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FLORIDA POWER CORPORATION 

DOCKET NO. 970088·EO 

DIRECT TESnMONY OF 
ROBERT D. DOlAN 

I. INTRODUCTION AND aUAUFICADONS 

1 a. Pleaee state your name and bulineaa addreaa. 

2 A. My name Ia Robert D. Dolan. My business address Is Post Office Box 

3 14042, St. Petersburg, Rorlda 33733. 

4 

5 a. By whom.,. you employed and In what capacity. 

6 A. I am employed by Aorlda Power Corporation 1•Aorlda Power• or •the 

7 Company•} and I am 'currently the Manager of Cogeneration Contracts and 

8 Administration. 

9 

10 a . Pleaee deacrlbe youJr dutiea and reaponalbllltles In that position. 

1 1 A. I have responsibility for implementing Florida Power's cogeneration and 

12 small power production <•aF•I policies, which include contract negotiation 

13 and admlniatretion. I have been involved in the Company's OF matters 

14 since 1988, except for the period of time between approximately 

16 December 31, 1990 and February 18, 1991, when I was working on 

16 behalf of another subsidiary of Aorida Progress. I have been responsible 

17 for the administration of Florida Power's OF contracts since June 1991. 

18 In addition, I am familiar with the measures taken by the Company to 

19 8dmlnlmr, clarify or renegotiate Its various OF contracts. 
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Q. 

A. 

PleeM datcrlbe your educetlonal end business beckground. 

I have a Bachelor of Science !Degree In Electrical Engineering from 

Christian Brothers University. In June, 1977, I was employed by Allen & 

Hoshal.l. Consulting Engineers where I conducted numerous studie!' for 

municipal and REA electric utllltle.a. 

In 1 980, I was employed by Dashlel. My duties there included tu~n-key 

substation and transmission line design and construction for industries. 

Industrial cogeneretors and utllltles. 

In 1982, I was employed by Turner, Collie & Braden. My duties Included 

high voltage substation dealgn Including structures, equipment selection, 

conflgura11on, relaying and speclffcetlons; process and building electrical 

design; and site design Including electrical distribution, medium voltage 

substations and lighting. 

In 1983, I wes employed by Aorlda Power as an lndusu;al Services 

Engineer In the Northern Division located In Monticello. In that oapaci·ty, 

I waa reaponJiblo for cogeneration and largo Industrial/commercial 

customers. My duties Included oversight of cogeneration Interconnections 

and participation In the contracting process for various cogeneration 

projects located In North Florida. In 1986, I assumed the position of 

Senior Cogeneration Engineer. My responsibilities In that position were to 

provide project management for OF Interconnections. I also performed 

technical and economic analyses of a wide range of cogeneration projecu, 
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negotiated conlracts for firm capacity and anergy from aFs, and 

developed the Company's guidelines for Interconnection Standards. 

In 1990, I was appointed Project Manager, Cogeneration Projects. My 

responsibilities Included continued exploration of cogeneration 

opportunities for Florida Power Corporation. In 1991 , I was appointed to 

my current position as Manager, Cogeneration Contracts and 

Administration. 

Are you a member of any profuslonal organlzatlona? 

Yes. For the past aeveral years I was a member of the Edison Electric 

Institute Cogeneration Task Force. In addition, I am a member of the 

Institute of Elae1rlcel and Electronic Engineers and the Association of 

Energy Engineers. 

Do you hold any profeuional certlfatlona or lic:enae•7 

I am a reglmred Proftuional Engineer In the State of Florida. I became 

registered In 1978. 

Have you ever tutlfled before the Aorlda Public Service Commlsalon7 

Yes. I have testified several times before this Commission concerning OF 

mattera, Including proceedings requettlng the approval or Interpretation 

of aaveral QF contractl, a proceeding to authorize Installation of new 

Company· .>wned generating unite, a proceeding relating to the Company's 
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1 minimum load curtailment plan, annual planning hearings, bidding and 

2 rulemaklng hearings. 

3 

4 

6 

n. PVBPOIEI AND OBQANIZADON OF IESDMONY 

6 Q . What.,.. the purpo,sea of your tenmony? 

7 A. I am testifying In support of Aorlda Power's recent agreement with tho 

8 Tiger Bay Umlted Partnership under which the Company plans to 

9 purchaM the 220 mega wan Tiger Bay cogene111itlon facility located In Polk 

10 County, Aorida. Florida Power has determinod that this purchase 

1 1 arrangement Ia a unique and timely opportunity that will result In 

12 substantial cunomar savings. The Company Is seeking approval in this 

13 proceeding to recover the purchase price and aJasoclated financing costs 

14 from Ita cunomers over a period not to exceed five years under the 

15 capacity coat recovery portion of ita fuel and purchased power cost 

16 recovery elauaa. In addition, the Company Ia asking for approval to 

11 recover purchaud Gill costa auoelat.ed with the Tiger Bay facility under 

18 the fuel con recovery portion of that clauae. 

19 

20 My testimony provides an overview of the purchase arrangement. I will 

21 describe the Dger S.y project, explain the context In which the Company 

22 decided to acquire the facility, outline the principal terms of the purchase 

23 agreement and Identify the expected benefits of tho purchase. Mr. John 

24 Scardino's testimony describes Aorlda Power's proposed accounting and 

26 ratamaklng treatmemt of the purchaae In greater detail . 

. 4 . 



a. How 18 your t .. dmony org~~naacf7 

2 A. My testimony covers four general ereaa. Firat, I will outline the basic 

3 characteristics of the Tiger Bay project. The Commlaalon ahe>uld be 

4 generally familiar with this facility because It has been In operation since 

6 January 1996, under five purchase power agreements which were 

6 approved by the Commlulon betwMn 1989 and 1991 In Docketa 

7 890094-EO, 89091~EQ, 891006-EQ and 910549-EQ. Second, I will 

8 summarize the Company's reaaona for Investigating wave to mltlgat.e the 

9 customer Impacts of unece>nomlc purchased power contracts, and I will 

10 explain why ng.r Bay repreaented an Ideal acquisition candidate. Third, 

11 I will aunvnarlze the terms of the purchase agreement. Finally, I will 

12 provide a coat-benefit c.omperiaon which eatabllahea that the purchase hat 

13 the potential to AVe customera ae much as 82.4 billion In cumulative 

14 payment obligation and has a benefit-to-cost ratio of between 8 .9 and 

15 10.4 . 

16 

17 a . Are you apon.arlng any exhlblta In thl8 procaedlng7 

18 A . Yes. I am eponeoring Exhibit Nos._ (RDD- 11 through_ (RDD-6). The 

19 Tiger Bay purchese agreement, the fuel transportation contractl, and the 

20 steam sales and leaae agreements are reproduced In Exhibit Nos. 

21 __ (RDD-61 for eue of reference. 

22 

23 

24 

Ill. PE$CA!pt!ON OF THE DGEB BAY PROJECT 

25 a. Where 18 the Tiger Bay facllty located? 

. 5 . 
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a. 
A. 

a. 
A. 

a. 
A. 

The Tiger Bay facility Ia located near Fort Meade In Polk County, Florida. 

It Is a cogeneration facility which supplies electricity to Florida Power and 

thermal energy in the form of steam to US Agri·Chemlcals Corporation 

("US Ag") for use In producing fertilizer products. 

When cUd the Tiger Bay plant become commercially operational? 

The pl.ant began delivering test energy to Florida Power In August 1994, 

and had a commerclal ln·servlce Cllate of January 1, 1995. 

Ia Tiger Bay a large euppller of electricity to Florida Power? 

Yes. In fact, Tiger Bay It Aorlda Power's largest qualifying facility ("aF"l 

supplier. The facility delivers 217.75 megawatts of commined capacity 

to the Comptny under five purchased power agreements ("PPAI"I. Three 

PPAa - totaling 171.6 MW •• have terms extending through December 

2024 and energy pricing provisions based on Tampa Electric Company's 

("TECO") Big Bend 4 avoided coal unit. The fourth PPA - covering 40.15 

MW - runs through December 2026 and the energy Ia priced on the basls 

of Aorida Power's Cryatal River 1 and 2 coal units. The last PPA Is for 

6 MW, extends through 2004 and the energy Is priced by reference to the 

TECO Big Bend 4 avoided coal unit. 

PleaH deecrlba the equipment conflgu,.tlon at Tiger Boy. 

The combined cycle facility conalats of a GE Frame 7001 FA gas turbine 

generator with a Oeltak heat recovery steam generator and a condensing 

GE 74.9 MW steam turbine. Tiger Bay's facllltles also Include 230 kV 

. 6 . 



steJrup transformers end circuit breakers whlc·h, techf'ically, are treated 

2 as transmission equipment. 

3 

4 a . How Ia the Tiger Bay project cunandy owned •nd managed? 

6 A. Tiger Bay Is cu~en11y owned by a partnership called the Tiger Bay L!mlted 

6 Partnership, which Is compriaed of three general partners - Oestec 

7 Energy, Inc. (60. 79%), Energy Investors Fund (25.6 1 %) and General Peat 

8 Resources, L.P. (18.67%); a limited partner -· International Power 

9 Systems, Inc. (2.43%); and an economic interest - Peat Development 

10 Partners, Inc. (2.6%). Oestec Operating Company currently opCJrate; the 

11 facUlty. The operating coat In 1996 was appro~tJmately $6,500,000. The 

12 existing staff at the facility includes a plant 1manager, plant engineer. 

13 maintenance aupervJsor, operations supervisor. clerk, two purchasing and 

14 stores agents, three maintenance technicians and ten operators. 

16 

16 a. Plea• outline the ounant gae aupply and transportation arrangements for 

1? the TIGer Bay faellty. 

18 A. Natural gas is supplied to the facility by Vaster Resources. Inc. (formerly 

19 ARCO Natural Gas Marketing, inc.) under a long·terrn contract. The 

20 contract provides for dellverl&s In volumes adequate for the Tiger Bay 

21 Facility. The natural gas contract with Vaatar requires confidential 

22 treatment of the tarmt and conditions. Transportation Ia provided on the 

23 Aorida Gat Transmrsalon system -- 10,600 mmBtu's/day on tho FTS-1 

24 system through 2011, and 22,400 mmBtu's/cilay on the FTS-2 system 

26 through February 2016. 

. 7 . 
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What ,, ... and ateam aale arrangements are currently In place for the 

Tiger Bay project? 

The project has a land lease with US Ag which extends through 2026 and 

contains an annual lease payment of approximately $530,000. The steam 

seles agreement also Is with US Ag and also runs through 2025. It 

provide• for paymenta of t1.60/thoutand pounds of steam for the flrtt 

40,000 pounds/hour (average steam take Is about 35,000 pounds/hour). 

The ateam aale revenue• are about tsoo.ooo per year. 

IV. THE CLIMATE FOR CONSIDEBINQ CONTRACT BUYOUTS 

Why doa the Company believe that mltlgttlon tod1y of thtH purchaMd 

power costa It In the beat lnttren of Ita cuatomera? 

The cost associated wltl1 aF purchased power agreements will be 

recovered from t11e Company's customers dollar for dollar over tl1e life of 

these contracts, since this Commission's orders have authorized tho 

recovery of these coats. Furthermore, In states where customers will 

receive future choice of tl1e1r generation supplier, the cost of QF purchaser 

power agreementl are guaranteed future recovery from tl1e utility 

cuttomara through a surcharge to the distribution and transmlsslon price. 

This conce.pt Is alao being considered at the congressional level as shown 

In proposed House Bill 1338 ·Ratepayer ProteC1lon Act. • A copy is 

Included as Exhibit No. ___ (R00-1). Reducing these ongoing 

customer costa ulfng sound mitigation strategies Is good for the 

Company' a customera. 

. 8 . 
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Q. 

A. 

Why dJd Florida Power decide to evaluate the poulbllty of renagotiatilng 

or buying out purchased power contracu or purch11lng OF facllltles7 

Long-term purchased power agreements represent one of the most 

significant types of sunk costs In excess of current estimated avoided 

generation cost for our customers. Today, operating OFs account for 

about 1050 megawatu of firm purchase power commitments for Florida 

Power. These flrm contracts represent roughly 11% of all the Company's 

capacity resourcea and provide approximately 22% of the total ann·ual 

energy supplied by the Company to Ita customers. With hindsight, we 

now know that the prices requJrad to be paid to OF suppliers over 

contract terms as long as 30 years will be well above Florida Power's 

estimated avoided cost as mea.sured against the Company's future 

generation located at Ita Polk County site. 

Due to the payout atruoture of these purchase power agreementa (value 

of deferral pricing) and the project :structure of the QFs (project financing), 

the sooner within the project life a buyout of these contracts or a 

purcha.se of these facilities occurs, the greater the benefit derived. 

Given the adverse effect of these purchase power agreements on its 

customers, Florida Power formulated a strategy aimed at identifying QF 

suppliers that might be willing to Jenegotlate the terms of their IJUrchase 

power agreamenu In ways that would mitigate these uneconomic 

obligations. Aorlda Power's more partlcular objectives have Included 

reducing the Company's purchase obligation by shortenlnw the terms c.~ 

- 9 -
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uneconomic purchase power agreements or purchasing the facility 

outright , and by negotiating greater dispatch rights. Under this strategy, 

Aorlda Power has bean able to reduce the cost of purchaao power 

obligations under several agreements, establish greater dispatch rights, 

and buyout or buydown aeveral O.F purchase power agreements. So far, 

we estimate that Aorida Power has entered Into arrangements that are 

estimated to seve retail customers approximately $1 .9 billion over the 

lives of these purchase power agreements. The current proposal t c 

purchase the Tiger Bay project Is e continuation of these efforts. 

Are you aware of any precedent for buying out of QF conuacta7 

Yea. The Edison Electric lnflltute I"EEI"I reported In March of 1996 that 

20 utilities had successfully negotiated nearly 100 OF buyouts, 

accounting for approximately 3,614 megawatts of capacity. Development 

phase projacu accounted for about 76% of the reported buyouts. EEl 

emphulzed that Its figures represoented a lower bound of buyout &ctlvlty 

beetUie some buyouu hid been unreported end some were underway· et 

the time of the survey. 

Where have the QF buyo.uta end lbuydowna occurred? 

They have occurred throughout the country. In Florida, for example, 

Florida Power & Ught Company bought out the Cypress Energy project, 

and Aorlda Power has bought down or negotiated early terminations of 

ftve contracts. Thla Commlss:lon has euthorlzod some of these 

arrangements. Ita actions auggest a wllllngnesa to consider restructuring 

. , 0 . 
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ttansactJona where the Commission Is satisfied that sufficient customer 

benefits have been demonstrated. 

This openneu to the Idee of mitigating uneconomic purchased power 

costa Is conllatent with the aentlmenta expressed In othor jurisdictions. 

For example, In a 1995 West Penn Power Company case, the Federal 

Energy Regul~ory Commlsalon 1•FERC•1 actively encouraged utilities to 

buy out of uneconomic Of contracts. and explained that It would allow 

utilities to recover prudently Incurred buyout costs In their wholesale 

rates. FERC repeated the same encouragement In a later Jersey Central 

Power Company cue. Relevant portions of these decisions ere 

reproduced for the Commisalon'a convenience In my Exhibit No. 

_ IR00-21. 

Other state commissions also have promoted negotiated buyouts of 

uneconomic OF deals. For example, the Celifornla CPUC has authorized 

several buyout arrangemanta and even Issued rules early In 1996 allowing 

a utility's shareholders to keep 10% of any buyout savings In order to 

ensure that there would be adequate Incentive for buyout Initiatives. The 

Pennsylvania PUC llkewise has encouraged Its jurisdictional utilities to 

•vigorously seek to renCtfiJotlate or to voluntarily buy out uneconomic NUG 

contracts .. .. • aJ.t Exhibit No. (R00-2). 

What mede Florida Power decide that Tlger Cay waa e good acquisition 

candidate? 

- 11 . 



1 A. The Company began looking Into the possibility of purchasing the Tlger 

2 Bay facility and terminating the PPAs during the second quarter of 1996. 

3 It was not just 11 good candidate. It was the bu1 purchaae candidate for 

4 several reasons. First. It Is Florida Power's most expensive OF that Is not 

6 owned by a municipality. The capacity payments under the Tlger Bay 

6 PPAs Increase at a composite es_calatlon rat.e of more than 6%. The cost 

7 of power under the PPAs currently is over t60/MWH and Is projected to 

8 be $188/MWH, which will be t1311MWH above Aorlda Power's avoided 

9 cost of power by 2026 when the last PPAs terminate. The cost of the 

10 Tiger BIV PPAa to Rorlda Power'a cuatomera Ia eatlmsted to bo t2.6 

1 1 billion above current estimated avoided cost. 

12 

13 Second, Tlger Bay Ia by far the largest of Florida Power's OF suppliers. 

14 Early termination of this one uneconomic project will eliminate 

1 6 approximately 27% of the costs in excess of avoided cost after 2001. 

16 ~Exhibit No. _(RDD·31. 

17 

18 Third, the Tlger Bay PPAs have the longest duration of anv of Florida 

19 Power's QF purchase power agreements. Therefore, w!Jhoyt the 

20 acquisition, the project's uneconomic impacts would continue longer than 

21 for other QFa. Wl1b the acqulsltlon, the cost savlnga will be realized 

22 through 2026. 

23 

24 Q . Were there more rueona why Tlger Bay wae • good acquisition 

26 candidate? 

• 12 -
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A. Yea. The combination of coat factora meant that the Company could gat 

more •bang for Its buck• (I.e., achieve the greatest overall customer 

uvlngs) by purchasing thla project than by raatructurlng any otiher 

purchaaed power arrangement. But there were still more reasons why this 

particular purchau made aenae. The Tiger Bay facility has a numbeJ of 

desirable characteristics. It uus an advanced gas-fired combined cycle 

configuration with •F• technology that Ia well engineered and In good 

condition. It will bathe molt efficient generating unit on Aorlda Power's 

system. The facility Is located In clou proximity to Florida Power's Polk 

County generation site and offers the potential for savings from 

conaoll~ted operat!Ofla. The Company's Energy Supply ataff vial tad the 

facility regularly during conatructlon and after commercial operation; 

Energy Supply therefore Is very familiar with the facility. Its existing 

peraonnel and Ita operating requirements. The Energy Supply staff h as 

reported to Florida Power's management that the Tlger Bay facility would 

fit wall into the Company's fleet of generating units. In edditlon, Florida 

Power believes that It may ba able to Increase the output of the Tiger Bay 

facility by about 10 MW and to Improve the facility's heat rate w ith 

minimal additional coat. The plant Is very attractive elready, but these 

enhancements may bring even more benefits In the future. 

Perhaps the most Important consideration In pursuing this particular 

acquisition wu that the timing was right from Tiger Bay's perspective as 

well as from Aorlda Power's. Tlger Bay responded quickly and with great 

Interest to the auggeatlon that a purchase might be mutulllly beneficial. 

• 1 3 • 



1 

2 

3 

4 

6 

8 

7 

8 

9 

10 

11 

12 

13 

14 

16 

16 

17 

18 

19 

20 

21 

22 

23 

24 

Q. 

A. 

a. 

In hl!1dalght, thla opportunity appears to have been. possible only because 

Florida Power had finished Its assessment of this facility and made a 

purchase offer to Tiger Bay just prior to the time that Destec Energy, its 

majority partner. waa planning to solicit buyers for ali of its assets. If 

Aorlda Power had not made a purchaae propoaal prior to the 

announcement of the sale of Oestec Energy, Florida Power most likely 

would not have been able to carve the Tiger Bay facility out of the larger 

Oattec Energy .. le. Thla was a one·of·a·ldnd timing opportunity for 

Aorlda Power' s cuatomera that may never repeat itself. 

Why Wb the tUning of this acquisition "right" f rom Aortda Power's 

perspective 7 

In my opinion. there couldn't have been a better time (except maybe 

before the plant wu constructed). The sooner we can get this 

uneconomic obligation behind us, the better. While already operational, 

this project Is In the very early stages of Its contract life. By terminating 

the PPAa at an early point and avoiding the uneconomic obligations soon 

as possible, Florida Power will be able to expedite the customers ' benefits. 

In addition, because the project owners will realize their return on 

Investment much earlier than anticipated, Florida Power was able to 

negotiate a favorable price on behalf of our customers. 

What conclu.a.. hu 1he Company dtawn about the vlabUity of the Tiger 

Bay faclhV? 

• 14 • 



1 A. The Company Ia continuing Ita extensive due diligence reviews and must 

2 be satisfied with the results of its due diligence as e precondition to the 

3 purchase. However, the analysis that has already been completed 

4 indicates that the Tiger Bay facility is a profitable and viable project that 

6 should be capable of operating efficiently and aatllfylng the terms of 1he 

6 PPAa. 

7 

8 The vieblllty of thlt facility Ia of utmost Importance In the context of 

9 purchesln" the project end terminating the PPAs. It would make no aern•e 

1 o to buy out of a contract if the facUlty was not viable and capable of 

1 1 remaining operational for all or moat of the contract life. In other words, 

12 if Florida Power could walk away from a contract because the seller was 

13 In default .• or could be expected to default, there would be no reason to 

14 pay money to purchase the project and terminate that contract. 

16 

16 

,, 
V. THE TERMS OF THE DOER BAY ACOUISmON 

18 a. PIMM deec:tlbe the aaMU to be acquired by Aorlda Power under the Tiger 

1 9 Bay putchaM agrMment. 

20 A. Tiger Bay and Aorlda Power have agreed that Florida Power will purchase 

21 the Tiger Bay facility In Its entirety. The assets to be acquired by Florida 

22 Power Include Tiger Bay's generating facility (wittl all spare parts and 

23 permits). the Florida Power PPAs, 1he lease wlttl US Ag of the property on 

24 which ttle facility Ia located, the gas supply and transportation contracts 

26 to fuel the feclllty, the steam sale agreement with US Ag, the amended 

• 116 -



1 O&M agreement with Destec Oper:atlng Company and miscellaneous otfler 

2 contracts relating to the operation of tho facility. 

3 

4 a. Wll el of theN egrMmenU aurvfve after 'die purchaH and sale Ia 

5 co.mpleted7 

6 A. No. Immediately attar closing, the PPAs will be terminated. In addition, 

7 Florida Power and Destec Operating Company each have the unilateral 

8 option to terminate the O&M agreement nine months after closing, or 

9 earlier by mutuel alilreement. 

10 

1 1 a. Which of the m8jor egraamenu wll survive the clollng7 

12 A . The land laue and the steam sale .agreement with US Ag will continue In 

13 effect after closing. The steam sale agreement will provide about 

14 $600,000 In annual revenues which will flow through to f-lorida Power's 

15 customer&. Leaalng the land, rather than owning It, Is also advantageous 

16 because US Ag will remain reaponalble for any adverse envlronmenul 

; ? condltiona that may have exlated In the past. 

18 

19 At least Initially. the gas supply and transportation contracts will continue 

20 In effect. However, the Company will Investigate a restructuring or 

21 buyout of the gas supply contract. Preliminary effortS toward such a 

22 renegotiation ere already underway, but Vastar has been reluctant ·to 

23 negotiate with a non-party to the c(l)ntract. If these effortS are successful, 

24 the customer aavlngs associated with the purchase will be even greater 

26 than we have estimated In this docket. It a buyout cannot be 

. 16 . 
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1 accomplished, the Company expects the costs under the Vaster gas 

2 supply contract to be high relative to Aorlda Power's current forecast of 

3 gas supply costs until the contract terminates. 

4 

6 a . How much w• Aorlda Power pay Tiger Bay under the p~sa 

6 agreement? 

7 A . The agreed-upon purchase price Is $446 million plus an additional amount 

8 to relmburM Tlgtr Bay for certain commltmentl Incurred for spare para 
• 

9 and equipment required to perform a scheduled repair of the gas turbine 

1 o In March and April 1998. The purchasa price will be Increased or 

1 1 decreaaed to reftect any differenc.e between the project's accounts 

12 receivable and accounta payable at the time of the closing. The purchase 

13 price Is payable In calh and Tiger Bay will pay off Its obligations at closing 

14 and cause all liens and mortgages to be immediately released. 

16 

16 0 . What Ia the prtce Florida Power Corporation's cuatomers are effectively 

17 paying for thl Tlgar Bay puroha .. ? 

1 a A . While Aorlda Power will recover the retail portion of the purchase price 

19 and associated financing charges (t488 million), customers effectively will 

20 pay only t266 million on a cumu1atlve basis and t21 6 million on a net 

21 present value basis. This Is because the customers no longer will pay me 

22 costa aasoclated with the Tiger Bay PP Aa but still will receive the 

23 committed capacity from the Tiger Bay facility (I.e.. the difference 

24 between the original contract cost a.nd the purchase cost). SU Exhibit 

26 No. _ (RDD-4) 
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1 Q. Whet wee me Company' 1 bule for concluding that t445 mlllon wee e 

2 reuonable purch .. e price 7 

3 A. The $445 mUiion figure represanu a nagotlated price to purchasu a going 

4 concam which, as I explained previously, is a profitable anr:l viable 

6 business that was expected to continua In operation through the lives of 

6 the PPAs. Aorlda Power's analysis showed that Tiger Bay's pre-tax cash 

7 flow, or profit discounted at 12%, would yiai~d a nat present value of 

8 approximately t446 million. The Company, based on Its experience In 

9 dealings with Q.F ln\l'eators, conaldered this to be the minimum amount 

10 

1 1 

12 

13 

14 

16 

16 

17 

18 

19 

20 

21 

22 

23 

24 

26 

Q . 

A. 

that Tiger S.y would accept under the purchase agreement. After two 

months of Intense negotiations over the purchaae price, we reached, u 

described above, Tiger Bey's lower limit . Flor,Jda Power felt that If we 

continued to push for a price below $445 million, negotiations would have 

fallen apart, and Destec would have rolled thia aaset Into Its total asset 

sale. In that case, thla one of a kind opportunity would have been lost. 

In addltlon, at a purchase price of $446 million, Florida Power was able 

to aecure a nat cuetomer aevlnga of between U .O billion and $2.4 billion 

in cumulative purchased power payments. au, Exhibit No. (R00-4), 

pages 2 and 3 of 4. That was considered to be an outstanding deal for 

the customer. 

How wll the purcha• and aale trenNcdon M consummated? 

Based on the saller"s tax conalderationa with respect to the project, 

Florida Power was required to set up a special, single purpose subsidl1uy 

(FPC Acquialtlon Umhed Ueblllty Company) through which the assets will 
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2 

3 
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6 

6 

7 

8 

9 

10 

11 

12 

13 

14 

16 

18 

a. 
A. 

be transferred from Tiger Bay to the Company. Immediately following the 

closing (In fact , the same day), the assets will be transferred to Florida 

Power, the PPAa will be terminated and th• subeldlary will hold no utility 

assets. The subsidiary than may be dissolved at Florida Power's 

discretion. 

What are the major condltlona to cloalng the aala7 

The transaction Is conditioned upon timely receipt of eny required 

regulatory consents and approvals, including: ( 1 I expiration of the required 

waiting period following a filing with the United States Department of 

Justice under the Hart·Scon·Rodino Antitrust Improvements Act of 1 996; 

(2) authorization of any FERC·Jurlldlctlonal anet transfers (i.e., 

transmlllion facilities) under the Federal Power Act; and (3) this 

Commlulon'a final approval of the contemplated transactions, Including 

recovery of the purchase price over a period not to exceed five years. T'le 

agreement already has been approved by the Boards of Directors of Florida 

17 Power, Destec Energy and Tiger Bay. The transaction. however, remains 

18 conditioned on the closing of Destec Energy's currently planned sale to e 

19 third party. In addition, the Tiger Bay partnerahlp will need to obtain 

20 lander consent to the transaction. 

21 

22 a. What other PfOvlalona doea the purchaaa agreement Include to protect 

23 Florida Powra lntaraata7 

24 A. The agrHment also contains a aeries of covenants, representations and 

26 warranties Which provide Florida Power assurances concerning the 

. 19 . 
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1 I condition of the Tlger Bay facility. the project's compliance with applicable 

2 regulatory and environmental regulations and the ownere' legal authority 

3 to proceed with the transaction. In lieu of Indemnity rights for breach of 

4 Tiger Bay's representa·tlons and warranties, Aorida Power has certain 

5 rights to terminate the Agreement without closing, Including without 

6 limitation: 11) prior to February 1, 1997, If Florida Power Is unsatisfied 

7 with the resulte of Ita du. diligence Investigation of the Tlger Bay facUlty 

8 Cother than the gas turbine compressor); 121 on or before April 30, 1997, 

9 If In the opinion of Florida Power'a profeaslonal engineer after 

10 investigation of the gas turbine compressor during the March 15, 1997 

11 scheduled outage of the facility, the mechanical Integrity .of the 

12 compressor Ia compromised and/or a material loss of performance has 

13 reaulted or will result In exceaa of normal aging; (31 1f this Commission has 

14 not., by July 1, 1997, Issued a final, non appealable order approving the 

16 rate recovery of the purchase price over no mor,e than five years; or (41 if 

18 Tlger Bay Ia In default of the agreement because (a) any of Tlger Bay's 

1 7 representations and warranties is false or ml.sleadlng In any material 

18 respect, (b) Tlger Bay falls to perform any of its covenants under the 

19 agreement, or (c) Tlger Bay tails to timely perform or satisfy any of its 

20 material obligations under the agreement. 

21 

22 Q , Aeaae explain genetlllly the nature of Aorlda Power's due dllgence 

23 aetJvltlea. 

24 A. Florida Power must be aatlafled that the equipment at the Tiger Bay 

26 facility currently Ia In sound operating condition and that It Is likely to 
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13 

14 

16 

18 

1'7 

18 

19 

20 

21 

22 

23 

24 

a. 

A. 

continue to operate efficiently In the future. The purchase agreement 

requlrea Tiger Bay to keep the facility In good condition up to tho time of 

cloalng. If Florida Power Ia not satisfied with Its due diligence reviews. 

the purchase agreement can be terminated prior to closing. 

Florida Power's due diligence activ'ltfes tall into three major categories: (1) 

analysis of the physical plant condition; 121 analysis of 

environmental/regulatory luues; and (3) analysl$ of contract Issues. The 

phyalcal plant review focuaea primarily on the condition of the gaa turbine, 

the steam turbine, the heat recovery steam generator and the balance of 

plant. Florida Power has carved out special rights to investigate ttle 

status of the gas turbine during Its scheduled maintenance in March 1997. 

The environmental/regulatory review is necessary to ensure that there are 

no un.known edverae environmental condltlona at the Tiger Bay alto a:nd 

that the necessary permits and licenses are all In order. Finally, it is 

necessary to evaluate the varloua project contracts so that the Company 

can Identify any unanticipated cost or llabili1y exposure. 

To date, the Company's due diligence efforts have not disclosed any cost 

or risk which is expected to Interfere with a timely closing. 

When do the parties ptan to go to cloalng under the purchaae agreement? 

Subject to the required conditions, consents and regulatory approvals, and 

subject t.o successful completion off Florida Power's due diligence reviews, 
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12 

13 

14 
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16 

17 

18 

19 

20 

21 

22 

23 

24 

a. 

A . 

Q. 

A. 

Q. 

A. 

the parties currently plan to close the transaction on or about July 1. 

1997. 

Vl. IMPACTS OF THE TIGER BAY ACQUISITION 

Before addraMing Tiger Bey, can you provide a simple example of a 

contract buyout and how it oan produce overall net bentflta7 

Yea. The beat analogy I can think of Ia a home mortgage under which !{he 

homeowner can prepay aome of lu principle obligations and thereby 

shorten the t.otal payment period!. In doing so, the total payments ,are 

dramatJcel!y reduced. 

Why do many lndlvlduala pay off their home mortgage earty7 

An Individual pays off his home mongage early to receive assured savings 

with zero risk. 

What .,.. the alrnlaritlu of this aumple and the purchase of Tiger Bey? 

Both have savings which are virtually guaranteed because the future 

beneflu will materialize In both cases. In fact, Tiger Bay has a much 

greater rettJm on Investment for the customer than prepaying a home 

mortgage. The purchase of Tiger Bay, at a minimum, will produce 11 

compounded return on Investment of over 16%, significantly higher then 

the mortgage prepayment would provide. 

• 22 . 
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9 

10 

11 

12 

13 

14 

Q. 

A. 

Pie ... explain F1ot1cla Power's quantffioetlon of the coet aavlnga 

aaaoclated with the purchase In light of the •445 mlllon Initial coat. 

Exhibit No. __ (R00·41 aupporta the conclusion that the Tiger Bay 

purchase will produce net savings for Florida Power's customers between 

$2.0 billion and U.4 billion In cumulative payments. This reprew nta a 

direct net pr ... nt value savings of between $280 million and $388 

million. Exhibit No. __ (R00-61 illustrates the customer savings by 

comparing the coau of the Tiger Bay purchase alternative to the future 

cost obllgatlona of the Tiger Bay PPAs. The Tiger Bay PPAs are estimated 

to be about $2.3 billion above the Tiger Bay purchase alternative after 

2001 . As I have already said, because there are immediate savings, the 

cumulative coat of the transaction to be recovered from customers Is 

about $266 million. By avoiding thoso purchased powor cost&, Florida 

Power, therefore, will achieve a benefit-to-coat retlo for its customers of 

16 between 8.9 and 10.4. SU Exh£blt No. IR00·41. 

16 

17 Q . Why have you referred to the customers' aavlngaln terrna of rangea rather 

18 than apeclflc valuea7 

19 A. As explained In Mr. Scardino's testimony, A orlda Power Is not seeking 

20 Immediate recovery of non-fuel costs auociated with the Tlgor Bay 

21 facility . Initially, these coats, which are expected to average about $10 

22 million annually, will bo aupported by tho Company's existing base rates. 

23 Exhibit No. _(ROD-41 Includes several tcenarlos showing customer 

2.4 costa and savlnga. Tha scenarios differ only In terms of when, If at all, 

26 Aorlda Power wUIIncreaaa Ita base ratea, and, therefore. begin to Include 

. 23 . 



1 the Tiger Bay non-fuel costs in such rates. Scenario 1 on page 2 of 

2 Exhibit No. _(R00-4) may be the most representative prediction of the 

3 customer cost lmpaou because 1lt assumes no base rate increase for 

4 several years, which we currently consider to be a reasonable expectation. 

6 

6 a . Are generation replacement co~ Mnaltlvlty analyMt required to evaluate 

1 the ng., lay acqulaltlon 7 

8 A. No. Rorida Power is acquiring the Tiger Bay facility and, therefore, Ia not 

8 dependant on eltlmetea of generation replacement costs to determine the 

10 savlnga auoclatad with this tranuctlon. 

11 

12 Q . Are fuel ~ MMittvlty analyan required to evaluate the Tiger S.y 

13 acqubNdon7 

14 A . The fuel costa contained In the forecasted costa of the Tiger Bay PPAs.ls 

15 baaed on an ettlmete of future coel prices. Historically, coal prices have 

16 not dernonatrated the volatility of other fuel types. Since the estimate of 

11 future coal prices uud In this foreeast Is r&latlvetv flat. anv aensltlvlty 

1 8 analysea that Increases these pricea only adds to the value of the Tiger 

19 Bay acqultltlon. Bec.auae of the low forecasted escalation of coal prices, 

20 a reduction In coal prlcea below th.e level In the current forecast Is highly 

21 unlikely. 

22 

23 In addition, the natural gas cotta associated with this ttans.actlon are 

24 known because of the existing long-term gas supply contract. The only 

26 sensttlvlty analysea that could be performed on the price of netural gas are 
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for the time period after the expiration of this aupply contract. 

2 Rea1onablt atnaltlvlty analyata of that future period will not mat.erlally 

3 affect the net preatnt value savings of the Tiger Bay acquisition. 

4 

6 Q . How does the Company plan tO finance the COitl of thla tnmaection7 

6 A. As explained In Mr. Scardino's tutlmony, Florida Power Is still evaluating 

7 the most economical method of debt financing for this transaction. ~or 

8 lllu1tratlve purpoHI , the exhlbalta 111uma that the retail portion of the 

9 transaction price will be financed with a set of five medium-term no·tes 

10 maturing In yaers one through five of the transaction's cloaing. 

11 

12 Q . How does the Company plan to recover theM purchaH coati from ltl 

13 cultomera7 

14 A. As also explained by Mr. Scardino, Florida Power Is requesting 

16 authorization to recover the retail portion of the purchase price and 

16 associated financing costs from customers over a period not to exceed 

, 7 five veart. For the reaaona txplalned by Mr. Scardino, the Company 

18 conaldere It necesaery and appropriate to recover 100% of this purchase 

19 amount th·ough the capacitY cost recovery I"CCR"I portion of the 

20 Company's fuel and purchaaed power cost recovery clause. Florida Power 

21 Is also asking for approval to ,ecover the ongoing gas supply and 

22 transportation costs auoclated with the Tiger Bay facility in the same 

23 manner as any other fuel expense under the f>Jel recovery portion of the 

24 fuel end purchased power colt r•ecovery clause. These are prudently 

26 Incurred fuel coau because It Ia necessary to acquire the Vaaur contract 
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In order to achieve the overall customer savings that I quantified earlier. 

2 In other words, Florida Power's cuatomers cannot have onu without the 

3 other. Therefore, the Vaster fuel costs should not be treated differently 

4 than any other prudent gas purchase coats. 

6 

6 a.. Have you prepared an exhibit which charta the costa ovet time of the 

7 Tiger Bay project wlth a ftve-year recovery of the purchase coats? 

a A. Yes I have. Exhibit No. _ (ROD·6) comparea (11 the Tlge.; Bay 

9 contract costs from 1997 through 2026, with !21 the post-acquisition 

10 costs over the same time period . The exhibit show:: graphically the 

1 1 Impacts of the Initial purchase coS1 as well as the long-term cost savings 

12 that will result from the purchase,. based on Scenario 1 in RD0-4, page 2 

1 3 of 4. The conclusion to bo drawn from this graph Is that there will be a 

14 shon-term (I.e., five-year) customer cost to the transaction, but that the 

1 6 Tiger Bay co1t1 will drop dramatically after year flva and remain well 

16 under the original contract cost for the next 23 years. This graph more 

17 clearly Illustrates the overwhelming magnitude of customer savings 

18 compara.d to the costs required to achieve them. 

19 

20 a . When do euatom.,. 8tart receiving net annual benefits from the Tiger Bay 

21 acqula!tio.n 7 

22 A . Customers ltart receiving net annual benefits or savings In the near term 

23 (sixth year). Thl1 purchase dlacontlnuea much higher coat PPAs end 

24 lmmadlataly replaces them with a lower cost generation supply. 

26 
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1 Q , Pl .... IUmmarile your condu.lons about the llgar Bay acqullltlon. 

2 A. This Is probably a one-tlme-only opportunity to aubstllntlally reduce our 

3 customers' co.u while acquiring advanced gaa turbine combined cycle 

4 technology for future low cost energy generation. We know ot no 

6 comparable opportunity. The cost to customers will bo dwarfed In 

6 comparison to their uvlnga. 

7 

8 Q . Doee U. condude your tudmony, Mr. Dolan? 

9 A . Yes, It does. 

. 27 . 



EXHIBITS TO THE TESTIMONY OF 

ROBERT D. DOLAN 

ExH181T No. (RDD-1) 

HOUSE BIU. NO. 33B "RATEPAYER PROTEcnON ACT" 



Ratepayer Protection Act (Introduced in the House) 

HR338 Di 

IOSih CONGRESS 

l it Seuion 

B. R. 331 

To prospectivdy repeal Metion 210 of tho Public Utility Rqulatory Policies Act of 1978 

IN THE BOUSE OF R.E7JU:SENTATIVES 

January 7, 1997 

Mr. STEARNS (for~ Mr. TOWNS. Mr. SOLOMON, Mr. MCHALE. Mr. MANTON. Mr. 
MURTHA. Mr. HOUGHTON, and Mr. BOEHL.ERn introduced the foUowing bill . which "-'U rd'etred 
to the Comminee on Commerce 

A BILL 

To prospec:tivdy repeal l«tion 210 of the Public Utility R.eJula.tory Policies Act of 1978 

8~ It ~nocud by tM Smatt and HOt/.# of RtpnSitfiJ(JI/wJ of tJw Umt~d Statu of Am~rlca In 
Congrus a.umtbkd, 

SECTION I. SHORT TITLE. 

This Act may be cited u the 'Ratepayer Protection Ad. 



SEC. 2. FINDINGS. 

The Congress finds that-

(1) impletnenqtion of~on 210 of the Public: Utility Regulatory Policies Act of 1978 (16 
U.S.C. 824&•3) raulted in many C:OIISUmetS plyilli excemve rates for electricity; 

(2) the EnetJy Policy Act of 1992 Jives nonregulat.ed produeen of doc:trlc:ity a.dditjonaJ 
ac:cess to tho wbolwle electric ll'lllkel throuah transmiuion ac:cess and exemption from the 
Public Utility Holding Company Ac:t of 193S; and 

(3) in Jiaht of the competitive wholesale electric nw'ketplace brouatn about by the Energy 
Policy Ac:t of 1992, aec:tion 210 of the Public Utility Rqulatory Policies Act of 1978 need 
notonaercxist. 

SEC. 3. PROSPECfiVE REPEAL 

(a) NEW CONTRACTS· AlU:t I...wy 7. 1997, no electric utility shall be required to enter into a 
new c:ontrac:t or obQaallon to putelwe or to seU electtie encriY or capacity punuant to section 210 
of the Public Utility ResuJatory PoUc:ia Act of 1978 

(b) EXISTING RIGHTS AND REMEDIES NOT AfFECTEl).. Nothina in this section aft'ccu the 
righu or remedies of any party with respect to the purdwe or ale of electric energy or capacity 
from or to a ficlllty determined to be a qualifYina lmllJ power production facility or a quallfYing 
c:ogellef'llion facility under leetion 210 of tho Public Utility Regulatory Policies Act of 1978 
puriUIIIt to any c:onuaa or obliptlon to purdwe or to edl aectric eneray or capacity in dfoct on 
January 7, 1997, bd!Kfitta the rip to recover the c:oau ofpurc:hasina IUch electric energy or 
capacity. 

(c) INTERPRETATIONS AND ACTIONS TAKEN· Nothina in this Act may be deemed or 
construed u implyina conareuionall'lli1lcarion of any lnterprewion of. or any action taken 
punuantto, tho Public Utility Rqulatory Policies Act of 1978. 

SEC. 4. RECOVERY OF COSTS. 

In order to auure recovery by electric utilities purchuins electtie energy or capacity from a 
qualifYing facility pur1IWil to any leplly enforceable obligation entered into or Imposed purwant 
to Mc:tion 210 of tho Public UtiJjty Rcjulatory Policlet Act of 1978 prior to January 7, 1997, of all 
c:oau auociated with u:h putChua. tho Convniuion shall pro.mulpte and enforce IUch 
rqulatiotu u may be recr Jired to auure that no utility shall be required directly or indirectly to 
abtorb the c:osts uiOCilted with IUCh purdwes &om a qualifying facility Such rqu.lat:ions shall be 
ttea1ed u a rulecnf'on:able under the Federal Power Act (16 USC 791a-82Sr) 

SEC. 5. DEFINITIONS. 

For purpota oftbls Act-

( I) the term 'Commiuioo' meaN the Federal EnerSY ResuJatory Convniasion, 



(2) the term 'electric utility' means any person. Swe agency, or Federal agency, which sells 
clcaric Clltt8Y. 

(3) tho term • qualifYina amaJJ power production facility' has the same meaning as provided in 
section 3(17)(C) of the Federal Power Act, 

(4) the term 'qualifyina copneration facility' has the Jlll1C meaning as provided in section 
3(18XA) of the Federal Power Aa; and 

(S) the term • quali.fyina r.:.uity' means either a small power production facility or a qu.tlifying 
cogeneration facility. 
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,._., eddltJcmal Cllfllllcatlan. Mareo...,, we 

- l!lct w- Pa.n lllc:clrrectly t.Uept that 
... tilt pawp ol that lqidttlan, Waaldnc· 
• ,_. c:oawn.ecl ,,. a~- fadl­
.lfiU ama(l powt1 production (adllly.U 1\&t 
tlillb' Is not tnle. AI our certifation orden 
.tlbte, the Padllt)l'e certillcatioft u a quali­
'IIIC amall powv prodYC\lan fadUcy wu In 
alliliaD to, 1101 Ill rtpl~\ ol, lu cafl.1lka. 
:au a q\lllllytac ~ (adllty.M 

/oj oatad &bow, the Pcnnaylvama CaD•!&. 
"' &lid the cwn.a, haw dctcrm1ned Ulat • 
ail, leplly blncflnt CIGIIIlaCt ulau. Our clcd· 
• aot 10 dlaturb the ICO?tract hal not turned 
W lllf factual lllut of wbtthet the ICO?Il&CI 

'1U ttqulrtd by 1M Ptl\Mylvania Commlatlon 
•• Ia fact ~ W at Ptnn'a avoided Clllt 
ll1r tile la1D of the CIGIIII'II:l. Bownwr, If W at 
'- bellews Ulat t.bla Ia the c:aa, It abouJd 
Mb _, a1taDpt to buy.-t (or buy-dowft) 

the contract. We -.ld ·~.he panlae 
10 the contract to consider aettllna lbdr differ· 
mea panlc:ularly If tbe fadllty baa not been 
cooali'UC'led. Monowr, If t.bla il ~ caa, we 
belle.,. that both tba Commlwex~ and tba 
Ptnl\l}'lvania CommlNion ahould cnCO\Iraac 
auch an effort. 

We do "-" btUeve that there Is any IIJ~~Ifl· 
cant dUference btt-n tbls lituatlex~ and t.bat 
faacl by utlllda wbtn tbay find Ulat r..vl· 
-ty necotlttad futl conuacu an no lonltr 
c:ompetJtlvc due to cllanpt In fuel awbu. J..o 
the lau.cr liwaU., we ha.-. ~ utUI· 
tJa to buy.-t (or buy-down) bJtbcr·prictd fuel 
eex~tracu In order to aubttltutc tower-priced 
futl curnndy available •ncl we have •U-ed 
tba recwuy o4 prudcntly·lncurrtd buy-«~t/ 
bu)'-dowft CCIII.L See Kmrud;y UrJUrJ~ Qlm. 
paAY, 4S FDC f 61.409 ( lll88). 

'nle {Mftm'a tan Is aware lOCM)', u lt wu ln 
15110 wbtn It~ lu PlfltPA rqukl.lone, 
t.bat - Qf contruu may result In '"" 
aboow ava6ded rwt _, tbc tcnn ol the acne· 
_,, just u - m&J rnult in rata below 
ava6ded CGil. a-r, u we uplalneclln C«t­
ll«tkur """-· NVUO and In tble order, we 
do not bdleve the nmecly Ia 10 lnvalldatt tudl 
cootracu, acrpt Ill ~ c:lrc:ums~u 
Rat.har. we bdleve the •ppropriatc actioft It to 
bu)'-G~t or bu)'-dowft tudl conuacu. To fadli· 
1&11 tudl actlall. we darlf7 Ulat If utllitla are 
pnadot Ill bQyiDc out or buytac down wutnc 
powv purdl&ae ....--u. whrther or not 
with QFa, thil Comm!Mioft will pcrmlt tbc re· 
cowry In wbolaaM ,. 111 ol • P<'O rata lhare of 
tbt buy-Gil or buy-down COIU. 

Tilt Commiuloo ~rr 

The rtlld requested In tbc Wut Poenn Pctl· 
u. ll bcnby dcnltd .. di.tc:uued In the body 
ol thl• order. 

[161,154] 
Colorado Intentate Gu Company, Docket No. RP9S.23~ 

Order AccepdJaJ Tariff Sbeeta Subject to Condition 

".SO., ,.._, N~. 56 f"ERC at pp. c!Z,UZ.Jl; 
-.ct. 56 nac at p. 62$3. 

• .so. Itt at pp. )~ 

• lot at p. u . 
• S. Co r"awa ~lla. 10 PZAC at 

I 61..116 Ll; &a.JI ,._, ~ QtUIJc:aU.., 
!JIQC 64,Z!II6 Ll , Wo -.a t!oat Weot haa did -.._Ia., PN'lll&WJ 111 w~ .._,, Qr 
~ PI 11 ..... C 0 alhw!Jt....Ufl. 
-10 PUC at p. 64~ s../1 ,_, ~ 
Ute C.trJtluu... 69 rxa.c at p . 64.296: 
'--"-OrttilbW.,., rue at p. 63,443. 

I'IIIC' II .. 

Wo nou ~~ Wat hlln d almt thal War.bl~~~tan 

Powu'e pup :nd Qlllll power production faclUty It 
"ouboWitlall7 ciUiorniiH f..a 11M pr ' 1 1 d _.,. • 
Uoo fadllty tllat f.-...1 1M bub ., the Pludluo 
-"'• L Will l'na Pwtllloe 61 p. U . W• l'nla 
lillllatt7 a~~op~...., w..._ ,_, _. • .. -. 
1\Mllal ......... el lu .,.......S QF." Wut ....... 
,.,.,..., at p. 19. Wut hM lalla .. ~1 any 
dUftn--· aAd o..r Qt' canUlcalloe onion 
rtfiKl ... web dlff...-. 

us.. c-ucu• ,.,_,, 10 rue .. PP· 
61 ,QZ9-JO. NYS!W • .Up ~ at pp. n-24. · 
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EXICIIT I VI: SUIOIAAY 
Th• .JIIMiylvania Public Utility Coaml.la l.on CC~u1on l 

aubm.ita thia Repott and Rac-,ndat ion to the Governor and c;.neul 
Asaembly in reaponae t o the nationwide intereat 1n reatructur1nq ot 
the electric induatry. As a cealllt o f i ta Invea t1;at.ion conce~n,in; 

el e ctric CCIII!Petit.ion, the c-i1aion reco-nda tlla t it i 1 in t he 
public intareat tor Pennaylvanh to be;in a caretlll tranai tion that 
will provide all ret&U C\llt_.n the opport unity to chooae their 
electric qeneration provider, and th1t will end the ce9Ula t.ion o f 
e lectric: qeneration •• a retail 11100nopo!y. 

rt 11 evident that •hotdo power 9enerat1on U not a na tural 
monopoly and tbua 1bollld not be C'e;uhted u 1uch . Conveuely, 1t 
ia evid ent that elecl:.ric po-r trana.Uuion and diatribution 
c:ont.inue to be nalau:al ~~anopoliu and 1houl d be re9Ulated. 
However, the need to re•o1ve key i1aue1 prevent. • a n tmm.diate move 
co fllll reteil e l ectzic gener ation COII!I)etil:ion. Thu1, a t.ranait1on 
pe riod 11 n~ ldl.ich flllly preparu all ltakeboldau to 
a chieve t.he IDA.Xi- beneUte poa1ible When ret.•il e l ectric 
qene r ation COII!I)et1t1on c .,...nce1. 

Hlle•tone review• du.rin; t he tranaition p.riod era eaaantial 
to e naure t.hat the tr1n1ition to retail elect.dc ge neration 
competition i l conducted i n a careful and appropria t e IDAMer whi le 
r e1olvln9 a11ociated il•ue• . The ~leaton• review• are a n 
opportunity tor the C~aion to aake ~ficationa that tutur• 
circwutancu nqul.re. followinq I CeiiOn,able t ranli tiOI\ period, 
• phl••·in o f f ull tet•U electric 91nerat1on OOtllpetJ.Uon ahould 
b19in, provided that the Milaatone zeviewt contica that nac••••zy 
preparation& have bean co..,letad. Duzin; the pbaae-in period, 
mJ.leatone raviewl •hollld continue to verify that l:he introduction 
o f reca iJ. electric ;me ration co..,etition i 1 appropriate . 
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potential atrandad coats problem tor electric utilities 
becau1e ~ price they pay tor the power produced by 
these tacilitiet may be higher than the expected market 
price o f el~tricity. 

These contrecta became an obligetion oC the 
utilities becauae of a requirament by the federal 
9overnment that utilitiea purchaae power made available 
by qualifying facilitiea 10r1. In 1918, Congr••• paaeed 
the National tnar9y Act IN~l to reduce tha country's 
dependence on foreign oil. PVRPA aleo impl&mentl the 
poUcie• o f the NEA and requiru electric utilities to 
purcheee electricity fr0111 a Or baoed upon the utili tiel' 
avoided coat. Avoided coat ia dafinad ea the price the 
utility would othecvhe have in~rred for ito power 
rather than purchaein9 it from tha or. Tha problem of 
NVC etranded coltt axiate beeauaa the utilitiae' avoided 
coat at tha t~ tbe contract• were negotiated wao baeed 
on p~ojected aubatantial increaaae in fuel pr1caa. 
However, enar9Y pJ:icee dacraaaed durin9 the l980a. Th• 
avara;e prica paid tor NUO contracto la 6.10 centa per 
kwh. Consequently, electric utilitha muat puJ:chau 
power at a hi~har ~rice than 11 eurr•ntly availabli in 
the market or at pricee hi;her than the current coat of 
a nevly-coutruated 9enerator plant. 

Aa a raault of thia Inveati9etion, the Co.aiaaion 
rec-nda that utU.itiea be euthod&ed to colhct the 
coata of currently ettact1va and approved HUG contract• 
u tbay ara incurred. Utilitiu aboulld vi9orou.ty oaak J 
to ran.agotiate or to voluntadly buy-out unaconoai.c NUO 
contncta, eepaoiallY contcaota for facUitiae llh.ioh hava 
not yat baan built. linea NUO contract• wera raquirad by 
law, utilltiae will have the opportunity to requut 
recovery of tha unmitigated p~udant coati of auch 
conb:acta witb.1n the coa t r.covary -chani ... 

iii. Elect~ic Utility Oanaration. The third element o f 
identified etranded coeta for electric ut111t1ee 11 
uneconomic gene~ation aeeata, primarily nuclear power 
planta. Tht aavtn .. joe inva~'oc-ovned al•~'cic 
ut1U.t1u in PaMaylvlnia had an od9i.nal coet in nuclea r 
IJanaration power plant& of fl5.6 billion . Panneylvania'a 
currant nat plant inveetmant in nuclear power plant• h 
Sl2.3 billion. 

Electric utilltiu have invaated haavUy in their 
9eneration aaaata baaed on tha axiatin9 eyatas of rate 
baea/rata of retuza raquletion. That 1• to eay, a 
utiltty raceivea a certificated aarviee terri tory in 
which it ia tba auppliaJ: of power. In ratu~n i t c~ta 
to bu..lld ita ayatall aa nacaaaary to eerve the currant and 
future neade of all cuat-re J.n tha aerv1ce acea. The 
utility 1e tban allowed to recover tha coet of prudent 
invutaent it -kea to provide auch earvice, plua tha 
opportunity to a.arn a re9\l.latad ratum on invaatmant. 

Thera can ba no doubt that c:ha eJCJ.It1n9 cata-k1n9 
sy•tam iteelf hae 119ftifieantly contri»utad to e trandad 
utility 1nvaatMnta . curre.nt regulated ratu ara tha 
reeult of the axiat1n9 rat ... kin9 rulea and procadurae 
under tha Coda. 'fha vida diapadty llli axiatin9 ratu 
a l eo da.ona tratao that utilitiea .. de eubetanti ally 
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Exhibit (RDD-3) -Customers' PPA Cost versus 
Current Estimated Avoided Cost ($ millions) 
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Exhibit (ROO-t) 
(Page 1 of4) 

Savlnga Due to the Purchue of Tlgtr 81y 
Economic Evaluation of PurchiH 

(1000) 

(1) (2) (3) (4) (I) (I) (7) (I) 

Ttalr lie¥ T,.nnctlon 
~,.. (1)-(1) 

Cout»wct ,.,.. BIN Rate Purdlaee Net 
YNr TOCII ~ Colt Colt Totll lavlnp Colt S.vlnaa 

1tt1 S7,1M4 20,847 5,778 44,8u 75,534 (37,580) (37,580) 0 

1 ... 78,473 41 ,A88 21.60e 07,822 180,114 (82,141) (82,141) 0 

11ft 12..218 a,OM 14,414 87,822 1N,1S4 (72,815) ('n.810) 0 

2000 87,1.30 44,110 18,158 87,822 15t,081 (71.230) (71.230) 0 

2001 11.022 44,621 20,770 87,1122 182,122 (71 ,100) (71,100) 0 

2002 85,081 48,103 18,431 48,811 111,145 (18,064) (18,064) 0 

200l 88,835 47.225 15,070 0 82.218 37,530 0 37,530 

2004 105.264 48.703 18,780 0 85.413 30.771 0 Si,771 

2006 103,113 60.2S5 21 ,188 0 71 ,434 31,878 0 31,878 

2001 108,388 51,723 13,788 0 85,A02 42,884 0 41,884 

2007 113,523 53,381 17,3112 0 70,724 42,700 0 42,700 

2001 118,338 85,084 18,aea 0 73,832 45,404 0 45,404 

2001 12",870 58,8$3 12.625 0 81.358 55,312 0 65,312 

2010 131.225 58.870 17,157 0 75.827 55,401 0 55,401 

2011 138,114 37,387 18,851 0 54.048 12.1157 0 8:2,887 

2012 144,657 37,875 11,588 0 40.&41 05,018 0 15.018 

2013 151,&42 suae 18,127 0 14,802 118,140 0 11(1,840 

2014 15t,418 38,181 1G,<toe 0 04,570 104.~ 0 1()4,844 

2015 187M1 30,782 14,087 0 53,t&O 113,712 0 113,712 

2011 178,288 40,401 15,281 0 55,eee 120,517 0 120,507 

2017 185,524 41,048 20,238 0 81.287 12".241 0 124.241 

2011 115,302 41 ,M 12,718 0 14,488 140.813 0 140,813 

201t 205,842 42,384 18,021 0 81,385 144.257 0 :~,257 

2020 218,803 43,042 2",822 0 87,884 148,030 0 144.a30 

2021 221.225 0 ,734 14,088 0 57.800 170,425 0 170.425 

2022 240,527 44,431 20,184 0 84,&H 175,034 0 175,034 

20%3 253,588 45,161 14,730 0 5UI8 1a3,871 0 1i3,871 

202A 287,3118 45,1n 15.471 0 81,371 208,025 0 208,025 

2021 eo..ose 48,842 2U41 0 70.283 10,878 0 10.878 

TCIGI • 14,117,114 ,,....,. 14D.- .-.uo u,ao,nt 11.m..eu (»11,1)1) 12.271 ..... 

HI'V llt llf7 I1 ,ZU,4t0 ....., .... I1M.tA mt,IH f1 ,ot2,211 t=.UO (1212.1141 ..... ...,.. 
Bet.utiiiC.-Itdo (nomlnll ISollel'l) • .... 



Exhibit (ROD ... ) 
(Page2 of4) 

llvlnga Due to the PurchaM of Tiger Bay 

Scenario 11 - BaM Rat. Coat Recovery att.r 2002 
($000) 

(1) (2) (I) (4) (I) (I) (7) (I) 

T1aer .. X T,.RMCtlon (1)-(1) 

bllttng Net 

CotiCiaet , ..... ... ,_... PurdlaH Customer Cuatomer Cuatomer 

YMr Tot81 eo.t Coet eo.t Tocal Slvlnae Coet llvlngt 

1117 37,1144 20.tc7 0 48,811 88.7!8 (31.814) (31 ,814) 0 
11M 78.473 41,488 0 87,822 1311.108 (80,835) (80.835) 0 

''" 82.218 42.088 0 87,822 138.n1 (57,501) (57.501) 0 
2000 87,830 44,680 0 87,822 1~.202 (54,371) (54,)71) 0 
2001 81,022 44.628 0 87,822 142.151 (51,128) (51.128) 0 
2002 85,081 46,1103 0 48,811 84,714 387 0 387 
JON 811,131 47.225 15,070 0 82,288 37.5311 0 37,538 
2004 105.264 41.703 15.710 0 85,483 H .n 1 0 s11.n1 
2001 103,111 I0,2S5 21,118 0 71.434 31.878 0 31.878 
2001 108.- 111.ns 13,788 0 85;48'2 42.884 0 42,884 

2007 HS,W 113.381 17,382 0 70,12A 42,7811 0 42.7811 
2001 118,338 15,0&4 18.eee 0 73.832 45.4104 0 45.4104 
2001 124,870 ee,w 12,1125 0 88,358 55,312 0 55,312 
2010 131.221 11.870 17,157 0 75,,127 55,401 0 55.401 
2011 138,814 ,.,~ 111,851 0 54,048 82,8117 0 82,8117 
2012 144,557 37,875 11,51111 0 48,541 85,015 0 85,0111 
2011 151.1142 38,51111 18,127 0 54,882 88.11411 0 110,648 
2014 1041,41t 38,1N 15,401 0 54,1171 104,144 0 104,144 
2011 187,611 31,712 14,017 0 53,189 113,712 0 113.712 
2011 1711.218 40,408 15.281 0 55.888 120,6117 0 120.5117 
2017 155,628 41,048 20,218 0 111.217 124,241 0 124,241 
2011 185,302 41- 12,788 0 54.481 140,813 0 140,813 
2011 205.842 42,384 18,021 0 111.345 144.257 0 144.267 
2020 2111,1103 43.~ 24,822 0 117.CI64 148,8311 0 145.8311 
2021 228.225 43.734 14,018 0 67,800 170,426 0 170,426 
2022 240,621 44,438 20,154 0 114,583 175,834 0 175,P34 
202.) 25S,588 45,1041 14,738 0 041,8110 1113,871 0 1113,1171 
2024 287,3110 45.88S 15,471 0 81,371 2011,025 0 208,026 
2021 80,861 48,1142 23,1141 0 70.283 10,8711 0 10,11711 

Tot81 • S4,117,1M ,,....,. .. .... 1411.110 12,1a,JN 12,024,111 ($211,410) 12,210.031 

NPV at 1M 11.211AM 1481.JN 1101,1n .. ..., I1.G0',71t 1210,741 (121US4) 1411,071 

.. ~ "-CCo (IIOIII&IMII doiWI) • ... 



Exhibit (ROD.-&) 
(PageS of4) 

Savlnga Due to the Pure haM of Tiger Bay 

Scenarto 12 • No BaM Rite Coet Recovery 
($000) 

(1) (2) (I) (4) (I} (I) (7) (I) 

na.r IJay T,.nuctlon 11Hil 
Ealltlng Net 
Conhc:t Fuel ... lltlelt lturd\ue Cuatomer Cuatomer Cuatomer 

Yur Tota! ~ 9!!! ~ ~ !lvl!!al ~ 18¥11!11 

1tt1 37,t44 20,1147 0 4e,811 88,758 {31,814) (31,814) 0 

1- 78,473 41,.488 0 r7,822 138,108 {80,835) {50,835) 0 

1- 82,211 4.2,081 0 17,822 131.nt (57,501) (57,501) 0 

2000 87,830 44,580 0 r7,822 142,202 (54,371) (54,371) 0 

2001 81,022 44.52e 0 17,822 142,151 (81,121) {51 ,121) 0 

2002 15,081 45.803 0 4e,l11 114,714 387 0 387 

JON "·'" 47,226 0 0 47.226 82,801 0 82.801 

20M 105,254 41,703 0 0 41,703 58,6&1 0 IWI,Ht 
2001 103,113 50~ 0 0 50,235 82.878 0 62,878 

2001 108,W &1,723 0 0 81 ,723 ee,eo:s 0 58,803 

2007 113,623 63,381 0 0 113,381 50,181 0 50,181 

2001 111,UI 56,084 0 0 65,084 14..272 0 14.2n 

2001 124.870 58,833 0 0 68.W 87,837 0 87,137 

2010 131.228 58,870 0 0 58,870 n .w 0 n .S51 

2011 131,114 37,w7 0 0 37,3r7 " ,818 0 " ,511 

2012 144,857 37,178 0 0 37,178 108,651 0 108.581 

IOU 181.142 38,1518 0 0 38,1188 112.r71 0 112,178 

2014 158,411 31,158 0 0 31,158 120.262 0 120.282 

2011 187,611 31.7112 0 0 31,7112 127,719 0 127,719 

2011 178,211 40,401 0 0 40,401 138.178 0 135,178 

2017 165,821 41,048 0 0 41 ,048 144, .. 50 0 144,410 

2011 185.302 41.188 0 0 41 ,819 183,102 0 153,102 

2011 205,&42 42.3&4 0 0 42,3&4 183.278 0 183.278 

2020 21UOS 43,042 0 0 43,042 173,681 0 173,681 

2021 228.226 43,734 0 0 43,734 1&4,411 0 1&4,481 

2022 240,827 44.438 0 0 44,438 111,058 0 188,058 

2023 253,618 45,15e 0 0 45,151 208,401 0 208,401 

202.4 2S7,*18 45..183 0 0 45,883 221 ,503 0 221 ,503 

2021 10,151 48.&42 0 0 41,&42 34,317 0 34,317 

Total • 14,117 .... 11,2t1,174 10 ...... ,o tt ,771,114 12,411,111 {$2U,AIO) 12.MI,U1 

NPV lit IWI tt ,.211,...0 1417.1A 10 1*,112 1117.647 UI7.1U {$211,»4) MOS.W 

llenlfttiCoet IWio (nominal .,..,., • 10.4 
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1111 

1'" 
2000 
2001 
2002 
2003 
2004 
2006 
2006 
'lMf7 
ZOOI 
2001 
2010 
2011 
2012 
2013 
2014 
2011 
2011 
2017 
2011 
201t 
202:0 
2021 
2022 
2023 
202A 
2021 

Totai1N7.2021• 
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Exhibit __ (ROD-4) 
(Pa~4of4) 

eo.t of the Tiger Bly Contract 
(1000) 

ltJ IIJ ,,, 
·~ IIJ IIJ 

(1)+{2) 12A41481 
Coilbid Coilbid Total FPC FPC Contract 

c..-~ E'*1IY Coilbid LAaM Royalty ca.. 
~ eo.t Coet Paymenta Payments Total 

24,763 13,787 SS,638 <400 1115 37 ,114<1 

52,504 27,212 711,715 800 612 78,473 

65 ... 21.m .,,., 800 &44 82,2111 

M.m 30,335 ·~ 800 178 87,830 

82,851 30,011:3 11'2,744 800 822 111 ,022 

e&,A38 30,4117 1111,835 800 1,055 "',081 
70,4118 suea 101,ee3 800 1.22! 1111.835 

74,178 S2.888 107,478 800 1,.422 105.2&4 
17.200 28,010 106,210 800 1.2117 103,113 

81.8110 28,178 110,868 800 1,482 108,W 

118,817 2U06 118,182 1,000 1,850 113,623 
82,116 30,251 122.408 1.200 1,170 110,S3e 

117,787 3(),148 127,1134 1.200 2,085 124,870 

103,761 3(),11110 134,741 1,200 2,312 131,228 

110.071 J1M8 141M8 1.200 3,4" 138,1114 

111,110 12; ... 141M4 1.200 3,127 144,651 

12U21 12,"' 158,716 1.200 U73 151.642 

131,4117 33,ST7 184,874 1.200 4,264 1611,4111 

131,631 33,7811 173,328 1.200 4,647 187,&81 
148,(772 34.274 182,347 1.200 4,eeo 178.280 

187,161 34,184 111,82S 1.200 5,1115 18$.628 

11111,7'82 35.2tl0 202,062 1.200 5.650 1",302 
117,010 35,7150 212,170 1.200 5,11'28 205.842 
187,1188 38,287 224,134 1.200 8,331 218,803 

1"~ 38,178 238,184 1.200 8,760 Z28.225 
211,648 37,216 248,t42 1.200 7,214 240,527 

224,841 37,818 282,487 1.200 7,8te 263,5e3 

238,484 SS,347 27U11 1,200 8,215 2e7,3118 

43M2 31,881 82,543 1,200 S84 80,11&8 

aua.• 8ta1,101 84,313,111 130.200 SII,AO 84,187,114 

1112,1f7 PM,121 11,311,144 110,374 122,110 11,211..-.o 
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Exhibit (ROD-S) 
Impact of Tiger Bay Pure hue on Customers 

a..d on Sc:enatio 11 {Extdblt RDC).4, P-ee 2 ol4) 

(AaaunMs no . .conry olbae ndla ec»ta prtor to 2003) 
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ExHIIUT N'o. (RDD·6) 

IMPACT OF TIGER BAY PURCHASE ON CUSTOMERS 
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