fact, calc:ulatecl uadezo t._ value of deferral caethodology 

4 for the early ,.an of tbat caatl'act 7 

5 A cornet. 

' Q Do you kDow at wbat poiat ia the contract one 

7 would expect a c~aaower to OCCUI' of tbe pay.ent atream? 

8 A I bavea't claae tbat calculation, but I believe 

9 it' • ac••.taan alaag ball_,.. 

10 Q Do you know -- wileD you an •red that que at ion, 

11 are you aa..ertDt tbat ta ~lute dollar• or on a 

12 net-preaant·val~ae bub? 

13 A I daD't lalow. ,_ buia of IIY prior anawer was 

14 having~ a gzoiiPb of llaw tbe m..,.ra interMct, and I 

15 don't recall if they~ net-pzoeaent-value baaia or not. 

16 Q Okay. An~ .-n that tbia C~iaaion 

17 routinely looka at tbat type of infor.ation fozo alternative 

18 type• of generatiOD? 

19 A I would tbink ~t they would, yea. 

20 Q And tbey .oulcl alao look at fuel forecaata and 

21 how t~ fo1WCUta ldPt affect tbe coat of a generating 

22 option, correct? 

23 A 

24 Q 

25 A 

Yea. 

An you f.-iliar witb tbe acid teat? 

I kDow of tbe acid teat, yea. 

TAIJMUI&, Mbifbl (eso) 315-5501 
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1 Q lauld you ~ tbat tbe acid teet has been used 

2 by tbia 0: t aaiOD ill coaaactiOD with the review of 

3 generatiar altenaatlna, oae of wbich waa natural gas? 

4 A I'• aot ~ of tbat. 

5 Q caay. Do you bawa .-r evidence on a historic 

6 baaia in t._ lut five ot" tea ,._.. ·that the difference 

7 bet~ - ... coal tbat you aliolf in your DRI. forecasts 

1 hae, in fact, occ:urrecl ill tbe pa8t? 

' 
10 two? 

11 

12 

A 

Q 

A 

,_ llaenM .... pr'ae cliffenntiala between the 

Y ... 

.o, actually, I tbiak bl•torically it would have 

13 gone the otber -Y· .. tual - price• have come down 

14 since the de~latiOD of different eectora of that 

15 induatzy. 

16 0 ADd baa' t tbat bMD tbe buia of the 

17 eo.aiHion' • clec:laioa to 811P1Y tbe acid teat in evaluating 

11 generating alteraatt.e., to recogni.. that trend in fuel 

19 pricea? 

20 A I doa't kaow, aiace I'• really not familiar with 

21 the baai• or the applicatiOD of the acid teat, 110 I don't 

22 know. 

23 CX.I .. la.la CIMI'• You know, I realize that I 

24 tu.ve been ben a wbile, but I 1111n dan't r-llber the 

25 particular• of tbe acid te•t. I kDow be aaid he remembered 

fii.LNIAII&, IUilfDi (iso) 3es-sso1 
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.... !-

1 it. 

2 
,, 

3 and I tbiak it ~ ~ caaatant differential between 

4 fuel pricet11 but otber tbaD that, I •an that is as far as 

s ""' knowl ...... 

' .... aiiLDia I don't think I'm 

7 going to ~tion f~r, but I will cite it. and it's the 

1 Cyp~ deci8ioD of tbi8 CD. • .. t.OD, and I will get the 

9 order nu.ber in a .a IDt. ADd tbere wa• a di•cu•aion in 

10 t .. iOD ~ ~lied tbe acid teat and had 

11 applied tbe acid tMt ill aaotbar pi'OCeeding involving Tampa 

12 Electric. !'be cmiH ·--r to tfblc:b I refer ia 

13 PSC-92-1355-.af-IQ. 

14 CIOIIIIUic:.D CLUKs Are you ju•t c ·iting that 

15 for .y benefit? 

16 •. CIIIU.: Y•, bec:au.e l' • going to rely on 

17 it, and I will aak tbat you take adaini•trative notice of 

11 that order. 

19 OONMI881a.D Cl.utK: All right. What is it 

20 again? 

21 •· CIIIUJI1 , It 1• order a.ber 

22 PSC·t2-1355-toP-IQ. 

23 Do you have a copy of that 

24 order? 

25 •· CHILDS& I do. J bave •everal copies. I 

c • • IDOIW tlftNIAIM, PLOiiDi (ISO) 385-5501 
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1 juat would 1~ to have 

2 CCIIIIUia.R CLIU1 Juat tell • who is listed 

3 on it. 

4 

5 

' 
7 

•· Cllllm• Suloaers? 

CCIMIUI~ CIAU1 Yea. 

•· CIIILDia t'eny .,. • ._ aad Betty Iasley. 

OCIIIIUia.D eLIIIK 1 OUy. That -y be why I 

8 don• t recall t• partlculan. 

9 •· CIIIU.a I claD't lllre to tbink how long ago 

10 it was. 

11 

12 BY •• aiiLD81 

13 Q I want to -- .. • .... ral question as to your 

14 risk-acljuated dl..._t nate 8KJIDdology, I gather from 

15 looking at how you've ... lied the -tboclology that when I 

16 look to your ,._., ~ 1, tbat if tbe CO..ission were 

17 confronted wltb t110 altenaatlves for generation, that those 

18 alternative• would fit UDder tbe categories that you have 

19 outlined on your .,..-• .... 11 as wbat you've included here 

20 now, would that be cornet? 

21 A I'a sorry, J didD't undentand your question. 

22 Q .. 11, 

23 not what it baa ill tbia caM, l:lut it •s evaluating the 

24 generatiOD alt~tl .. of a -.&ural ,.. unit on tbe one 

25 hand, which .ta .... t you .a.a. ia 001.-a 4, 5, 6, and 7, 

c • • UIOIIW fil.f.NIUI., Kditbl ciso) 385-5501 
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1 correct? 

.... t tbil a.u,out c::a~t, ,... 
., 

2 

3 Q Yeab. ADd tbat c. tbe left it -• evaluating a 

4 coal unit, coczect? 

5 Y... .. caald pat ill tben the projected 

6 capacity coet for a coal uait, ,.., you could. 

7 Q Cllpecl.ty .-&1 ~ a.t, and w could do a 

I riak-adjuat .. Oelculatt.. ...t tDald you get when you got 

9 to the ead of tllat ill ..y of a qwuatification of coats? 

10 A It -.l.d "•••d • llow ,au Mt ~ the d.i•count 

11 rate, what tbe pn~ioa tben ... And l think in the 

12 evaluation of tt10 ltaeratiDII altenaative• the di•count rate 

13 •houlcl be clizectly ~19ad ln. tile cc.pany' • marginal cost 

1• of capital, after·tax co.t ol capital. And I think the 

15 appropriate •Y to do tllat tDilcl be to a veey feasible 

16 way to clo tbat """l.cl a. to J*E'Up8 aclju•t the d.i•count 

17 rate• iD acco~nce ~ tbe ri8k .. 80Ciated with both the 

11 projected caa-city o .. aaeat• aacl .... rgy COIIIPOnent• in much 

19 the •- way tbat I tiiDUld 8UIIIa•• tbat the eo~~pany would 

20 have done when tbey ..c. layiag out tbeir alternatives . 

21 And you .auld llawe ended up with a 

22 net-pre .. nt-value n•-..r, bad you taken that approach, such 

23 that if you •n to ~ract, in tbia c ... bere, the 

24 number• on tbe rivbt·baad aide f~ tbe nu.bera on the 

25 right-baad (•ic) •ide a ~·pawaeat·value IIUIIber that would 

c • I Ui&ZW flliJIIIM, ILOifoa (ISO) 385-5501 
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1 ehow wbetber ar DOt tbe .... f~ pleat ... a beneficial 

2 alternative or a beneficial option to the 'coal-fi.:-ed plant . 

3 If that aet pn••• Ya1.- •n .poeitift, it .auld ehow that 

4 the gae-fincl plMt - &be pnfenble choice ae oppoeecl to 

5 the coal plut. -· .: 
"-Tjt·.;,.· 

·' 
6 Q 11bat wuld ..._. - - - · 

7 A It tiiOUld be a decieiae tool, if you will. 

8 Q 
·•, 

9 A It .auld be a decie~ tool to choo•e. 

10 Q A deoielaD tool'l 

11 A Ye•, to eliDa•• tllaicla alteauative ie .are 

12 favorable. 

13 Q Okay. llould yau ap-.e tbat in the put thi• 

14 Ca..ie8iOD in -.tiag deciei~ .. to the .aet effective 

15 coat alternati ... bee ..-d ~ utility'• after-tax co•t of 

16 c•pital .. tbe di.,..~ nte'l 

17 A 

18 Q ADd tbat it .._ ....S tbe after-tax coat of 

19 capital in .. tting ~ awoided-coat pay.ent• for capacity 

20 by utilitiea? 

21 

22 

23 

A 

Q If you'd look at ,our '*hibit PWS-4, column 4 . 

COiell·l~ CIM•a Mr. Cbilda, I' a aaeu.ing 

24 that you're talking about tbe one attached to hia 

25 teatiaony, not -.t- nvl..S. 

c " i di&IW fiJ.tMAIM, ftZJif~ (850) 385-5501 
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1 lat. altLD8a Yea, I •· aad any que•tion• that I 

2 have -- I ' a 80¥ZY• CCIIiNt.c.ar, I iatendecl to -ke that 

3 clear. Ally of ~lla que8tioaa l ..,. an goiQg to relate to 

4 what ia atta~ to tile teati.oay u orlgi.nally prefiled. 

5 WI,_ ftALLCUPa we.. tbat'• .y uncler•tanding. 

6 BY lat. aiiLD8a 

7 0 All rlwbt. Alii tiiU le for llluatration, but if 
·. . 

8 I look at col'- t. tllat ia ~•••• upoa tbe eatl-te of 

' coat• for tbe callbta.l orcl• talt for •lorida Power 

11 

12 

A 

Q 

_ ... . 

·< 

Yea, tbat 1a OO&"..ct. 

ADd -.t ,.,.a did la, u l uaderatand it, 1• you 

13 took DRI facton and ..ajut .. tile lD·Mrvice co.t for that 

14 plant to reflect tile t~ poteatlal eacalatioaa for 

15 conatructlon co.t1 la tbat COZ"cect? 

16 A aaaieally tbat•a oor~t. ,. •• 

17 0 So at tile ead J'N Md tbne alternative 

18 inve•t•at• of tile •1, optiloag, baM caH and pe••ilong? 

19 A Yea, all for tile- COIIbiaed cycle plant. The 

20 co•t of which diff• oldy ...,.._ of the different 

21 e•calation ratea UNCI to eett.ate ta.o.e conatruction costs. 

22 Q Okay. llld tileD ,.i _.. tbat variation in co•t 

23 to calculate tbe riak tba& you 8bDw iD colu.n 4 of .104? 

24 

2S 

A "l'bat.. COZ'~. 

0 1tow I Mired ,au earlier about Whether you would 

c ~ • RlliOiiW ftr£Nidi&, natbl (iso) 315-5501 
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it did? 

7 bere i• a Mll•lullf,11..._ ........ ill that it -••urea the 

I risk tbat t-* ~ .. c_ r t .auld ~, it doe• not reflect 

9 the ri•k tbat tbe ntuna w.ald ~' 

10 A 
... 

11 Q I daa't. kaa. &Mt I caa, but I wil.l try. Would 

12 you ~ tbat _ ,au&" •tbodolosw ~· tbll risk that the 

13 invut-t will ~ ._. ._. DOt -.are tbe risk that the 

14 retura will ~ 

15 A I tblak I c.....- witb tbat, ye8, because what 

16 I have .......t ..._ an YU"iatioaa 1D coat of building the 

17 plant, yea. 

11 Q Ill feet, tile ntun 1• a given calculation, it is 

19 a .. t factor, i• it DOt? 

20 A ID ~ calculatiaa to derive COD8truction costs 

21 under eaeb of tile CU.. •a--jc 8C811arioa, and I'm trying 

22 to anMMr ben, and corzwct - if tbia is not what. you • re 
~ 

23 asking, we....,_ ..ti•t.• I• tM coat of constructing a 

24 ca.binecl ~le plaat, aad it'8 OD a per ldl basis. And that 

25 coat 1• tMD .ultipliecl bJ a fiad-rate charge which does 

c •• illdiiW ftt.fMUI&, PLORIDA (ISO) 385-5501 
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<~:- . 

include a ntun on tile ~t iuicle that fixed-rate 

cbuge, aad tllat _. ,au futile&" on down the road to the 
' 

nUIIben tbat l'ft ~ ben in col~ 4 on a 

ca.t-per-~ .._ie Of .._t it co.t to operate a combined 

cycle plant. 

0 ADd -r poi~* 18 •illplw: tbat t ... ntum ia a fixed 

7 nUIIber? It H tile ·~ rct tbat change• according to 

8 your Dll f~t' 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

A Y•, tllat'e COI'I'eet:. 'IIIey -intain the aame 

ret una DUIIblr • orS.iMlly o.taS.aect in 11r. Schuater' s 

..,thoclology. 

Q ~tion•lly 1a ~electric utility area, ian't 

riak U80Ciated witla ..n.aciaa ill return and nOt variation 

in inve•t..at? 

A Yu, it 18. 

Q Okay. 

A How..-, ia tbU ualpi• if the co.t of building 

a plant vari•• tbat .auld be nfl.eted in the return 

inveator• .auld ~, .. , ... it'• OD that baai• that I feel 

it'e rea80Dable to uae tbi• variation in co•t •• a 

reaeonable app~t•tlOD to ~ tile ri•Jc that investors 

are utecl to uwar 1a iaveatiag ill Power COq» projecte. 
·' 

Q 8ut w j~ Mtablielled .tbat the ri•k that 
' 

inve•ton objeat to u the riek witla Yariation in return, 

25 -correct? 

c • i &i&IW flt•LNIU&&, ftdiibi {eso) 385-5501 
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1 A Yea, 8lld I belieft tbat tbe variation that we see 

2 in -v colu.a t 1e a n._....,le PI'OKY for tbat. 

3 

5 

6 

7 

8 

9 

10 

Q 

A 

Q 

A 

Q 

A 

Q 

Well, t••t it ba•ed upoa oai•a eacalatora of 

Yea, ~t•e --

ID otbec ~. it•a 

That' • a pz-t.uy •.twr. 

I'a WZIY· 

Y•, it 1•. 
: 

lo that cliwzweaoe 1D r18k for conetruction is 

11 the aole bui• for yaul' calaulatioa ill tbia colu.n 4? 

12 

13 

A 

Q 

Yea. . ._;"_ 

All ritlbt. AIIOtbec •Y tlai• Oa-iaaion in the 

14 put bu addnued ri* 1• to perfora -itivity analyses 

15 of tbe varioua al~ti.._ tbat are under coaaideration; 

16 would you agree? 

17 A Yea. 

18 Q And for 1~, it aight look at the 

19 aenaitivity of a higb-baad fuel forecaat ud a low-band 

20 fuel foncut, cor~? 

21 A Yea. 

22 Q Have J'IIU pe~--· • aaalv-ia of thia proposed 

23 contract buyout uaiag tbe ~illi•tic pa coat forecast and 

24 tbe after-tax GMt of apital foe Plortcla Powr Corporation 

2s aa tbe di.cowat nte? 

c • • iDOIIW fli.WUI&, it&ibl (ISO) 315-5501 
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1 A I've U8ed all of Dll'e eceaarioe with Florida 

2 Power Corp' • I. 11 d18COUDt rate, ,.., I bave. 

3 0 the, 

4 ueing the Dlti llid·.._. f~, the net pre•ent -- and the 

s DRI mid-baDcl coet for cm~etnctiag a ~r plant. the 

6 reaulting aet preeeat walue ua~ tbe 1.11t di•count rate 

7 ia approxi .. tely 11.2 llillioD ~l.za1 would you agree? 

8 A t•a juat c:Mcklat to ..U aun - get tbe nUIIber 

9 right here. 

10 0 Look at ,... 1, llae lt. 

11 

12 

A 

Q 

Yee, I - it. lftlat 1• tile correct nuilber . 

11ow., ..-etioa nally 1•, bave you daDe that 
"· ~-

13 - ealeulatioa, tllat le, •iDI tbe I. 11t dieeount rate 

14 and the pe••iloae fuel foncaet aad tile pe••iloag 

1S coaetructioa coet Mtt.ce? 

16 A I- eun tbat I .ba.e • . 

17 •• aiJLDes pl ...... 

18 (DISC0881C. o.f .ft8 acmJ)) 

19 •· aiiU.: t.•loaera, at thi• ti-. 1 

20 wanted to pee• out a "'an rat. It' • t~ page•. I 

21 apologize 80IIe of tJiea ...,. tile pagee iD different order• . 

22 There ia oae ~ tllat ie bel IIIII Ia! opti value•. One page 

23 ie DRI pe••. valuee, aad oae ._ ba8 a loag title. Under 

24 that title it Np, ... 1 expec:~ value•, • and I would like 

25 that -rlced for idelatific:atioa, pl-. 

ftt.tOWII&, PLOIIDI 
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·~-~:, . 
. ··· .. 4' ... -: .. 

1 COMIUIICI .. '11 •rk it aa Exhibit 

2 15. It will be titled •tal wal-.• 

3 BY MR. OIILDB 1 

4 Q .OW 1a ~· your .... itivity analyaia thaL you 

5 refer to lD youZ" tMtt.aay'l 

6 (WII I I .. II • DOCCI I) . 

7 Y .. , I llellewt tlal.• l8 • eac8l'Pt out of the 

8 apread abeat tbat I U8ed to calculate the net preaent 

9 valuea eoatained ia ., •igiully filed teati.,ny. Yea. 

10 Q Okay. ADd- wlaat you bave done here, if you would 

11 turn to tbe P•••t., lal ~· value., that abowtl, aa I 

12 underataad it, tile cal•latioD of tM aet preMnt value for 

13 each colu.a of co.U •1118 tM iDdicated ri•k-adju•ted 

14 diacouat rate at tile bot~? 

15 

16 

17 

A 

g 

A 

'!'bat • • cor~. 

And 1 ... u.e tbe ••~r• add fra. left to right? 

Yea, tile •..._n do add fi'OII left to right. For 

18 e~le, colu.n 3 ia tile ... of colu.n 1 and 2; and column 

19 7 ia the .- of col.-. •• 5 aDd '' aad then finally, 

20 colu.n I ia the diffe~ between col~ l and column 7, 

21 which ia ba•ically tbe - atEUCture u Mr. Schuater' a 

22 original analpi•· 

21 Q Okay. 'l'be negative net preeent value tiwt you 

24 ahow in tbe f~ ~t-~ colu.a la .31,27t,OOO? 

25 A 'rbat '• oor~. 

c • i 111611W fif.WW&, fttiilbi Ciso) li5-550t 



-·~:.:·-~~j~;;~F:~~r·. ·:· ~'· . 
. ·._ 

423 

. ·~, 

1 Q And that' • aot the nwlt of taki.ag a pre-nt 
' -

2 value of the nUIIben i.D, tbilt total •eeben in colu. 8, ia 

3 it? 

4 A llo, it 1• aot. 

5 Q If oae clid tllat u.iag u I. llt rate of return •• 

6 a di•count rate, ..._ pc111•t ftl• tiOUI.d be produced? 
.;·· 

7 A I really cli:ID' t -.ow. I ....,. pnlbably calculated 

8 that, but l daa't lalow. I daa't bave tbat nWiber with .-e, 

9 I don't think l do. Let • look ju.t a •cand. 
d 

10 Q Tbat'• ~ I ...at to nfer to ~n I ••ked you 

11 if you had daDe tbat calculatloD earlier. I want to ahow 
;; .. ,._ 

12 you another ~ _. Mil tiiK it lile ..necl for 

13 identification. 

14 

15 

A 

Q 

Okay. 

It i• be•ded ... ~r expeaditure• due to OCL 

16 contract buyout u.iag Dll ...-~•tic caee •••u.ptiona.• 

17 a.IIMI~ CIMI1 ••11 Mdc that u Exhibit 

18 16. 

19 llbile w an doiag tbat, Mr. Cbilda, how much 

20 more do you have for tbi• witaeM? 

21 MR. CHILDir Pzobably about 10, 40 •inutea. 

22 CONMIUI~ CLU.Kr <*ay. Go ahead. 

23 BY MR. aiiLD8: 

24 Q Do you .... ,. tllat .. , 11r. atallcup? 
.t 

25 A Ye8, I do. 

ftiAtMUIB, flbllbl (850) 185-5501 
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1 Q Would you agne tllat really thie docuMent 

.2 repreHnt.e really iD tbe fozwat of Ill'. Schwlter• • document 

3 7 the reaulta of tile, uaiDg tbe peaaiaiatic •••waptions to 

4 deteraiDe tbe c:o.ta of tbe Pntaa••d buyout? 

5 

6 Q 

I' 11 ~ witla tllat . Yu, I agree with that . 

ADd ill fact, tM • .,.n ben on thia docuanent 

7 for Exhibit 11 an tM - u tbo•• that are on the aheet 

8 from your ..a.ltiwity eaal,.ia tbat ~ been .. rked as 

~ Exhibit 15, tbat ta, tbe m..._n ...,.,_ the net preaent 

10 value calculatiaa1 wuld JOU .. ne witla tbat? 

11 A Yu. 

12 Q llow if 'fOU'd look at tM ~tOll of 8xbibit 16, we 

13 can - a ~1.- to tJie •--~"• at tbe botta. of 

14 Bxhibit 15, rigbt? 

15 A I'• aony, flllat an you ukiag - to do? 

16 0 Well, you - •t pre..nt valua under Bxhibit 16, 

17 that line at tbe "~ bott011 of tbe ~? 

18 

1~ 

20 

21 

A 

Q 

A 

Q 

1'be .5,'713,000 • ....., 

Ye8, l - it. 

Mould you ~ tbat tbat ia tbe calculation of 

22 the net preHnt value of tbe p«G~a••d buyout u•ing an 8.81\ 

23 diacount rate? 

24 

25 0 

And ORI' • .,..aiai•tlc aeeaarlo, ye•. 

Yea. You t~~DUld egree with tbat? 

c ~ N RBPOitW fiLLiiiiiid, ftdittii (850) 385·5501 
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1 CXJMCI881~ GAaCIA: I'• .,~, when are you, 

2 Mr. Chil~? I'a la.t. 

3 

4 right-hand corner tlbln it c:alculatu UDder colu.n 8 net 

5 preaent value at 1/1/t7. 

6 Q 8o UDder tbe ...-Watic _,_.rio, in each year 

7 for the yean 2014 tbrouila 202J tllen an •ignifieant 
•' 

a •aving• and aoaiaal dollan? 

9 A At ••• lt, ,... 

10 Q well, t..._ D•lllben an 11011iul in 2014 through 

11 2023; we bavea't cU ..... w tt... 

12 A 

13 Q 

14 large? 

15 A 

16 Q 

Ob, okay. Y•, I ~. tboM HYing• are there . 

They are all poe1t1ve aad tbey are all fairly 

Ye8. 

And wileD w dl.couDt tbetl, w find tbat the net 

17 pre•ent value i• tM 5. '7 llllliOD. IIOW thi• ia the worat, 

18 wor•t ca .. , i• it DOt, UDder your ... u.ptiona? 

lf 

20 

21 

22 

A 

Q 

A 

Q 

llo. 

It'a tbe .orat CA8e lor fuel price•? 

Ye•. 

It'• the wr8t ca.e lor the conatruction coat for 

23 the replace.ent c.,eclty? 

24 A Yea, wltb napeet to tile Jlal acenarioa, thia is 

-~c=-:•:-:•=-=u::;:POi:=;:;;I•w.-zo-.,t;;;int,.fll,.&:-;:~;;u:-::;;-:;;s:~~a.-, ~flbiD"'!!.,f"Dim---,( .. e7s"Ao'r"') -J.-:8iiiisr--•s~5.,o .. l:-I 
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1 thia particular •nFa1r ban 1• -.t I eoa.ider to be an 

2 appropriate _.._.of t• r18k aaaoclatecl witb ·the buyout. 
--

3 Q ADd wbat llf quMtioa i• .. to riak ia, if. we 

4 aaatu~e, far iuteace, tbe tlfDE'K aa.e, tben we bave -de 

5 tbat riak a h\llllkM s-roeat. It'• a llulldncl ·percent that 
' 1~.-

6 Florida ~r OO~tiaa will pay tbe bigbeat po8•ible 

7 price for aatural ... iD a ~lae•••at CA88, right? There 

8 ia no riak at all, ia tbecet 

9 A llo, tben la 8till uacertaiaty a•aociated with 

10 that in tbe ...... tllat n~ at tbia point in ti• are 

11 uncertain about exec:tly wbat tbolle futun expenditure• are 

12 going to be. It' • U!portaat to ~11 tbat in -.y analy•ia 
~ v 

13 the entin evaluatiaD of tbe a.a,aut ia pzoecllcatacl upon the 

14 evaluation of tbe buraUt glvea ~t econo.ie foreca•ta, 

15 current e~ic _..ctaaa, aad a c:urnnt aaHa-nt of 

16 the ri•k uaoc:iated witb tbe riald.aeaa in tbeH projected 

17 ca•h flow• . 

18 Q .. 11, doll•t ,au ..a all deeialOD8 on the ba•ia 

19 of what you know? 

20 A Oh, abaolutaly. 

21 Q 

22 in fact, your ua~ioD tbat .... t you kDow ia that the 

23 wor•t c ... i• goi.ag to oc:c:ur, doe•'t tbi• ahow a poaitive 

24 value for the cuata.er.? 

2S A to tM Ia! tleeDarioa, if the economy 
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1 actually tumed out to be caa.ia•t -wltb the pe••i•i•t ic 

2 eeenario for g .. price8 aDd a.calatioa rate•, ye•, that 

3 would be the outco.t. 

4 0 But '-••II OD your -.tbodology and the analysis 

5 that you coaducted, it caD't .. t aay worM? 

' A 

7 have. I tlfOUld ~ witla tbat. 

8 

9 clear, you're .,_ •yiaiJ evea if rou ueu.e tbe wor•t. 

10 tbere i• etill a chenc- tbat it could be •v•n wor•e and 

11 tbat'. wby you ... ly • atica•t -fttet 

1~ 

13 what will caUN tid• to lie dlffeEWDt. '!bi• au.ber here is 

14 ba8ed upoD the ~·· .awlaal COIIt of capital, which 

15 may not be an appropriate diecount rate to u .. for 

16 evaluating rat.,.,.~ •-.~. 

17 0 

18 the •a• tiM, aE"eD't w aleo being CODMrvative in the 

19 e•tiaate of the poteDtlal aegativee fraa the buyout; that 

20 i•, both of t~, botb of tbe wo~et e-• have to occur at 

21 the .... ti .. ? 

22 I wouldn't put it tbat way. I think what we 

2 3 would be doing i.e treat lag tbe Ia! eceaario• in a 

24 con•ietent .. naer. Juat .. bee~ inforMAtion, DRI has 

25 a large foreca•ting .odel that turn• out forecaeta for many 

TAf.Lul\lid, PL&Ibl (ISO) 315-5501 



428 

1 different el-ata of tbe ecoaclt)1 , aad to produce a 

2 bue-cue foncMt, tt.p put 1a .... t they conaider to be 

3 baH-C&H aa~ioa8 aad deriw a Mt of conaiatent 

4 Tbat would be 

5 baM-C&H fuel, bue•ca. iaflati• aad 80 forth. 

' 
7 you inatall •• ..auee .. , l.alue1 ,...~atlc aa.u.ptiona 

8 into that .odel, alill you • a coaai8t-t Mt of 

9 peaai•i•tic fuel pctce. aad a.ealatiOD rat•• co.ing out of 

10 there. So I vi• tlaia M beiag a coaai8tent peaaiaiatic 

11 view. 

12 Q 

13 explanation that tile~ Yariulea tbat they addreaa 

14 are conaiateat ao tbat if .. aze lookiag at peaaiaiattc, 

15 tbat every pe•illlRic foncut .auld occur at the a.-

16 ti-? Where ia that ia the Ia! ..aual? 

17 A I be line it' • lD tile diiiCUUion of tbe 

18 derivation of tbe cliffereat aceaerio. . lly obaei'Vation also 

19 juat cc.ea froa .y .-ral ...,.rieace •• baving clone this 

20 buaineaa for al.aat 20 ~ DOW. 

21 Q 8e9 your pudoli? 

22 A Of havill8 a.- inol..S ia tbia buaine••· 

24 Q 

25 for 20 yeara, hawe ,au? 
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1 A No, 1 have DOt . 

2 0 And your n•oaalbilitiu ben and your 

3 day-to-day activiti .. at ~· 0 • .. loa do not iDYOlve 

4 fuel foreca•ting, do they? 
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5 A only to tba ext.at tbat ,au ... 1D the evaluation 

6 of thie kind of a .-.a.al. 

7 Q Okay. •11, wauld you ..._. tbat to the extent 

8 that we caa' t •• that tile warial»l• t~~Nld occur at the 

9 sa.e ti .. , that tbe ..-..,ility tllat tbey ..ould occur would 

10 be tbe reault of .ult~lrial tbe p~ilitie• together so 

11 that if we .ultiply .25 t'- .25 .... t tbe probability 

12 that both el~t• of tbi• peui.Uatic c- would occur at 

13 the .... t'-e? 

14 A llo, I do DOt .. ~. 

15 Q You doa't ~ witb tbat ia tbi• ca .. , or you 

16 don't agree witb tbat .. a .... ral pr1acigle? 

17 A It i• a .. t~tical co.putation that if you have 

18 two independent ...eta aad .ultiply tbeir probabilities 

19 together you get tbe pZ'Obebility that they both occur at 

20 the s- ti•. "''bat' • a cliffeZ"eDt pbeDOIMtna than what we 

21 are •eeing here. lllat • an ... 1111 bera, ecoaa~~ic 

22 forecast•, tbat altogether ... 1111 tbe pe••i•i•tic inflation 

23 rate and tba peaiaiatic iaflatioa rate occurring at the 

24 sawne ti•, ha8 tlia probability of 25t. That'8 what DRI 

25 -ana wbea they .. , tbat tbeir peuild.atic and opti•istic 
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1 ca•e• have pzo~Nabiliti• of OCCNITiag of 25t. The economy 

2 will look .-tblag like tb18, aad tben tbey hAve the 

3 forecaat aa.ociatecl wl&la tbat ~KeDU"io. 

4 0 Do you lalolr tlbat kbd of fuel OCL u••• to 

5 generate? 

6 A I belieft ie•• Mtunl -· 

7 0 Mould you ..,.at tllat OCL'• co•t of ga• would be 

8 very •t..llar to dlat '*lela ,au ••~•• for tbe analy•i• that 

9 you perfor.? 

10 A I CGD8ider t.-o Mt8 of fuel price• in here. I 

11 have Plorida ~Nir a.p• •· ... I al.o bave .. 1 '•. I'm not 

12 •ure what your qu1.tiaa 18, I'• Hrry. 

13 0 My qu1.tioD 1•, fOil' iutaace, look •t what is 

14 lxhibit 16. 

15 A Ye8. 

16 0 When ,au ._,. aD -qy C08t in tbe year 2014 

17 through 2023 in colura 5 aad colu.a 2. 

18 

19 

A 

0 And would ,au ....- tbat in every year the energy 

20 co•ts are greater ~r t~ ~lace.ent ca.. than they are 

21 under the contract ~., 

22 

23 

A 

0 ADd .auld you ....- tbat to tbe extent OCL u•es 

24 tbe •- fuel aad MW ~ - ... pa-ioe• that you forecast 

25 Power Corp would - tbat the n.ult of thi• analy•i• would 
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1 .. an that tt.y .auld ...-nte and pay a.ore to generate than 

2 they_ would receive for tbe .... rgy that they aold to Power 

3 Corp? 

A l'a DOt .an tbat follo., Mr. Childa. I'm not 

5 aure I follow at all tbat ~tion. 

6 Q Okay. 

7 I didD' ~ either. Could you 

8 repeat it pl-? .; 
..... 

9 Q 
.. 

Let'• t&y -iD. COl~ 5 ia your repreaentation 

10 of the t~ ~ aa.t 

11 

12 

13 

14 

A 

Q 

A 

Q 

Y•. ·~· 

ADd tbat' • a aatunl-.- fiftcl unit? 

Y••· 

15 .ultiplylag the u• d coet of.- in dollar• per ,..TU 

16 tl•• the beat nte, t~ tbe u..-4 capacity factor for 

17 the unit? 

18 A 

19 Q 

20 A 

21 Q 

Yea. 

And reflectiDI tbe boura in the year? 

Y ... 

!hat aaya tbat if they operate at tbia plant, for 

22 inatance, at a tat c.,.city f~or all year round ·- and 

23 that'• one of tbe ·u-...ciOD8, i•'t it? 

24 A I beline it ia, tat. 

25 Q If t~ operated tbi• ... -fi~ plant at a 92' 
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1 capacity factor, ta. eoe& .auld be iD the year 2014, 29 

~ million 520 dollar8? 

3 A Y••· 
4 Q 20 tbauaud dDllan, 

..,.... __ 
. 
5 A Y••· 

432 

6 Q And if tbat ........... tbey would .. 11 their power 

7 to Florida Po•r CoQon&iaa _. w .auld look over to 

8 colu.a 2 and • .auld- tllat t._ price that they receive 

9 for energy i• 1- tiMia &a.k ooR to ..-rate that energy? 

10 A Yu. 

11 Q WoulciD' t tbat •ift t.._ u iDcentive not to 

12 generate quite 80 ..- -EW' 

13 

14 

A 

Q 

Pen..p. it tdwbt. 

An you faBliar witb tbe •tbodology of 

15 COIIIP'Iti .. tbe ~ ~ tbat an ueed by Mr. Schu•ter 

16 and are reflected iD JQUZ' DefNitiOD 8xbibit aa.ber 6? 

17 

18 6? 

19 

20 

A 

Q 

A 

CaD you refer • to tbat, -r Depoaition Exhibit 

Do you ..... tllat? 

I probebly do. l'a jut DOt aure I can identify 

21 it by tbat refenace. 

22 ... aiiU:.a I .. circulating a 

23 docu.ent. that - -drM aa 8xbibit I to Mr. Stallcup'• 

24 depoeition on 10/10/t7, and tbl• ia a co.pilation of 

25 variou• cloc:u.eat8. ~ tbi• pOint l'a only intere•ted in 
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3 clo? 

4 

433 

a:IIIIIMia.D CLIIIK1 .. 11, what do you want me t.o 

•· all._a I'd like you to Mrk tho•e first. 

5 five - - actually .ark tbe fint five page• for 

6 

7 

g 

1.0 

.~ ~­
ideatificatiaa, p1-: 

03111•1~ c:IMI'r ADd then I' • going to throw 

•• . CIIIU.a Clocnct. 

aliiiJMI~ c:IMI'a All right. The five pages 

11 of --

12 

13 

... CIDLDia I t.1lne tbat i• Bxbibit 17. 

OOIMIMI~ CIMK1 Yu, it will be Bxhibit 17, 

14 and it i• tbe fi~ 

15 BY MR. aiiLD8s 

16 Q 

17 at that? 

18 

19 

A 

Q 

11r. aall~, llaft you bad an opportunity to look 

Ye8, J baft. . 
~ld you loOk to tbe fifth peg• and look to 

20 input data 34? 

21 A Ye8, I - it. 

22 Q And it nflect• tbat off-peak energy payment has 

23 a di•count factor of .15. 

24 

25 

A I- tbat. 

Q And would you al.o cbeck tbe footnote, for 
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1 inatance, 

2 A 

3 Q 

4 A 

5 

' A 

7 Q 

8 

< ,. 

~~~~: :,•;. 

on ..- 2, col- 11 ._ fOI' colwm 13? 

Jut a Mcaad, pl-. ttlat •• 11 and 13? 

Yea, jue look at t..,._ · foz.ulaa there. 

I will. 

filii- DVI- arxa•lfJ 

Okay, 'I'W - it. 

... 

9 where are you? · 

434 

10 •· aaz•.rwa l'a looldag at page 2, the fol'11lulas 

11 for colu.n 11 aad colu.a lJ. 

12 Q llow fOI' poJ.at of clu'ific:atiOD, Mr. Stallcup, 
.. 

13 when we ~iaed tlala ~at your depoaition, we . 
14 eatabliabed, did we DDt, tbat ttieee, wbat I call footnotes 

15 at the botto. of tile,..., Men i.Dt......, to and did apply 

16 to Mr. Scbuater' • oriwiDal c:alculatiOD? 

17 A Tbat I 8 eoz'~ e 

18 Q Aad tbat you 11M •dtn .,.. colu.aa and 

19 aubtracted ~ col.-a .o tllat the colu.t nuilber• did not 

20 a.ce•••rily •tcb .. witb tbe colu.a DUIIbera in the 
' 

21 footnotea1 

22 'ftlat'• •tirely poNible. How I IIOclified the 

23 8pread ab8et tbat •· 8c .... ter pi'OV'ided waa to •ubatitute 

24 .ay •••UIIIPtioaa iDto bia ••·~ioaa. 

25 Q Okay • . 
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1 A And I ioD't t~ak l ~fted a lot of colu.na 

2 around, but we c:aa go .-act. 
3 

4 

Q llo, I'• jut tzyiag to get to the point that the .. 
footnote• don't •tch up with the col~ nullber•. but woul<i 

you agree that the• footaotu nfleet that the variable 

6 OUt and tbe fuel a.t u.ociated with tbe pa,_nt• under 

7 the contract have a di.aauat for off-peak perfo~nce of 

8 1St? 

9 

10 

11 

12 

13 

A 

Q 

A 

0 

A 

CoDtnct .ariable 0111 1D colu.~ 11. 

Rigbt. 

And tbe .. qy rate iD colu.a 13. 

Right. 

lloth ~1-ude ia tllel~ derivation tbe off-peak 
.r~:·. 

14 energy pa,_.at diecouat faetoc of .est, that i• correct. 

15 

16 

17 

18 

Q 

A 

0 

A 

8o DOW t111ea w wo back to --

In Ill'. lelluatu' • ori.inal -ly•i•. 

I'll •orry'P 

19 tbe footnote indicat ... 

20 Q And thi• i• tM bui• for your cC~~pUtati.on of 

21 fuel co•t in all of your .... itivity analy ... , i• it not? 

22 A Ye•, it u, ba8ically tbe- •tructun. 

.23 Q Right. 8o WileD w look at axhibit 16 and we •ee 

24 the energy price UDder the colu.n 3 for contract, that 

25 price or ca.t 1• a re.ult of a cc-.o.ite rate both on and 
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1 off peak, correct? 

2 A I beline that to be true, ,... 

3 Q ADd truly thougb, tM off -peak pay.ent ia at a 

4 lower actual rate tbaD i• ~fleeted bf tbia ca.poaite rate? 

5 A I' 11 bave to .ccept tbat aubject to check . I 

6 think I follow you. 

7 Q 8o if oae -~ to c~~ tile fuel coata, the 

8 energy iD colu.a 5 to tbe _.. iD col-- 2, you would 

9 conclude tbat fozo off·...-k pedcnwe•ce tMre ia even a 

10 than ia reflected 

11 on Exhibit 16? 

12 A I' 11 accept tbat _.ject to cbeck. 

13 Q ADd tiOUld you .. ne tbat tbat would give OCL an 

14 incentive not to -nte off peak aa .ach •• you have 

15 aaau.ed? 

16 

17 

A 

Q 

I'll 

And~ tbat t.be .,_, tbat .ould iDCreaae the 

18 net preaent value of aa•iDI• of the buyout? 

19 

20 

A 

Q 

I beli ... tbat'• true, al.o aubject to check . 

Okay. llow aiailaa"ly, you believe that an 

21 electric utility aucb .. Plo~lda ta.er COrporation ahould 

22 follow the prlaciplea of eee~t~•ic diapatch in running its 

23 ayatn~, do you liCK? 

24 A Yea. 

25 Q SO tbat if Plorida tower Corporation aaw these 
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1 same circu•tancea at .._ tutun tt. aad it had other 

2 generating re80Ureea ..ailable. you .auld aot expect the• 

3 to run their .,.t eiiJIMive uait if tb8y could avoid it? 

4. A Correct. 

s Q SO they wauld b8 ~ to 111tigate their costa 

6 as well? k 

7 

8 

A 

Q And if t.., did tllat. tllat wuld alao add to an 

9 inc reaM in the net tc•••Dt Yalu. of tile buyout? 

10 A Yea, if a .ace etticl..C .... ~tion alternative 

11 were out there thaD a utUI'Al--·fi~ unit, yea, that 

12 could be in an eccao.lc diapatcb ...... 

13 •• OIIU.1 If yau•d gift - a few ... nta, 

14 Coa.iaaioner, I' • goiag ~o tzy aad ..,. tbrough aoae. 

15 Q I waat to abaw you a ..:»1._ ben fi"'OI a book 

16 entitled 'Financial MaaagJDIDt, Theory and Practice,' 

17 Eugene Brigbaa, Louia a.peaakl, 81gbth 8dition. 

18 A llbich eclitiaa ia tbat? 

19 Q Bighth. 

20 A Okay. 

21 MR. allLDia Cc i .. J.oeera, 1 have given 

22 Mr. Stallcup a copy of tile vol ... to wbicb I have ju•t 

23 referred, and I - paaaillg out at tbia point the cover page 

24 of that volu.e plua pagea 415 aDd 41,, and I would like 

25 that -rked for ict.Dtifi~loa. pl-. 
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1 Tbe 4ocument entitled 

2 Financial -.=·g•••at, Tbeocy aad Practice, pagea 495 and 

3 496 will be -rked •• lbdllbit 11. 

4 BY MR. aiiLD81 

5 

' 
7 

• 
' 

Q 

A 

Q 

A 

Q 

Okay. llaulcl you look to 

sun. 

Sbif~iDI all tlaia atuff around. Okay . 
!. 

ftU la tM - ..,. ... kigbala that you've 

10 previ.oualy ideatiflecl M • . ladiYldual you recognize as an 

11 expert ia tlaU UM'I 

12 

13 

15 

16 

A 

Q 

Q 

Y ... 

<*ay. 1fau1d you tun to page 495 under the 

I - it. 

ADd tM fiat PU'8P'IIflla 8peaka al:»out the 

17 adjuat-nt to .... acljut-t for rlak that Mr. McGee was 

11 previoualy .. klag ,.u about fraa tbe fourth edition, would 

19 you agree? 

20 

21 

A 

Q 

Yea, it appear. to be. 

ADcl .auld you ~ tbat the .. ntence reflects 

22 that tbe acljuar..eat fOI" .,iak, if ..cle, would be made from 

23 the fira' • aft~ coat of capital? 

24 A Y .. , fraa a ~ital budglting point of view, that 

25 would be cornet. 
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1 Q 

2 CorporatiOD to te doiDI lf ~ ~ evaluating a project, 

3 would you not? 

4 

5 

6 

7 

8 

A 

0 

A 

Q 

A 

Okay. IIDw --

... • ye8, I tiOU).d. 
,, 

l'a 8GCEy, ~ JOU fialabed? 
:•· .. 

Y .. , .uch aa ,.aeratiOD alternative• internally 

9 funded br tbe eolll*lf, ,-., I .auld. 

10 Q IIOW I _. &o focu. OD tile next .. ntence. Would 

11 you look at tbat pl .... ? 

12 

13 

14 

15 

A 

Q 

A 

a 

Yu, lllalcb atarta witb tbe word •Unfortunately. • 

ADd .auld JOU ..-. tbat tbe point here i•, the 

16 point of tbi• eeateace, ~t all riak adjuat .. nt• are 

17 nece••arily j•~ .. 1atal aad .a.1~t arbitrary? 

18 A I thiak in a geaeral .. nee a• • generally 

lJ applicable tool to all •ituatiODa .-.re you can ob•erve 

20 varying degTeea of rlak tbe technique can be difficult to 

21 apply, and tbat ee-.e it al.oat, .. Doctor Brigham •aid, 

22 neceaaarily judJBtDtal aad . .a••~t arbitr•ry; that ia, the 

23 technique br .talch you -- or l'a aorry, the -- Yeah, the 

24 technique br tfbich you apply riak-edju•ted di•count rates 

25 i• not COD8ieteat fxc. oae •ltuatiOD to another. 
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1 ID tbi8 putlwl.ar buyout, however -- and what I 

2 -• juat talkiDg Uout, by U. •Y, ia called the 

3 i11pl-ta~lOD JII:Gbl•, I nfennced tbat earlier. In this 

4 particular buyau~, botta•er, by virtue of the way that Power 

5 Corp npn••ted tM · OlfiCity co.t UDder the replacement 
'• 

6 ca.e, it ... poeeible to ideDtify the rlak with that 

7 colu.a, illpl1•1Dt tba ~ of defying wbat the risk premiurn 

8 ia, to PoHir Colp'• aa.t of c.pital. ADd by that 

9 illpl-ntati.OD dewic:e • an ule to, or I waa able to 

10 8peeificall~ caleulate, ~ld qpaa the data aupplied by 
··' 

11 DRI, riau f• ..cia_. of tbe upeDditure flow• and, •. 
12 therefore, U. rlalc ..,.._ lD ~boM expenditure flows. 

13 I~ ... fortuaate_ tbat tbe illpl ... ntation problem 

14 wu aolvecl ill tlaia .,... ..... tlaua, allowiDg the application 

15 of riak-ad:juted cU-t ntaa. I agrH with Doctor 

1f BriVU., )'QU -~ DOt t.e ale to do tbat all the time, 

17 therefore, tben ia • aecaaaarily Mt, fut rule or 

11 fo:mu1a for the .,.lioatlca of tbia technique 1 but a a it 

1 g bappenecl, it fit ben • 

20 0 .. 11, 1-c • .- JOU tbe queation tbough in terms 

21 of Mriea. !be M1ectloa of the DRI fuel foreca•t was your 

22 judg88nt? 

23 

24 

A 

Q 

Yea. 

And tba ~t of ~t :judJBIIlt to aelect a fuel 
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1 ju--nt? 

2 Coaai•tent witb tbe general definition of what 

4 Q ADd your .. thod of 8Ubtracting the riak premium 

5 f~ tbe ~iakl ... ~t• 18 ~ .._t Doctor Brigha• talks 

6 about, aad it --~ jU ... IDt to do it that way? 

7 A llo, I tblak it i• wbat Doctor Brigha• was talking 

1 about, aad I al.o tlillllt tllat ., definition of ri•k is 

9 deflaecl br Doatoz' ~ ·e18_..n in the book aa the 

10 accepted .. _ by *lcb you clef iDe ri•k. It i• a.y opinion, 

11 ind••d IIY Mllef, tbat IIJ' .tin aaaly•i• wa• performt!d 

12 very c:on•natiftly .... lD no •Y i• properly chara.cterized 

13 •• being untMted OZ' ....-tative, far froa it. I think 

14 what I've ._. i• quite CHIIlMI"Yative. If anything, I think 

15 I • ve undereetlMted tbe ria rather than overe•timated it . 

16 

17 

11 

Q 

A 

Q 

Y••· 
I belien yau daa' t bold yourHlf out a• an 

19 expert on ca.t of capital' ie that correct? 

20 

21 

22 

Q 

A 

llo, I would ~. 

You'n DOt? · 

COrnet. 11ot ill tbe - .. DH that •omeone who 

23 apecialia•• ill tbat field .auld be. I have a pretty good 

24 knowledge of it, but I .auld not. call IIY••lf a co•t of 

25 capital witne ... 
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1 Q ~-'ole pollt of-a ~i•k·adju.ted discount rate 

2 aaaly.i• t. to ...are tbat a riety project ha• a higher net 

3 preNnt Ya111e tJaall a 1- ri*Y project, i• it not? 

4 A I thiak tbe pucpoee of ri•k-adju•ted discount 

s rat•• are to reflect tbe rl.t. a•eociated with different 

6 project•, ,.., ... .._tber or aot it'• a higher or lower 

7 diecaunt r,ate ..,._ •• upoa wbet~ or not the project that 

a i• beiag eYaluated 1• .. • , _. iaflw or a ca•h outflow. 

9 Q IDW .auld ·fDU ~ tbAt tbe objective of your 

10 .. tbodology t• to peaali .. a 1••• ri•ky ca•b outflow, to 

11 have tbat lie tile ..-fenet deci•iaa in the evaluation 

12 IMiOD...., 

13 A ~. 

14 Q You'n DOt tiYlaf to nflect the i~~pact or what 

15 you tbiak tbe i..,.ct: of rillk •bould be on tbe deci•ion this 

16 ca-i•ion ebould .... , 

17 A lbat I'• t~ to do 1• .. t ri•k-adju•ted 

11 di•count rate• euab tbat rl8kier caeb flowe reflect the 

19 ri•k u.ociated wltll t..... btepaywr• are being ••ked co 

20 •••UM theM •XJ•aclitu.re flaw.. To the extent theae 

21 expenditure fla.. .ze rl8kler, I'• aaking thi• Commi•eion 

22 to recogniae tbat rat ... yen allould be CQ11Peft8ated for 

2 3 •ccepting tbat rtu. 

24 Q Did Ill'. lletll8 wbea lie ..,. you the r -eference to 

25 your depo•ition exhibit and a cite to •• ye•, he did, he 

c • I &i&IW fiiLl*-W&, ribiibi clio) 11s-sso1 
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._, 

1 included pege •01 of tbe fouztb edition of Brigham's text, 
' 

2 did be DOt? 

3 ~· ia tbe e.hibit tbat I handed out at the 

4 depoaitioD1 ia tbat ~lgbt? 

5 Q YM, JOUr DIIIINiti• lxbibit 7, and it was the 

6 oae to lllaiala Ill". llcCI••'• queatiaaa •n directed earlier. 

7 Y•, I bell..,. ao. It waa alao identified as 

8 BJrbibit 1 • ., 

9 Q 

10 

11 

12 Q 

Okay. I'll .ark lliae, I'• .orry. 

I tlaiak it -. 

&W- ca..,. It i•. 

llalf if you tiOUld tun to page t05 of that fourth 

13 edition, aad it'• talldllf ellaut t• alternative•, aame 
·.i 

lt expected Yal•, et aeten. !tie -tence then reada, 

15 •Thenfon, if • ~.· lfould you nad tbat aentence? 

16 

17 

18 

19 

21 

22 

23 

24 

A 

Q 

Q 

A 

0 

A 

0 

I'• wz&y, 11111n ia tbe aentence? 

It'• the fi~t full 

•Tbenfon, a atn. --• 

l'• aoc&y, it'• Cbe firat full paragraph on that 

Yea. 

Okay. ttould you like • to nad tbat one? 

WOUld you agne tbat it •YI' if • want to 

25 penalize for riM then you -t to bav. ·- you want to 

Ciso) 315-5501 
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1 reflect tbat iD your di8COUDt rate• 80 that the higher risk 

2 will -- tbe bigber riet pcoject will not be •elected all 

3 otber tbiiiJI' beiag equal? 

4 A Y ... 

5 Q ' GIEay. · l•'t tbat wllat I ju•t ••ked you earlier? 

6 A I'• aot ~ • 
• . v. 

7 Q All rig~~&. llalw if you'd go back to the document 

8 I gave you ~icb ... ~ .... itivity analy•i•, which I 

t believe ia ..._. • ...,.lltit 11 • 

10 

11 

A 

Q 

. ".,_.;_ 

Y .. , I ..... it. 

'ftlat at tbe bot~ Ullder - • I' • looking, for 

12 inataDCe, at tile ,..n. wa~-. At tbe bott011 it reflects 

13 for IADR, r~ 801••• t._,... f~ tbe left to right, the 

14 variOU8 di__.t rat .. tbat you ueecl, correct? 

15 

16 

A 

Q 

I '• 110rry, ~ich ~ are - on? 

I'• OD tbe ODe tbat'• •• .. 11, it'• on all the 

17 page•, tbey'n tbe -· the IJRI peN. value• page. 

18 

lt 

20 

A 

Q 

I• tbat tbe •ca .. d page 1D tbe exhibit? 

Tbat will do. 

•• CIIIU.a 

21 ie the docu..Dt tbat an tbe tbr" s-ge• that waa marked 

22 for ideDtificatioa .. azbiblt 15, aDd I'• looking at the 

23 page of that tbat 1• beaded •Dai Pe•• Value•. • 

24 

25 

0 

A 

Do you ... ,. tbat? 

Yu, I do. 

N,t; .... &, fLOiibi (i5o) 385-5501 
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1 0 JIOif .._t ., queatloD -· if you look to the 

2 entriaa oppNite ... at tile ftl')' bott011 of the page - -

3 A Yea. 

4 0 -- yau will ... tba riak-adjuated diacount rates 

5 that yau COIIIplte ill your cliz.c:t tutiiiOily. I can't 

6 re1MIIber tba .,_. I tbiak it • a ,__,.. correct? 

7 A YM, dlat'. CD&"~. 

8 0 All~· ..,_ntoze, if w look at, focuaing on 

9 colu.m 2 aad col~ ot. Do you llav. tboae? 

10 

11 

A 

0 

Y•, 2 Md t. 

..... tbat you bawe given a diacount rate of 

12 1.61 to tba --w ~ fO&" tba E'epl~Dt caae? .. ·:. 
13 A YM; 1D col- I. 

14 0 ADd tba l~r tba rata of diacount the higher the 

15 net pnaaat val• will be ..... yau --

16 

17 on the - tbiag. You - oa colu.1 5? 

18 

19 

•· aiiLIMh 1 do., I'• aorry, colUIIIl s. 

CCIIIIIUI~ GAaCIA: Okay. 

20 BY •• aiiU.: 

21 0 So t._ lo.r tba diaeount rate the higher the 

22 reaultiag aet pn•Dt value . ..._.. yau calculate it? 

23 A 

24 0 8o lD effect, you baft giv.n -- you have 

25 penaliHCI tba -zw iD tbla col~ 5 by uaing a lower 

c • i IIIOIIW fil.tHIAIW. l'ibifoa (ISO) 385-5501 
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1 discount rate tbaa ,au U.ed for eeergy in colUIUl 2? 

2 A J .aUld ~ cbaracteri .. aece•aarily penalizing, 

3 that'• tbe _,.die dat:a ..U OUtl but yea, l agree with 

4 the •tbellatical nault • 

5 Q .. 11, iSD't tbat ~t Doctor Brig~ •ay•, 

6 •Therefore, if w Wilt to ,_.li .. a ca•h outflow for 

7 higher tball aver- ria, tileD w .auld want to have a 

8 higher U.Oluc, F••••t YaJ.• .... ao.t a lowr preHnt 
·'· . 

9 value?• J - '-'t tbat -.:rtly -.t be Aid? 

10 

11 

A 

Q 

He ..- tile -.d •,....11 ... • I choo•e that I - -

You daD't lillie tllli ...t •,....liae?• 

12 A I ct.'t. I tbiak ... t abauld perbap• be more 

13 appropriate ia tbat tile dlacouat rate ahould properly 

14 accept tbe riak uaociated witla cUb flows, and whttther 

15 i ·t' • an additiall or a aul*ractiOD, J'• not aure it' • 

16 aeceaHry to ~1 .. it ·U acldlllli a penalty or giving 

17 a bonus. 

18 

19 

Q 

A 

How about biae? . 

Biaa ia a l .. itl•te .,rd. 

20 Q Therefore, you baft bia88Cl -- by your aelection, 

21 you have blued it iD t..... of coal, euld you agree? 

22 A .0 • 

23 Q .. 11, ba...a't JDU .... it 80 that if all other 

24 thing• being equal, if • bave a col .-a of nu.bera for 

25 natural gaa and a col~ of nuebera for coal and they are 

fll.tUUIII, flbiftii (i5o) 385-5501 
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1 the aa- in -cb eol.-, tbat tile coal will produce the 

2 

3 A I would aot ac~ tbe tfDN •bia•• a••ociated 

4 with tbat ...-an. 

5 

6 

Q 

A 

Would you 

Biu iDdicatM • ··~net application, and 

7 that'• aot COII-=t. 

8 

9 

Q 

A 

Would you aceteJt tbe ntNlt? 

I acCN~~t ta. N8Ult tbat ltecauae tbere are higher 

10 ri•u uaociated witb llila&ula1 ~ tile appropriate di•count 

11 rate to u.e .auld be a to.er di8COUDt rate re•ulting in a 

12 higher aet pn•.at Yal• fc. tbat colu.a. 

13 Q IIOW looklag at t• - .... t here, Bxhibi t 1 s, 

14 pe••i. value8, • - tllat tM net preMnt value that you 

15 have ~ted for eaezwr ia ool.- 5 i• $2,1,048,000, 

16 correct? 

17 A Ye8. 

18 Q And that ia tbe value that you get di•counted at 

19 1.68t? 

20 A 

21 Q All rigbt. lloW if .a••aa. were to contract to 

22 pay 9••· the pe••illli•tic 

23 value, then tbere wouldD't be ear rlak, would there? 

24 A If you could get a CODtraet going out that far, I 

25 agree. 

c • i iii&IW ftr.£111111&, ILOIIDi (8so) 385-5501 
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luft. You Could --

ftac would be ~ wieb certainty. 

You could caaca.at -- t•• .orry. 

Y .. , it .auld ~ knoMD witb certainty there 

5 would be DO riM. 

6 Q 

7 of 1.61? 

8 

9 ye•. 

10 

11 

A 

Q 

ADd. tbenfom, w•d di8COUDt ic at 5. 06t instead 

~. (' 

All rigbt. . ADd if w did tbat, would you agree 

a eat ..-t value of 
. { ·~ 

12 $129,561,000? 
··' 

13 A I' 11 accept tllat ~ect to check. What was the 

14 nUIIber again, p~•' ). · 
15 

16 

17 

18 

19 

Q 

A 

Q 

A 

Q 

129,511,000. 

a~uay; 

Right? 

I acc.pt tbat .ubject to check, ye•. 
so tbat ••• ~f .a••oaa coatract• to pay the 

20 highe•t price UDder ~ .ceaerio, tbe aet pre .. nt value is 

21 •ubetantially la.er Cbaa if Cbey don't contract to pay the 

22 highe•t price? 

23 

24 

25 

A 

Q 

A 

Ye8. 

All ri.gbt. 

fi2iilbl (ISO) 385-5501 
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1 Q 

2 analy•i•. you ha¥e i~ the financial reaulta in excess 

3 of a buadnd IU.lliaa dollan? 

4 A If yau I'IKa..S ·- 'ltd• i• "I'Y itllpOrtant. and 

s we are going to •tay • till• aan•r for a •inute. What you 

6 have ju•t daDe u tMt rau .... tlftD • a hypothetical 

1 •ituation where ... rytlli.ag el• eo~Utant you have re.oved 

8 tbe ri•k UIIOCiat.ell witb tbe -zu iD the replac ... nt 

9 ca-. If you zm=•• t ... rlek ia tile npla~nt caae. the 

10 buyout abould, hadaad, look ~&er, correct? 

• 11 ca.IIMIC caiCIA1 I'• .ony, if you rew:>ve 

12 what? 

13 

14 the replace .. nt caae, it•• aa••bow 1••• riaky. The buyout, 

15 other thing• ~taat, •bauld appear to be .ore attractive. 

16 And what we are cloi:ag llu'e UDder llr. c:bilda •cenario is 

11 adding aDd aubtractiag ri•k pre.i--, if you will, under 

18 the hypot••t• of • C8a ~••aft ta. riak of having a 

19 contract for natural .... 

20 What .. can do ia apply the - thing Mr. Childs 

21 i• doing to t.-t t._ en oa ••• of wbetber or not, with 

22 reapect to the buyout .. •~ tr,ring to evaluate, addition 

23 or •ubtractiOD of ri8k .,.._1._ 1•, indeed. the right thing 

24 to do; and it' • a ¥er,r plaiD 8tl'aigbt =••ca Hnae way of 

25 detentining wbat the pzoper tnat..nt ia . And if I can 
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1 take ju•t a lliaute to n.,aad to llr. Cbilda' qu~•tion and 

2 explain it thia way, I tbiak it tiOUld be beneficial. 

3 a. aiiU.a can I fini.ta ., point, or ia he on 

4 your queation, 0 ••ioaed 

5 COIIII881~ «alelaa .. ia DOt oa., que•tion. 

6 He 1• 

7 IM11 I aaatlaue? 

8 COMIIUI~ CllllCIAa I'd like ,.au to. 

9 WI,_.~~ Oby. 

10 co.ll881~ GAIIel&a I doa't lmow about 

11 Mr. Chilcla, but I'd lib JOU to. 

12 A If W -y, j..C fOI" tM IIG&IDt., lf W take a look 

13 at Mr. Schuater'• ..,.Utit 7, tbat 1• wben be ba• all the 

14 cash flows laid aut •••~ &lie coat~ ~ and under the 

15 replace.ent c ... ADd then calculat .. hla net pn .. nt 

16 values; that is also labeled aa -.blbit 11 tight here, the 

17 •pread sheet tbat I uaed. .. caD - tbat tbe f irat three 

11 col\miUI repreaent tbe •..-•dftuna for tbt contract, the 

19 exi•ting contract; aad &lie ~ four col.-a, titled •The 

20 Replace .. nt ca.., • • 1riM t._ ....-ncSiture• of the 

21 propoaed buyout, aacl tbe 1-t col.- over there i• ju•t the 

22 difference between t._ t.a. 

23 Hypotbetlcally, let'• jut ••••• for the ti~~e 

24 being that - have CODtract•, jut like Ill'. Olilda 

25 pres~d. for coal, for natural ... ADd evan for building 

N.t NIU*, i'LOiiDI (ISO) liS-5501 
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1 the plant 8ucb tbat eweEY caab outflow fro. columns 1 

2 tbrougb 7 an laiiMI witb -.c»lute certainty. There is no 

3 ri•k. If that'• true, ... !et'• 'u.t aa.u.e to .. ke the 

4 number• ai~le, tbat the riak·f~ rate ia l.lt auch that 

s the aet pn-t value ia lt .t.lliaa dollar• a• Power Corp 

6 prea.-a, but • ...,_ • riak, • • know tbat net present 

7 value witb ~lute certaiDty. 

I .a. let'e 'uat --..a•• ~ change tbia scenario 

9 slightly auala tllat ·- wll, let'• cbange colullll 4 here. 

11 build the p~ _. tllan ia goiag to be .,.. riak 

12 aaaociatecl witb builcli"'l ·t~t plant. That .. ana, 

13 

14 that the nplac••••t ~ ougbt to look aon risky -- or 

15 I'• aorry, ougbt to look 1- deairable becauae now it has 

16 an el~t of riM ia it. ADd if the replacement c4.se now 

17 baa aoae riak to it, you would tbink that the buyout would 

18 appear to be 1- attracts.,.. If tbere ia riak now in the 

19 repla~nt ~. it awear• 1••• attractive, making the 

20 buyout 1••• attractive. And numerically, you would expect 

21 tbat aet. p~t Yalue to fall, tbe IIPV to fall because now 

22 the buyout la 1- attractive. 

23 · Let'• auppo•• tbat we add a riak premium to the 

24 capacity co.t. If • add a riak pr-.tua, I thinJc: as 

25 Mr. Sc~ t.biaka we lliglat OUfbt to do, if we add the 

c •• UPOiTiii ftf.LAIIUM, PLORIDA (aso) Jes-ssol 
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1 riak pn.i.•, wltll t~~e'a.t-1' d18e0Wit rate, column 5, that 

2 a. I doing this right? That 

the net 
!.: 

4 pre .. t Yal• Ullder tM ~lac••nt caM goes down such 

5 tbat wbeD you aubtnct tbat Dat pre•nt value from the 

6 contract aa.e C8U8ia8 ~ aet pcaeent value of the overall 

7 buyout P~ataaal to wo -.. You MNld logically presume, 

a intuitively p~ ~t if ~ add .ore riak to capacity 

9 ca.ta, tbe ~t 8bauld ..... r 1••• attractive, but when 

10 you add tllat -ri.ac ..,.m. .. , tbe aet pnHDt value goes the 

11 other way, it goe~~ .. , tMt' • lottic•lly inconaiatent . 

12 •· aru.DI1 I IO&ld object. I would also ask 

13 I want to coaaidea" tJaia for a lliaute, and that' • the 

14 opportunity to call a wit .... to rebut thia teatimony. I , 

15 think thia ia •Y baJCDd aaytbiag tbat wU calleci for by 

16 any queatiOD. 

17 

11 aa.ethiag to Cam t .. ioaer Gazcia, aad you .ant to call • 

19 rebuttal witne .. ? 

20 MR. Cllll.a.• I tiOUld like to have the opportunity 

21 to conaider tbat. I tiDUld lib to finiah IIY queationa 

22 it won't tU. ftiY -.cia tt.. •· and then have an 

23 opportUDity to coaai•r tbat before • finiah today. 

24 

25 

ODIIII881c:.D c:r..uK• lllr. 8tallcup, an you done? 

WI~ ft'ALLCUPr I .ould juat like to add, if I 

c • • 81011& fii.tfiiiAIW, i'LOIIDi (ISO) 385-5501 
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1 may, if you aubtract tbe ri8k ....-lu. •• I reconnend, you 

2 

3 coneieteat witb ~t fDU .auld preeu.e, and the net present 

4 value ..ould fall. ,.._.. you. 

5 Go abead, Ill'. Child•. 

6 BY MR. aiiLDI a 

7 Q Ill'. ftallc:-., iD your cU.cuaaion .-bout the risk 

1 aaeociated .ttb tbe coal ... tbe aatural gaa, one of the 

9 thinga you Mid _. --~ ,au caD get a contract. I want to 

10 ahow you a dcK-ntac • ... 

11 CDOCIII. 1 I II_IFD !0 '1'118 WI'I'IIBSS) 

12 Q 

13 A 

14 Q 

Do ,au ...,. tllat ~. llr. Stallcup? 

Y•, I-.,_ 17. 

WOUld you ~ tbat tbat reflect• offer prices 

15 to the City of tallebee••• for 188? 

16 A Y-, I do, it -..••n to be . 

17 0 Would l'OU egi'M tbat tbat ~t waa included 

11 within tbe cam tN1••• ..-rOD tbe detenination of need 

19 for tbe Tallabae- pl-t? 

20 A I' 11 ACC11* tbat. I doD' t know tbat . 

21 Q ahowll an offer to 

22 provide gu tbmugb tile ,._. 3011? 

23 

24 

A 

Q 

.., •• n to be, ,... 

llallf do tile prt.ae. tben COIIp&n to the DRI prices 

25 that you bawe, ,...t.laag awt.c:e. tbat you have aponaored? 

c •• llldliW fll,f>IIJ., ILORIDA (aso) 385-5501 
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Tbey app1ar to be la.er. 

Sigaifl~ly la.er? 

Yea. 
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4 Q llow your calc:ulatiOD, I' • going back to Bxhibi t 

5 15, whicb ia your .... ltlYity aaalyai8, do you have that? 

6 A Bxcezpt• fn.-. -itivity analyaia, yea. 

7 Q I ..._. rou befon if you would agree that the 

a number• added left to rigllt, tlai• l• on tbe -- I' • looking 

9 now at tbe lal .... 1. value._, aDd you Hid yea? 
.~· : 

10 A I-t .. ._. 

11 Q ADd you baft OD tllat ._ ca~PUted a negative net 

12 pre..at value of ,,1,27t,OOO? 

13 

14 Q Loold .. at t._ .,..,.r• iD tbat coluam, column 8, 

15 would you tell • ..._ cU8COUDt rate produce• that net 

16 preeent value? 

17 A A •1-.le di8COIIDt rate to do that? I haven ' t 

18 perfonecl tbat calc:ulatlaD. 

19 Q PardoD? 

20 A I baVWl't ped_.ld tbat calculation. My 

21 calculatiaD t. ba11d OD iadividual diacount rates for each 

22 col.-a. 

23 Q IDuld you ~ tbat tbere ia no aolution for 

24 that negatl,. aet p~t value with thoH cash flows shown 

25 in colu.a 1 OD tbl• ,... of Bxhibit 15? 

c • I &i&IW N.IONIUIB, JPLOiiDA (a5o) 385-5501 
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!'a DOt .uze I caa ~ with that. 

<*ay. U.iag tbe• valuee, we have already 

3 eetabliebed tbat uaiDI ~ 1 .11t ~turn I think we would 

4 produce a -- aad ~ ...-illietic caH 1 we would produce a 

5 net pre.eat ftlue of ~JMtely 5.7 •illion, do you 

6 recall tbat? 

7 

8 Q 

I' • 80ny, IIOUld you NY that again please? 

• 11aw aln•tr .-uliabM through Exhibit 16 

9 that ueiag tbHe valu.. 811DIWII OD colwm I of your Exhibit 

10 15 for tbe ,_ IJal ,...:Ud8tic value• 

11 

12 

A 

Q value ~ted using a 

13 diecount rate of 1.11t i• 5.1 aillioa dollar• positive? 

14 A 

15 Q 

17 A 

11 nu.ber. 

19 

20 

21 

22 

23 

Q 

A 

Q 

A 

Q 

Yee. 

.auld you tell .. what iDternal rate of return 

1'be five llilliaa dollare? I don't know that 

It .auld be 1D ace•• of I. 11t 1 wouldn It it? 

Yeah, I bel.ine it .ould. 

WOUld JOU accept •. a? 

I' 11 accept tbat eewber. 

Tbe~fore, under tile ,...illietic caae, the return 

24 that the cuet~n would receive OD a CQIIPOUnded basis 

25 using tbe woret ~ 888\IIIIPtiOD ie t.2t wi.th your 

TII·*MAIIB, PLOIIDA 
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1 acceptaace of tMt walue, -.ld ,au 8fi'H? 

A Tbat la wbat t ... Dl_.,.r lDdicatea. yea. 

•· CIIILD8a 'ftlat'a all I have now. 

456 

2 

3 

4 

5 

a'liiiiMI~ Cl .. a 'ftlak you. Staff redirect. 

.. lltiiC'T IIDIIIDTIC* 

6 BY MR. IDTr.la 

7 Q llr. ltall-., I wuld lilre to go back to a 
.'· 

8 subject a~..S br llr. Cbllda1 aad that ia, the fuel 

9 price foreca8t ~••••• ia t ... C~ty of Tallahaaaee need 

10 deteralaatlc. ...... Do ,..a llaw. tllat order in front of 

11 you? 

12 A 

13 Q 

14 A 

15 

16 Q 

caa you tell .. .._t tbe _exhibit ia? 

I daa't believe it ... ..rked for identification. 

Ia it tbe b'- &bick one? 

That'• the petition. 

Ito, it'• tbe ~ p-aatiag petition for 

17 dete~natioa of Deed. 

18 COIMial~ CLUKa l tbiak Mr. Child• asked for 

19 official recogaitioa ol it. 

20 Q Rigbt. 

I baYe a et:/fJf DOW, tbaak you. 21 

22 

23 

24 

A 

Q 

A 

Could you turD to .,... 11 of that order? 

Yea. 

HaDI on a ainute and let us 

25 get our copy. 

c •• iDOIIW TAJ.tlNIUM, I'LOifDi (850) 385-5501 
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1 

2 

CDIIIIUJ~ caaeiA: ... t exhibit nutaber is it? 

OOMMI811~ CLAala It's not an exhibit; it's an 

3 order. 

4 CCIIIIUI~ GaliCIA: AD order that 

5 Yeah, we just took 

6 Here it is. 

7 Q lD ta.. firat full parep-apb on page 11, beginning 

I with tbe tbied ... ~.ace, could yau read the third and 

9 fourth .. ateace• of ~hat ~agrapb aloud? 

10 

12 

13 

A 

Q 

A 

14 concern, and u a n.lt, baa ordered the City's staff to 

15 conduct a -.rUt t•t of 8bDrt-ten purcba .. power 

16 opportuniti .. betoce cc1mitting ~truction funds for 

11 Purcloa unit 1. • 

1.1 

19 

Q 

A 

Could yau nacl tbe foll,owing .. ntence? 

Yea. •If a 110n cost-effective alternative is 

20 identified, t• City will CS.lay tbe construction of Purdom 

21 Unit e.• Shall I continua? 

22 Q llo, tbat will be fine. Does that language 

~~•-ioa expects that the City 

24 will conduct 8dditioaal evaluation of the project's 

25 financial Yiability bsfon breakiag ground? 
• 

flf.t:UUM, fibixbi (850) 385 - 5501 
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, •• , it .... 

Ia it, the~f~, .pp~iate to conaider the 

3 Commia•ion'• aCceptaace of tbe City'• fuel price forecast 

4 in conjunetiOB with tba fact tbat tber. will be additional 

5 review befo~ pcoceedtag ~th tbe project? 

' 
7 

A 

Q 

I thiak tbat'• a ~aoaahle conelu•ion, yes. 

If tba C '•loa ~ Plorida Power 

8 Corporation'• petitioD 1D tbi• docket. ·will there be 

9 another ~vi .. befoc. tbe fuada are c~itted? 

10 

11 

13 

14 

A 

Q 

A 

Q 

llo, tben will aot. 

Will ta.n be aotMI' nvi- in the City of 

It IIJSilan to be, . ,. •• 

..._.. ciD ,au eqaect Ploricla Powr Corporation 

15 would enter lato a ... caatract to fuel the ea.bined cycle 

16 unit in tba propoaad buyout? 

17 A ~ly, I .auld expect ela.a to the in-service 

11 date. .oMWbat prior to tbe 1n-•rvlce data of a 

19 hypotbatical uait • 

20 0 .auld you ~ tbat tbare 1• a ri•k •••ociated 

21 with the P8 price. pz'Mlcted in tba replacement case unt i 1 

22 Florida Power COrporatioa eatara a binding ga• contract? 

23 A Ye8. 

24 Q All rllbt. You .ue al80 ukecl que•tion• by 

25 Mr. Cbllcl8 coacanU.. tba -.tbod of recovering coat a if 

c • i IIJiOiiW fJIDIIIJIA, ILORiDl (850) 385-5501 
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1 Florida Power Onporatioa blld built the unit that the OCL 

2 contract wae deeigaed to a.oid? 

3 A YH. 

4 Q Did Plorida tow.r Corporation build the avoided 

5 unit? 

6 A 

7 Q GiveD tbat, ia it ~~late to co.pare the 

8 i~~pact witb tile _..,..t 011 ftoricla Power COrporation' • 

9 cuata.era to tile coat blld Ploricla Power Corporation built 

10 the avoided uait for puzpoeea of your riak-adjueted 

11 diacouat rate .. tbadologrt 

12 

13 

A 

Q 

110, it'• DO&. 

Ia it ~ ~late to ~r• the buyout to 

14 the exiatiag caatr,act? 

15 A YH. 

16 0 If I could ~ yau to refer to two documents, one 

17 ie your Exhibit ,...J to your direct teati.ony. The other 

18 ia, I believe it ... ~ yeeterday aa ~aite Exhibit 

19 4 • Do you bave a copy of botb? 

20 

21 

22 

23 

24 

25 

A 

Q 

A 

Q 

A 

Q 

PWS-2? 

Yee. 

Yea, I bave it. 

And clo you ba¥e a aopy of tbe Mcood exhibit? 

Wbicb ~ -• that, -ia? I' • aorry. 

It - -rkecl yeaterday u Collpoeite Exhibit 4, 

TALLAHUid, PLOitDi (e5o) 3&5-5501 
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1 previoualy ideatlfled .. LGI-24. It containa late-filed 

2 de~itioa exblblt• fEOa llr. lcbuater•• depoaition. 

3 A I tbiak I do, llut I cloD't have a copy in front of 

4 -· I'• 801T)'. 

5 

6 

7 

8 

9 

0 

A 

A 

Q 

(DOell i I 1•m 10 ft8 WI'l'IIBSS) 

I bave a copy IIOif. 

Doe8 your Wphtblt ,.._2 contain DRI'• 25-year 

10 foreca8t of ~~•tic aatur.al ... price•? 

11 

12 

13 

14 

A 

Q 

A 

Q 

Y•, it doe8. , 

LaakiDI at ,_.. 21 of ~aeite Exhibit 4? 

Y• --

-· doe• tbl• ~t• cODtaiD Florida Power 

15 Oorporatioa'• 25•,..r fo~t of ... tranaportation rates? 

16 A 

17 

18 

19 

0 

A 

0 

Y••· 
Ye•. 

For ~· of co.pari.oa with other gas 
-

20 forecaata, i• it ~.aaabla to add the DRI optimistic 

21 forecut of gaa prl.,.. .. .a.. 1a your IXblbit PWS-2 to 

22 the gu tranaportatlOD rata U ahown in eo.poaite Exhibit 4 

23 on page 21? 

24 

25 

A 

0 

Y .. , I believe it l8. 

IIOW could you tun to your Exhibit PWS-1? 

N>MIIIil, flblibi (850) 385-5501 
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1 A YM. 

0 .auld tbe DIJ ~t.i8tic forecaat gaa price plus 

3 the Florida taMer ~tiOD gaa tranaportation rate 

4 exceed tM PloricsA .._.r COqaoration forecaat of gas and 

5 traa8p0rtatiaa price depicted OD tbia grapb? 

' 
7 

A 

Q 

I'• 80&&f, .aulA~ JQU npaat that? 
-: . 

..... llaulcl tbe al optiaiatic forecaat of gas 

8 price plua tbe Plorida PDMer Cor.poration gaa tranaportation 

9 

10 and traupoltatl• pz"ice depicted :la Your Bxhibit PWS-1? 

11 A Yea, it. would. 

12 Q I• tM ROC'W. .._r CozporatiOD forecaat of 

13 natural gu price. tbat .. f••r. ia thia graph the same 

14 forecut that tlley UM to dlltemiae aat ratepayer savings 
•' 

15 aaaociated witb tbe pcOfa~•d bupaut? 

16 A 

1'7 0 

11 A 

19 Q 

20 A 

21 

22 have 

23 Q 

Yea, it ia. 

And an t.._. claliwencl pricea? 

Ia tbe ~·ad abeet calculation or on the graph? 

OD tbe gnpb. 

I bell ... ..._ I ..at back and looked, I think 

tbe queetioa for - · 
Ye•, are tile deliwered 

you are going to 

The forecaat of 

24 natural gu pricea OD your grapb for Florida Power 

25 Corporation, an tboae deliwered pricea? 

c • • IB&IW fit.t IMWII, ILdiiDA (ISO) 385-5501 
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1 A Yea, t11e7 an dellwnd ,clcea. 

2 0 Mr. 8tallcup, *. Clail.. referenced circumatances 

3 where duri.Dg tile ·,.an after JOlt _if OCL wen to have gas 

4 price• at.ilar to~·· ~ildatic acenario that OCL's 

5 generation coata .auld .. c••• tbe -~ pa,..nta received 
~-· " 

6 frc. Florida ..,_r CDqJDcatl.a. 

7 A Yu, I ncall tbat. 

8 0 COUW ,au t.un to ,... 1J of Ill'. 8cbuter' • 

9 direct tut~~ if ,au ..._ tbat? 

10 

11 

12 

13 

A 

A 

•. ' 
COIIIIMI~ ClaCI&a ... t .-ve? 
•· IDTDCia ._ 1J. 

Yu, I ..... it. 

14 0 legiaaiag OD li.De 10, it bagina, •In the ca•e of 

1 s OCL, • could you n.4 tbat · -teDCe? 

16 A Yu. •111 dlie -- of OCL, tbe _propoaed 

17 tranHction affect• 201t tlaaNIIb 2023 after the project 

11 loan ia retired iD 2010.• 

19 0 If OCL'e la.a i.e ~incl iD 2010, .auld OCL have 

20 both the capacity aad .. ., pa,..at frc. Florida Puwer 

21 corporation to offMt opentlOD coata? 

22 A I'• aorry. 

23 0 certaiaJy. If OCL'• .J.ou i.e retired in 2010, 

24 tfOUld OCL haw llada tbe ~lty ... -~ pa,.ent from 
~ 

25 Florida Power ~ation to off .. t operation co•ta? 

c fiUMAIId, ILOIIDi liso) l&s-sso1 
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2 

A 

Q 

Ye8. 

UDder tile aa1 ,...llli8tic •aenario, are the 

3 capacity ,.,..at• plu. tbe ... ~ pa,..at• OCL would 

.. , 

4 receive frc. Ploclcla Paaer CoqiOI'atlOD, if the contract 

s were to continue, laigbel' thaD tbe pi'Ojected energy coats 

6 wader the nplac•••• __ , 
7 

8 Q 

9 •· aat'l.aa ltalf * DO _,.. nclinet. 

10 COIIII·I~ Ct ... • -· Clailcl8, what wa• 1 

11 .uppo•ect to do witla tide-~~- f• deteniaation of need 

12 by the City of ,..11abal811f 

13 •· Clll._r I ..... to Uft the witne•• agree 

14 that tboM wn Price8 tMt wn peMIDted .. it related to 

15 hia c~ IDt about if ,au oauld .. t a contract, and I think 

16 

17 wanta it, I doa' t _.. lt M put of tbe nc:ol'd. 

18 COMII·I~ CLU.Ka Okay. All ri9ht. 

19 Bxhibit1. Staff .,. .. 12 _. 13. Without objectlon 

20 they'll be a~itted iD ~ reaocd. 

21 •. lie M' • ftoaolda toar .,.,.. -.hibit 14. 

22 COMIIUI~ CIMK• Wttbout objection it' • 

23 adllitted iD tile nocmi. ··:_;< 

24 ... '311"• I tlaiiiiE I llaW 15, 11 and 17. 

25 

c L I dr&IW tiWUIMAI, MaiDX tllol ill-&sot 
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•· aDI.Dia · a.d 11, ..... I will 110ft them. 
~ , . 

c.ueiUII~ CLU&a WitiiDUt objection tbo•e ..... , 

·-~·· 

8 •· ... Alld ~- na._ I wuld object i• if 

9 you would 1~ at ...,iltit lt '*icb- illti'Oduced by 
'· 

10 Plorida Jtowazo c.....-s., ~ _,OI'i~y of tbat excerpt 

11 fro. tba 8ri__.. ~ ... le wi~b tbe .ubject of ri•ky cash 

12 outflow.. Kxhtldt 11., '*icla __ ...,.natly authored in 
\ 

13 eo~~PArillaa, a ~ l'eeeet ~. if ,au' 11 note ju•t the 

14 lut .,_ Jlaa t1ID pulllnJIIe ... lillg witb riaky ca•h 

15 outflow., aDd it nt.. to a . table tbat apparently follow• 
'· 

16 in the textt and for •r,.le, . I aotleecl that the table that. 

17 follow 1D ...,tblt 11 la idMtified u Table 11-4. It 
_, 

18 apparently deale witb a coal aad • nuclear plant. In 

19 Exhibit 14, tbe p~e GCIIIIPU*I an, egain, coal and 

20 nuclear. They~ iDa table 10·4. I would .ugge•t that 

21 Exhibit 11 1• inco.plete aad invalid a• • ca.pariaon with 

22 Exhibit 14. 

23 •. call•• .. 11, that'• DOt the purpoae for 

24 which it wu offered, aad wttb all due reapect, I ••ked the 

25 witneu tbe qyaetiola llllout b1e neC~gDition of Doctor 

c • I Ui&IW tll.f\1111&, ILdiiDi 
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1 

2 UNCI. I actually iac11ld.cl ._ 41' 80 that I didn't atop 

3 tbe cliiiCUNiGD of illpliPIDtillt ri* .. juat..,.ta in practice 

4 in miclatn-. Jf you ~fer w take that off, we can. 

5 llo, I"'• going to allow the 

6 exhibit. 1 tbiak it •••'t _.. .to ~ adlliuiaa, it 

7 probably goea to tile •iglat of it . 8o lxhibit 18 will be 

8 adllittecl iD tile ncoal•· · 1111'11 ~ a Ill'. Childa, have 

9 you conferred further? 

10 • · CIIIU.a I'• DDt goiag to aak for leave to 

11 offer additiaaal ~t~. 

12 All ript • How much time do 

13 you ba,. for Ill'. ~-.r, lai8 nlluttal? 

14 • · ID~c I'• WOiatr to eeti•te about half an 

15 bour rigbt DOW, but I tbi.ak a..a.ld aa .,.. of the diacusaion 

16 I can eliaiaate aove of tbe ~·t~. 

17 CDMI·I~ CIMKa TbaDk you, Mr. Keating. 

18 llr. Cbilcta, do JW bave ay queationa for 

19 Mr . SChueter? 

20 

21 

22 

23 

.. • CIIIU. • llaDe. 

CGIIIUI~ CL\ItK a Ill". Howe? 

•· ..-. -.r-t•uly balf an hour. 

COIIIIUI~ CIMKa Olcay. All right. We ' ll 

24 take a break uatil 11r15, aad I pcGtoae to finiah the 

25 heariag aad w' 11 adjOUZ'D, aad ,au all can have lunch when 

e • • .... IW tit.£MUIW, ILOitbi (850) 385-5501 
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1 it'• adj~. 

2 (ai8P Hr-1111 ua.) 

3 (Traaacr1pt CODtiau•• in aequence in Volume IV) 

4 

5 

6 

7 

8 

g 

10 

11 

12 

13 

14 

15 

16 

17 

11 

19 

20 

21 

22 

23 

24 

25 
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