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on October 1, ltt,, Plc.ida Power CoqJOration (PPC) filed a 
petitiOD for approval of • __.ly tenlaatiGD ~t (Amendment) 
to a llegotiated Contract (O.taact) with Orlando Cogen Limited, 
Ltd. (OCL), a qualifylDg facility (QP). 7be contract waa entered 
into on March 13, ltt1. Tbe t~ of tbe Contract ia 30 years, 
beginniag oa January 1, 1tH, aDd expiriag Decellber 31, 2023. 
ec..itted capacity UDder tbe caet.-act 18 79.2 -.awatta, with 
capacit·y pa~t• bued Oil a 1tt1 )lulveri* coal-fired avoided 
unit. 'The ARtldnrat t_.eet• tile ~ C.,._.. of tbe CQntract. 
PPC alao requeata au~iaD to .aaww tile buyout c:o~~ta through 
the Capacity Coat llaeola"Y claUM. ·· 

The ec-i8810D ~ nc ... otller u~iliti•• to MgOtiate 
contracta with QPe iD lieu Of aaceptiDg etaaderd offer contracta. 
The Negotiated CODtraet bet..- Pie ead OCL - origiaally approved 
for coat recovery in ~r ~. 2t7Jt, ieeued July 1, 1991, Docket 
No. 910401-BQ. The OQ iMiOD later appzoved an -ndlllent to the 
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Contract pur8UaDt ~ a a.ttll IDt Aac••••at bet ... n OCL and FPC in 
Order No. PSC-t&-0191-U-~, l...aed July 12, 1996, Docket No . 
960193-EQ. 

On March 12, 1JH, tba oa taai.OD iaaued Order No. PSC-96-
0352-POF-acJ ill Docket llo. HOOOJ-8Q, tlbich approved FPC' a request 
to defer enditillg a 1tH GWU"·I'eCOIUY of $17.7 ld.llion aaaociated 
with ita naldaDtlal ¥MI • .._.llag aperiMDt. Tbe purpose of 
the deferral - ~allow ft'C to caad\act a •rever" auction" which 
would aeek or eepacity papJat nducticaa over ti• in exchange for 
an up- front JNllVIDt. tile dllcaupli.DI over-rec:ov.ry functa possibly 
could be uMCI to off.et t .ll181 paJIIJata if tbe CO..iaaion believed 
it wa• beneficial to tbe ~t~ial ratepayera. 

On Nay 2, 1991, JPe i88Ued a 8olicitation for Reverse Auction 
Bids to ita operatiag Qfa Witb fi~ c_,acity and energy payments. 
FPC indicated ia tile 8ollcltatlOD tllat buydown propoaal• based on 
higber diacouat ~ ...S tllolle *lob lrovidecl Mt benefits to 
cu•t~r• aoc~Wr ~I" ta.a lae:. .au! be preferred. FPC also 
atated tbat bida t~ ~ault iD a Deal" ta~ increaee in capacity 
pay.anta MY be lltdted to • -&lpta aet pnMnt value rate 
illlpACt of $17.7 llillt.. llog .. r, I'IC 8tated, •in the event that 
h~gbly attractiw b~ ••=••• tile •17. 7 aillion liait, FPC may 
c~ to puzwue _,. wltb tile Pf8C to i•l-nt auch proposals on 
behalf of itl cuata.el"8.• 

PPC accepted t• of tile tbne blda tdaicb •n l\lbaitted JJrior 
to tbe deadU.ae. lllm8UC, ' - bid- ......_ntly withdrawn when 
the bidder - unebla to 4M•Ia 1..,.. lrppftWal. llegotiations with 
OCL, the r-llliag bl ... r, n.ultecl ill tbe Contract Amendment 
contained in PIC' 1 petitiOD. 

'!'be ANDhiDt ~ fOI" a ..,..at to OCL of $49,405,000 at 
a rate of $10.40 per 1111-lllllttll, iD e.-'w&ge for te~inating the last 
ten year• of tbe CODti"ACt. fti8 naulte iD an eeti-ted five year 
payout period, depelldiag aa OCL' • pel"fo~. PPC reque•ta that 
cost recovery of tile .. Ul'l~ tellliaation pa,-nt• be i~~ple~nentea 
through the c.p.city eo.t .. ca••~ clauee (cat) beginning in Apr i 1 
199'7, u part of tbe 170002-• Docket. PPC alao requeat• that the 
rate i..,act to naicllatial a.ta••n be llitigated by crediting the 
Energy coneervatioa eo.t .. aa .. ~ CK'CR) factor with the 1995 
revenue decouplillg over-a.cau.ay bllleace plu accu.alated interest 
in the 970002-.cJ ~·. ~ 
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I ... 1: Should tile .. lwlriAt to t .. CODtract between Florida 
Power Corporation (PIC) aad «Wlaado Clagea Llaited, Ltd. (OCL) be 
approved for co.t ~ 

n.mr L •1 Y•. IIICOYal of the ~nt provides 
an e•ti-ted fJJ ailllOD a.t .-.•••t val• -vi.-. The ~nclment 
will al•o aitigate patelatlal at~a'Dlleble -t•, reduce long term 
liability, aDd iDC~••• ft!C'e fleXibility. (Harlow, Tew) 

AL*E"'"D 1 llo. · ,_ buyout i• incon•i•tent with 
the objectiv.a of tbe nw.ne auctloD bid eolicitation and will not 
produce net Nviag8 bef-. tbe ,.azo 2019. Purthe11110re, the 
buyout'• coat-effectlw•• 811••n to be too ••neitive to 
fluctuati0118 lD fMl =- J*Ojecti0118 and inflationary 
•••UIIIPtiona. (DudleF, at:al ) ·· . 

DI•g "D'! p='p• Aoaordillg to PIC' • petition, buying out 
the lut t• ,.an U. caat~ will • ..,. Florida Power and its 
cuetc:.er• $t'2 llill'lGD (fJJ allliOD •t pnRnt value) relative to 
what they ._ld...,. paid wltb tbe Clallt~'• full 30-year term in 
effect.• Tbi8 ... calaulated bV co.parlag the co•t of retaining 
the Contract (Ccat~act ca.) to tbe co.t of the buyout payments 
plu8 the curreDt pcojected ~lAG .. IDt C08t8 (Replacement Case). 
In the caat~act c-, a•nal~~ JNlJ1111Dt8 an apecified in the 
Contract aad eDeEIY . .-rmlate ..- ... ,. OD PPC'• coal fo~ecast for 
the ten-year perlCMI --t•tll8 Ia 2014. The Replacement Case 
includes t._ buyaut paJIIInta lD ~ 1117 through 2001 as well as 
FPC's projected ooet of ~laclag tbe contract'• capacity and 
energy. Acc:oz:dlalr to PIC' e flllag, tbe Contract Ca•e produces 
coet• of $7t2.3 -'llioa ~1• tbe e.ti .. ted leplace.ent Case costs, 
including the $tt.t ailliaa ia bufDut coat•, total $279.9 million. 
This repreeent• a~ NviDia of ft'2.4 aillion or $33 million 
in current dollara wben diecouated br PPC'• weighted average cost 
of capital (1.,7 pecceat). PPC'a coet•effectiveneae analysis is 
attached to the ~=I IIAt~iaa .. l&tacbzrnt A. Staff requested 
that FPC'a analyau be ..,._Ced to nflect tbe co•t recent fue: 
foreca•t and ecoaa.tc data. ftl• naulted in a change in the net 
pre•ent value (IIW) a.-fita fol" tbe project to $30.5 million. 

Baaed oa staff'• ~yela of dlacovery reapon••• provided by 
FPC in aclditiGD to outai .. •ta aource•, ataff believes the 
•••u~tione \l8ed ia Ple'a anal,8ia an na.anable. The methodology 
uaed 1n FPC' • aDalpia - alao detel'8ined to be appropriate. 



. . . 

As with any long-tena foncaat, there ia a riak that the 
predicted aavinga will not uterialiae. However, staff believes 
that the probability tbat cuata.ara will benefit from the buyout 
outweigba theM r!a~Ee. - 8ufiDI out tM Contract relieves the 
obligation to pay "St llilliaa in lalcMa capacity costs and a 
projected $213.3 -'lliOD 1D fu.l coat•. A8 .. ntioned previously, 
capacity pa~nta iD tbe coat~ are baaed on a 1991 coal-fired 
avoided unit. Due to tecbaolotrical iiiPr~ta and low gas 
prices, tboee caeta ~ .uab bigbe~ tbaD today'• avoided costs. 
Al.o, due to ta. ~ of tile wa!• of dafural .. tbod in calculating 
the capacity pa,..at• of ta. Contract, the highest capacity 
payment a are in ta. lut ,.are of tbe Contract. The buyout 
therefore tenaiDat• ta. .-t ...,...1,. part of the Contract. 
Today'• ratepayen ..,. ajo,M tba low.r coat years of the 
contract. Purtber, ~ to ataff'a Hnaitivity analysis of 
the buyout, tbe ..V ~Fmaiaa ~iti,., 133 . 3 •illion, for a worst 
ca.e acenario .-bleb~ the la1gb bllad of PPC'a .,.t recent fuel 
forecast. 

The buyout bu ....-.! '--tit• iD ~addition to the expected 
coat .. vings. The ~ .tll .ttigate ~ential atrandable costs 
and incre ... PPC'a tl .. ibility iD ... tlag cuata.er needs in the 
future. In addition, tbe ~iOD of PPC'a long-term liability 
may lead to a dec~ 1D tbe aa.t of capital. 

Staff beli.,._ tbat tM buyaut of this QP Contract is a 
reaponae to the ~t of atraaded coat• given the possibility of 
retail ca.patitiOD. fPC baa iDdicated to ataff that cogeneration 
contract• are tba ~nr·• .a.& •itDificant ~ential atrandable 
co•t• unclar retail ~titiGD. Puztbar, PPC baa indicated that. 
even PPC' a nuclear UDit, Clyatal Riftr llo. 3, will be able to 
ca.pete in an opea-.ac1•• ..vi~ IDt. Clearly, we are not yet. in 
an open-acceH envin• nat. It ia tbarefon unclear whether it is 
appropriate to ~ potential atrandeble coat• at this time. 
Staff alao ncogDi... tbat tbe Contract buyout has 
intergenerational ... ity iaaue•, given the eati.ated 22 year 
payback period. llo~, ataff believe• the coata aaaociated with 
the buyout •boul4 be ~ for recovery becauae the buyout 
appear• coat-effecti .. ~ tba 1oal-rua aad will put control over 
generation ~ ~ ia tile llend• of PPC. Becauae the buyout 
ia co.t-effeetive ...S •tocldlolden do ~ eam a return on the 
Contract, tbe f4t.4 .tlliOD buraUt .-pen .. 8hould be recovered from 
FPC's ratepayera. 

-·-



ALT'I'I'U" mD ':If""• Staff 11M two pri .. ry concerns with 
FPC's petition. 8tal8 fint ooacena ia that it contradicts the 
objecti¥88 of ~ r~ ..atioD bid eolicitation ard bas negative 
effect• on intergeMratlaaal equity due to the lengthy payback 
period. PPC'a ,etitiaD zeq111•• znval to recover $49.4 million 
frOID ita current nt~ Oft!' aext fi,. yeara to incur a net 
benefit of $32.1 llili-. IID..,.r, tbia net benefit will not be 
eeen by PPC'• rat~ uatil tbe year 201t, or 22 years from 
today. 8ecoadly, ataff i• aaacea.ed with the level of risk being 
placed on PPC'a raUipalMn. '1M -.fit• of PPC'• propoaal appears 
t .o be noticeably ..aaitiw &o tile ...aU~~Ptione uHd in its cost
effecti~• aaalyai•. O.iag tbe fuel price forecasts from FPC's 
1996 Ten Year Site Plaa ~tuoe• eaYiDI• to the point that FPC's 
ratepayer• -y 11111••d lie ao ~:teeter off tban under the original 
contract . 

• .,... Pu'l.od 

FPC'a ~r.e auctioa bid .olicitation indicated two primary 
objective• tbat .auld be cmuai•rect tilleD evaluating proposals. 
They were: 

1) aid. tbat smwicle •t beaefite (revenue requirement 
reducti0118) to ...cr•n 8CIC!Mr rather tban later will be 
given a pz'efer1aoe, aad 

2, aida tbat n.ult iD a Dear ten increaee of capacity 
~t• ..,-be lild.t.ed to an •a*egate aet preeent value 
rate il!lp&Ct of f17.7 llillioa, tbe AIIOUftt of the 1995 
over-recovery fftlll tile nveDue clecoupling experiment. 

Aa indicated above, tbe ..C/OCL petition doe• not meet either of 
theee two objective•. Specifically, FPC'• propoaed buyout will 
cost current ratepa~ ftJ.t llillion but will not provide net 
benefit• until 22 ,_ar8 iD tile future. Jn fact, the earliest 
possible benefit• could DOt bella before tbe year 2014 when the 
Contract temi.nate• aad ftJC begiu replacing it with replacement 
power. Thia re8Ult• ill ftC' • eun.t ratepay.r• fuading the buyout 
in hopes that they will &ITiiD au.ta.1r. a -'ai.ua of 17 years from 
now wben tbey .tgbt bella to ... a beaefit. Tbis violates the 
regulatory goal of iateqeaentioaal faineu. 

Though this ru•ia8ioa ball c:oaaiderecl eucb a long payback 
period in the paat, tbe pa~u wre .... rally -tched with 
gradual .benefit• tbat •tartel cloaer to tbe ti.. that coats were 
incurred. Thi• cloee .. tcbtag of coat to benefit helps to reduce 
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the risk and uncertainty of futun l:ls•flu act•.•ally Mterializing. 
One exa~le of aear-t•~ beaefl~• •••a•lated witb a buyout is a 
coal contract buyout. "-•• t,.. of buyout• di•continue older 
higher coat fuel ~ ...S tKJdlately nplace the• with a 
lower coat coal -..ly. 'lllenf_.., a beDefit i• available to 
off aet the added CDIIt. IID•NK', tile ..C/Ot:J, buyout can not and 
will not provide uy .._.fi~ •ttl 17 ,.an froa now. 

Seneitivity to ........ ~ 

Aa explaiDecl ia tbe Pl"t.uy -.aff _1,.1•, Attact.ent A shows 
that te~inating tbe CDDt~ iD ~ 201t will reault in a net 
benefit of $32.t ailll•. ataff perfor.d MVeral analyses in 
order to detent• tile IN,au~ • • ..... i~ivitie• to the input 
u8\llll)tiana. 'ftla• ~,_ w.ried t..,.at• nagiag frca ~he aasumed 
diacount rate to pcojea&ed ·eu.1 ~~. O..rall, tbe buyout was 
found to be noticeably -~~1 .. to ..all of ~- challgea a• ia more 
fully de.cribed below. 

The PPC/OCL buyout.... • ~bat f....-. Contract energy and 
capacity pay.aot• could a. nplaoed at a la.r coat baaed on a 
weighted aver- of tile coat of ~ power and capacity 
addition (Marqt ca.). a. a -itivity to ~1• .. IIUIIIption, ataf f 
aaked PPC to develop a ~lacs•ant capacity and ene~ forecast 
baaed 80lely oa addiDI a COIIIbiMd·c:ycle UDit (CC c:a.e). This 
aaau~~ptioa reduce• tba coat•effe&*l,..... of tbe PPC/OCL buyout 
from $32.t llillioD to fJl.O IlillioD. lla..,.l', •taff believe• that 
thi• aceaario i• 110re ~eltl• - - U...S •• the baaia for 
additional analyai•. 

To -••ure tbe i..,.ct of ....,._ la projected fuel prices, 
staff dete~iaecl the ~t•• aoat-effectiveaese when using t.he 
fuel price forecut f~ Pie'• 1tt' Ten Year lite Plan filing. 1 

Substituting PPC'• TY8P- ea. fuel price foncaat decreued the 
buyout' • Nving8 to f20 .1 llilliaD, a f12. t llillt.aa decnue. FPC's 
TYSP High Cue fuel price f__..t fUI'tMI' nduced the cost
effectiveae•• to $3.3 .tllioa, a 121.7 llillioa deere•••· Staff 
believe• tbat each of t...._ -itlvitie• are rea80nable and 
de.an•trate the l~~~pact of abort-ten c:u...,• in fuel price 
projections. 

PPC'a 1tt6 Tea Ye&K' 8lte Plan ..a found to be suitable 
for plaDDiag puzpoae• at tb8 DecJ~r 2, 1tt6 Internal 
Affair• CODfe~. 

.·, .. :: ... .i·'J 
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Staff aleo ~ tbe ~~ of inflation on the buyout's 
co•t-effectiftDe•· IDflatioD - · introduced into FPC's 

·-tbodology by illc~n••illlr d.- pGIItb z-ate in the ••ti .. ted coat of 
building tbe a.pleaJFJJt C...'• ~atd·aycle unit by one percent, 
and by addi.Dg oae•tlail'd of - ...-a•t to rfC' • CUI'I'ent co•t of 
capital, the ..... 111 Mllltat nH. ID Ghantel •~'• Mcle to th• 
fuel fol'eoutl in &laY -.J.t~~ie .. aftW CM po_tliltili'V of dPubl• 
oouncint inllaCi .. whiR ro~e ~U.III in .... IIIVIf, lOnl w-r• 
HiM OOMiMrM, Rll I I I I 1M "filii' IR&I'III• 'n inll••t'" ,,.. t 'i 11 .11. ..,., iA~ 1•1•• IWffiR~ A~M~ 
I I liP l li NIUII &I• eJ _, • lllft ft l ftl ftl~ ~flfUI•nf 
YllUI AI lM !j..!. "' I H • -· N ••• ''• •• 111\tMi d ~fHW~ h 
l11'1 fijf IM ..... 'I •m••• Hll HI I,. Bl.feiO~ H~ 
l!!. lll!ttPfiUi!.. ., ft_!l I _ ltl1 II MIIWH~- "f. hl ftt Hfitl 
~~~.1 tn-t I •• - .... III"HII I I I , ••~el"h 

,u.~t1\.\\~ -=rt,l\,W. ft="J.' n·:.:~:.r~·~~~ 
Mfltlll, 11Ull ~~... lla.i Ill IIH \IHH, t," ill!fl!l!l\~ 1 
RIHliM 'M 'I --·llllltt.,.llll tw. ·~a.t Mil11t)tt to 
eal, t ailli•• • ll lallll• .-..1 •• 

Pinallv. •tall -l,...a t• •oeaal"ioa in which both fuel 
price• and inflatioa ..ce cbaa11d. !be fir•t •cenario combined 
FPC'• High ea. ftD fuel ~toe fozoecta8t with a pre•umed one 
pez-cent iac~ ia tile vallrlyiat nte of inflation. When 
co.bined. tbe8e aa• pt~ ~t in a aegative $2.8 aillion net 
preant value. 'file •caet 1101 •zoio CGIIbiaed PPC• 8 High Case TYSP 
fuel price fonc:ut witla nc•• lal8tol'io co.t of capital. This 
CCIIbillatiaq ncluced tile llilt --fit of tile buyout to negative $3 
aillion, a ,,, .t11ioD ~. etaff fOUDd tbe .. •cenarioa of 
higher fuel price• aDd bi ... ll' n~ of illflatlon to be consistent 
with bi•tozoical event• O¥el" ~t bi8tory. Purthe~re, staff 
believea tbat tbe8e r8PCI818t rea80Dable 8CeDarioe for the future . 

.... 
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'l1le reault• of each of tb8 Mal~ .-ntionad above are 1 isted 
in the followiDg tOle: , 

nc:/CICL •IIJIDIIt a.t-8fteat:l,.a••• 

-itiYl~ . 
ll -=:.r ........ PayBack 

' .. , .... , Period 

Petition (Market C.../1601 32,tlt 0.00 22 
Foreca•t) 

cc C.M/9601 P\lel h'lee Jl,Otl 1,906 22 
Forecaat 

CC ca.e/&aM ca. M 'J"Y8P P\lel 20,0'75 12,8'79 23 
Price Poreea~~t 

CC CAae/Higb C... H 1QP .... 1 
Price Porecut 

1,251 29,696 26 

Petitioa With 1t IDflatiOD 2t,tl5 ?,959 23 
Increaae 

Petition with Bi•t~ic ca.t of 21,113 11,061 23 
capital, t.sst 

1' Inflation lnereaae 
CC Ca.e/Higb C&M H ft8P FUel (2, ,,,, 35,11'7 >26 
Price Poreeut 

Hi•toric OO.t of ~ltel, t.Sit 
CC CAH/Higb CU. H ftD fUel . (2,1'73) 35,927 >26 
Price Porecut 

Aa •hown in the ~ table, tba co.t-effectlvene•• of the 
buyout ia aenaitift to botla Ml price pz"OjectiOIW and inflationary 
hapact•. Tbe net HYi- f~ tb8 buyout, baled OD FPC'• recent 
fuel price forecaata, fluctuat• a,a .ucb u •30 •illion . Adding 
the effect• of PPC'• bia~ic coat of capital or the effects of 
higher rate of iaflatiaD ~u 1a .... tive HYing•. The PPC/OCL 
buyout ia aurrouDCied witla uaoefta:::r.. clue to it• lengthy payback 
period of 22 ,.ar•. ifba ODly ce _ ty aunouawling the PPC/OCL 
buyout ia the $tt.t .t11S. ~ COIIt. ataff dou DOt believe it 
i• appropriate to .ub~ect ftC'• .~ cuata.era to this 
additional $49 . t ~llioD • JID .. 1a bofll ~t they ~gbt receive 
a benefit u ..ach u 21 ,.an la tbe futun. '!'henfore, ataff 
recOBDenda that the ca-i•iOD ._y ne•a petition. 

-·-
r:O:~_,,,.;,A. ,f ~.,. ,· • •• 
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Iflf!S 2: If Staff'• pr~ ~= a:tetiaa on Iaaue 1 is approved, 
how should Florida ~ C'oi'JOI'AtiOD (PPC) recover expenses 
asaociated with tbe lettl .... t ~·••sat to buy out the Orlando 
Cogen Li•ited, Ltd. · (GeL) .Colltnct? 

n•g ~~~ • •• If tbe pao:i.uy ataff nc~ndation to 
Iuue 1 ia 11ppr01id, ~ • 1 sssss .Maaciated with tbe buyout should 
be recovered f~ tile ~ ~ two acljuat•nt clauses. 
Specifically, 31 ~ Oi tbe ~t costa ahould be recovered 
through tbe Pual aild ~ PAwsr CO.t hcovery Clause. and 62 
percent should be ~nEed tbl'ousJb tbe CApacity Cost Recovery 
Clause. Tbia would ......-s-ta tbe co.t allocation which would 
have occurred bad ~ coat2aet ~iaed in place. FPC indicated 
that the eo~t alloaatiaa •tllodology auggeatecl by staff was 
acceptable. (Dr~r, llarlow, ... ler) 

Mfi ~ ~ -~ 1 If tile p~ nc: sadation to Issue 
1 ia a~, "'iii! awac 1 •e tlaat M1,142,000 of the $49.4 
million total bupDII& . aa.t tie all...S for recovery through the 
capacity and Puel a-ss .... tile ~I niDiag 12,7,3,000 be recovered 
through curnat .._ nte ......._. · 4ftJe $4,,,42,000 being 
recovered thnugb tlla C'lle=ity ..a .._1 ClauN8 ahould be allocated 
as recom.ended iD ~ ~~ ~a•r1adetion. (Stallcup) 

·, ' 

nrpg ....., ••&pga Aa cliac:uued in Iaaue 1, primary 
reco andatiaa, ataff Na 1 da tbat tile buyout 1• reasonable and 
prudent. 'l'Mrefon, tM -,aut ao.t• abould be approved for cost 
recovery fftlll the rat.,... nc ......-- ill the petition that 
cost recovery of tbe tiuvaut aa.te be iiFpl-ntecl through the 
Capacity Coat .. covery O...a (c ... city clauae) • This ~aethod, 
however, would re•ult iD laequit.iM ill coat allocation. 

capacity coat• ~ allocated to cuata.er claaaes based on 
their contribution to ~- peak d••nd. Since residential (RS) 
custa.ers contribute ~latlvely .ore to peak demand than 
commercial/industrial curco.ara, ~ry of all the costa through 
the capacity Clauae tiDUld UDfai~ly burcleD the as class. Fuel 
costa, on tbe otber baad, ~ allocated to cuata..r ela•aea based 
on their relative ~ (Jdla) cxeee~ioa. Allocating recovery 
only through tbe WU.l el.._ tiDUld tbarefore re•ult in 
ca..rcial/illduatrial ~..en payial__.. of tba co.t relative to 
RS cuata.era. 

According to PIC'• ~Y8ia of tbe CODtract ca.. for the last 
ten years of tba C:C.t~act, '2 perceat of the total Contract 
payments to OCL would have been capacity pa~nta recoverable 

_,_ 
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through the capac~ cl...... ·'· .. ~iaing 31 percent of the 
pa~ta to OCL .au1 · ..._ .._ ~ ~='ta recoverable through 
the Puel ClaUM. 8taff ia ' lad the buyout costs be 
recovered tbougb ~ t.O Claueea be•ad OD tbe .. percentages, in 
order to approxi•te tM --~ iia .aat.cb t._ contract coat a wou 1 d 
have been nco¥U'ed •••• tile...,... nc illdicated that the cost 
allocation .. tbadololr 8UIIteted ~ ataff ... acceptable. 

AL*EitTJD ft'" ZE'.-ga nc•a Nfl'le•t for recovery of the 
coata aaaociatecl wlili d~WIIU,aut of tile OCL Contract ia aimed at a 
desirable goal. caat~• li.U tlaia aae expoae ratepayers to 
potentially higher ~ coeta iD tbe future. They also reduce 
the COIIIpallY' • fiaeaclal flexibility by KW~Uiring them to carry 
potentially DOD-c~itift aouzoea of geaeration aa long-term 
liabilit.iea OD their lloolla. tba '-dtmtatal queation ia whether 
the price PPC ia •*' .. nteparan to pay to aol,. thia problem is 
too high. 

In the Prt..ly -= rn'latiaa to Ia .. 1, ataff ccnaidered the 
lftethodology ..S aaa . 5 t~ Wlde2PiDDlag PPC' a proposal, and 
although recopiaiag diet t11en ia a cMnce that tbe benefits to 
ratepayers -y DOt •terialiae, CODClw:led that PPC' • proposa 1 
should be approved. ataff · a..idel'ed tile - -t.hodology and 
aasu~~pt iona and coacludecl Claat tbe riak to ratepayers was too 
exceaaive and nee 1 !let tMt tbe Pft!POaal be denied. In this 
Alternative a.oawra-tioll, Kaff ie pniiOaiDSJ tbat by allowing a 
-11 portion of tbe CIDat~ ..,_.t ooata to pa•• through current 
base rate earnlaga, tbe bulk of tbe Contract buyout coats can be 
recovered dollar for dollu tlmaullb tbe ncovery clauses as 
requeated by tbe C'allpi'D)f, ~~~aile ~iag tbe loag-tena riak to 
ratepayers tbat pw n.. to tile eaaeena. expneeed in the 
Alternative a.com.endatlaa in laaue 1. 

Staff believe• tbat ~ ~ aeveral factor• that aupport the 
recovery of the buyout ooat• ~ tbe recovery clauaes and 
current baae rate earatDta. 

Firat, u ell~ in tbe AltezDati,. lleetc liiBndation in Iasue 
1, the net preNftt value of tbe CCiatE'8et buyout u pnNnted by the 
company ia Hnaitive to c:ben .. • iD tbe iaput U8UIIIptione. Uaing 
the scenario in Wicb t.1 pc'iae8 .., .. to tbe high band forecast 
contained in PPC'e ltt' ~ Year 8ite Plan, and uaing a 
hiat.orica.lly .-odeat rate of iDflatiaa 1 rrcent greater than 
a••umed by FPC, the aet pneeDt value o the buyout becomes 
negative in the AIIOUDt ($2, 7,J, 000). 8taff believea that this 
scenario is entirely plauaible caaaidering the hiatoric•l range 
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over which tbeM iqllt ... £ ti ..... ._ YU'lecl ADd the length of 
tia~e involved befon dae ,.,.._. ... iu. Raff -• thia acenario 
as a reaaonable upper bouDd ~ ~ rlak to ~ich ratepayers should 
be exposed. · 

Second, PPC'a ~ ..a.d. ntun GD equity ia 12.49,, well 
within ita alla.d nllll' of 11.0 to 13.0 percent. With $2.5 
lllillion repr....atiag10 .._,. poila&8 GD ntum on equity, there is 
rOOIIl to allow a portl• of t._ tt*al buyaut coata to flow through 
current ba- rate ~ ..t atill ar..p t._ CCIIIIIPUlY aafely within 
their range. "ftte eff-* of z.aa••illll 12.1 aillioa over five years 
through curnDt bue nee ~ ia to nduce PJIC' a achieved ROE 
by 2.2 buia poiata ... ~· ~. ataff believe• that it 
is equitable to allan dae aa.t of tlie ~bet,.._. ratepayers and 
the ca.pany aince both ataad to beaeflt froa it. 

Third, recoverilll tba a.ta llet- t._ ~I')' clauses and 
current baM rate ~ ciDee 110t cJwnge the tema of the 
Contract betwea nc 8Dd OCL, aaly tM •Y tM co.ta are recovered. 
Approval of tbia fo~ of ~r.r .auld DOt require renegotiation 
of the Contract. 

Given tbeae fectac8, etaff ~levee that it ia appropriate to 
approve recovery of tba .,_.t GOIIta tUough both the recovery 
clause• and tbrougla ~ ..._ rate earning•. Given tbe 
plauaibility of tbe ..,..rio ~ above, ataff nca.ends that 
$2, 763, ooo of tba tot.al Cl:laUeGt INJagt co.t• be recovered through 
baae ratea aad tM l'l tnf'll NI.ICJ,OOOO be nc:overed through the 
capacity and .U.l lt.eecJINzy clauM•. aotb abould be recovered over 
the five year period begilaieg la 119'7 aa requeated in FPC's 
petition. 



.. 

rw- :J: How ebould tile 11ft nweaua decoupling over-recovery 
balance be credited to c:uato.en? 

. . . . . ' . ... . I .,.. ~ CDDMI'Yation coat Recovery (ECCR) 
factor abould be ~ted .tth tbe 1115 revenue decoupling balance 
and accu.ulated laten8t to ~ldaDtial cu•ta.era only with a one 
year aiBOrtintiOD period aa a put of the 970002-BG Docket. FPC 
has indicatecl tbat tba oae ,.ar ..-rtiaation period ia acceptable. 
(Dudley, Harlow, ltallcup) 

mrp '=•.pg, Altbae p tile C= t••ioa approved FPC's request to 
defer crediting tt. lttl . nv1 .. decaupling balaace to allow FPC to 
conduct tt. nvel'8e auotloD fOI' QP buyout•, •taff believes the 
refund of tba decoupllal balaace ia a aeparate ia•ue and is 
unrelated to tba ..-ita of tile CCIDtract buyout. 

In ceder ~ • ..C·I5·00t7-f0r-•l approving PPC'• proposal for 
revenue decaupllag fo&" n.w.atlal CWitrJ•In, ta. eo-i••ion stated 
that, •reveaue i.-eta · fraa tile decoupliDg u:peri-nt shall be 
reflected 1D tba caleulatioa of tt. .eat factor. • On March 12, 
1996, the 0::: iMiaD i•-- Order Jlo. P8C-t6-0l52-POP-BG in Docket 
No. 960002·10 ideatifviag •17,7tl,531 plua intereat as the 
appropriate a.,..t of ower-~ for tba a.venue Decoupling 
true-up balance for 1tH. 

FPC ~"eqUeata tllat tbl lll!plaCt of the contract restructuring 
co•t• on reaidentlal ~r• be diffuaed by crediting the ECCR 
factor (for n•icleatial cuatc:.en Gilly) with the previously 
deferred 1195 r...aue dac~liag over-recovery balance ~nd 
ac~latecl intere8t. PJIC augga.ated tbat the decoupling over
recovery be a.ortlaed ewer a period of one to three years, 
whichever period be•t lliDiai- fluetuationa in the customers' 
overall bill•. 

On llov liter 11, 11M, file filed a llotlce of .. ti .. ted True-Up 
under-Recovery CDaeket 8o. H0001•81) wbicb addn8HCI the expected 
under-recovery of fuel co.ta due to u out- at tile Cry• tal River 
3 nuclear unit. Ia tbla flllag PIC 8tatea that in order to diffuse 
the rate 1..-ct of &be fuel ~r-~ry on re•idential 
cu•tc.er•, •rlorida ~-1" will ~at a one-year aMOrtization 
period of tbe (19951 decauplU. Oftl"•nooNry in it• upcoming ECCR 
filing. • Staff agree• that tb. _.rtlution period •hould be one 
year to mitigate the rat,e t,..ct• for n•idential euatOIDera of the 
contract buyout along with .ar ~ential fuel eo•t under-recovery. 
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Legal •taff noel,.. a ~-~ f.._ ~ I.gal 8nviror.ental 
~•i•tuce ro._..ticD (~) 111d.da 8tllted, •JaP bu concern. about 
the CODDec::tiOD bet- ~liag nfuadll to the re•idential 
custc-.r• and PIC'e JIIOID•III r;, caa~I'AGt: ~. • The letter did 
not epecify ..._t ~..._ caa~ an. IIOweYer, - etated above, 
•taff vi .. the refUDd or tbe 1115 ~liag CMtr-rec:overy balanc~ 
and a~ated iDten.t M a ~ l•- f~ the •rit• of the 
Contract buyout. .• 
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I ... t: Should tbi• do cat be clOMCI'I 

' ·. • I . • I ~ 0 : Y•. If liD,_.. t 11 ...a.tafttial intereata are 
affected by tbe ~ t•loa'• Jllccmlalll ... oay actic:m filea a protest 
within twenty-one daye of tbe i..uaace of tbia order, thia docket 
should be cloaecl. 

S'I'Af'f W'·JIQ: If DO ,_... tlllo11 ..a.taatial interests are 
affected, filea a ~·t foe a 8ection 120.57, Ploricla Statutes, 
hearing withi·n twenty--. ..,. of tbe i88Uallce of thia nrder, no 
further action will be ~l~ aad tbl• docket ahoulcl be closed. 

,. 
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Attac~nt A (Paqe 1 of 1) 

lxhlblt D 

(JHJt .. , .. C1111 ... r 

Ill !!!!! .... .• , ... , (I.Ut) ... .., (l.llt) .. , .• , .... ,, ... .• , (I,Mt) 
Ult .., tl.llt) 

0 0 0 • 0 0 • 0 0 
0 0 0 
0 0 0 

• 0 0 
0 0 0 
0 · o 0 
0 · 0 0 
0 0 0 
0 0 0 
0 0 0 

• II.IJO ,., .. 
0 ... 37,3St 
0 .. ..... 
0 u.- 41.112 
0 17Mt 4f,1M 
0 ... ... .,. 
0 . .. ..tl2 
0 • ••• 12.135 
0 ··"' .. ... 
0 ... •. ,. .... ...... 
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