
• 
BEFORE THE 

FLORIDA PUBLIC SERVICE COMMISSION 

FLORIDA POWER CORPORATION 

DOCKET NO. 970096-EQ 

TESTIMONY CONFORMED TO 
FLORIDA ADMINIS'I1lATIVE CODE NO. 25-ll.OU (4)(1) 

DIRECT TESTIMONY 

AND EXBIBri'S 

OF 

RANDALL J. FA.LKENBJ!RG 

ON BEHALF OF THE 

n.oRJDA INDUSTRIAL POWER USERS GROUP 

I'.ENNEDY AND ASSOCIATES 
A TI.ANT A, GEORGIA 

FEBRUARY 1997 

{)s. ,... T'f 

!f, .JI, 'I"( 



I 
I 

ACK -­
AFA 
APP _ _ 

CAF __ 

CMU __ 

CTR __ 

EAG 
LEG _ _ 

Ll: I 
Of" - -
R~ i --sc __ 
WAS __ 

OTH --

BDOUTBB 
JLOmDA PVIUC SERVICE COMMISSION 

, JLOIUDA POWia CORPORA 'nON 

DOCDT NO. 9710,6-EQ 

1'IS1'IMONY CONJ'ORMED TO 
PLOIUDA ADMINII'I'L\11VE CODE NO. ZS.U.041 (4}(1) 

( 

DIUCI' TESTIMONY 

, AND QHIIfiS 

" ON BIBAJ,r 01' THE 

' I'LORJDA ~POWEll VSDS GROUP 

, 

. 
#. .. l • 

DNNBDY AND ASSOClA TES 
A11.A.NTA. GEORGIA 

n.JmUAJlY J.J97 

G r g;g3 n~.~z1 u; 
fiSC·A£COROS/~£PORl JHG 



R FORE THE 

FLORIDA PUIUC SERVICE COMMISSION 

FLORIDA POW£ A CORPORA nON 

DOCKET NO. 970098-EQ 

DIRECT TESTIMONY OF RANDALL J . FA1.KENBERO 

Q . PleeM nate your neme and bullne .. eddreaa. 

A. Randell J . FeiJcenberg, Suite 475, 35 Glenleka Parkway, Atlanta. 

Georgie 30328. 

Q . What Ia yow occupaUC>n end by whom are you employ~? 

A . I am a utility rete and planning conaultent holding the poaltion of 

Vlca Praeldant end Principal with the flrm of J . Kennedy end 

Auocletea. Inc. (•Kennedy end Anocletea• l . 

Q . PleeM detertbe briefty the newre of the coneultlng aervlc .. 

provided by K~ and Aaaodatea. 

A. Kannady and Anoclatea providea c.onaultlng aervlcu In the 

electric, gee, and telephone utility induatnea. The flrm provides 

expertiae in ayatem planning, load foreceatlng. financial enelyaia, 

coat of aervlce, utility accounting. revenue requirement a, and rete 

deaign. Our cllanta have included the Georgie. Loulalene. end 

Oklahoma Public Service Comminiona, the Anorneya General of 

Kentucky and New Mexico, the Office of Public Util ity Counael of 

Tex11, the Conaumere' Utility Counul of Georgie end induatriel 

J. Kenn.ciy end A11ocl1tes, Inc. 
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Pk ... describe your education and profeaalonal experience. 

Exhibit No. _ IRJF·1) describes my education and uperience 

within the utility lnduatry. I have nineteen yeara of experience in 

the utility lnduatry and have wor1ced for utilitlea, both 81 an 

employee and ea a conaultent, r;nd 11 a conaultant to major 

corporationa, atate and federal government agencies. and pubhc 

aervice commlaslona. I heve been directly Involved In a number of 

caaea related to the Bath County, Beaver Valley. Brandon Shores, 

Grand Gulf, Mlllatone, Palo Verde, Perry, River Bend, Trimble 

County, Vogtle, end Wilaon power planta concerning the topics of 

rate recognition, prudence, power aystem reliability. and 

economic a. 

During my employment with EBASCO Service a I developed 

probablllatlc production coat end reliability modela used In atudiea 

for numerous utility lnduatry cliente. I peraonally directed a 

number of merglnal and avoided coat studlea performed for 

compliance with the Public Utility Regulatory Policlea Act of 1978 

("PURPA "). At EBASCO, I alao participated in a wide variety of 

conauttlng projecte In the rete, planning. and forecaatmg ereaa. 

In 1982 I accepted the poaition of Senior Consultant with 

J. K11nnedy and Assocletas, Inc. 
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Energy Menegement Auocietea I"EMA "). At EMA I treined and 

consulted with plannera and financial analysts at several utilities 

In appUcatlona of the PROMOD Ill and PROSCREEN II planning 

modele. In pertlculer, I 111l1ted plennere in tht eppllcetion of 

theM modele to the preperetion of 1tudit1 of revenue 

requlremenll end the financlel Impact of elternetlv-. expanelon 

plent. I elso 11tl1ted In EMA't educetionalaeminara and trained 

utility .,.raonnelln revenue requiremenll enalyaia, production colt 

modeling, reliebllity enelyala, end other techniques of gent~ration 

planning. 

Since joining Kennedy end Auoclatee In 1984, I have been 

reaponalble for the firm'a work In the ere as of generation planning, 

reliability enalyele, and the rate treatment of new capacity 

edditione. I have preatnted e)(pert teltimony on theae and other 

mattere in over 11venty· flve c1111 before regulatory commiuions 

and courteln Arkanaea, Connecticut, Florida, Georgia, Kentucky, 

Louieiena, Maryland, M ichigan, Minneaota, New Mulco, New 

York, North Cerollne, Ohio, Pennaylvtnlt . Texu. and West 

VIrginia. Included in E.xhibit No. _ (RJF-1 I le a liat of my 

eppe«encea. 

H.vt you prevloualy preHntH tell1imony before the Florida Public 

lel"'oice Commlulon7 
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Yes. In 1984 I appeared before the Florida Public Service 

Commission ("FPSC"I In Florida Power Corporation I"FPC" or "the 

Company") Docket No. 830470-EI and addrened Issues related 

to the Crystal River 6 generating unit. In 1987 I filed to~timony 

In FPC Docket No. 870220-EI related to coat allocation end rata 

design and the performance of the Crystal River 3 nuclear plant. 

In 19921 filed testimony In FPC Docket No. 910890·EI related to 

coat allocation and a variety of revttnue requiramants issues. 

Docket Noa. 870220-EI and 91890-EI ware settled prior to my 

appearance. In 1992 I filed teatimony in TECO' a general r11te cese 

(Docket No. 920324-EI) addreasing issues related to coat 

allocation, jurisdictional separations and interruptible rates. In 

1996 I testified in TECO's Polk County proceeding (Docket No. 

9600409-EI) 11ddreaaing inuea related to the rate treatment of 

that project. I have alao presented testimony in a number of other 

proceeding• addreaalng inues related to lnterruptlb!a load, off· 

aystem sales and DSM. 

II. INTRODUCTION AND SUMMARY 

On whoM behalf are you appearing and what Ia the purpo11 of 

your testimony? 

I am appearing on behalf of the Florida Industrial Power Uaers 

Group ("FIPUQ"), Theae industrial c_uatomera are among the 

J. K11nnedy end A6&ocletll6, Inc. 
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largest power conaumera on the FPC ayatem and have a direct 

intareat in the Commlaalon's posaible approval o11d regulatory 

treatment of the Tiger Bay power plant aala and contract 

termlna1ion which will be addreuod in thla caae. FIPUu haa aaked 

Kennedy and Auocletea to review FPC' a filing and comment on 

the Company' 1 propoaal to purchase the Tiger Bay plant and 

terminate the power purchaae contract. 

Could you .,e. ... eui'M'\aftze your conclualona? 

Y11. I have concluded aa follows: 

1. While FPC projectl aubatantlal benefita f rom the Tiger Bay 

trenaaction over 29 yeara, it proposes to have existing 

cuatomere fund the buy out over 5 yaara. When viewed as 

an Investment, 11 praaantly structured, thia is a poor deal 

for ratepeyera. From ratepayera' perapectlve, the 

probability of death, relocation, sale or termination of 

buaineaa lntereate, conservation or aalf generation prior to 

the and of the currant Tiger Bay contract makaa thla a high 

risk propoaal. In addition, new cuatomara who coma on the 

aystem will reap tha banafiu paid for by currant ratepayera. 

For this ra .. on, FIPUG opposes the buy out In ita currant 

form, but would not oppoaa It If It were modified so as to 

be rate neutral to conaumera over time and acrou rata 

J. Kannady 11nd AssocltJtas, Inc. 
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Tht rtll btntflclary of tht Tlgtr Bay propoul will be FPC, 

not the ratepayers. Unlike more routine contract buy 

downs, In this cue. FPC wantJ to acquirllt and own an 

efficient power plant paid for by ratepayers in a wtJy that 

will enhance ita competitive position by the time customer 

choice arrives. To approve the transaction aa proposed 

would be t o require ratepayer• to aubaldlze FPC'e future 

entry Into a competitive matket. 

The FPC propoaal will aubatantlally increue energy (fuell 

rtlat.d coett. When compared to the curront contracts, 

high load factor euatomera will be diaadvantaged relative t o 

other groupe. 

FPC propoaea to acquire an auat It eaya it needed to serve 

Ita cuetomere. For ratomaklng purposes, it doesn' t maner 

whether FPC builds or buye a plant. If the Comml11ion 

decides to approve the purch11e of Tiger Bay. It ahould 

reject FPC' 1 proposal to charge retepayere the cost of 

purchasing tho generator over five years. Instead the 

Company ehould be required to capitalize these coats and 

they ehould be afforded the aame rete trertment as any 

other conventional power plant. Including e review o f 

J. Kennedy and Assoclllttl8, Inc. 
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prudence and need In FPC'• next rate ceae. 

6. AI oppo1ed to FPC' a propoaal to collect the termination 

charge• from ratepayer~ over the next !!'1e' yeert, if the 

Comml11lon decide~ to approve thia propoael, It ahould . 
allow the Company to continue to charge ratepayer~ on the 

baala of the currant contract and defer any unrecovered 

termination chargea. Baled on FPC'a anelyal1, the•• 

deferral• will be eliminated over time after the 6 yeer period 

end1. 

Ill . R!OULATORY AND ECONOMIC ANALYSIS 

OF TIOER BAY BUY OUT 

Wlwt Ia the purpoee of tN. porUon of your teldmony7 

I will preunt the principle• underlying FIPUG' 1 poaltlon relative to 

the queltion of cogeneration contract termination and buy out1 in 

general, with 1p.clfic application to Tiger Bay. I believe thia will 

a11i1t the Commllllon In undarttanding our recommendations in 

the procHdlng. FIPUO believe~ the following prlrnclplal ahould 

govern the dlapolltlon of cogeneration buy outl: 

1. FIPUO aupportl cogeneration. PURPA requlr81 that puL,:ic 

policy promote ~enaration . Cogeneretlon hea proven to 

be e beneficial coneervation me81ure which promote• the 

efficient uu of fuel• end a degree of healthy competition 

J. Kennedy end Auocletes, Inc. 
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for the opportunity to provide generation. 

FIPUG endoraea the concept of early contract termination 

In any c11e where a buy out Ia more economical than 

continued purchaae under an exilting contract. However, 

each auch tranaaction mutt aUnd or fall on ita own merits. 

The rate recovery of buy out chargea ahould be 

eccompll.tled eqult.ably and In auch a manner aa to keep 

the price for generetlon It re11onable and competitive 

levela. Thla cen beat be done by requiring cogeneration buy 

outa t o be •aelf financing• with the recovery of contract 

termination payments deferred end paid off from .. vln"s 

relative to the level of exilting contract chargea. Where 

po11ible, rate neutrality ahould be the goal. 

Whether a utility acquires a new generation resource by 

conatruction, or by purchaae from a cogeneration developer 

ehould make no difference for ratemaking purpoaea. The 

rate and accounting treatment of all new generators should 

follow traditional practical and procadurea. 

If the Commiaaion doea not accept a method to maintain 

rate nautraltty auch aa dlacusMd In point 2, It should adopt 

other approachea to mitigate the rate impacu of buy outs. 

In many ceaea, utilities are already collecting aubstantial 

J. Kennedy and Auocltlttls, Inc. 
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fund• from rate paver• for conservation and DSM programs. 

To the extent that the buy out of a OF contract 11 a more 

economic option, DSM expenditures anociated with le11 

effective program• ahould be diverted to fund buy outs. 

6. In addition to point 4, to the extent that a utility is earning 

above ita low end rate of return, buy out chargei should be 

abaorbed by the utility before being collected in an 

automatic adjuatment clautt. 

8. Buy ouu should not be justified on the beals of reducing 

stranded cosu. Unlen there Ia a 1pecific plan to transition 

to retell competition. 1uch propo~els are prematuro and 

Ignore the feet that atrended coats may be negative for 

some utilities. 

PleaN elaborau on the Ncond point above. 

In many cases, the pricea embedded in QF contracts exceed the 

utllitiea' current avoided cosu. There ere many raasona for this, 

but the principal problem Ia that in yeera put utilities and/or the 

Comml11ion a11umed that the avoided unit would be a coal·firad 

power plant. Currently, the actualleut coat capacity expansion 

option i1 uauelly a gu-flred combined cycle or combustion turbine 

power plant. Bec1uae theae raaource1 are much lower in cost 

thin coal-fired generatora, utilitJes who tre paying for QF 

J . Kennedy end Auocllltll6, Inc. 
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generation on the ba.1l1 of avoided coal -fired capacity are paying 

above market for the value of the generation received. (Had the 

utility ectuelly built the avoitted unit, it would be In the aeme 

polture but with le11 flexibllltyl . Thu1, ratepayer• are now paying 

for contracu which In many caaea exceed the current avoided 

coat. Aa 1 result. the opportunity exiata In some caaaa to reduce 

-colt by early termination of these contracts. 

WID auch blrmlne1iona tlwava be In the beat lntereat1 of 

retepayers? 

Not necessarily. The en1wer really depends on the coat ol the 

buy out relative to tavinga. If the colt of the buy out (end 

replacement power and energyl Ia lower In present value terms 

than the remaining contract prlcea then It could be economical. 

However, It Ia worth noting that the apparent detriments of 

certain QF contracta are only a result of the low current coat of 

gaa·f ired generation. If we ha·"e learned anything over the past 

few decedea, It Ia that long term projections are alway I Influenced 

by recent experience (probably dilproportionately sol and that 

auch projection• are frequently quite w rong. In molt cese1, there 

waaaoma reaaonable baela for a11uming that coal· fired generation 

would be more economic than gal or oil. While the prerequisite 

a11umptiona underlying the original pr@ference for coal may not 
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have W materialized, it Is possible that they coutd. A proxy for 

a coal-fired re1ource could .UII prove to be more economical than 

gas-fired generation. Thua. there Ia a cer1ein amount of risk 

inherent In any buy out which exchange• 1 contract for energy 

baNd on the COlt of coal-fired resource• In favor of a greeter 

rall.nee on 1 gu-fired generation. In the c11e at hand, there Ia 

certainly eome value In Tiger Bay' a obligation to absorb the rlaks 

related to the price of natural g11 for the next 29 years. 

What .. the lmploatlona of thla obNrvatlon regarding the 

conoept of Mrty contract tarminlltlon 7 

If the option Ia to exchange the reaource equivalent of a coal-fired 

generator for a gaa·fired one, there muat be 1 meaningful benefi t 

for doing so. II recognize that In this cue Tiger Bay Ia a gea·fired 

plant. However, the current contracta have energy prlc11 bued 

on coal-fired power plantl. We expect that Tiger Bay will meet ita 

obligation• even If gaa prices were to rlae unexpectedly. Tiger Bay 

alto hat 1 gaa 1upply contract which provld11 additional 

111uranoaa In thla regard.) There is Gmt inherent advantage in 

resources which are priced on the baala of coal-fired genaretion, 

even if not apparent In current economic comperiaona. For thla 

reason, the Comml11lon ahould be reluctant to accept contract 

termination arrangamenu which havelell than cl11r cut aconornlc 
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edvantagea. Every situation will probably be different. Some buy 

outa may ba much more attractive than others, and the 

Commlulon should view each aa a aeparate transection and 

require aoUd evidence of an economic edvantage resulting fa om its 

approval. 

In llddltlon, FPC' a proposed acqulaltlon of the Tiger Bay 

plant makes thla transaction different from ·the contract 

termination altuatlona that the Commlttlon htt considered In the 

peat and wilt consider in the future. It praaenta a different 

dimension and cella for close and cereful scrutiny. Because FPC 

will ectuelly w ind up with an aeeet If Ita propoaal Ia approved, the 

Commiaaion should take a careful look at the coate and benefits 

aa wellaa consider the Implications of the transaction to determine 

If there are any unintended consequences. 

How doea thla r.aate to the rerMinder of point 2 concerning 

equttabae rete treetment7 

The Comml11lon should recognize that the l11ue of contr.::ct buy 

outa Ia alao one which poaea aerloua problema of Inter· 

genarationel equity aa wan aa the uncertainty Inherent in any long 

term reaourca aalaction declalon. In the caae at hand, FPC 

propoeea to charge ratepayara for t488 million In buy out coau 

plua t240 million In fuel coate and Incur additional O&M expenaea 

J. Kennedy and Associate•, Inc. 
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and other com of t97 million over the next five yeara. These 

coau tottl t825 million tnd provide uvinga of only t472 million 

In contract chargea over the aeme period. The ultimate benefit of 

the t353 mlllion In extra COlle will not be fully reellzed qntil za 
ytera jntp tho tvturo. Beaed on FPC' a projectlona. It will take 14 

yeera before the bretk even point le reec:hed (e11umlng D.Q return 

on the eddltlonelt~rly peymenu). Th~ Commlaalon muat conalder 

wtl.t conetltutee 1 reaeonlble lttnderd for evaluation of 

tren~tctlona with euch widely diverging effecte ov.er time. 

Why do theMinter-generedonalluuea concern you? 

Proper regulttlon mutt be concerned about i .. uu of inter· 

generttlonel equity. Cuatomera will move, go out of buaineaa. or 

even die. Alternatively, cuatomera may undertek• conaervetlon 

meeauru, or tell generate to reduce or even eliminate their 

conaumptlon of electricity. In each of theae ceaea. cuetomera 

may pay the front end loaded coau of e contract termination, but 

not be eround to enjoy any eventual aevinga. Further. for quite 

acme time Florida ht1 been en attractive atete for older people to 

move Into for retirement end for young people aterting out. 

lndlvlduele who move Into FPC'a aervlce territory will reap the 

benefiu of contract buy outa wtthout paying any of the coata. 

More -'gnlfieentJy. new cuatomera will aubatentlelly dilute the 

J. Kennedy end A11oclet18, Inc. 
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benefitt of even those existing customers who do stay around for 

the entire 28 yeera. 

Finally, the Commi11ion should recognize that e buy out 

tranaactlon can change the aaalgnment of co eta among customer 

ctauee. In the ceae et hand, the FPC proposal would result In e 

aubatantiallncrtlle In fuel coste reletive to the current atetu1 quo. 

High lolld fector customer• will find that even under FPC' a 

propond 100% cepecity allocetion for tho buy out payment•. a 

dilproportlonlte increeae In energy COlts (and therefore total 

coital will occur. 

Haa ttt. Commlaaion prevlouaty Indicated that It consider• the 

quntlon of inur"94Hllmional equity Important? 

V11. Concern• over inter-genoratlonal equity conatitutod one of 

the reeaon• why the Commi11ion refused to approve FPC's 

propoeal to recover costa a11oclatod with the early termination of 

OCL' a power purchese contract over a period of five yeera. 

Heve yoo enelyzed FPC's propoMI In light of the Conrw>l11lon'a 

concema7 

Yea. Exhibit No._(RJF-2)11 an analyala of the economics of the 

Tlger Bey tren1ectlon from the perspective of curroot retopayera. 

The exhibit 11 beaed solely on the Compar:·;' a economic analysis 

of the proje01 with no ldjuatmentl to eny of the underlying 

J. Kenm1dy end Assocltttll:s, Inc. 
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a11umptlons. Along with the exhibit, I prc!ent a chart which 

shows the ratepeyars realized Internal Rate of Return URAl derived 

from the transaction. 

An IRA calculation Is a uaeful tool for examining the attr 'lctiveness 

of Investment alternatlvaa. In thia caae, FPC proposes to charge 

ratepayers more for the first five yaara. in order to produce 

aavlnga for the lilt 24 yeera. The queatlon Ia "What kind of 

return on lnveatment does the customer derive from this Mforced • 

Investment?• The IRA compute• thl1 return by finding the interest 

rate at which the c81n flow analyal• breaks even . This 

information can then be u1ed 11 a baala for comparison. If an 

inveatment yield• a return higher than other opportunities of 

comparable riak, then It ia attractive. 

Could you efta acme axamplea of the type of lnnatment 

oppor1Unltias available to cu.torMR7 

Mr. Dolan h11 already cited the idea of an early repayment of a 

mortgage •• one example. In Mr. Dolan's example, the IRA would 

be approximately equal to tho lntereat rate on the mortgage. 

perhap1 7-8%. Naturally, some customers will find It more logical 

to pay off credit card debt ( 1 8% or morel, while others may have 

paid off all deb'ca, and prefer to put extra money In money market 
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accounts (6%1. long term government bonds (7%1 or tho stock 

market (10%). In any event, customer• have a w ide range of 

investment opportunltlea. I will demonstrate that for all but the 

longeat time framaa, more anractive return• will be ,available from 

more conventional opportunities. Further, conventional 

opportunltlaa have much lower rlak and far greater financial 

flexibility. 

Q . Pie.,. dltcUat the raeultt of your analy.ta. 

A. Exhibit No. (RJF-21 dilferentiatea the results f or ratepayers 

over time. In the flrat part of the analyala, the effect of new 

cuatomera abaorbing the benefit• of axlatlng cuatomers is ignored. 

Even under thla approach, the tranaaction takaa a very long time 

to produce nat benefits. It would take 14 yeara bef,ore the higher 

coltl In the flrat 6 years are returned (wlthou·t intereat) to 

ratepayers. Thla is quite algnlflcant. It means that any existing 

cuatomer who leavea the ayatem for any reason during the first 14 

yaara will loae money, no manor what hoooona. It appoara that 

In tho current caae cuatomers will have to walt 14 years to break 

even (at a zero percent Interest rate.) 

Q . How long doea tt taka before the tranaactlon yi elds a retum 

comparable to a money matllat account or repayment of a 

mortgage? 

J . K•nnedy end As•oclertJs, Inc. 
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The IRR efter 16 Ylltl Ia only 4.6%. After 18 yeara the realized 

return Ia 7.4%, while It takes 19 yeara to achieve a 8.5% IRR. 

Doa thle meen thet the FPC propoNl would be equal to that 

whlotl • cuatomer might get by paying off hla mortgage 7 

Hardly. If 1 peraon paye off a mortgage and then rnovaa or aalls 

the houae, the peraon will receive tha benefit• of the earlier 

lnveltment. Alternetively, prepayment of a mortgage creates 

equity in the home which can be used to secure an equity credit 

line. No auch financial flexibility would exiat for thla tranaaction. 

Thle Ia not a aevlnga account that cuatomera can count on for a 

rainy day. 

What Ia the total return from UW. tran .. otlon over the enure 29 

y~~n7 

Ignoring the dilution of benefit• from cuatomer growth. the total 

return for the entire treneectlon period 15 12.84%. Thia would 

place It a little below the allowed high end for FPC'a rate of return 

on equity end a little below the ectual raturna realized by FPC 

ahareholdera (over 14%) during the put 15 years. Therefore, i! 

would make aenae for FPC' 1 ahareholdera to finance the 

tranuctlon, particularly becauae we auume that at leaat aome of 

the colt of the buy out payments will come f rom borrowed fund a. 

Returning to the cuatomera' perspective, we know that if a 

J. Kenn11dy and A.,ocllt••· Inc. 



1 

2 

3 

4 

6 

8 

7 

8 

9 

10 

11 

12 

13 

14 

16 

16 

17 

18 

19 

20 

21 

22 

Q , 

A. 

Rendell J. Falkenberg 
Page 18 

cuatomer chooaes to Invest In Florida Progress stock, he or she 

would always have the option to sell the investment when a better 

opportunity came along. While 12.84% appears to be an 

attractive return, It Is quite misleading because of the 29 yeare 

required to reellz.e this return, the eforementioned risk of losing 

everything, and the leek of flexibility compared to ordinary 

lnvaetmenu. Further, these results are for ratepayers as a whole 

and make no dlltlnctlon between costs paid by existing ratepayers 

and benaflta derived by mew ratepayers. After accounting for the 

dilution of benetrt., existing rat.epayers will not do ae well , and In 

fact many wiU probably never achieve a positive rate of return. 

Exhibit 2 also ahows the results of this transaction after 

accounting for the dilution of benefits due to customer growth. 

I have anumed that cuatomer growth of 2.24% per year occurs 

and that new customer• usage panama are approximately the 

same 11 exlatlng one. Thla probably work• to make the reaulta 

more attractive to existing cuatomars becauae the trend towarda 

larger homes Indicates t!hat frequently new cuatomers uae more 

energy than the exlatJng ones. Regardless of the exact 

circumatancaa, new ouetomera do dilute the eventual benefits 

which would otherwise be received by existing cuatomers. 

J . Kennedy end AuocletSJ, Inc. 
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l.n't It pouible In aome cuea ti'Nit the new cuatomara are really 

True. For example, children will grow up, end ebaorb aome of the 

benafite paid for by their parent• and grendparenu. However, I 

believe that In such cull many parent• or grandparents might 

prefer to have a choice In making thia aerly Inheritance available 

to not only their own children, but everyone elae'a children as 

wall. 

P11111 0011tlnu1 with your dlacuallon of the raaultl ahown In 

Exhlbft No._ (RJF-2.1. 

The figures clearly demonatrate that the addition of new 

cuatomera to the ayatem reaulta In a dllutlon of the benefits for 

exiltlng cultomera to auch an extent that many of today' 1 

ratepayers will never break even from the transaction and even 

thoaa who do atay on the ayatem for the entire 29 yaara will 

receive leaa attrecthle return• than ahown in FPC's analyaia. 

Baaed on tha aaaumed rate of cuatomer growth, this 

trannctlon ~ cultomera' money for the first 14 yoora! Evon 

worse, if a cuetomer leaves the ayatem after 1 8 years, the return 

Ia only 6%. Givan the large negative return a for the flrat 14 yeora, 

I doubt If many prudent lnvostora would willingly take on such an 

inveatment. Even a customer who Itaya on the aystem for the 
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entire 29 yeara receive• a return of only 10 .4 %, an amount 

thought by many to be comparabhl to lnvutlng In a mutual fund. 

However, mutual fund lnveatmenta ere voluntary, end highly 

liquid. Neither mtement Ia true for FPC' 1 propoael. 

TheN reaultl, ere, of courN, highly dependent on the 

CUatOmer'l age. For cuatomera over the egl of 80, there Ia a high 

probebifrty that thla will be a rether poor retirement lnvettment. 

Even for 40 year olda, the mortality table• Indicate thet around 

20% will not eurvive the entire 29 yeara. In addition, we ere now 

living In a highly mobile eoclety. Younger people, who have better 

odda on the mortality tebl81 atill may not be around long enough 

to benefit from thla tran~eetlon due to relocation. I don' t believe 

the Comrnlulon ahould force ratepeyera to t.eke thla bet. Thla i1 

particularly true beceuae, 11 I will ex.pfein ahortly, the opportunity 

exlau. to reform thl t tranaectlon to eliminate moat of thlfe 

problema and atilt retain the longer term benefltl . 

Your an.lyela UMI the flguree conwtned ln FPC' 1 Exhibit B. Thla 

..,.,..,. compwable to Mr. Dotan'e Exhibit RDD-4, page 1 of 4 . 

Why don' t you r.ty on tWa other ac.narlo1 which reflect the 

Compeny'e ntpteMnt.atione that It will r.ot '"" t o l~dt.tely 

recover the O&M and other coau aeaoclated with the nger Bay 

plant? 

J. Kennedy end A••oclete:s, Inc. 



1 

2 

3 

4 

6 

e 

7 

8 

8 

10 

11 

12 

13 

14 

16 

18 

17 

18 

19 

20 

21 

22 

A. 

Q. 

A. 

Rendell J . Felkenberg 
Pege 21 

~ O&.M end other cotta referenced ere reel coata and ahould be 

i.ncluded 11 pert of any economic enalyaia. In addition, the 

Compeny hea mede no guarantee It will not aeek a beao rate ceae 

over the next lix yeera (II ahown in RDD·4, page 2 of 4) end It 

cartelnly stretchea Mr. Dolan' • credibility when he euumea that 

the Company would never have 1 baae rate case or otherwiae 

recover theee coati over the next 29 yeera (a a ahown on page 3 

of 4). Further, baaed on year end 1996 aurvelllance reporta, FPC 

ia now eeming over ita mid-point rete of return (a 12.3% ROE wea 

reported). It would certainly be poaelble for a complaint cue to 

be filed leedlng to 1 reduction In FPC'a ratea. or for FPC' 1 ROE to 

axcaed tn. current high end I 13%1, triggering rate reductions. In 

the end, customer• are liable for paying theae costa even if FPC 

doe• not have Immediate plana for a bue rata caaa. In any caae. 

ualng the uaumptiona ahown on R00-4, page 2 of 4 (no rete 

recovery for alx y11ral W•Ould move the braak·aven point back only 

two yeera. 

Your enetyala focu1111 on tn. impects on currant cuatomera. Do 

you believe that ea 1 m11tter of policy the Commlaalon lhould 

favor ourNnt ~.,. over future OOH7 

Good regulatory policy dlctetea that reguletora ahould conalder 

whet 11 In the belt lntareau of all ratepayer• over time. However, 
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th~ Ia clearly a queatlon of equity and proportionality. In the cue 

at hand, we ere not talking about e total aacrifice of futuro 

ratepayer• to enrich exlating one1. What we are really aaklng 11 

how much ahould current ratepayer~ be expected to aecrlflce in 

order to benefit themaelvea end other cuatomere In the future, or 

whether current ratapayart ahould take thia extraordinary atep for 

no purpoaa other than 11 en altruiltic gih to future ganarationa. 

In addition, It ahould be borne in mind that this is an 

optional tranaaction. Thla 11 not like the case of building a new 

power plant which will ba needed end uaed by all cuatomera, both 

axlltlng and new onea. Rather, thia Ia a cue where the reaource 

11 already In place and we are conaldaring the financial 

lmpl~ona of a re-ordering of the 111ocieted coeta over t ime. As 

noted above, the raaource Ia priced on the baala of coal·flred 

ganerltlon. It Ia entirely po11lble (though it now appears unlikely) 

that once the currant gaa contract expiraa. If gaa prlcaa have 

increa1ed, cu1tomert might rather have a resource priced on the 

bull of a coal-fired equivalent. Thua, future ratepayer• might 

benafltavao If the tran11ction were tumad down. In addition, by 

aalaction of a coal· fired raaourca 11 the avoided unit over gaa·flrad 

plante In the flrlt place, the Comml11lon waa already acting In a 

manner to minimize long run, rather then ahort run, co1t1. Hod 
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the Commlulon uaed a gu plant •• the proxy avoided unit, 

currant contract price a for capacity eQuid be much lower owing to 

the lower lnltlel capital coati of auch planta. 

Finally, I am not auggeating that the Commluion flatly 

reject the propoaal. Rather, I would aupport It, but only If aome 

mean1 II developed to addreu the inuea of inter·generational 

equity. 

How do you propoee to addre .. theM ooneema7 

I believe thlt the potential exlau for buy out trenaactlona auch 11 

Tiger Bay to ba large'ly •aelf financed. • FPC already has 

authorization from the Commiaaion to collect the cepacitv and 

energy chargee from the Tiger Bay CQntract via the fuel and 

capacity clauaea. Flrlt, t auggeat that the Commlnion aegregate 

the buy out coau related to acqulaltlon of the power plant 

( t162.7 million) and then require FPC to defer the remaining 

termination chargee. Tihe Company would then be allowed to 

retain the cepaolty and energy revenue• from the current contract 

tnd ..,.. them to oHaet the chargea from the contract termination. 

Exhibit No._IRJF-31 aummarlzea the reaulta of thla analyala. It 

demonltl'etea that the deferral balance• could be eliminated in 

about twelve yeara, baaed on FPC' a projection•. 

Pleaee explain your vlewa eoneemlng the rate tl'eetment of the 
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•112. 7 ~ portion of the peymenu related !o the purchue of 

the power plant which you !Mde In point 3 . 

Actually I muat aay that I am aatounded by FPC'a proposal to 

require rateplyera to pay the eott of the new power plant es pert 

of the capacity charge over the next five yeara. I doubt i f enyoM 

would cona.ldar it reaaonable for ratepayer. to pay the 

conatructlon coati of • new power plant In thla manner. I am 

aware of no auch ceaa In the hiatory of regulation. While the 

Commiulon haa occaalonally allowed CWIP In rate b!aa, thla only 

requires retepayera to pay the carrying coat• of plant• under 

con1tructlon and haa ornly been permitted In c1111 where It was 

needed to preaerve the utility' I financl1l integrity. That Ia a far cry 

from having the ratepayer• actually fund the entire colt of 

conatructlon. I 1ee no d iltinction between thla altuation, where 

FPC Ia acquiring an auet 11 part of a contract termination, end 

the mora ordinary cue where a utility builds a new plant. This 

propoaal by FPC Ia totally unjustified and unreaaonsble in my 

view. 

Would It t. rea10nable to mtke • dl.tlnatfon In thl1 caaa becauea 

the plant Ia alreedy running? 

No. Recently Florida Power & Light Company purchaead Scherer 

Unit 4 from Georgia Power Company. In that cue, the 
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Commission required the Company to follow conventional 

accounting practices, and most certainly did not require the 

ratepayers to pay for the coat of the new plant over en 

accelerat.ed tlme frame via the ;;apaclty elauae. 

Q. FPC propoHI to create • ,.gulatory llabUity aa an oftaet In future 

rate proceedlnga to aocount for the eerfy recovery of the plant' • 

coat. Why lan' t thla an tldequate medulnltm? 

A. FPC't propoaal atanda regulation on Ita head. Normally. the 

lnveatora own the a11eta and the ratepayera pey the Investors for 

the coat of ualng thosa eueta, Including a return on inveatment. 

FPC't propot!ll reveraes the procedure. The ratepayers pay for 

the aaaet, then the Investors credit the ratepayers for the cost of 

capital. Strangely enough, the ahareholders will atlll be the 

ownera of the a11et, even after the ratepayera pay for ft. Let ua 

not forget that under conventional rate base treatment FPC's 

ahareholdera would benefit from ownership of this plant. They 

would be entitled to receive a return on invutment. a11umlng it 

pa1111 the pertinent regulatory testa. Further, ownership of an 

efficient new plant would allow the Company to profitably serve 

euatomer growth in the future. 

Q . Baed on this dJacuaalon It appeara that you believe FPC ahould be 

afforded conventional rete treatment for the eaMt. Explain In 

J. Kennedy •nd Auocl•tes, Inc. 
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mora datell how you would propoM to accompllah that. 

The flrat atep would be to require FPC to differentiate Its payments 

between the amount required to purchaae the plant and the 

amountl und to terminate the contract. I auggeat that the flrat 

$162.7 million (NPVJ In paymenta be applied to the purchaae of 

the plant. Thla makea aenae becauu the Company w ill receive 

tltJe to the plant Immediately, and have thia eaaet on Ita books at 

the completion of the tranaectlon. All aubaequent paymenta 

ahould be aaaumed by the Commlaalon to be an expenae Item 

related to the contract termination. FPC ahould be allowed to 

Include the plant and 1\t e11oclattd co1t1 In IYrvailltmce reports. 

However, with the next general rete filing, the Company mu1t 

damonatrate the naad for and prudence of the facility If it aeeka 

convanti.onal rate recognition. 

Explain the regulatory accoun1ing of the contract tarmlnadon 

FPC ahould be allowed to continue to collect en amount equivalent 

to the revenue• for capacity and energy chargee eaaoclated with 

the currant contrectl. All fundi received ahould be credited 

againat the terminetlon charge~a . In 1997 and 19 98, when ell 

tranaactlon com ere euigned to the plant purchase, FPC would 

recover all fuel and operating coati plua e aurplua. In the yeera 
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1998 to 2002, •• the plant purchase paymenti end and contract 

termination chargee begin. ahortfalla will exist. After 2002, FPC 

w ill have aurpluaaa every year. All ehortfall end aurpluua ahould 

be accumulated, with carrying chergaa computed at FPC'a coat of 

ceplgl. Eventually, the coat of the contrect termination will be 

eliminated and FPC ahould then eliminate collection of the 

contract-equivalent chargee. In thla way. the Company will be 

mede whole. 

Udlty eooounUng ltanderde have become quite re•triotlve In 

recent YMR· Doe1 the poNiblll1y that FPC'a CPAa mey not .. ow 

the eomp.ny to report 1ht regulatory lntt cretted under thlt 

~opoe., oonc.m you7 

No. The eccountentl' role Ia to record transaction•. not to decide 

which onea take place. lnveator• can be made aware of thia rate 

treatment even If FPC cannot report the regulatory uaet for 

finencialeccounting purpoaea. However. I believe that thia reiaea 

en excellent point concerning the ultimate benefits of this 

trenaactlon Which ahould be carefully conaldered by the 

Comml11lon. 

Pia r expa.in. 

I have already dlacuue<l the fact that ratepayer• atend to lose 

under the FPC propoael If for en·( reeton they leave the ayatem 
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prior t o the end of the contract term. In all likelihood. few of 

todey'a cuatomera will be on the ayateu. J. .J yo rs •u•u now. 

However, we mutt Illume that in aome form FPC will be around 

until the year 2026 land beyond). Thua, FPC lain o much boner 

poaltion then virtually any of ita cuatornera to realize the benefit a 

of thla tranaaction. If FPC'a accountant• (or lendera or other 

lnveatora) do not conaicler thla to be e worthy invutment, then 

what should that tell the ratepeyera? Or the Comml11lon, for thet 

m.tter7 If FPC balks et the eccountlng impllcat•ona of my 

proposal, then It would appear they consider this Investment t o be 

viable only If It can be financed with other people's money. The 

Commlalon ahould flatly reject thla propoael. 

Plrru ct.cltal your conoema regarding the coli of Mrvlc:e 

Under FPC'a propoael, the energy component of the cor.trect 

(band on the coat of coal) will be replaced with the ectuel co•t of 

ges under the Vuter contract. This w ill sub:stentielly increaae the 

co.u recovered on energy relative to capacity. For example, In 

1 998, the COlt of energy under the OF contre~tl Ia '27. 3 million, 

compared to •41 .5 million for fuel under the Vetter 911 cont11ct. 

This creetu a shift In cost from demand to energy which greatly 

diaedvantagea high loed fector cuatomera. Beceu11 induatrial 



1 

2 

3 

4 

6 

8 

7 

8 

9 

10 Q. 

11 A. 

12 

13 

14 

16 

18 

17 

18 

19 

20 

21 

22 

R6nd6/l .J. F6/ksnbsrg 
P6gs 29 

loada are generally high loed factor, this aapect of the tr::nsaction 

will be detrimental to the cllmat11 for industrial expanaion in the 

FPC aarvice area. In addition to the problems discussed ebove 

(related t o the po11ibllity of leaving the system due to buainess 

closure, relocation or self generation), it edda a further handicap 

to the FPC propoaal which makea It virtually impouible that a high 

load factor cuatomtr could ever benefit from thla t ranaact.ion. My 

rate trettment propoaal would mel11tain the current demand and 

energy relationships and eliminates this problem. 

What we the competitive lmpUoatl.ona of FPC's propostl7 

FPC' a propoael Ia entl·competitive. The Company would !iko for 

Ita current retepayera to subaidiza Ita competitive future. By 

terminating thia contract and rapidly obtaining an e11et without 

any thareholder Investment, the Company would greetly reduce 

Ita future costa. In addition, FPC aeeka to heve the ratepayers 

purcheu a highly efficient new plant for it . It will then have thl& 

a11et on Ita booka with no original investment end be that much 

better poaltionad to compete for cuatomers In a competitive 

market. The capital FPC might have dedicated to the purch11e of 

thla plant will be replaced by FPC's off the books regulatory 

litbllity: nothing more than an IOU to the ratepayers. If the 

ratepayara are no longer captive, the question Is whether FPC's 
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liability to them would peralat. Utilities in other states are now 

contending that they should receive stranded coat recovery of 

regulatory aaseta on the premise they will be uncollectible under 

competition. This Ia the ·mp aida• of the same coin. In at:~ 

avant, FPC will be able to apply the credit resources it coneerved 

in thit trenaaction to the acquisition of additional plants. This will 

place the Company at en advantage relative to pouible 

competitors. 

FPC suggests that the Tiger Bay contract may be part of the 

so called •ttranded com• which It lll'lmes ratepayers will bear 

In the ttanaltion to competition. However, there Is no evidence 

that FPC will have positive ltranded coau in the first place. When 

competition becomes a reality, the shareholders may walk away 

with thlt aubttantial windfall. In any event, the Company Ia not 

proposing competition at this time, eo It it premature to allow this 

expedited (and unprecedented) cost recovery on the basis of such 

conaideratlona. 

Dltcun your point 4 concerning the relatlonahlp of convect 

tarmlnatlona and DSM. 

Utility regulation seems to have adopted the concept that you 

-have to spend money to make money• with a vengeance. 

Unfortunately, it Ia the ratepayers' money which Ia b9lng spent. 

J . Kennedy end Assoclllttlll, Inc. 
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DSM hll been touted ea 1 mean a of spending ratepayer money to 

uve ratepayer money. FPC's proposal amounts tC' the seme 

thing. Unfortunately, there is a limit on how much ratepayers can 

afford to lptnd t o ••v• mQney, part•r.ulerly In light of the 

uncertain aavlngs available from these schemes. Capital is a 

scerce resource end ahould ba rationed t o the most productive 

inveltmlnta. I suggest that If the Commiu lon does not accept 

my ratemaklng proposals for this proceeding, end atill approves 

the transaction, it ahould re-examine the cost/benefit analy111 of 

current DSM projects t o see If any fell short of the potential 

returns from the contract termination proposal. If 10, then the 

funda used to pay for the Tiger Bay transaction should be offset 

by ellmlnl1ion of leu coat-effective OSM options. If, on the other 

hand, all OSM pro,llctaare more cost-effective, then the proposed 

Tiger Bay transection should be tabled. 

Finely, pleaM dlacuaa your point 6 regarding the recovery of 

terrn&n.tion coltl via automado adjul'tmlnt cleusas, In the c .. • of 

a udlty __,.g above tu low range ROE. 

Again, this concept would apply only In the cue that the 

Comminion does not adopt my main proposal. To the extent that 

1 utility Is earning above Ita low end ROE, the Commln lon 11 

ptrmlttlng the ahareholdera to collect 1 rete of return which fells 
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within the reasonable zona. In light of the queatooneble long term 

colt/benefi1 relationships of po11ible transection• In general (and 

this one apeclflcally), customer rates should not be further 

elevated by automatic adjuatment cleuaea In ceaea where 

aharaholdera ere already oarnfng reaaoneble returna. Coata 

allowed for automatic adjustment clauaea ahould be reduced to 

the extent that the ROE ia brought to the low end of the 

reaaonabla zone. This doea not mean that aucn costa are not fully 

recoverable. It simply meena that full pasa·through recovery 

should not be extend ad automatically. The utility could always 

aeek to recover these costa In buo ratoa. and lnatitvtc a full 

proceeding If It finda the low end ROE unacceptable. 

Wouldn't thl8 amount to a •back-door• rate reduadon7 

Abaolutely not. Recall that FPC ia aeekfng extraordinary rete 

treatment (vie the capacity aurchergel under ita propoael. The 

termlnatlon chargea do not fit within the ordinary definit ion of 

capacity chargea, thua they would not otherwiae be eligible for 

autometlc recovery. Thla propoaal almply emelloretea the 

altuatlon by requiring the utility ahareholdara to accept a allghtly 

lower rata of return In exchange for thla extraordinary land 

generoua) rata treatment. 

Can you provide an analyala which demonatratea how aubatenU.J 
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the T1ger ley requflt Mid other reoem FPC requeiU for autort .. tlc 

adjuetment obluM recovery are !n reletlon t o the Compeny'a 

tutory of bMe rate increaM 7 

Ya. Thla and other recent FPC reque1t1 tor automatic adjuatment 

cleuM recovery ere quite aubatentJal, by any meaaure. Thia 

tren1actlon amounta to e requeet for approKimetely •eo million In 

immediate rate relief In ocldltlon to FPC' • recent award for fuel 

under-recovery of •so million at.emmlng from the Cryetel River 3 

ehutdown and, yet another requ81t for en increeae in the capacity 

eurcharge of •30 million. TheM automatic ldjuatment cleuee 

lncreeee requeat11 total pyer •116 million, en amount fer greeter 

then any bill rate award FPC he• received In any rete caae elnce 

1961 . See EKhlblt No. _ IRJF·41. Conaidering the 

extraordinary nature of theae recent requeata, FPC' • earned ROE 

of 12.3% ehould be viewed with concern by the Commi11ion. 

Were FPC to attempt to juetJfy a bate rate incraaae of 1uch 

magnitude, a far more detailed and exhau1tlve regulatory 

procadure would be required, and FPC would naturally riak 

adjuetmenta to Ita allowed ROE. 

Q. Doa thle condude your taatlmony7 

A. Yea. 

J. Kenn«<y end A,.ocletes, Inc. 
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QUALIFICAnONS OF RANDALL J. FALKENBERG, V1C£ PRESI.DEN!T 

EDUCATIONAL BACKGROUND 

I received my BtdM:Ior of Sea- depw with Honan in Pbyaica md a minor in malhan.tllca from 

lndj.ory University. I recrivcd a Muter of Sciax:c clepc in Pbyaic:s from the Univcn:ity of Minnaou. 

My thesis .-ell - in nuclolr lboory. AI Minnaota I alto did pduatc woctc in engi~ng 

ocooomJcs and OC'OI.omecrica. I have compl«cd ldvanccd l1lldy in power syltem reliability analyais. 

PROFESSIONAL EXPEiliENCE 

After .,..,. .. Mill& l'rom the Unlwnlty of MlnQ!'IOia In 1977, I was employed by MiJII'tCIOU Power u a 

R.lk EoaJneer. I cleclpcd llld ooordiNted the Compeny'a fil'll 11*1 research Pf01P'IIIl · I also pcrformod 

lold ltlldies liNd ill co.t-of-..vloe lludies llld aa!Jled In rae dcslp .aivltla. 

In 1971, I ICc ptd the Jl'lfhi9a of R n n"ttl Analyat In the MartedDa and R.acs dcpanmeot or PuJC1 

Sound Po-. llld J..iPI Coml*l)'. 1A IbM poaition, I JlR'I*1Id lbe rwl>)'elf Ala and RVCIIUC forccasu 
used in lbe CompiD)''a bcwtpdna ICdvhies IDd developed mcdloda to perform bodl ncar- and tona·term 
lold roreeut~na atucS& 

In 1979, I tceqMd tbc poaitioa of Comul\lnt In tho Utility IWe Dcputment of Ebuc:o Service Inc. In 

1910, I was promoced to Seoior Coruultulln the £ncrsy Manapnalt Services Depcnment. At £basco 

I pe~focmcd md ua:laned in - ltlldiel in tho .,.. of COlt of aervice. lold .-dl, aod utility 
pl•nnina 1A plrtic:u._, I was Involved In lludies coocanlna analyais of excess eapecity, cva.lualon of the 

plannia& actlvitla of 1 lllljcr udUty 011 bdlalf of ita publ ic aervice commluioo, development c.r a 
mcthodolol)' for c:omputlq avoldod ooau and cop:oentlon ..-s. IOCIJ·Leml clccuicity price forecasts, and 

cost aiiOCIIlion ltlldiel. 

AI Ebuco, lapeclaliad in tho devclopuMOJI of compuler model• used 10 1imulalc utility produ~don cosu. 

system reliability, llld lold ~ I - the priDd,... IUihot or production costina 10ftware used by 
oiJ)neen utility clleu llld pllbllc .vice oommiuloos for evalua1ion of marclnaJ cosu, avoided COIU and 

productloa coatlna malysis. I a.istcd av« 1 dozen utllitia In the paf01'111.1DC:C of mqinal IDd avoided 

cost studia rclaled 10 the PURPA of 1971. In this eapecity, I 'WO!ttcd with utiltry plannen and rate 

spcc:.ialisu In quantlfyia& the ,.. md 0011 impect of acnemion exp~~~~lon altcmallves. This ac:tivlry 

included atimarina carryina cosu, DAM a~ and capital COlt ~~~timalft for fut~n gCIICI'atlon. 

J . K£NNEDY AND ASSOCl.A TES, INC. 
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QUALIFICATIONS OF RANDALL J . FALKENBERG, VICE PRESIDENT 

In 1912 I 8CCCp(.Od tbc pc~itioa of Sci« Coosuhmt with EncrJy Mlnqanent Auod&tes, Inc. and wu 

promoc.ed to lMd Coalut.t ill J..w 1913. At EMA lllalned and -lied with plaMen and fi~ial 

-l)'IU ll ecv..t lltllitla blappllcadonJ of the PROMOD and PROSCREEN plannina models. I usisted 

plunen In appl'-loaa of !I.e modcb to the prq~~t&tion of ltudles evaluatlna the ~eoue requircmcnu 

and f!IWicial imJ*:( of ...,...000 cxptn•loo alta1111ive~, altcmale loed powth p111tCmJ and alternate 

rqulllory tJ'I':II!NI!I!I of acw beeeloed ..,..oan. I alao usisled In EMA '• educ:lllood seminars wbcre 
utility penooncl _.. traillcd ill apedJ of proclucdon COlt mocklia& and ocher tDOdcm tec<.niqucs of 

JCIICr1ltion plannina. 

I boc:ame 1 PriDclpaJ In Kennedy mel Anoc:illes In 1914. Since tbco I have performed nu.mcrous 

economic ltlldlelllld ~ of die expen•lon plalu of ~eVen~ utilities. J have testified on reveral 

oecasioru ~ pi.mlQOCCI.,.ion. JIOW'CII' IystaD reliability, pbuo-in of new ~~ plants, and 

the proper rae biCncut of- JtiiCflllna Qpatity. 

MJd.Ag s1ca~C.- •. ~mCoefernc.·JIIDCI914: "J'oo~lw PlantR.ak 

Sbodt - Ia rt..lll die~ 

Ea.ctricCo- "la-J'CtC.O.adl- Allnual Seminar, September 1916: "R.ucSbodt. 
Excea Caplchy aad J'bale.ln" 

'l1le M.allo:rpeal Sodlcy - Annual Conveollon, Fcbnllry 1917: "The lmpea of Electric 

Pricln& Treodl oo die Al.umillum lDdv.stry" 

Poblk Utllld. fonaiPdJ · "FIItllre E*:lric:ity Supply AdeqUICy. The Sky Is Not 
Falllna" Whll Otban ThiDic, Jmllll)' S, 1919 luue 

J . KENNEDY AND ASSOCIATES, INC. 
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• Ryhibit (aJP- 4 ) 
Page 1 of 1 

Bhtory of FPC Base bte Cases and lurcharge Jtequeetsa 1961-1997 
Almwalised (UOOO ) 

Year Docket Order Cause Company Granted 
Requeet (Thousands ) 

6414 -BU 3324 Overearning ($1,250) 
1961 Reduction 

mandated 

1971 71 370-EU 5619 Growth $19 ,934 $ 1 ,796 

1974 74806-EU 6794 Growth $65,600 $ 45,081 
74807·80 

1977 770316 -.U 1160 Jfl&ol.ar .,2,325 • 59 , 461 
Plant 

1980 9451 Cos t of $99,000 s 58, 400 
Cap ital 

New Conet. $169 ,225 $ 111,330 
1982 820100-EU 11628 Inc. ROB t o 

18\ 

1984 830470-BO 13771 Cryetal 
River II 5 

$138,203 $ 93,35 

CUstomer ($140, 000) 
1987 870220 ·81 18627 overearning reduction 

Complaint m&ndated 

PSC-92· Central $145,853 $ 85,757 
1992 910890-BI 1197 Florida 3 year 

FOF-BI Generators phaee in 

970001-BI Pending Nuc/fue l 
1997 lose $102,174 7 

970097-EI Pending Cap Surchg $ 30,000 
Tige r Bay $ 60,635 . 

During the study period, the Florida Power rate base has 
grown from $542 million on January 1, 1972 to $3.3 Billion on 
December 31, 1996 . 

over t he 36-year period from 1961 t o 1996 the base rate 
increases granted t o PPC have been approximately 1314 Million in 
total . The propoeed .urcharge increase for the year 1997 alone 
is 1192 Millioa for two of the four cost recovery mechaniema . 
For the an.nualiaed period, FPC has request ed an astounding 1301 
Million in capac ity chargee. 
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