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Q . PleaM atate your name and bulin ... addtea. 

2 A. My name is John Scardino, Jr. My business addresals P. 0 . Box 14042, 

3 St. Petersburg. AOf'lda 33733. 

4 

6 Q. Have you previoully c.fllfled In thla proceeding? 

6 A. Yes. I filed direct teatlmony on behalf of Florida Power Corporation 

7 (•Florida Power• or •the Company•) on January 2S, 1997. 

8 

9 Q . What .. the purpoM of your rebuttal tutlmony7 

10 A. I focus my rebuttal on the fourth and fifth conci.Jslons summarized at 

1 1 pages 6 and 7 of the direct testimony of Mr. Randall J . Falkenberg 

12 submitted on behalf of the Florida Industrial Power Users Group I"FIPUG"I. 

13 I will begin with Mr. Falkenberg's conclusion (at pages 6· 71 that Florida 

14 Power ahould treat the Tiger Bay project In the aame way as It would treat 

16 the purchase of a conventional power plant •• I.e., Include the plant In rate 

111 baae and defer conalderatlon of the Company'a prudence and need untll 

11 a future rate case. 

18 

18 Q . Do you egrM with Mr. Falkenberg' a recommended approach? 

20 A. I could not disagree more. The Company agreed to pay Tlgor Bay $445 

21 million In a alngle tranllctlon Intended to save money for Ita customers 



while holding the Company harmless against any adverS& financial Impacts 

2 associated with the payment. In particular. the Company agreed with 

J Tiger Bay to make the payment on tho condition that the Company would 

4 be allowed to recover the entire oaymeot over a five year recovery period. 

5 Such e period would allow us to finance the project without unaccepuble 

6 risk and while also avoiding an excessive rate Impact on the customer that 

7 mighl result fTom a &honer recovery period. In suggesting that the 

8 Company •rate baH• the project (at page 6), Mr. Falkenberg tot11lly 

9 misconceives tho purpose of the transaction. 

10 

11 Mr. Falkenberg's misunderstanding of the transaction is nowhere more 

12 evident than his proposal (at page 7) to require Florida Power to withstand 

13 •a review of prudence end need In FPC'a next rate case. • I will reiterate 

14 a point that is also made In Mr. Dolan's robu!tal testimony. Florida 

16 Power seeka approval In this orocoodlnq of the ontlro uanucllon. Florida 

16 Power did not agrH to the tranuctlon based on a bifurcated analysis of 

11 •prudence and need• with respect to the power plant and termination of 

18 the PPAs, but rather on an analysis of the value of the entire deal to Its 

19 customers. 

20 

21 If Mr. Falkenberg Is truly •astounded" at the Company's proposal to 

22 recover the entire $446 million payment over five years, as ho profot.:es 

23 let page 24), It Ia because he erroneoualy cheractorizos the acquisition of 

24 the power plant u an Isolated transaction undertaken for the benefit of 

25 the shareholder rather than part of a alogia Integrated transaction 
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undertaken for the benefit of the customer. If Mr. Faii<Anberg truly can 

•see no diatlnction• between the purchase of a power plant and this 

transaction (lit 24), he ha5 mia5ad the point of why Florlde Power ontorod 

Into the deal, which Is to mitigate the effecta of high priced contracts to 

which the ratepayers are already committed, not to create a now asset 

eltogether. 

DoN Mr. F.atenberg'a reference to Ro~ Power & light C<.mpany's 

ac:qulaltfon of the Scherer Unit 4 from Geot"gla Power Company I at pages 

24-261 have eny relevance here1 

None whauoever. Aorida Power & Ught Company purchased a 76.36% 

(646 MWJ undivided Interest In Scherer Unit 4 from Georgia Power based 

on a noed for additional capacity. Florida Power's main ob)ectlve, and the 

lion 's lhlre of the trensactlon costs. Involve a unique opponunitv to end 

the customera' responsibility for the single largest block of uneconomic 

OF capeclty on the Florida Power system and obtain as much as $ 2.4 

billion In uvlngs for the customer. 

Turning to Mr. Falc.,U,.rg'a flf1h conclusion, he propo .. s to allow the 

Company to I'IC'Iver the costa of termlnatJng the PPAs according to what 

he deacrlbea aa a ·revenue neutral" approach. Pleue atete your 

undaratancling of that aPJ)rOKh. 

He describes hla approech at pages 26 and 27 of his testimony. He 

proposes that the Company be allowed to collect from customers en 

amount equivalent to the revenues for capacity and energy auoc:lated 
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whh the current contracta. The amount~ received from the cuatomera 

2 would then be ct1KIIted agalnat all fuel and operating coats, leaving the 

3 Company wlth the e~eceaa of thoao omounu to roduc:o the romelnlng 

4 balance of the termination charges. He states that the deferred balances 

5 would be eliminated In about twelve years based on the Company's 

a projections (at page 23). Ha Ignores, however, that In the meantime, the 

7 Company would be forced to finance the out~tandlng balance of the 

8 termination payment, thereby Increasing the cost to the cuatomors. and 

8 to carry the belence on Ita booka as a regulatory aaset. 

10 

11 a. Mr. Falkenberg ducrfbee hie proposal ee •aalt·flnanclng• (at page 23). Do 

12 you agree with that characterfutlon7 

13 A . No. The Company will be out·of-poekot In tho amount of 8446 million as 

14 soon aa It paya that amount to llger Bay. The 8446 million will not 

16 finance Itself. The Company w ill be unable to make the payment unless 

16 It is able to raise enough outs.k:le capital to cover tho payment. Mr. 

17 Falkenberg Ignores the reduction In savings to the customer which resul t 

18 from debt financing ovar a longer period than five years or from ualng a 

19 combination of debt and equity. To place tho purchase price In 

20 perspective, It Is equivalent to about 25 % of Florida Power's 1 3-month 

21 average common equity, aa of December 1996. 

22 

23 a. Do you believe Mr. F.....,.,.rg'e approacfl .tloukl be adoptad7 

24 A. No. The rating aganclee have Indicated that there would be subatantlal 

25 concern if the financing for the llger Bay tranaaction remained outstanding 
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for as long as ten years. Mr. Falkenberg's propos.al would Impose a 

regulat.ory asset on the Company as wall aslong·tarm costs or obligations 

thet may not be recoverable when exposed to market forces. In my 

experience, these factors, In the eyu of the financial community, could 

advertely Impact the debt rating of the Company and harm the poaltlon of 

IU ltockholdera because of a transection undertak&n solely to achieve 

customer uvlngs. In fact, the Company Is already assuming some such 

rlak because It 11 willing to Initially absorb t..,e additional non-fuel operating 

expenses costa as a result of this transaction, In order to achieve the 

highest poulble sevlnga to the customer. 

Why do you believe that the ratJng agenclu are concerned about the term 

of the Tiger .. y financing 1 

I believe they are concerned because they see the industry changing 

toward more competition and see a risk that utllltiu will not be able to 

make good on long-term commitments in a competitive environment. 

There Is a general conunsus among the rating agencies to';at It Is prudent 

to reduce debt colt and avoid assuming new long-term costs or 

obligations that may not be recoverable when exposed to market forces. 

For example, Standard & Poor's Global Sector Review, November 1996 

states: 

In the~ of Impending competition, utility managementa ere taklng 

definitive eotiona to bolster financial profllu. Utilities ere reducing 

operating costa, cutting capital expenditures. slowing dividend 

growth, or cunlng the dividend outright. By and Iorge. the resulting 
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Improved cash flow Is bel09 used to pay down debt. This Is clearly 

positive from a rating aundpolnt. Utilities are cleaning up their asset 

quality by e)(penslng rather then ceplt.eflzlng and roduc: lng their 

regulatory asseta. It Ia entirely appropriate that utllltlea reduce debt 

aa competition looma. 

Old these CONideradona factor Into the Company' 1 declalon to INk rete 

recovaty ov• flva yeara for Its 11gar Bay tranaectlon 7 

Yes. FloricM Power wantad to recover the •446 million payment as 

quic.kly es practlcabla without ceualng an exceulve rate Impact on the 

cuatomer. By recovering the payment over five yeara end aupponlng non· 

fuel operating coau Initially with existing base rates, Florida Power 

believed that It would be able to finance the trenaactlon at a reasonable 

cost to the customer end wlttlout Jeopardizing the Company· a credit 

rating& or adveraely Impacting Its overall cost o f capital . The Impact on 

the retell customer v.i th the five·year recovery period Is only two to three 

percent, after which the cuatomer will begin to realize very substantial 

sevlngs from the tranuctlon. 

Mr. Falkenberg ducrlbealha flve-yur recovery period 11 1 "poor deal for 

retepeyara• let page 6). Do you agraa7 

No. The •dee.l• propoaed by the Company Is a good one for the customer 

end Ia designed to aru~bla lha C~eny to finance the payment to Tiger 

Bay without undue rial<. Mr. Falkenberg's proposed "deal, • In contrast, 

would grutly lncre ... the rlak.a and financing coau euocleted with the 
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transaction, while reducing tho savings to the customer. Therefore, this 

proposal would not be good for either the customer or the Company. Mr. 

Falkenberg's •dear· also Is not the one that the Company agreed to and 

asked the Commission to approve. 

Do you agrH with Mr. Falbnbttg'e contention (It page 321 that e utllty 

lhould be r~lred to abaofb termination coats If It Ia earning above the 

low end of Ita alowed return on equity ("ROE" I ranga7 

No. The Commlulon set the Company's ROE at 12% on the ba&ls that 

It would: 

continua to provide the company with comfortable coverage ratios 

that, along with Its strong qualitative factors, mairttaln tho 

company's present credit rating. (Order No. PSC-92-11 97-FOF-EI, 

Docket No. 910890-EI, at page 28.1 

Tho range of 100 basis points Is a monitoring mechanism and does not 

suggest that tho Company should only be earning at the bonom of the 

ROE range. Evidence has not been presented In this proceeding to ovon 

hint that the Company should be earning less than tho authorized 12% 

ROE. 

21 a . Does that conclude your rebuttal teetlmony7 

22 A. Yes. It does. 
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