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BEFORE THE
FLORIDA PUBLIC SERVICE COMMISSION
FLORIDA POWER CORPORATION
DOCKET NO. 970096-EQ
DIRECT TESTIMONY OF RANDALL J. FALKENBERG
Please state your name and business address.
Randall J. Falkenberg, Suite 475, 36 Glenlake Parkway, Atlanta,

Georgia 30328,

What is your occupation and by whom are you employed?

| am a utility rate and planning consultant holding the position of
Vice President and Principal with the firm of J. Kennedy and
Associates, Inc. (“Kennedy and Associstes”).

Please describe briefly the nature of the consulting services
provided by Kennedy and Associates.

Kennedy and Associates provides consulting services in the
electric, gas, and telephone utility industnies. The firm provides
expertise in system planning, load forecasting, financial analysis,
cost of service, utility accounting, revenue requirements, and rate
design. Our clients have included the Georgia, Louisiana, and
Oklahoma Public Service Commissions, the Attorneys General of
Kentucky and New Mexico, the Office of Public Utility Counsel of

Texas, the Consumers’ Utility Counsel of Georgia and industrial

J. Kennedy and Assoclates, Inc.
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consumer groups in over a dozen states.
I. QUALIFICATIONS

Please describe your education and professional experience.
Exhibit No. ___ (RJF-1) describes my education and experience
within the utility industry. | have nineteen years of experience in
the utility industry and have worked for utilities, both as an
employee and es a consultant, and as a consultant tc major
corporations, state and federal government agencies, and public
service commissions. | have been directly involved in a number of
cases related to the Bath County, Beaver Valley, Brandon Shores,
Grand Gulf, Millstone, Palo Verde, Perry, River Bend, Trimble
County, Vogtle, and Wilson power plants concerning the topics of
rate recognition, prudence, power system reliability, and
economics. |

During my employment with EBASCO Services | developed
probabilistic production cost and reliability models used in studies
for numerous utility industry clients. | personally directed a
number of marginal and avoided cost studies performed for
compliance with the Public Utility Regulatory Policies Act of 1978
("PURPA"). At EBASCO, | also participated in a wide variety of
consulting projects in the rate, planning, and forecasting areas.

in 1982 | accepted the position of Senior Consultant with

J. Kennedy and Associales, Inc.
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Energy Management Associates ("EMA"). At EMA | trained and
consulted with planners and financial analysts at several utilities
in applications of the PROMOD IIl and PROSCREEN |l planning
models. In particular, | assisted planners in the application of
these models to the preparation of studies of revenue
requirements and the financial impact of alternative expansion
plans. | also assisted in EMA’s educational seminars and trained
utility personnel in revenue requirements analysis, production cost
modeling, reliability analysis, and other techniques of generation
planning.

Since joining Kennedy and Associates in 1984, | have been
responsible for the firm’s work in the areas of generation planning,
reliability analysis, and the rate treatment of new capacity
additions. | have presented expert testimony on these and other
matters in over seventy-five cases before regulatory commissions
and courts in Arkansas, Connecticut, Florida, Georgia, Kentucky,
Louisiana, Mearyland, Michigan, Minnesota, New Mexico, New
York, North Carolina, Ohio, Pennsylvania, Texas, and West
Virginia. Included in Exhibit No. ___ (RJF-1) is a list of my
appearances. |
Have you previously presented testimony before the Florida Public
Service Commission?

J. Kennedy and Assoclates, Inc.
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Yes. In 1984 | appeared before the Florida Public Service
Commission ("FPSC") in Florida Power Corporation (“FPC” or “the
Company”) Docket No. 830470-El and addressed issues related
to the Crystal River 5 generating unit. In 1987 | filed tc=timony
in FPC Docket No. 870220-El related to cost allocation and rate
design and the performance of the Crystal River 3 nuclear plant.
In 1892 | filed testimony in FPC Docket No. 910890-El related to
cost allocation and a variety of revenue requiréments issues.
Docket Nos. 870220-El and 91890-El were settled prior to my
appearance. In 1992 | filed testimony in TECO's general rate case
(Docket No. 920324-El) addressing issues related to cost
sliocation, jurisdictional separations and interruptible rates. In
1998 | testified in TECO's Polk County proceeding (Docket No.
9600409-El) addressing issues related to the rate treatment of
that project. | have also presented testimony in a number of other
proceedings addressing issues related to interruptitle load, off-
system sales and DSM.
i, INTRODUCTION AND SUMMARY

On whose behalf are you appearing and what is the purpose of
your testimony?

| em appeering on behalf of the Floride Industrial Power Users

Group ("FIPUG"). These industrial customers are among the

J. Kennedy and Associates, Inc.
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largest power consumers on the FPC system and have a direct

interest in the Commission’s possible approval and regulatory

treatment of the Tiger Bay power plant sale and contract

termination which will be addressed in this case. FIPUG has asked

Kennedy and Associates to review FPC’s filing and comment on

the Compeny's proposal to purchase the Tiger Bay plant and

terminate the power purchase contract.

Could you please summarize your conclusions?

Yes. | have concluded as follows:

1.

While FPC projects substantial benefits from the Tiger Bay
transaction over 29 years, it proposes to have existing
customers fund the buy out over 5 years. When viewed as
an investment, as presently structured, this is a poor deal
for retepayers. From ratepayers’ perspective, the
probability of death, relocation, sale or termination of
business interests, conservation or self generation prior to
the end of the current Tiger Bay contract makes this a high
risk proposal. In addition, new customers who come on the
system will reap the benefits paid for by current ratepayers.
For this reason, FIPUG opposes the buy out in its current
form, but would not oppose it if it were modified so as to

be rate neutral to consumers over time and across rate

J. Kennedy and Associates, Inc.
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classes.

The real beneficiary of the Tiger Bay proposal will be FPC,
not the ratepayers. Unlike more routine contract buy
downs, in this case, FPC wanis to acquire and own an
efficient power plant paid for by ratepayers in a wey that
will enhance its competitive position by the time customer
choice arrives. To approve the transaction as proposed
would be to require ratepayers to subsidize FPC's future
entry into a competitive market.

The FPC proposal will substantially increase energy (fuel
related costs. When compared to the current contracts,
high load factor customers will be disadvantaged relative to
other groups.

FPC proposes to acquire an asset it says is needed to serve
its customers. For ratemaking purposes, it doesn’t matter
whether FPC builds or buys a plant. If the Commission
decides to approve the purchase of Tiger Bay, it should
reject FPC’'s proposal to charge ratepayers the cost of
purchasing the generator over five years. Instead the
Company should be required to capitalize these costs and
they should be afforded the same rate treatment as any

other conventional power plant, including a review of

J. Kennedy and Associlates, Inc.
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prudence and need in FPC's next rate case.

As opposed to FPC's proposal to collect the termination
charges from ratepayers over the next five years, if the
Commission decides to approve this proposal, it should
allow the Company to continue to charge ratepayers on the
basis of the current contract and defer any unrecovered
termination charges. Based on FPC’'s analysis. these
deferrals will be eliminated over time after the b year period

ends.

. REGULATORY AND ECONOMIC ANALYSIS

OF TIGER BAY BUY OUT

What is the purpose of this portion of your testimony?

| will present the principles underlying FIPUG's position relative to

the question of cogeneration contract termination and buy outs in

general, with specific application to Tiger Bay. | believe this will

assist the Commission in understanding our recommendations in

the proceeding. FIPUG believes the following principles should

govern the disposition of cogeneration buy outs:

1.

FIPUG supports cogeneration. PURPA requires that puuiic
policy promote cogeneration. Cogeneration has proven 1o
be a beneficial conservation measure which promotes the

efficient use of fuels and a degree of healthy competition

J. Kennedy and Associates, Inc.
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for the opportunity to provide generation.

FIPUG endorses the concept of early contract termination
in any case whare a buy out is more economical than
continued purchase under an existing contract. However,
each such transaction must stand or fall on its own merits.
The rate recovery of buy out charges should be
accomplished equitably and in such a manner as to keep
the price for generation at reasonable and competitive
levels. This can best be done by requiring cogeneration buy
outs to be “self financing” with the recovery of contract
termination payments deferred and paid off from savings
ralative to the level of existing contract charges. Where
possible, rate neutrality should be the goal.

Whether a utility acquires a new generation resource by
construction, or by purchase from a cogeneration developer
should make no difference for ratemaking purposes. The
rate and accounting treatment of all new generators should
follow traditional practices and procedures.

If the Commission does not accept a method to maintain
rate neutrality such as discussed in point 2, it should adopt
other approaches to mitigate the rate impacts of buy outs.

In many cases, utilities are siready collecting substantial

J. Kennedy and Associates, Inc.
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funds from ratepavers for conservation and DSM programs.
To the extent that the buy out of a QF contract is a more
economic option, DSM expenditures associated with less
effective programs should be diverted to fund buy outs.

5. In addition to point 4, to the extent that a utility is earning
above its low end rate of return, buy out charges should be
absorbed by the utility before being collected in an
automatic adjustment clause.

6. Buy outs should not be justified on the basis of reducing
stranded costs. Unless there is a specific plan to transition
to retail competition, such proposals are premature and
ignore the fect that stranded costs may be negative for
some utilities.

Please elaborate on the second point above.

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

utilities’ current avoided costs. There are many reasons for this,

but the principal problem is that in years past utilities and/or the

Commission assumed that the avoided unit would be a coal-fired

power plant. Currently, the actual least cost capacity expansion

option is usually a gas-fired combined cycle or combustion turbine
power plant. Because these resources are much lower in cost

than coal-fired generstors, utilities who are paying for QF

J. Kennedy and Associates, Inc.
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generation on the basis of avoided coal-fired capacity are paying
above market for the value of the generation received. (Had the
utility actually built the avoided unit, it would be in the same
posture but with less flexibility). Thus, ratepayers are now paying
for contracts which in many cases exceed the current avoided
cost. As a result, the opportunity exists in some cases to reduce
-cost by early termination of these contracts.
Will such terminations glways be in the best interests of
ratepayers?
Not necessarily. The answer really depends on the cost of the
buy out relative to savings. |f the cost of the buy out (and
replacement power and energy) is lower in present value terms
than the remaining contract prices then it could be economical.
However, it is worth noting that the apparent detriments of
certain QF contracts are only & result of the low current cost of
gas-fired generation. If we have learned anything over the past
few decades, it is that long term projections are elways influenced
by recent experience (probably disproportionately so) and that
such projections are frequently quite wrong. In most cases, there
was some reasonable basis for assuming that coal-fired generation
would be more economic than gas or oil. While the prerequisite

sssumptions underlying the original preference for coal may not

J. Kennedy and Associates, Inc.
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have yet materialized, it is possible that they couid. A proxy for
a coal-fired resource could still prove to be more economical than
pas-fired generation. Thus, there is a certain amount of risk
inherent in any buy out which exchanges a contract for energy
based on the cost of coal-fired resources in favor of a greater
reliance on a gas-fired generation. In the case at hand, there is
certainly some value in Tiger Bay's obligation to absorb the risks
related to the price of natural gas for the next 29 years.

What are the implications of this observation regarding the
concept of early contract termination?

if the option is to exchange the resource equivalent of a coal-fired
generator for a gas-fired one, there must be a meaningful benefit
for doing so. (| recognize that in this case Tiger Bay is a ges-fired
plant. However, the current contracts have energy prices based
on coal-fired power plants. We expect that Tiger Bay will meet its
obligations even if gas prices were to rise unexpectedly. Tiger Bay
also has a ges supply contract which provides additional
assurances in this regerd.) There is gome inherent advantage in
resources which are priced on the basis of coal-fired generation,
even if not apparent in current economic comparisons. For this
reason, the Commission should be reluctant to accept contract

termination arrangements which have less than clear cut economic

J. Kennedy and Associates, Inc.
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advantages. Every situation will probably be different. Some buy
outs may be much more attractive than others, and the
Commission should view each &s a separate transaction and
require solid evidence of an economic advantage resulting fiom its
approval,

In addition, FPC's proposed acguigition of the Tiger Bay
plant makes this transaction different from the contract
termination situations that the Commission has considered in the
past and will consider in the future. It presents a different
dimension and calls for close and careful scrutiny. Because FPC
will actually wind up with an asset if its proposal is approved, the
Commission should take a careful look at the costs and benefits
es well as consider the implications of the transaction to determine
if there are any unintended consequences.

How does this relate to the remainder of point 2 concerning
equitable rate treatment?

The Commission should recognize that the issue of contract buy
outs is also one which poses serious problems of inter-
generational equity es well as the uncertainty inherent in any long
term resource selection decision. In the case at hand, FPC
proposes to charge ratepayers for $488 million in buy out costs

plus $240 million in fuel costs and incur additional O&M expenses

J. Kennedy and Associates, Inc.
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and other costs of $97 million over the next five years. These
costs total $825 million and provide savings of only $472 million
in contract charges over the same period. The ultimate benefit of
the $3563 million in extre costs will not be fully realized 'intil 29
years inte the future. Based on FPC's projections, it will take 14
years before the break even point is reached (assuming no return
on the additional early payments). Thea Commission must consider
what constitutes a reasonsble standard for evaluation of
transactions with such widely diverging effects over time.

Why do these inter-generational issues concern you?

Proper regulation must be concerned about issues of inter-
generational equity. Customers will move, go out of business, or
even die. Alternatively, customers may undertake conservation
measures, or self generate to reduce or even eliminate their
consumption of electricity. In each of these cases, customers
may pay the front end loaded costs of a contract termination, but
not be around to enjoy any eventual savings. Further, for guite
some time Florida has been an attractive state for older people to
move into for retirement and for young people starting out.
Individuals who move into FPC’'s service territory will reap the
benefits of contract buy outs without paying any of the costs.

More significantly, new customers will substantially dilute the

J. Kennedy and Associates, Inc.
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benefits of even those existing customers who do stay around for
the entire 29 yeaers.

Finally, the Commission should recognize that a buy out
transaction can change the assignment of costs among customer
classes. In the case st hand, the FPC proposal would result in a
substantial increase in fuel costs relative to the current status quo.
High load factor customers will find that even under FPC's
proposed 100% capacity allocation for the buy out payments, a
disproportionate increase in energy costs (and therefore total
costs) will occur,

Has the Commission previously indicated that it considers the
question of inter-generational equity important?

Yes. Concerns over inter-generational equity constituted one of
the reasons why the Commission refused to approve FPC's
proposal to recover costs associated with the early termination of
OCL's power purchase contract over a period of five years.
Have you analyzed FPC’'s proposal in light of the Com™ission’s
concerns?

Yes. Exhibit No.___ (RJF-2) is an analysis of the economics of the
Tiger Bay transaction from the perspective of gurrent ratepayers.
The exhibit is based solely on the Compar:, ‘s economic analysis

of the project with no adjustments to any of the underlying

J. Kennedy and Associates, Inc.
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assumptions. Along with the exhibit, | prceent a chart which
shows the ratepayers realized Internal Rate of Return (IRR) derived
from the transaction.

What s an IRR?

An IRR calculation is a useful tool for examining the attractiveness
of investment alternatives. In this case, FPC proposes to charge
ratepayers more for the first five years, in order to produce
savings for the last 24 yeers. The question is “What kind of
return on investment does the customer derive from this “forced”
investment?” The IRR computes this return by finding the interest
rate at which the cash flow analysis breaks even. This
information can then be used as a basis for comparison. If an
investment yields a return higher than other opportunities of
comparable risk, then it is attractive.

Could you cite some examples of the type of investment
opportunities available to customers?

Mr. Dolan has already cited the ides of an early repayment of a
mortgage as one example. In Mr. Dolan’s example, the IRR would
be spproximately equel to the interest rate on the mortgage,
perhaps 7-8%. Naturally, some customers will find it more logical
to pay off credit card debt (18% or more), while others may have

paid off all debts, and prefer to put extra money in money market

J. Kennedy and Associates, Inc.
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accounts (6%), long term government bonds (7%) or the stock
market (10%). In any event, customers have a wide range of
investment opportunities. | will demonstrate that for all but the
longest time frames, more attractive returns will be available frem
more conventional opportunities. Further, conventional
opportunities have much lower risk and far greater financial
flexibility.

Please discuss the results of your analysis.

Exhibit No. __ (RJF-2) differentiates the results for ratepayers
over time. In the first part of the analysis, the effect of new
customers absorbing the benefits of existing customers is ignored.
Even under this approach, the transaction takes a very long time
to produce net benefits. It would take 14 years before the higher
costs in the first 6 years are returned (without interest) to
ratepayers. This is quite significant. It means that any existing
customer who leaves the system for any reason during the first 14

years will lose money, no matter what happens. It appears that

in the current case customers will have to wait 14 years to break
even (at a zero percent interest rate.)

How long does it take before the transaction yields a return
comparable to a money market account or repayment of a

mortgage?

J. Kennedy and Associates, Inc.
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The IRR after 16 years is only 4,6%. After 18 years the realized
return is 7.4%, while it takes 19 years to achieve a 8.5% IRR.
Does this mean that the FPC proposal would be equal to that
which a customer might get by paying off his mortgage?
Hardly. If a person pays off a mortgage and then moves or sells
the house, the person will receive the benefits of the earlier
investment. Alternatively, prepayment of a mortgage creates
equity in the home which can be used to secure an equity credit
line. No such financial flexibility would exist for this transaction.
This is not a savings account that customers can count on for a
rainy day.

What s the total return from this transaction over the entire 29
years?

Ignoring the dilution of benefits from customer growth, the total
return for the entire transaction period is 12.84%. This would
place it a little below the aliowed high end for FPC’s rate of return
on equity and e little below the actual returns realized by FPC
shareholders (over 14%) during the past 15 years. Therefore, it
would make sense for FPC's shareholders to finance the
transaction, particularly because we assume that at least some of
the cost of the buy out payments will come from borrowed funds.

Returning to the customers’ perspective, we know that ifa

J. Kennedy and Associates, Inc.
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customer chooses 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 years
required to realize this return, the aforementioned risk of losing
everything, and the lack of flexibility compared to ordinary
investments. Further, these results are for ratepayers as @ whole
and make no distinction between costs paid by existing ratepayers
and benefits derived by new ratepayers. After accounting for the
dilution of benefits, existing ratepayers will not do as well, and in
fact many wiil probably never echieve a positive rate of return.
Piease explain.

Exhibit 2 slso shows the results of this transaction after
accounting for the dilution of benefits due to customer growth.
| have assumed that customer growth of 2.24% per year occurs
end thet new customers usage patterns are approximately the
same as existing one. This probably works to make the results
more attractive to existing customers because the trend towards
larger homes indicates that frequently new customers use more
energy than the existing ones. Regardless of the exact
circumstances, new customers do dilute the eventual benefits

which would otherwise be received by existing customers.

J. Kennedy and Associetes, Inc.
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lsn’t it possible in some cases that the new customers are really
existing customers?
True. For example, children will grow up, and absorb some of the
benefits paid for by their parents and grandparents. However, |
believe that in such cases many parents or grandparents might
prefer to have a choice in making this early inheritance available
to not only their own children, but everyone else’'s children as
well,
Please continue with your discussion of the results shown in
Exhibit No.___ (RJF-2).
The figures clearly demonstrate that the addition of new
customers to the system results in a ilution of the benefits for
existing customers to such an extent that many of today’'s
ratepayers will never break even from the transaction and even
those who do stay on the system for the entire 29 years will
recelve less ettractive returns than shown in FPC's analysis.
Based on the assumed rate of customer growth, this
transaction |gses customers’ money for the first 14 vears! Even
worse, if a customer leaves the system after 18 years, the return
is only 5%. Given the large negative returns for the first 14 years,
| doubt if many prudent investors would willingly take on such an

investment. Even a customer who stays on the system for the

J. Kennedy and Associates, Inc.
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entire 29 years receives a return of only 10.4%, an amount
thought by many to be comparable to investing in a mutual fund.
However, mutual fund investments are voluntary, and highly
liquid. Neither statement is true for FPC's proposal.

These results, are, of course, highly dependent on the
customer’s age. For customers over the age of 60, there is a high
probability that this will be a rather poor retirement investment.
Even for 40 yeer olds, the mortality tables indicate that around
20% will not survive the entire 29 years. In addition, we are now
living in a highly mobile society. Younger people, who have better
odds on the mortality tables still may not be around long enough
to benefit from this transaction due to relocation. | don’t believe
the Commission should force ratepayers to take this bet. This is
particularly true because, as | will explain shortly, the opportunity
exists, to reform this transaction to eliminate most of these
problems and still retain the longer term benefits.

Your analysis uses the figures contained in FPC’s Exhibit B. This
appears comparable to Mr. Dolan’s Exhibit RDD-4, page 1 of 4.
Why don’t you rely on his other scenarios which reflect the
Company’s representations that it will ot seek to immediately
recover the O&M and other costs associated with the Tiger Bay

plant?

J. Kennedy and Associstes, Inc.
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The O&M and other costs referenced are real costs and should be
included as part of any economic analysis. In addition, the
Company has made no guarantee it will not seek a base rate case
over the next six years (as shown in RDD-4, page 2 of 4) and it
certainly stretches Mr. Dolan’s credibility when he assumes that
the Company would never have a base rate case or otherwise
recover these costs over the next 29 years (as shown on page 3
of 4). Further, based on year end 1996 surveillance reports, FPC
is now earning over its mid-point rate of return (a 12.3% ROE was
reported). It would certainly be possible for a complaint case to
be filed isading to a reduction in FPC’s rates, or for FPC's ROE to
exceed the current high end (13%), triggering rate reductions. In
the end, customers are liable for paying these costs even if FPC
does not have immediate plans for a base rate case. In any case,
using the assumptions shown on RDD-4, page 2 of 4 (no rate
recovery for six years) would move the break-even point back only
two years.

Your analysis focusses on the impacts on current customers. Do
you believe that ss & matter of pollw the Commission should

favor current ratepayers over future ones?
Good regulatory policy dictates thet regulators should consider

what is in the best interests of all ratepayers over time. Howaever,

J. Kennedy and Associates, inc.
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this is clearly a question of equity and proportionality. In the case
at hand, we are not talking about a total sacrifice of future
ratepayers to enrich existing ones. What we are really asking is
how much should current ratepayers be expected to sacrifice in
order to benefit themselves and other customers in the future, or
whether current ratepayers should take this extraordinary step for
no purpose other than as an altruistic gift to future generations.
In addition, it should be borne in mind that this is an
optional transaction. This is not like the case of building a new
power plant which will be needed and used by all customers, both
existing and new ones. Rather, this is a case where the resource
is siready in place and we are considering the financiai
implications of a re-ordering of the associated costs over time. As
noted above, the resource is priced on the basis of coal-fired
generation. It is entirely possible (though it now appears unlikely)
thet once the current gas contract expires, if gas prices have
increased, customers might rather have a resource priced on the
basis of a coal-fired equivalent. Thus, future ratepayers might
benefit even if the transaction were turned down. In addition, by
selection of a coal-fired resource as the avoided unit over gas-fired
plants in the first place, the Commission was already acting in a

manner to minimize long run, rather than short run, costs. Had

J. Kennedy and Associates, inc.
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the Commission used a gas plant as the proxy avoided unit,
current contract prices for capacity could be much lower owing to
the lower initial capital costs of such plants.

Finally, | am not suggesting that the Commission flatly
reject the proposal. Rather, | would support it, but only if some
means is developed to address the issues of inter-generational
equity.

How do you propose to address these concerns?

| believe that the potential exists for buy out transactions such as
Tiger Bay to be largely “self financed.” FPC already has
suthorization from the Commission to collect the capacity and
energy charges from the Tiger Bay contract vis the fuel and
capeacity clauses. First, | suggest that the Commission segregate
the buy out costs related to acquisition of the power plant
($162.7 million) and then require FPC to defer the remaining
termination charges. The Company would then be allowed to
retain the capacity and energy revenues from the current contract
and use them to offset the charges from the contract termination.
Exhibit No.__ (RJF-3) summarizes the results of this analysis. It
demonstrates that the deferral balances could be eliminated in
about twelve years, based on FPC's projections.

Please explain your views concerning the rate treatment of the

J. Kennedy and Associates, Inc.
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$162.7 miilion portion of the payments related to the purchase of
the power plant which you made in point 3.

Actually | must say that | am astounded by FPC's proposal to
require ratepayers to pay the cost of the new power plant as part
of the capacity charge over the next five years. | doubt if anyona
would consider it reasonable for ratepayers to pay the
construction costs of a new power plant in this manner. | am
aware of no such case in the history of regulation. While the
Commission has occasionally allowed CWIP in rate base, this only
requires retepayers to pay the carrying costs of plants under
construction and has only been permitted in cases where it was
needed to preserve the utility’s financial integrity. That is a far cry
from having the ratepayers actuslly fund the entire cost of
construction. | see no distinction between this situation, where
FPC is acquiring an asset as part of a contract termination, and
the more ordinary case where a utility builds @ new plant. This
proposal by FPC is totally unjustified and unreasonable in my
view.

Would it be reasonable to make & distinction in this case because
the plant is aiready running?

No. Recently Florida Power & Light Company purchased Scherer

Unit 4 from Georgia Power Company. In that case, the

J. Kennedy and Assoclates, Inc.
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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 cost of the new plant over an
accelerated time frame via the capacity clause.

FPC proposes to create a regulatory liabllity as an offset in future
rate proceedings to account for the early recovery of the plant’'s
cost. Why isn’t this an adequate mechanism?

FPC’s proposal stands regulation on its head. Normally, the
investors own the assets and the ratepayers pay the investors for
the cost of using those assets, including & return on investment.
FPC's proposal reverses the procedure. The ratepayers pay for
the asset, then the investors credit the ratepayers for the cost of
capital. Strangely enough, the shareholders will still be the
owners of the asset, even after the ratepayers pay for it. Let us
not forget that under conventional rate base treatment FPC's
shareholders would benefit from ownership of this plant. They
would be entitled to receive a return on investment, assuming it
passes the pertinent regulatory tests. Further, ownership of an
efficient new plant would allow the Company to profitably serve
customer growth in the future.

Based on this discussion it appears that you believe FPC should be
afforded conventional rate treatment for the asset. Explain In

J. Kennedy and Associates, Inc.
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more detall how you would propose to accomplish that.

The first step would be to require FPC to differentiate its payments
between the amount required to purchase the plant and the
amounts used to terminate the contract. | suggest that the first
$162.7 million (NPV) in payments be applied to the purchase of
the plant. This makes sense because the Company will receive
title to the plant immediately, and have this asset on its books at
the completion of the transaction. All subsequent payments
should be assumed by the Commission to be an expense item
related to the contract termination. FPC should be allowed to
include the plant and its associated costs in surveillance reports.
However, with the next general rate filing, the Company must
demonstrate the need for and prudence of the facility if it seeks
conventional rate recognition.

Explain the regulatory accounting of the contract termination
related charges.

FPC should be allowed to continue to collect an amount equivalent
to the revenues for capacity and energy charges associated with
the current contracts. All funds received should be credited
against the termination charges. In 1987 and 1988, when all
transaction costs are assigned to the plant purchase, FPC would

recover all fuel and operating costs plus a surplus. In the years

J. Kennedy and Assoclates, Inc.
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1998 to 2002, as the plant purchase payments end and contract
termination charges begin, shortfalls will exist, After 2002, FPC
will have surpluses every year. All shortfall and surpluses should
be accumulated, with carrying charges computed at FPC's cost of
capital. Eventually, the cost of the contract termination will be
eliminated and FPC should then eliminate collection of the
contract-equivalent charges. In this way, the Company will be
made whole.

Utllity accounting standards have become quite restrictive in
recent years. Does the possibility that FPC's CPAs may not allow
the Company to report the regulatory asset created under this
proposal concern you?

No. The sccountants’ role is to record transactions, not to decide
which ones take place. Investors can be made aware of this rate
treatment even if FPC cannot report the regulatory asset for
financial accounting purposes. However, | believe that this raises
an excellent point concerning the ultimate benefits of this
transaction which should be carefully considered by the
Commission.

Piease explain.

| have already discussed the fact that ratepayers stand to lose

under the FPC proposal if for any reason they leave the system

J. Kennedy and Assoclates, Inc.
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prior to the end of the contract term. In all likelihood, few of
today’'s customers will be on the systein <u ye. S iuim now.
However, we must assume that in some form FPC will be around
until the year 2026 (and beyond). Thus, FPC is in 8 much better
position than virtually any of its customers to realize the benefits
of this transaction. |f FPC's accountants (or lenders or other
investors) do not consider this to be a worthy investment, then
what should that tell the ratepayers? Or the Commission, for that
matter? If FPC balks at the sccounting implicetions of my
proposal, then it would appear they consider this investment to be
viable only if it can be financed with other people’s money. The
Commission should flatly reject this proposal.

Please discuss your concerns regarding the cosi of service
implications of this transaction.

Under FPC's proposal, the energy component of the coniract
(based on the cost of coal) will be replaced with the actual cost of
gas under the Vastar contract. This will substantially increase the
costs recovered on energy relative to capacity. For example, in
1998, the cost of energy under the QF contracts is £27.3 million,
compared to $41.5 million for fuel under the Vastar gas contract.
This creates a shift in cost from demand to energy which greatly

disadvantages high load factor customers. Because industrial

J. Kennedy and Associlates, Inc.
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loads are generally high load factor, this aspect cf the transaction
will be detrimental to the climate for industrial expansion in the
FPC service area. In addition to the problems discussed above
(related to the possibility of leaving the system due to business
closure, relocation or self generation), it adds a further handicap
to the FPC proposal which makes it virtually impossible that a high
load factor customer could ever benefit from this transaction. My
rate treatment proposal would maintain the current demand and
energy relstionships and eliminates this problem.

What are the competitive implications of FPC’s proposal?

FPC's proposal is anti-competitive. The Company would like for
its current ratepayers to subsidize its competitive future. By
terminating this contract and rapidly obtaining an asset without
any shareholder investment, the Company would greatly reduce
its future costs. In addition, FPC seeks to have the ratepayers
purchase a highly efficient new plant for it. It will then have this
asset on its books with no original investment and be that much
better positioned to compete for customers in a competitive
market. The capital FPC might have dedicated to the purchase of
this plant will be replaced by FPC’'s off the books regulatory
liability: nothing more than an I0U to the ratepayers. If the

ratepayers are no longer captive, the question is whether FPC’s

J. Kennedy and Associates, Inc.
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liability to them would persist. Utilities in other states are now
contending that they should receive stranded cost recovery of
regulatory assets on the premise they will be uncollectible under
competition. This is the “flip side” of the same coin. In any
event, FPC will be able to apply the credit resources it conserved
in this transaction to the acquisiticn of additional plants. This will
place the Company at an advantage relstive to possible
competitors.

FPC suggests that the Tiger Bay contract may be part of the
so called “stranded costs” which it assumes ratepayers will bear
in the transition to competition. However, there is no evidence
that FPC will have positive stranded costs in the first place. When
competition becomes a reality, the shareholders may walk away
with this substantial windfall. In any event, the Company is not
proposing competition at this time, so it is premature to allow this
expedited (and unprecedented) cost recovery on the basis of such
considerations.

Discuss your point 4 concerning the relationship of comuact
terminations and DSM.

Utility regulation seems to have adopted the concept that you

*have to spend money to make money” with a vengeance.

Unfortunately, it is the ratepayers’ money which is bsing spent.

J. Kennedy and Associates, Inc.
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DSM has been touted as a means of spending ratepayer money to
save ratepayer money. FPC's proposal amounts to the same
thing. Unfortunately, there is a limit on how much ratepayers can
afford to spend to save money, particularly in light of the
uncertain savings available from these schemes. Capital is a
scarce resource and should be rationed to the most productive
investments. | suggest that if the Commission does not accept
my ratemaking proposals for this proceeding, and still approves
the transaction, it should re-examine the cost/benefit analyses of
current DSM projects to see if any fall short of the potential
returns from the contract termination proposal. If so, then the
funds used to pay for the Tiger Bay transaction should be offset
by elimination of less cost-effective DSM options. If, on the other
hand, all DSM projects are more cost-effective, then the proposed
Tiger Bay transaction should be tabled.

Finally, please discuss your point 6 regarding the recovery of
termination costs via sutomatic adjustment clauses, in the case of
a utility saming above its low range ROE.

Again, this concept would apply only in the case that the
Commission does not adopt my main proposal. To the extent that
a utility is earning above its low end ROE, the Commission is

permitting the shareholders to collect a rate of return which falls

J. Kennedy and Assocletes, Inc.
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within the reasonable zone. In light of the questionable long term
cost/benefit relationships of possible transactions in general (and
this one specifically), customer rates should not be further
elevated by automatic adjustment clauses in cases where
shareholders are already earning reasonable returns. Costs
allowed for automatic adjustment clauses should be reduced to
the extent that the ROE is brought to the low end of the
reasonable zone. This does not mean that such costs are not fully
recoverable. It simply means that full pass-through recovery
should not be extended automatically. The utility could always
seek to recover these costs in base rates, and instituic a full
proceeding if it finds the low end ROE unacceptable.

Wouldn‘t this amount to a “back-door” rate reduction?
Absolutely not. Recall that FPC is seeking extraordinary rate
treatment (vie the capacity surcharge) under its proposal. The
termination charges do not fit within the ordinary definition cf
capacity charges, thus they would not otherwise be eligible for
automatic recovery. This proposeal simply ameliorates the
situation by requiring the utility shareholders to accept a slightly
lower rate of return in exchange for this extraordinary (and

generous) rate treatment.

Can you provide an analysis which demonstrates how substantial

J. Kennedy end Associates, Inc.
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the Tiger Bay request and other recent FPC requests for automatic
adjustment clause recovery are in relation to the Company’s
history of base rate increase?

Yes. This and other recent FPC requests for sutomatic adjustment
clause recovery are quite substantial, by any measure. This
transaction amounts to a request for approximately $60 million in
immediate rate relief jn_gddition to FPC’s recent award for fuel
under-recovery of $80 million stemming from the Crystal River 3
shutdown and, yet another request for an increase in the capacity
surcharge of $30 million. These automatic adjustment clause
increase requests total gyer $176 million, an amount far greater
than any base rate award FPC has received in any rate case since
1961. See Exhibit No. ____ (RJF-4). Considering the
extraordinary nature of these recent requests, FPC's earned ROE
of 12.3% should be viewed with concern by the Commission.
Were FPC to attempt to justify a base rate increase of such
magnitude, a far more detailed and exhaustive regulatory
procedure would be required, and FPC would naturally risk
adjustments to its allowed ROE.

Q. Does this conciude your testimony?

A. Yes.

J. Kennedy and Associates, Inc.
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QUALIFICATIONS OF RANDALL J. FALKENBERG, VICE PRESIDENT

EDUCATIONAL BACKGROUND

I received my Bachelor of Science degree with Honors in Physics and a minor in mathematics from
Indiana University. I received a Master of Science degree in Physics from the University of Minnesota.
My thesis research was in nuclear theory. At Minnesota | also did graduste work in engineering
economics and econometrics. | have completed advanced study in power system reliability analysis.

PROFESSIONAL EXPERIENCE

Afier graduating from the University of Minnesota in 1977, | was employed by Minnesota Power as a
Rate Engineer. | designed and coordinsted the Company’s first load research program. | also performed
load studies used in cost-of-service studies and assisted in rate design activities.

In 1978, 1 accepted the position of Research Analyst in the Marketing and Rates department of Puget
Sound Power and Light Company. In that position, | prepared the two-year sales and revenue forecasts
used in the Company's budgeting activities and developed methods to perform both near- and long-term
load forecasting studies.

" In 1979, I accepted the position of Consultant in the Utility Rate Department of Ebasco Service Inc. In
1980, 1 was promoted to Senior Consultant in the Energy Management Services Department. At Ebasco
| performed and assisted in numerous studies in the areas of cost of service, load research, and utility
planning. In particular, | was involved in studies concerning analysis of excess capacity, evaluation of the
planning activities of a major utility on behalf of its public service commission, development cf a
muhndnbnrfwmpnhgawﬂdmmdwhumbnrmchwﬁtypﬁnmm
cost allocation studies.

At Ebasco, | specialized in the development of computer models used to simulate utility production costs,
system reliability, and load patterns. | was the principal author of production costing software used by
eighteen utility clients and public service commissions for evaluation of marginal costs, avoided costs and
production costing analysis. | assisted over a dozen utilities in the performance of marginal and avoided
cost studies relsted to the PURPA of 1978. In this capacity, | worked with utility planners and rate
specialists in quantifying the rate and cost impact of generation expansion alternatives. This activity
mmm;mmmmmupmwmmmmmm
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In 1982 | accepted the position of Senior Consultant with Energy Management Associates, Inc. and was
promoted to Lead Consultant in June 1983, At EMA | trained and consulted with planners and financial
analysts at several utilities in applications of the PROMOD and PROSCREEN planning models. I assisted
planners in applications of these models to the preparation of studies evalusting the revenue requirements
and financial impact of gencration expansion alternatives, altemate load growth patiemns and sltemate
mmﬁmmm.:mmhmmmm.mmm
utility personnel were trained in aspects of production cost modeling and other modem teciiniques of
generation planning.

| became a Principal in Kennedy and Associstes in 1984, Since then | have performed numerous
economic studies and analyses of the expansion plans of several utilities. | have testified on several
occasions regarding plant cancellation, power system reliability, phase-in of new generating plants, and
the proper rate treatment of new generating capacity.

PAPERS AND PRESENTATIONS
Mid-America Regulatory Commissioners Conference - June 1984: "Nuclear Plant Rate

Shock - Is Phase-In the Answer”

Electric Consumers Resource Council - Annual Seminar, September 1986: "Rate Shock,
Excess Capacity and Phase-in"

The Metallurgical Soclety - Annual Convention, February 1987: "The Impact of Electric
Pricing Trends on the Aluminum Industry”

Public Utilities Fortaightly - "Future Electricity Supply Adequacy: The Sky Is Not
Falling" What Others Think, January 5, 1989 lssue
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As of February 1997
Date Case Jurisdict. Party Utility Subject
3/8e B4 (4] Alrco Carbide Louleville CWiP in rate base.
Gaa L Electric
S/84 BES04TO- FL Florida Industrisl floride Power Corp. Phase-in of coal unit, fuel
El Power Users Group savings basis, cost
sllocation,
10/8& B9-0T-R [} Connecticut Inchmtrial Cormecticut Excess capacity.
Erergy Conaumers Light § Power
11/84 R-B42651 PA Lehigh Valley Perraylvenia Phase-'n of muclear unit.
Posmpr Committes Powsr L Light Co.
2785 |-BAO32Y  PA Phile. Area Inmtrial Philecelphia fcoromics of cancelistion of
Ermrgy Users’ Group Electric Co. rxlsar pererating units.
3/85 Case Mo. LY Eentucky Incustrial Louisvilie Gas Ecoromics of cancelling fosall
G243 Utility Consumers & Electric Co. perwrating units.
3/85 R-BA2632 PA Weut Pern ¥est Penn Power Economice of pumped storage
Powsr Indumtrisl . peneratingunits, optimel reserve
Intervenors margin, excess cspacity.
3/85  3a98-U GA Georgia Public Georgia Power Co. Cancellation of ruclear unit,
Sarvice Commission load and energy forscasting,
Staff pereration plamning ecw omice.
5/85 BA-TEB- w Wt Virginia Horongehals Pousr fconomica of pumped storage
E-42T Multiple Co. gerwratingunits, optimal reserve
Intervenors margin, excess capacity.
e E-T, NC Carolina Incustrial Duke Power Co. Wucisar unit sconomics, fuesl cost
as I Group for Fair projections.
Utility Retes
T/es  weW KY Centucky union Light, Reat interrupt ible rate.
Industrisl Utility L Power Co.
Conmumers
B/B5 BA-2F-U AR Arkansas Electric Arksnsas Powsr & Prudence review.
Energy Light Co.
Congumets
1786 85-09-12 OV Conmecticut Inchmtrial Commecticut Light Excess capacity, ‘‘nancial impect
Erergy Consumers & Powsr Co. of phase-in of mclear plent.
irbé  R-B30152  PA Philedelphia Ares Philedalphis Phase- In and economics of
Indmtrial Energy Electric Co. ruclear plant.
Users’ Group
2/84 R-830220 PA Weat Pern Power West Pervy Powsr Co. Optimal reserve margins,
Inmtrial prudence, off-systes sales
intervenors gusrsntee plen.
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Date Case Jurisdict Party Utiiity Subject
5/8s  B&-0B1- W Weat Virginia Emergy Monongehe s Power Gereration plemning,
E-GI Users' Group €o. sconomice prudence of s pumped
storage hydro unit.
S/B6  3554-U oA Attorney General Georgla Power Co. Concellation of rucles: plant.
Georgia Public
Service Commission
otaf!
G/86 WRT/HE WY Occldental Chemical Hisgpara Mohawk Avoided coat, production
Corp. Power Co. cost models,
9/88  ET- NC NC Irchatrial Duke Power Co. Incent ive fuel ed)usteent
Sub 408 Erergy Committee clouse.
12786 43T/ (4§ Attorney Genersl Big Rivers Electric  Power system relisbiiity
613 of Kentucky Corp. snalysis, rete treatment of
sxcess cepscity.
/87  B4-524- w West Virginie Energy  Monongshela Power fconomics and rete treatment
I8 Usars' Group of Bath County pumped storege
County Pumped Storage Plant.
&/87 U-1T2E2 LA Loulsiena Gulf Btates Prudence of River Bend
Public Service utilities Muclesr Plant.
Comminsion Staff
&/8T PUC-BT- L] Eveloth Mines Ninnesots Power/ fconcmics of sale of generating
013-iD L usx Corp. Northern States wnit snd relisbility
EOO02/E-015 Power requiresents .
=k - B -
T/87 Docket 4 Attormey Geners| Big Rivers Electric  Flrancisl workout plen for Big
oans of Kentucky Corp. Rivers.
B/BT BATI-U GA Georgie Public Georgla Power Co. muclear plant prudence sudit,
Service Commisslon Yogtie buyback expensed.
Staff
10/87 R-850220 PA WP Industrisl Weat Penn Power Co. Meed for powsr and economics,
Intervenars County Pusped Storsge Plant
10/87 ATO220-E1 FL Occlidental Chemical Floride Power Corp. Cost allocation, interruptible
Corp. rate design.
10/87 BTO220-El  FL Occldental Chemical Florids Power Corp. Muclear plent performence.
Corp.
1/88  Case No. 4 Eentucky Industrial Loulaville Gas & Roview of the current status
Lo Utflity Conmumars Electric Co. of Trisble County Unit 1.
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Date Case Jurisdict. Party Utllity Subject
3/88  BTOIG9-El  FL Occldental Chemical Florida Power Corp. Mathodology for evalusting
Corp. interruptible lLoad.
5/88  Caese Mo. KY National Southwire Big Rivers Electric Debt restructuring
1T Aluminum Co., Corp. sgremmnt,
ALCAN Alum Co.
T/B8  Case No. LA Loulsisne Public Gul! Stetes Prudence of River Bernd
325224 17th Service Comminalon vtiticies Buclear Plant.
Biv 1 Staft
Judieial
District
10/88 3ITBO-U A Georgin Public Atlants Gas Light Weather normalization of
Service Comminsion Co. gos sales angd reverses.
Staff
10/88 37T99-U GA Georgia Public United Cities Gaa Weather rormslization of
Sarvice Commlisaion Co. gas sales and reverues.
staff
12/88 BB-1T- on ohio Inkmtrisl Toledo Edisen Co., Power system relisbility
EL-AIR Energy Consusers Cleveland Elsctric reserve margin,
B8-1T0- [+ ] Illumirating Co.
EL-AlR
1/89 1-BBOOS2 PA Philedelphin Ares Philadelphia Huclear plant cutege,
Ircimtrial Erergy Electric Co. replscement fusl cost
Users' Group recovery.
/89 10300 o Green River Steel Co. Esntucky Utilities Contract dispute,
imerruptible rates.
/a9 P-BTORYE  PA Armco Advenced West Pern Power Co. Reserve mergin, svoided coats.
ZHS /204 S 28BS Materiales Corp.,
Alleghery Ludium Corp.
s/ ITA-u GA Georgis Public Georgia Power Co. Prudence of fuel procurssent.
Service Comminafon
staff
B/8% 38DV [T Georgis Public Goorgls Powsr Co. Need s economics of coal and
Sarvice Commission muciear capecity, powst systes
Staff plaming.
o/e9 2087 L] luomn! Gareral of Public Service Co. Powsr system plenning,
Mew Bexice of Wew Maxice scorcmic and rellasbility
sralysis, mclear plamning,
prudencs .
0/ N-120-U AR Arksrass Electric Arisrass Power Economic Impect of sssst
Erargy Consumars Light Co. tranafer and stipulation and

st | ement agroesent.
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Date Case Jurisdict. Party Utility Subject
11/89 R-B91384 PA Philsdelphia Ares Fhiladelphia Sale/lesssback of ruclear plant,
Industrisl Energy Elsctric Co. excess capacity, phase-in
Users’ Group construction deley imprutence.
190 u-1T2R2 LA Loufsiena Public Gulf States Sale/leasaback of ruclesr power
Service Commission uvtilition plant.
staft
4/90 89-1001- OM Industrisl Energy Ohlo Edisen Co. Power supply relisbility,
EL-AIR Corsumsrs excess capacity od|ustment.
&0 WA W.0. lew Orloors Wew Orlesrs Public Mmnicipal ization of investor-
Bus | rean Coursal Service Co. owrwd utility, peneration
plemning, relisbility sralysin.
T/ 3ITES-u GA is Public Atianta Gas Light weather normalization
ce Commineion - adjuntment rider.
seaff
%0 R L1 Marylend Industrisl faltimore Gas & Reverue requiremsnts, ges and
Group Electric Co. electric QWP in rete base.
/90  90-158 Kr Eentucky Industrial Louleville Gas L Powsr system plaming.
Utility Consumers Electric Co.
12/90  U-73ié LI Associntion of Consumers Fower Demend-a | de management .
Rebuttal Busiressss Advocating Co.
Tariff Bquity CABATE)
5™ WU GA ia Public Georgla Power Co. Demard- o | de maragesent
ce Commiasion load forecasting, and
staff integrated resource plamning.
T/ s ™ office of Public €L Paso Blsctrie Powsr plant planning, pruencs,
viility Couraal ce. guantificstion of deseges of
{mprudence, erviremssntsl costs
of slectricity.
&9 &DOT-U [} Georgie Public Georgla Power Co. Integrated resource plamning,
Service Commiasion regulatory risk sssetament.
Staft
11/91 10200 T Offica of Public Tenss -New Menico Imprudence dissllowence.
Utility Courmel Power Co.
12M  u-1Tae LA Loulsianas Public Gull States Tear-erd sales ol cuntomer
Sarvice Comminglon Utilitiom pdjumtment, jurisdictional
Suaft sllocation,
19 89-TE3-E-C WA West Virginia Monangahels Power Avolded couts, reserve margin,
Energy Users Group Co. powsr plant sconomics.
e 913N L4 Bewport Steel Co. Unfon Light, Neat Interruptible rates, design,

& Powwr Co.

cost sllecation.
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Date Case Jurisdict. Party Utility Subject
5/92 9ER0-L1 FL Decidental Chemical Florida Power Corp. Incentive regulation,
Corp. Jurisdictional separation,
interruptible rate desipn.
&2 IN-Y [T} Georgla Textile Georgia Power Co. Intay. Jted rescurce plamning,
Marufscturers Asen, demard- o |de sanagement .
9/v2 V20324-El FL Florida Incmtrisl Tempa Electric Co. Coat allocation, Interruptible
Fowsr Usera Group rates decoupling, DEN
10/92 4132-U GA Georgla Textile Georgla Powsr Co. Realdentisl conservation
Harwd acturers Assn, program certification.
10/92 11000 ™ office of Public Houston Lighting Certification of utility
Utility Coursal and Power Co. cogeneration project.
11/52  U-19904 LA Loufaisna Public Entergy/Gulf Production coat mavings
Service Commisaion states Utilicies from merper.
staff (Direct)
1/92 &9 w Weatvaco Corp, Potosec Edison Co. Cost sllocation, reverue
dintribution.
1M/92 920806 FL Florida Industrisl ftatowide Cecoupl ing, demand-uide
Powsr Users Group Byl emak i ng mrageent, coraervation,
performance incentive fector,
12/92 R-009 PA Areco Advanced West Pern Power Co. Energy allocation of preduction
22378 Materisie coats.
v e L] Eastalce Alumirusy Potomac Edisen Co. fconomice of OF wa. combined
Westvaco Corp. cycle powsr plant.
2/93  92-E-0BV% WY Occidental Chemical Niegars Mohswk Specinl rates, wheeling.
B8-E-0m1 Corp. Powsr Corp.
393 U-19904 LA Louisisna Public Entergy/Gulf Production cost savings from
Service Commission Btates Utilitiem merger,
Sraff (Surrebuttal)
&/ ECO2 FERC Loulslena Public Gulf States Barger.
21000 Service Commipsion utilities/Entergy
ERT2 - 806~ 000 Staff
(Rebuttal)
6/¥3 V30053-EU FL Floride Incmtrisl Statewlde Irvestipation of proposed
Power Users' Group Ryl emak ing stockholder (ncent!ves for
off-aystem sales of cepacity
srd erwrgy by irvestor-
owsd utilicies.
/93 2450, L4 Kentucky Indumtrial Big Rivers Electric  Prudence of fuel procurssent
g-m. utility Cumtomers and . decislions.

Esntucky Attorney
Genaral

J. KENNEDY AND ASSOCIATES, INC.




Exhibit ___ (RJF-1)

Page B of 8
lmn'rm:'r Appearances
Randall J. Falkenberg
As of February 1897
Date Case Jurisdict Parly Utility Subject
o 4152-u @A Ceorgis Textile Georgla Powmr Co. Allocation of coat of pollution
Narufacturers Assn. control egulpment.
&r%h E-015/7 L Large Power Wirmesots Power Co. Amalysis of reverus requlressnts
G - 94 - 001 Intervenors ard coat allocation lesuss.
ArRe FI-485 Ky Kentucky Industrisl Eentucky Utilitles  Review and critigue proposed
Utility Customers erw| rormental surcharg:.
L9 &B95-U GA Georgis Textile Georgle Power Co Review of purchased powsr agroement
Marufacturers Assn. and fusl sdjustment cleuse.

4% E-05/ M Large Power Rinnesots Power Reverwe roquirements, Incentive

GR-P4-001 Intervencrs Light Ce. compenaation,

T/04  S4-DOBS- W weat Virginia Monorgahele Power Reverue ervwalietion, ROE

E-&2T Energy Users’ E performance borus, and cost

Group allocation.

B/%6 B&S2 w0 Westvaco Corp. Potomec Edison Co. Reverue requirssents, ROE
performance borus, snd reverus
distribution.

/9 #-132 Kr Eentucky Industrisl Louleville Gas Ervirormental surcheree.

Utitity Customers & Electric Compary
1795 94-996- oM Inckmtrial Energy Ohioc Power Compery Coat-of-service, rete cesign,
EL-AIR Users of Chie desand cllocation of power
3/95 E999-CI ] Largs Powsr Intervenors Winnesots Public Guantification of erwlrormentsl
73-583 veilitiens Comisaion coata.
Lfvs  P5-060 KT Kentucky Industrial Kentucky Utilities $iz month review of
tility Customers Comparry CAAA wurcharge.
11795  1-0032 PA The Irchmtrial Statniide - pirsct Access ve. Poolco,
Enargy Corsumers of sl utitities model ing Poolco, market power,
Perraylvania
11795 95-455 Y Kentucky Irdustrisl Eentucky Utilities Clesn Alr Act Burcharge,
12/9%  #5-455 4 Inchuss =inl Louleviile Gas Clean Alr Act Complisnce
Utility Customers L Electric Comperry Surcharge.
&/96 DADL09-E1 FL Florida Incmtrial Taspa Electric Co. Polk County Powsr Plant

Power Users Group

Rate Treatment |ssues.

J. KENNEDY AND ASSOCIATES, INC.
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Exhibit No.___(RJF-2)
Economic Analsysis of Tiger Bay Proposal

FPC Miger Bay Proposal Al Rstio of
Exmtng Friapayers Total 1o
Contract Fusl Base Rai Transacton MetBuy Oul  Net intornal  Curment Mo

Yoo Conl Costs Cont Cost Savings ROR O Customers

Total 4TI425 0844 TR 488110 134% G
1987 ran 0.M7 5TTE 48811 THAM  (3TH0Y) -10000% *  100.00%
1908 TE. 44T 41,488 21,500 97822 160,814  (BZ.167) -10000% *  102.24%
1 82,183 42000 18404 .82 185,135  (T2.942) -100.00% *  104.54%

(T1.257) -100.00% *  108.88%

200 #0008 44820 20770 7822 182921  (T1.928) -100.00% 109.20%

g
=
gz
s
g
-
s
B
g
g

2002 95,054 45903 1840 48811 111,448  (18,081) -100.00% * 111.79%
2003 #9.808 41228 18070 o 82295 I A1)  B25TH T 1142M%
2004 108228 44700 18TH0 ] 85,481 T8 22ITRC 110 80%
1008 103,088 80 nIe T14M 1852 DR 1RATR
2008 108,358 $1.TH 14T 85482 42887 50I% ¢ 12200%
2007 113,30 531 17382 TOTIY 42808 HTE% " TMEIN
2008 118,338 S5084 10082 382 45 404 A% 12T
20080 124870 8083 11438 89,388 85312 240%° 130 49

78827 58,401 £0.00% 133.41%
54 048 B2 padb 2854% °  1M841%
49,541 08,018 ABI% " 1304ATR
84 803 99 840 g 18% *  142.80%
S48TE 104,843 T43% ¢ 1AABO%
s3s8e 113712 BATS * 14RET
84860 120593 fAI%C 15241%
81387 124244 10.01% = 15500%
B4488 140814 10BN 156.33%
81388 144257 11 0d%C 18280%
B7.084 148530  1156% °  188.50%
57800 170428 19.00% " 170.29%
BSE  TTSEM 1220%°  17411%
56800 1RIETO 1287w \TEOT%
81,371 206025 1283% °  18100%
70283 10478 12.4% 188, 08%

2010 131,228 saeTD 1787
201 136,014 37,307 18,851
2012 144 557 AT 11,568
013 151 542 3508 10127
2014 159,419 30,188 15,408
2018 167 581 W.TR2 14087
2018 178,208 40400 152M
2017 184,528 41048 2019
018 195302 41000 11700

G
:
&
E
=
R

021 2as22s 43734 14,008

G
8
]
&
2
:

267398 45893  15ATE
2028 80988 48047 DB

Total= 4187518 === 483,384 488110 2200140 1927378 1284%
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Exhibit (RIFP-4)
Page 1 of 1
History of FPC Base Rate Cases and SBurcharge Regquests: 1961-1997
Annualized ($1000)
e e A
Year Docket Order Cause Company Granted
Regquest | (Thousands)
6414-EU 3324 Overearning ($1,250)
1961 Reduction
mandated
1971 71370-EU 5619 Growth $19,934 | S 1,796
1974 74806-EU 6794 Growth 65,600 S5 45,081
i 74807-EU
1977 | 770316-EU 8160 Nuclear $62,325 | § 59,468
Plant
1980 9451 Cost of §99,000 S 58,400
Capital
New Const. | §169,225 | $ 111,330
1982 | 820100-EU 11628 Inc. ROE to
i 18%
1984 | B30470-EU| 13771 Crystal $138,203 | § 93,35
River # 5
Customer ($140,000)
1987 | 870220-EI | 18627 | overearning reduction
Complaint mandated
| PSC-92- Central $§145,853 | § 85,757
1852 910890-EI | 1197 Florida 3 year
FOF-E1 Generators phase in
970001-EI | Pending Nuc/fuel
1997 loss 5102,174 ?
970097-EI | Pending | Cap Surchg | § 30,000
Tiger Blz § 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 the 36-year period from 1961 to 1996 the base rate
increases granted to FPC have been approximately $314 Million in

total.

The proposed surcharge jincrease for the year 1997 alone

is $192 Million for two of the four cost recovery mechanisms.
For the annualized period, FPC has requested an astounding $308
Million in capacity charges.




CERTIFICATE OF SERVICE

| HEREBY CERTIFY that a true and correct copy of the foregoing
Direct Testimony and Exhibits of Randall J. Falkenburg on behalf of the
Florida Industrial Power Users Group has been furnished by *Hand
Delivery, * *Federal Express or U.S. Mail to the following this 21st day

of February, 1997:
*Lorna Wagner Patrick K. Wiggins
Florida Public Service Commission Wiggins & Viliacorta

Division of Legal Services
2540 Shumard Oak Boulevard
Gunter Building, Room 370

Post Office Box 1657
Tallahassee, Florida 32302

Tallshassee, Florida 32399-0850 **James A. McGee

Roger Howe
Office of Public Counsel
c/o The Florida Legislature

Florida Power Corporation

3201 34th Street, South

St. Petersburg, Florida
33711

111 West Madison Street, Room 812
Tallahassee, Floride 32399-1400

D. Bruce May

Karen D. Walker

Holland & Knight

Post Office Drawer B10
Tallahassee, Florida 32302

John W. McWhirter, Jr.
McWhirter, Reeves, McGlothlin,
Davidson, Rief & Bakas, P.A.

Post Office Box 3350
Tampa, Florida 33601-3360
Telephone: (B813) 224-0866

Vicki Gordon Kaufman
McWhirter, Reeves, McGlothlin,
Davidson, Rief & Bakas, P.A.
117 South Gadsden Street

Tallahassee, Florida 32301
Telephone: (904) 222-2525

Attorneys for Floridas Industrial
Power Users Group
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CERTIFICATE OF SERVICE
| HEREBY CERTIFY that a true and correct copy of the foregoing

. I - O .

Direct Testimony and Exhibits of Randall J. Falkenburg on behalf of the
Florida Industrial Power Users Group has been furnished by “Hand
Delivery, * *Federal Express or U.S. Mail to the following this 21st day

of February, 1897:

*Lorna Wagner Patrick K. Wiggins
Florida Public Service Commission Wiggins & Villacorta
Division of Legal Services Post Office Box 1667
2540 Shumard Oak Boulevard Tallshassee, Florida 32302
Gunter Building, Room 370
Tallahassee, Florida 32399-0850 **James A. McGee
Florida Power Corporation
Roger Howe 3201 34th Street, South
Office of Public Counsel St. Petersburg, Florida
c/o The Florida Legislature 33711

111 West Madison Street, Room 812
Tallahassee, Florida 32399-1400

D. Bruce May

Karen D. Walker

Holland & Knight

Post Office Drawer 810
Tallahassee, Florida 32302

John W. McWhirter, Jr.
McWhirter, Reaves, McGlothlin,
Davidson, Rief & Bakas, P.A.

Post Office Box 3350
Tampa, Florida 33601-3350
Telephone: (B813) 224-0866

Vicki Gordon Kaufman
McWhirter, Reeves, McGlothlin,
Davidson, Rief & Bakas, P.A.

117 South Gadsden Street
Tallahassee, Florida 32301
Telephone: (904) 222-2526

Attorneys for Florida Industrial
Power Users Group
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