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C). 1'1.1':/\SI'. h"l'/\'1'1'. YOC JU NAMI': ANU UI JSINESS 1\UUJU:"iS. 

A My 111111111 lA I llll llltl " l 1111 y" 11 Wu11 1111 , If My hu~ lrfl•ljti adclll'll" lr1 /II 'I I ukt· l·ll••uur 

I J1l vt• , I 11111111111 , l•l111 hlu IIHI~I 

t) . IIV WIIOM AIUI, VOI I IIMI'I.OVJIIfl 

A 

., 
A 

CJ. 

A 

I 11111 Vkn l'1 1'11ltl11111 "' Jllw lrlu C'uuNullluu wllh thu P1111 llc•~c"" "' Mnlllll(t' llll'l tl 

ll!lf'llllllftollltl , lilt !UMII I 11111 " "l'""• lhl•• l111 ••riii!IIIIIIIIJ a• rvlcc'll JII II VIcll'd lt 11111l1111h 

11111 lldnrulo 1111tl Wt•lll l'11lllf llr•111 11. l'lw lrl11 11lllr ··~ 

I'll! Mill f IIMMAifl1.11. VOIIU JIOifMAI. tr.IH IC 'A'IION 

Ju I'l l) , I 11'11'1Vr'41 H lhu lu•l111 11 l 11duur ,, Ill l 'l111 Ill• 1tl I' IIIJIII"'' I HI! I r ""' ' ''' ' l luhlc•r •• II v 

"' I 1, , 11111 I UHtlllltthlf l wllltllllllrll - wlllt ruv ''""" "' lltwllua 111 l"'w' ' ~Yh' ' "'" 

1'1.1~/\SIC I Ur.N( 'UIIut VOl JU I'IU H'lf.NNIONA I. II. X l'll.ltiii.NI Jr 

I huvn IIVtlf JOY''"'" 111 ''• lll'fhttll 11 lur•lrtcll ll lllllll y jtl llfllllfiiJ , IIJ II'Irllf llll~ . •'flj!flu•c•Jfllll , 

11nancc ami management. 1'10111 ~cplcmhcr 11111 IIII IIUJtlt April I'J/(,, I wn•1 ''"'"'"V''" 

by R. W. Beck & Associates, a nationwide consulting engineering firm . During thai 

period, I assisted in the preparation of power supply planning studies, financial feasibility 

studies, fmancing plans, and the preparation of testimony before various regulatory 

agencies. I was also responsible for the planning, design, and project management of 

various transmission and distribution facilities. 

From May 1976 through August 1989, I was employed by Gainesville Regional Utilities. 

During eight of those years, I was Director of the utility's planning der .utment. In that 

role, I planned generation, transmission, and major distribution facilities. In addition, 

I carried out the utility's financial planning. In that regard, I was responsible for 

obtaining the necessary debt capital to fmance the utility system's capital const.ruction 

program. During that timeframe, I directed the utility's financings which included a 

$186 million refinancing of the utility's outstanding deht, the implementation of a $50 



i 

It 

H 

' } 

Ill 

II 

I' 

I I 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

:!4 

25 

Q. 

A. 

million tax-exempl commcrdal papur pro)tllllll , plu11tlll' pc1 llllllll'lll nnlllnt l'lllll llll:l ll~: 11 1~~ 

II~NtH.: Iu tcd with thu consuuctltHI ol 11 2.1.5 MW coal-fi1 od power plant 

I Wllllllillllll'llllllltlllhh' 1111 lnlnl phwnluw Mi tlvlt h·~ with nlht•l utllltll•- l lllhi•l lllt'lliiiiii~LI L'I I 

l•hu hht 11 nnllllllll!lllun IIYIIIiJIII I lll'IJIIIhtiL'II IIIItH chungo contnu:tfi with th,, ulh••l 1•1111 hlu 

gcnorutlnw utllltlua whl1'11 p•uvhiNI 1111 11111 """'hu1u• mul 1111h• ul 111111, 111111 111 111 , 111111 

lllllllll!l'lll'Y IIOWIII 

Suluw'luuutly, I "'' ' Vtl(l 11 11 th11•1• V''"' " n• I h•11111111 Mnlllllll'l ul th11 111111hltu'll ••1••1111•. 

Wlllc11 ' 111111 Wllllii'WIIhll Ill lill y "V-11'111 I hi• HI lilly p111Vhh'll III'IVh II III 'lft ,IHHI I II~ IIII\11'1 11 , 

luulll!llllllll lll CIH' CIIII Ill \'\HI llllltluu, luu l llll lllllllllli11J.1111ill lllll htulu••l nl \ l 111tllltl lt tll 111111 

•••uploy•~tluv''' IOU p1111ph• A• I''''"'"'' MiutttUIIt , I 1\ "' 11 •II"H•Ihl•· 11 11 nllphu-.. ~ 1tt tlu• 

''"''"'" ,, "'"""M ""'Ill nlllt•• utilit y ~v•h'"' lm hullu" ""' plluu1tuw. 1h••tuu. 1111111tllt1tl1111 

tllltl tllll'llllhlllul 11llut lllty Itt• II III••• ""''1"'11'""'"' ' 

I hiiYt' llt'l'll l!lllfllllyL'Il hy I{Mt 111 11~:o September 1989. In that timeframe, I have 

performed or directed various power supply, transmission, financing and 

management/organizational studies associated with electric utilities. I have carried out 

negotiations on behalf of client utilities and have performed various financial evaluations 

for our cl ients. 

I am a Registered Professional Engineer in the State of Florida. 

PLEASE PROVIDE AN OVERVIEW OF TilE CAPABILITIES OF YOUR FIRM. 

Resource Management International, Inc. (RMI) is an engineering and management 

consulting firm with expenise in the areas of energy, water and waste management. Our 

staff of nearly 300 covers a broad range of disciplines including analysts, economists, 

rate specialists, engineers, and environmental specialists. 

RMI provides its services to publicly and privately owned utilities, REA cooperatives, 

cities, water districts, legal and financial firms, and government agencies. The firm 
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A. 

provides its services on a national and international hasis from its oflicc.~ in ~acramcnto, 

California; Portland, Oregon; Phoenix. Arizona; Columbus, Ohio; Austin, Texas: 

Albany, New York; We.''ll Palm Beach and Orlando, Florida. 

IIAVI£ VOU I'IU£VIOUSLV PROVIDIW EXPERT TFSfiMONY BEFORE 

REGULATORY COMMISSIONS OR COURTS? 

Yes. As mentioned above, I served a., the Director of Planning, and General Manager 

lc•r a large Florida municipal ulility . During that timeframe, I was periodically called on 

to submit testimony and other information to various regulatory hodic.~ and cou1 tx 1\l.~u. 

I served as an ex pen witne.u un huJ1alf uf thu Vlt Ill II l•hmtha l'uhllc S~1 v1ll' ( 'tuunii~:Rion 

I' IIIII' \1111111W tho Vlt wtu llllauds Water And l'owur Authoril y'll lud llt h·~ nnd 111111111 III IJ 

pluns. 

Wile )M HO \'OU IUWIU£SI£NT IN TillS I'ROCIUmiNC;'! 

R M I ha.'l hoon rotalniXI hy tho Suhrlng Ut lllt lc.'l t'ununissluu (SehrluH) to p1 ov 1de va11uus 

services UIIIIOclatcd wltJ1 tllo sale of its electric distribution system . As a part of that 

process, Sebring issued a Request for Proposals for the purchase of its electric 

distribution system and certain remaining transmission facilities. RMI's services have 

included the evaluation of the proposals received by Sebring, the valuation of the 

distribution system, the preparation of load and financial forecasts and assistance in 

Sebring's negotiations with Florida Power Corporation (FPC). 

WHAT IS THE PURPOSE OF YOUR TFSfiMONY IN TIDS PROCEEDING? 

FPC and Sebring have jointly petitioned the Florida Public Service Commission for a 

number of approvals in connection with the sale of certain assets by Sebring to FPC. 

My testimony focuses on the specific request by FPC and Sebring for PSC approval of 

any ·going concern • to be allocated to the Rate Base Asset portion of the Base Purchase 

Price. 
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More specificaJiy, my testimony addresses three primary areas: fi rst, I define the term 

"going concern" as usoo in the Joint PcJition; second, I calcolatc the llppropriate value 

of the "Koing concern" and related hcnefit.'l; and third, I explain that a positive fi nding 

of "going concern" value will reduce the amount of the Sebring Rider as discussed in Mr. 

Nixon '11 t c.~t imony 11nd ill in tJJo puhllc intorcxl. 

HAVE YOU PREPARED OR ARE YOU SPONSORING ANY EXHIBITS IN THIS 

I'ROCim UING'l 

Yl'll, I II III ~JIIIIIllll l illj.!llflll N lt lhil whllh ill nlllll h ll(l In lilY l l 'IIIIIIIIIIIY 111111 hll'lllllh-.1 11 ~ 

Exhihll No CiEW I ( EHtlrn:lle ul "Ouillll C'oncc111" 111111 HviiiiCAI lh·ncl1111 

DJ£l'JNU10tti) 1 WJ!iG~UN<.:.WiN" 

AND JWLATJID JULNIU'ITS 

Alur. \'OU W CNitMAU.\' I'AMII.IAM Wl'l'lf 'l 'lllr. 'I 'IUH\1N ANI)( 'ONUI'I'IONS c W 

Till£ t•ROI'OSEO SALK 01' SKIIMING TO tfi•C AS SI~T ttORTII IN Tim 

PURCHASE AND SALE AGREEMENT BE1WEEN mOSE 1WO PARTIES? 

Yes. 

DOES THE AGREEMENT CONTEMPLATE A "GOING CONCERN" VALUE IN 

TilE ACQUISmON OF TilE SEBRING SYSTEM? 

Yes, both the Purchase and Sale Agreement and the Joint Petition refer to "going 

concern" value. 

PLEASE EXPLAIN WHAT IS MEANT BY "GOING CONCERN" VALUE. 

"Going concern" value is the value of_ an already established and mature business as 

compared to one that is not. 

WHY WAS THE CONCEPT OF "GOING CONCERN" VALUE INCLUDED AS 

PART OF THE ACQUISmON OF THE SEBRING SYSTEM? 

There are two main reasons that the concept of "going concern" was included in the 
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A. 

acquisition of the Sebring system. 

( I) 

(2) 

As I will demonstrate later in my testimony, there is a measurable dollar 

vaJuc associated with the "going concern" and other related hcnefits that 

will flow to FPC as part of that company's acquisition of the mature 

Sehring system. It is important and proper to recognize the vaJue of 

thoRo asset& in setting tho level of tho Schrlnw Rldur. 

The Sebring predicament is clearly an extraordinary situation. Even with 

acquisition by PPC, the Sebring 1atepayers will face high rates due to the 

payment of a Transition Rate for 15 years. Any "going concern" 

approvoo hy the PSC for inclusion in FPC's rate hasc will dccrea.'lc the 

lovul ol tho Suhrlnw Rilhlr 1111<1 mlnlml1u thu llnnndul lrupuct un u l :u v.'~ 

Jt111Upuf IIUVOI of y hU IIlCIIOd I lltCJIII yc1 II 

WIU . Tlllr. l'lJIH 'II ANI(. I'IU C..:I' ,\NSO( 'IA'I'ICU Wl'l'll Tille TltANI-iAt 'TIC )N 1m 

AFFECTED BY THIS "GOING CONCERN" VALUE'! 

No. As discussed under the terms of the Purchase and Sale Agreement, the Base 

Purchase Price is capped at $54,000,000. Any "going concern" value recognized by the 

PSC will not affect this cap but will be used to offset, directly, the amount to be 

recovered through the Transition Rate. In other words, "going concern" dollars will be 

used to reduce the Transition Rate that will be charged to Sebring's rate payers. 

ARE YOU SAYING THAT A FINDING BY TilE COMMISSION OF "GOING 

CONCERN" AND OTIIER RELATED BENEFITS ASSOCIATED WITH Tlfi: 

SEBRING SYSTEM WILL LOWER THE TRANSITION RATE TO SEBRING 

RATEPAYERS FOLLOWING TilE ACQUISITION BY FPC? 

Yes. 
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IDENfltJED BENEFITS OF 

"GOING CO~C£RN" 

IIOW IIAVE YOU CALCULATED TilE VALUE OJ1 "GOING CONCI~RN" AND 

OTIII':I~ IU~LATEO RENJCFITS IN TillS TRANSACTION'! 

I have specifically identified, and assigned a value to, various elements of "going 

~~~n~c111 " and orhcr rolatcxl hcncll111 thai Fl'(' rccclvc.ot from rho purchaxc of lire up UIHI 

1111111i111! .'lch1 htN 11 Y"IIJIII 

WilY IS TIIIUUC A VAI .Uit ASSO 'IA'I'ftu Wl'l'll AN AUUCAUY J(.'t"I'Aili.!SIIIm 

UUSINI(.'iS ('0~WAIU£U TO ONI~ TIIAT'S IN A MOJut Ulf.VIf.UU'Mif.NTAI. 

PHASE'! 

111111!1 IIIII II 1111111hur 111 11'11110 1111 11CH 111111111111 , lhll 1 11~10111111 h ltli!ll Ill lillY llf' 111111 IIIIIIIIIIU 

hrull llt'~" 111 1111110 CJIIMhlldn-.1 J)ovuluJIIIIl'llllll llllllll huvollhNul y IH'l'll t' Af' t1111h'41 111ul uut' 

would t' A JH'~IIh litho rlllu ul rolut u oulnw~IIIH'III 1111111 1111 I'Ninhlhdrrtllut/1 1111''111 would ht• 

higher thau u 11c 111 tJac early JlhMO.II of I I~ tJovoloJIIIICIII Jlu tlhl1ttlllll ll. lht' t l~k 11 nliiU tl lnh•t l 

with the acquisition of a business in its infancy are clearly greater than those associated 

with a mature business operation. 

HOW CAN YOU DETERMINE IF THERE IS A GOING CONCERN VALUE? 

There are five criteria that generally must be met to prove that there is a going concern 

value: (1) the business should be ongoing; (2) the business' distribution outlets should 

be fixed; (3) the list of customers should be stable from year to year; (4) existing 

contracts of the business should reflect an ongoing enterprise; and (5) emp1oyees of lhe 

business should be sufficiently trained and experienced so as to be considered a team. 

DOES THE SEBRING ELECTRIC SYSTEM MEET THESE CRITERJA? 

Yes, I will address each of the factors point by point: 

(I) Sebring Utilities has been in business for 47 years and has approximately 
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(4) 

(5) 

13,000 customers. Like other Florida utilities, it is growing and is 

continuing to make the nece.'!sary inve.'!tments in its distrihution system 

to provide service for liS existing and future customers. It !.lumltl he 

dearly understood that Schring 'N t:urrcnt llnanwll dl!.trc.\s 11-. Mr lt:tl y a 

lunct ion ol h iuh tll'hl. Whon viuwl,. l I 111111 uthm Jll'IIIJII'rt 1 Vl'" 1mr h ~~~ 

ltutd tliiiWIII, ()~M OAJ'OII.III~. lll'l'llltilljl1 1lll11II, I111Wlll 1111ppJy 111~ 1 -. I' ll , 

Schrlng cxhihh.~ sl rong indicators. 'l11ls ill importunl to undcnuantl since 

11 purcha~~o ulloiiHIIIvo thut olhnlnut U/1 tho dcht prohlcm h·avl'll thu 

acquh lug Ullllly, l.o .. 1'1'(', with a vlahlc. ongoing hull lllcMI 

In the case of an electric utility. the distribution outlets arc the retail 

rulitonu·r• 1111d llf ll llu"cly li aCAI 'Jllili IN thu cmw with Schlllll! 

IIIII IIIII ul l ll!ltllllllll!l Ill Ill lt• ll ~ t thtl 111 .11111111111 llfiiVh ,, llthiii•CI-t•q '"' 1111 

1•ll•drl1 utilit y llolu•uuly 11111111lullu14 l Y''"' 111 ytHII lhi11 IN 1h1• tiiNII with 

'.••Ill I liN 

tlu 1'••111111!1 y JH, I 'Ill I, .\t'hrliiJl l' lllt•lll( l Into 11 ) (I Yt'lll wlutii•Ci tth• pttwt•t 

supply 11grccmcnt lhllt provides lor cxtcnsJOIIJI hcyond Ulll Initial 20 yea• 

term. This contract gives clear indication that the business of selling 

electricity to Sebring • s ratepayers is here to stay. 

The tenure (service time) of Sebring's employees is a strong indication 

of their experience and value to the utility system as a part of their staff 

team. The average service time of Sebring's staff being retained by FPC 

is nine (9) years. In the skilled craft area, the average is eieven (II ) 

years. 

These factors all show clearly that the Sebring system satisfies the test for "going concern 

value." 
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Yc.'\, thoro Is Onotl will l11 11 lum:lion ol lll'ISonal ll'lutlonshlpli, I!Uud IIIII VII ,, thut 11 

1111111111'/lli hM pruvlcl!1(11o llli l'U~IIIIII~I Ii Ill th ll jlll~l which would llkoly IC,'"Ih Ill CUIIIIIIIICI ~ 

~o lllltiiiUIIIIj to do hu111 11c.~ll wllh tJtc new owners 111 tho futuro. llccauso Schllll)t ami J-1'( • 

arc munopollcs, ~ustomurll llo not huvo tho dtolru In dutolllnw 11111 huNIIIt'NII 1111111 whk h 

thny huy l'llll'ltldty. l 'onllcttuonlly, lt '11 llllllcull to nrJ!luC that Utero is u~toml will value 

IL~sm: iatcd with tho transaction. We aru, thorolitru, not urwulnw thai wool! wil l vuhu 1111111111 

111111 NhoultJ hu lnchult11l In tho pu1 ch~t~~o 111 leu lor tho S1.1lulnw "YIIIlllll 

WIIV IS IT AI'PROI)IUATF; FOR n•c TO r•AV (;OIN(; CON( 'I'.RN VAI.lllt: AS 

PART OF TIIIC I•IJRC 'II ASIC I'IW 'IC lfON TIIIC SICUNINU HI'II.ITV SVI'I"I'Ir.M'/ 

It uuw1 hnrk 111 why 1111 ''lilnhlllllll'd hu~t llll'lili hu11 vnluu whl'll W llljl lllt'd to 111111 thut IN 11111 

' '-"lucOtl liNk, n~tluc~XIIIuvulopnlllntul ,·o• t . 111111 hlwlw1 111h•11 ol llliUIII 1!111 l11111111111', 11 

II utility 111111 tit11 I huh II Of I'IIVIII~ \ ) 'I 111llllo11 fill I 1,0()() C.'llahii!IIUXJ CUSIIIIIICIS or 

luvCAIIIIJ!l ~2S million In the distrlbutjon facilities associated with a new development that 

will ultimately have 13,000 customers, which would be the better choice? From strictly 

a present value cash flow basis, the revenue stream from the 13,000 existing customers 

through time would be greater when compared to the development which is not yet built 

out. In addition, purchasing existing customers is less expensive than making the 

incremental investment in new customers. Also, there is always the risk of non

development. Typically, utilities try to minimize this risk by phasing the inst ~ .. tation of 

their facilities. 

WHY IS PURCHASING AN EXISTING SYSTEM VERSUS INVESTING IN A 

DEVELOPING CUSTOMER GROUP IN FPC'S BF.ST INTERFSr? 

If the rate base assets are the same and if approved for inclusion in the rate base by the 
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PS\. FPC's swckholdcrs uru indiffcrcnr. lllu rcul vuluu is 10 FPC's exist in~:: customers. 

l'u• chuxing un cAIIItlnil IIYIIIum hlln,!lii iiiOIO Clllllllllltllll and K Wll llliiCA In tho cully yu111 11 

to help support the return on the rate ha'ic a'iscts than invc.'lting in a spt!culative 

tlcvcl1 1pmcnt. 

CAN YOU CALCULATE TillS VALUE TO FPC'S EXISTING CUSTOMERS'! 

Bused on information pmvhJoo to me hy FPC, I havo calculated the henclit11 for FPC's 

l:A istlnl( CIIIIIOIIIOIII of Jill I clua • .Jnw II hilly tlovolopllll I 1.()0() CIIIIIOIIIOI H YIIIOIII Vlll /I liN 

invc.'iting in a hypothetical speculat ive development projectoo to he t.l1c same s1u . That 

v1aluu is In thu ntnJlu Ill' $1 41 rnlillun to $2 H million on u pr011unt valuu httHIN 

IIOW 1>10 YOU CALCULATI! THAT AMOUNT'/ 

I IIIII'• In 111 tliii'Ut wot lh uuuly11i11 ul 11 Hwonun 1111IIIIH1lllnlllll 1 n11h ll11w lo I'IIIIIJIIIIII 11 "Y"''''" 

llktl .'ll'lulnj(ll thlll Ill hullt oul hi 11110 1111•1 Ill IIIII IIIIAt'(lllll lnl11111111llo11 111 11vlth>tll11 11 11' 

hy JII'C ·• I IIIIVO oNtinlitlt~l tho IJIIIIIiiiiJilo!• lnVllllllllllllt la•u 1111\IIH N 111111 111 1 vh ''" Itt "'' 

RJIJIIIUillllllely ~1.000 pel LUIIIIIIIIl'l ll!lllli! A Llllllhtll t'ltiVl'I Y llll hll ol f(, 'X• ll'IJIIht'~ 

annual revenues of $320 per customer investment. I have assumed both a 5 year and I 0 

year build out case and have used a 10% present value discount rate. This analysis 

concludes that FPC's existing customers benefit from the purchase of a fully developed 

system in an amount that ranges from $6.9 million to $13.5 million. However, utilities 

normally phase the installation of facilities . 

DOES PHASING TilE INSTALLATION OF TilE FACILITIES AFFECT YOUR 

CALCULA TJONS? 

Yes. I evaluated an 8 year build out with four phases and a 9 year build out with three 

phases. "!be resulting present value benefit to FPC's existing customers ranges from $1 .5 

million to $2.8 million. For simplicity, I have included $2 million on my Exhibit __ 

(GEW-1). 
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AKE TIIHKK OTIII!K ITI<~MS Off VALUI~ 01' "C;OINC; l'ONCEHN" TIIAT 

SIIOUU> RF. CONSIOERRD'! 

Ye11 '11u ru 111u Ulhur hu11111 of v11luu 111111 will hu lll'lflllrocl hy I• I'! ' tlr111 1u u ll'llll ll lilll'd 

wrth the acquisition of thu "KolnK concern" which aro nol ancludoo In thu uct houk value 

uf lhc HyHtOIII f!JIIIIIIJilUJj luchulu lhllllll tolll'll 1111 IIIIIJlll llf tho 1111111lhutlou toyllll' lll , ll'WIIIIo 

IIUIII lltl!'lf Wllh lhfl ll-(1 IIIIIJ llllllllh' IUIIII (l llf VIII lOll- .\ 11frf llljl fill lfllh!ll, IUitflfl!t Vllftll' u ltf111 

UllfHll lou co nml k 1111wloowo of tho Solu hiM cu1plcryoUll tlull 111 o lntuur nil y larulllur tho 

rll1111 lh11111111 -YIIII'IIl It -houltl frt• fllllt'l f I hill 111111111 11 1111111 l'lllplt• Vt'llll Will " "' "'"'' 1•1'1 ' 

llllll'fuy\'{111 111111 Wllftnllllrllll' Ill JIII VIcft' -Ill VIlli to th11 .'.t•friiiiiiiiii'H I 11- 1 111111'1 ~ 11 111'1 tfu• 

flf'( ' actfll lllll lou . 

WIIA'I VAI.IIIr. IIAVIr. \'011 I'I.AC'I!H ON IIACII 01• '1'1111111 HlllltiC 

i i i .ICM HN'I t-1'/ 

llui Vtl fiiHth• 1111• fnllfiWI IIU 111l1 ltiHihtll~ lotft•ll•llllhH• HI! ''1'1''"• 11111111' VrtiiH• ' '" l1 " ' 1\ hit It 

'"'' lru lruh~t l uti ltAhHrll 11 lf rW It 

(II ltiJUI U~U~IIVII vi ~C~Illlil'l ulaUI~ullull MUl/D w,, hltVII ··~lhllnlt'l l tlu• 

cost tu reproduce the rn~tp!l of SebrhiJfll dlstrlhutlun system to he 

$250,000. This cost includes the costs associated with the field 

inventory and drafting efforts necessary to reproduce Sebring's maps. 

(2) Yalue of traininK and experience of SebrinK personnel. We have 

discussed with FPC the value to FPC of bringing on the Sebring 

personnel with their direct experience with the Sebring system and their 

training. The bene.fit can be evaluated based on the training related costs 

to FPC to move an entry level employee through their pay plan to the 

journeyman level. FPC has estimated this value to be $900,000. 

ARE THERE OTifER VALUES TO FPC ACQUIRING A GOING CONCERN? 
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I) 

A. 

Q. 

A. 

Yes. FPC representatives have ind icatoo that FPC hy purcha.~ing the Sehring syMern will 

avoid 111 <.lolo1 tho CW1811 uctlou ol 11 now tllllll lhut lou NllhiiiRIIou lor 1•1'( "11 oA 11111111! 

~usiiiiiiCI /1 . Ha~~oo on <.l lncwt!lltutll with fii'C'. we uxtllllnto lho llnllur valuo uf 111111 hl'llcfll 

IH ~ 1!100.()()() I huvn lurhulnd 1h l11 vulm lu my l!xluhlt (fli!W I ) 

lu mh.lll lon. Suhrlllll 111111 fi i'C ' h11vo he 11 Involved lu 11 uumhl'l of Nl'"""" h•11llor lal 

diHIHIIl'll Hlm:o I'JK I t\llltuuuh 1ho1u lutvt IH.IOII u munlu.11 ul llfllt'OIIIIIIIll 111 l l'~ul vt lho~t' 

dllipllhlll , Il l ICIUII two INIIUCII ICIIIIIIII llllll'llttlv~l ( I ll , IIIU 11hp111 1 IIIUI fit llllll ~I'I II IIIU 

anllllllltl lowc) A 1111, lho oiiiNIIIIJllcrr ltorlul Ml£1 COli Will l ~tchull!ll thu m•uulnu ;ulmluiHI 1 t~llc 111 

''""' ulull~l wllh l' ll lllllllllll II IUIIIIntN '11tu ll'liolut loll of IIU1111l llill11111i llctW, liN 11 p1111 ut lhiH 

11111111111 I hill , will IIVtth l ft1111111 ltlj(MI 111111 llliiiii1Jll11flflfll 1' ' 111111- 41 fu J'l'l ' llu-t'f l 1111 11111 

dh11 Uhllh 11111 wllh Jll'( ', Wll h11vn ''~ lllllltllld tho11u 1 1111111 ovm n I 'I VI' ill I"'""" 1 otl~ l' l vullvt•l y 

(t ll rW I I 

U!\MtU ON VOIIU ICV!\I .I IA'I'ION C)lf TIIIC "WUNc; C'ONC'I'.UN" 1'\NU 

fmtATir.U lll!NICI'ITN ANSO('IA'I'ItU WITII 'l'lllr. NIUUUNC J IUI't"l'ltiiU ITION 

SYSTEM, CAN YOU PLACE A TOTAL DOLLAR VALUE ON THOSE 

ELEMENTS REQUESTED. IN TilE JOINT PETITION? 

Based on my evaluation, I would place the dollar value of those elements of "going 

concern" at $4.8 million. 

ARE TIIERE OTIIER APPROACHES TO PLACING A VALUE ON mE GOING 

CONCERN AND RELATED BENEFITS? 

Yes. In the process of transferring customers as a pan of resolving terriu rial disputes, 

utilities commonly pay replacement cost less depreciation for the facilities and a multiple 

times annual revenues for the customers. The resulting premium over and above net 

book value may be viewed as representing the market value of "going concern" and 

related intangible assets associated with the customer transfer. 
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Q. IIAVE YOU ADOPTED THIS APPROACH? 

A. 

4) . 

i\ 

i\ . 

Q. 

A. 

Q. 

A. 

No. It ha.'l gunurall y huon uppllud to 11 lillutllu• numhot "' 1.'11/C tc mw• 11 an~h· • ~ 

ComiU(JIIIllltly It IH ll lllk ult 111 ~ondmlo that It Is 1 d ovunt In this Nltuutlon llmv''" ''' 

~ulculuthtN Sclu lng'11 " jjoln~t conn·•n" vulnu uNin~ th lli ••PP"'"' h yll•hla un llllhlllltl 11111, h 

l!h'lllor lllllll lht• ~.J H nlllll"n \' lllu•• '"" ul ull~ilun•ll•t lh•• l•h•ullflnlth• l h•ut• l h .~ App1 o:11 11 

WilY UIU YOU USii. Tim AI•PROACII TIIAT Yot J SICI.IC( 'Tir.m 

'11turu uru mnny hunull111 ohtulm'll hy Fl'l ' n11d 1111 I.:UPihtiiiOIIC in ac4uil ing an cll.istlllg 

I.'UIItumur hnPiu . Our nppmach with rc.'ipcct to "going concum" was to llt•liw•ith• ti HtM' 

henefits which are the most idtlnlllillhlllnml tun thllliUNhlljJ Jn quntllll y 111 "''"'~ ,,, "''''"' 

VllliiU ( 't li 111111 JII~IIIly , Wll ht•llt'VII IIIII tli')lllllll h h lh11 11111-1 111111111h1 I111 W111d IIIII) 

II' IUII IIUihlti iiJIJIIIIIIIh llllltltlt !'AII ''wol llll l'lllh'lllll '' llllthll lhtl l lll lil lllthl- l llln~tlll h•ll 

Altlr. \ 'CU I 11AMIUi\lt \\'1'111 'IIIII. t '01\11\USSION'S .. OUl.'Y UH( ;ARI>IN(; 

Al 'lJl JISI'I 'IC ,N AUJU~"I'I\11~NTS'! 

Yc.'i. The Cmrunit~slon 's policy has been that the purchase of a utility system at a 

premium or discount can be allocated to rate base only if there are extraordinary 

circumstances. 

IS IT YOUR POSmON THAT THE COMMISSION SHOULD APPROVE AN 

ACQUISITION ADJUSTMENT FOR INCLUSION IN FWRIDA POWER 

CORPORATION'S RATE BASE? 

Yes. 

WOULD YOU EXPLAIN THIS POSITION IN LIGHT OF THE COMMISSION'S 

STATED POLICY? 

The history of the Sebring situation, as is more fully discussed in Mr. Joe Calhoun 's 

testimony, is truly extraordinary. Sebring's ratepayers have been left holding a huge 

amount of debt which exceeds the asset value. Consequently, Sebring's custom~rs arc 

12 
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Q. 

A . 

Q. 

paying the highe.'lt rates in the Male and among the highe.'it in the nation If the system 

purdutlio doCJI 11111 tako pln~.:o uud Suhliuu 111 111 1 clnalu Nolvcnc 11 will l.avu to duu Ut' 

among the highest rates in the nat ion. The purchase of tJtc SchrinM system hy Jli'C i ~> 

pan of a Schring Rtrateg) lO mmimize the financial burdens on the Sebring ratepayers. 

If the Commission Nets u "Kolng cuncern" value of zero doll1m1, tllu truw;illou 1111o that 

will he paid by Sebring custumers over the next 15 years will initially he set at 

approximately $21.80 per 1,000 KWH. 11li11 transition rate will he paid in addition to 

Jol'("s frWIC rate lor ilJIOX IIIt lftg 1-:UIIIIIIIICI II 'lltll lc.!!illlc , of CIIIII IHl, wil l hu that S •lu iiiJ! 

ratepayers will be paying approximately $22.00 per 1,000 KWH or nearly 30% more 

tluw FPC"11 ox hit inJl rccuil ~o:ll liiOIIlcrli As I I e.~ I ilicd curl icr, approval hy the fommis!lion 

nl it "HoitiJ( C:IIIICt' lll " vuluo 1111 II Jlfllllt1111 flf'( ' IIIVtt~lll ll'lll will ht• IIIU'(I tlll n tl y Ill ll'thllt' 

the Schriuu !< iller hue wlllnotlllcrca.\o tho ~ '14 ,000,000 luuw pur t.. lrMo Jlllt..c With 1·1'1 ' \ 

h111111 rulnH plu11 tho l< hh•r, ~ohrlu1(11 '''IIIII "'~"'""'' " 111111 wi ll ltn puyluu 1111111111! lht• 

lr lghc.'ll riiiCJI In tho 1111110 ol l • lt~~ hllt fm 11111 lort·~l't'lllrht lutu11• l 'u"~'''I'H'IIIIy, 11 I ~ 111 

~··hr "'l!'li Ill'"' lruur~l 111 lt11vu 1111 111uch ol lite llu~t· l'urdw\c l'ncc ., ~ IHISNihk ul lol.a!l•d 

to FPC's rate base assets. 

ARE YOU SA YJNG THAT THE COMMISSION SHOULD FIND AND APPROVE 

"GOING CONCERN" VALUE STRICTLY FOR THE PURPOSE OF 

DECREASING THE SEBRING RATEPAYERS' TRANSITION RATE? 

No, I am simply saying that due to the severity of this extraordinary situation, it is 

important for the Commission to give due consideration to the dollar value associated 

with "going concern" and related benefits. 

WHAT IS THE BENEFIT TO SEBRING CUSTOMERS OF INCREASING THE 

ALLOCATION OF THE BASE PURCHASE PRJCE TO RATE BASE ASSETS 

TIIROUGH RECOGNITION OF A "GOING CONCERN" VALUE? 

13 
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Q. 

A. 

Q. 

A. 

Q. 

A. 

For every million dollars that the allqcat10n to rate hasc asscL'i 111 lll t.: rca~oo through 

recognit ion of "going concern" and related hcncliL'i, the transition rate will he reduced 

hy l1(1(11 11Kl llliltcly (,()C prr 1.000 kilowuttlwurN Of courlie, it is importanr to rcrncmhcr 

that tJ1c contract Is huilt on the prc.~umptlon that any 11uch additional au1ount11 w11l he 

approved lor lncluNion in FPf'11 ratu hase. OthcrwiHe, the additional amount will not he 

lnd udocl I hullevc 111111 It ill IIJlJIIO(ll J:tle to include thl!liu Ulict vuluUII 111 Fl'( "" rate h.t.o.c.~ 

for the reasons discussoo above. In other words. I believe the hcnclit11 to J-1 '( "!i nnd 

.'ichrinJ(H cullllllllCIII hom the "uoinu w nccrn" and rulutcd hcnclits arc mca~urahlc and 

J Citl und lihould hu 111kc11 lutolflllllhlcllllion In lll'II IIIH tho Schrlnl( f{lth•r 

HO TIIIC I'I.OHIUA h"I'A'I'l /'1 I'Ji I'I~HMI'I' AN 1£1 .1£C"THH' lf fii.ITV LIKE FP(' 

'10 AI.I.AH'ATI~ A I'OU'IION 011 AN INVIrHIMirN'I '10 "CU•INC ; C ONC lfiiN" 

ANU INC 'U IHICTIIA'I' "WUNC; C'ONC 'ICHN" AMOtiN'I IN I'I N ltA'IIf. IIMotr' 

Yt:jl 'lt•t tlou IM 01( I ) of thn l•ltHIIht ,\ IAiull•• HJII'tl llt nlly t'IIVI"h'"" tl111t (IIIYIIII'III Il 1111 

"gol11g LIIIICQIII" illlly l11• l111 luth••llll llll t'lt't lllt llllllt y'- lttl ll illl"l' 

IS $4.8 MILLION A REASONABLE AMOUNT FOR FPC TO ALLOCATE TO 

RATE BASE AS "GOING CONCERN"? 

Yes, as I have demonstrated, $4.8 million is a fair , reasonable and conservative value of 

the benefits which FPC will receive by purchasing the Sebring system. 

WHAT ARE YOU RECOMMENDING? 

I am recommending that the Commission determine that the "going concern" value for 

the Sebring Utility System is $4.8 million. 

DOES TIIAT CONCLUDE YOUR TESTIMONY? 

Yes, it does. 

14 
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FPSC DOCKET n -EI 
WITNESS: GERALD "JERRY" E. WARREN, II 

EXHIBIT NO. GEW- 1 ( ) 
PAGE I OF I 

ESTIMATE OF "GOING CONCERN" 
AND RELATED BENEFITS 

Value of established customer base $ 2,000,000 

MupH 1u1tl 1 ·.:cml• (clillmuto tur11cd on CtJ!il 111 rcproduc~;) $ 250,000 

Valu~; ul training and oxpcricncc of Schrlnu Jllllllllllflol ~ IJ()(J ,()()() 

Valuo ol uvuldcd or tlulorrcd fll'( · NllhHillliou \ I , ~00, 000 

Resolution of territuriaJ/annexatiun disputes (estimated FPC' ~ 200J.IOO 
avoided legal and ongoing administrative costs) 

GRAND TOTAL $4.8SO.Q90 

TAL· I5321 
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