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u“-nnons-n:o generation sources. That's how you do it.
2 It is the basis that this Commission has used to
3 | svaluate conservetion programs and set goals for

6 m slternative sources of generation, other supply-side
7{ alternatives, demsnd-side altermatives, and you make a
:.-oo.._in.n:. And you maks a decision based on avoided

9 | cost, based upea the wtility's after-tax cost of

10 , capital.

1n} The ters “aveided cost® is what the utility
12 wvill pay. The Commission rules not only guantify it,
13 [ but they quentify the conditions under which there may
14 | be any variation from nunn.ucopol- onst.

15 | since Floride Power Corporation was required
uamno-!ngii:!iinoi:ﬂ?  {
17 | think 1t is, besed on fundamental fairness, improper
18 || to change the rules halfway through the game. The

19 | Commission has in detail in earlier years reviewed the
uo,_ooao-vnan"u'on!g-. It made the choice
21 || that the utility's after-tax cost of capital would be
22 A used in the qualifiocstion of the value of deferral.

23 || It made the choics that the utility's after-tax cost
24 || of capitel would be used to svaluate the sxtent to
nlt—.pﬂ-gg'scﬂsgninﬂ-ﬂ‘gﬂ
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GLARE: - If wo followed the rule

you cited, we would have to recognise them.
HR. CEIIDS: You'd have to recognize full

The methodology of Mr. Stallcup's
presentation is vu'y oconplex and difficult to

mtzmuwmuminmtmum

bias in his sethodology, and we will attempt to point
that out. But, for instance, this Commission has
looked to the potential bias in forecasting, as it
relates to the selection of combined cycles or coal
units, and has used in the past the so-called acid

| test to address potemtial biss. We don’'t see an acid







the bottos line I vant to lock at is Nr. Stalloup's
conclusion. I wvant to read from Page 13 of his
testimony. And I believe he may have changed some of
thess numbers so that they are a little more favorable
{ to Florids Power Corporatiom, but I'm going to use the

“Prom these results I conclude that there is

| approximately a 408 chance that ratepayers would be
wummwum.m

| approximately a 608 chance that they would be better
| off if the proposed buyout is approved.*
What he doesn’t tesll you is that his 408

1 chance that tha ratepayer would be harmed is that the
ratepayer would earn oRnly a 9.68 return. And I want
you to try to keep that in mind as we go through some

zom.mummpmulmmm
mluandmlyluttmwnu. It can't
muynm.mxywmmtom
result of a net present value analysis. I think you
need to know the underlying actual return.

I urge you to keep in mind that you have for




fu.o-udvnl.;nnh.l avoided cost in anmual planning
»mgilffgﬂifigﬁéi
J»ﬂﬂli‘ﬂsaianﬂgé. You

4 [| bave been doing it on the basis of the purchasing
5l utility's awided cost. You have just reocently

6 || concluded revieving a determination of need proceeding
7 || for the city of Tellahassss. And you used

s [| Tal20n08s00's avoided cost. TYou dldn‘'t meke the
o”nﬂﬁplleo!lpoco!:!.n!.la-on
uo‘_giinggs.g!.nﬁdoino
puﬁggii. Thank you.
OONMEISOIONER CLARK: Thank you. MNr. Howe.
_ MR. NOUE: Commiseioners, among the four
p;__luon;iogpo.nsnwogon
uu,m:.ouhnl. Florida Power Corporation has the highest
16 || rates for residentis] customers. It has the highest
17 || rates because it's signed the most cogeneration
p-oo!..n-nn- Now those cogenerstion contracts don't
19 | cause Florida Powsr Corporation any real problea
uo_goupn’;ﬂ.nggggﬁ
nnﬂn._.un!-. But Florida Power Corporation has realized
22 || that current gensration can be built and put in place
uum-n-rocnrpnnnrogaiipdoooﬂos

24 | contracts. So Fleride Fowsr Corporation wants to get
uumoﬁﬂoﬂnllig.gﬂuasi
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thought I've already ruled on that with respect to the
Prehearing Order.

MR. BOWS: Commissioner Clark, the
Commission had denied my motion on that basis, but it
was before Mr. Schuster had filed testimony. In other
words, there was no testimony filed at the time I
filed my ~--

COMNISSIONER CLARK: I appreciate that.
Commissioner Garcia? Where in the Prehearing order?
Is it in the Prehearing Order? WNo, the whole
Commission ruled on it; is that right?

MR. ROWS: Ruled on my motion to dismiss,
yes.

COMMISSIONER CLARK: Okay.

MR. HOWB: Which wvas based on the company's
petition. There was no testimony filed at that time.

COMMISSIONBR CLARK: I thought this also
came up at the prehearing.

MR. NOWE: It did, Commissioner Clark.

COMMISSIONER CLARK: Wasn't it an issue?

MR. BOWE: Yes, and I stated -- you moved to
strike it, I stated that I was raising it to make sure
it was properly preserved. I'm raising it again for

that same purpose.
COMMISSIONER CLARK: All right. It's

FLORIDA PUBLIC SERVICE COMMISSION




































































































7

| savings of a half billion dollars to our customers is

mmmtmummmmuyu

auopportutty.

The buyout itself is mot just a stand-alone
opportunity to take or leave. It should bs recognized
as being a solution to a problem. The problem is the
cost of power under the OCL comtract in that last ten

10| vay it is better. And I think that over time, with
respect to the OCL ocontracts and the other comtracts

similar to it that Florida Power has in place, it's

11
12
been recognized Ily overyonse that these contracts are
onerous, they are relatively high cost contracts in
the near ters, and they will get progressively more
| onerous over tims. This type of buyout represents, in
my opinion, the only opportumity that Florida Power
| has to prevent that cost incresse from ultimetely
hitting the customers’ pocketbooks.

In addition, my testimony discussed the
disputed issuss of fact and policy thet were filed in
Florida Power’'s original motion, amd I'd just like to

12
14
13
16
17
18
19

20]
a1 |
22 |
2
34 |

25 || has become more and more important im this proceeding
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| up-front cost of the buyout. And I believe that
mmummur«mmm--muum

| approval of this transactiom. Thank you.

MR. BeGliBs I tender Nr. Schuster.
OOMNISSTONER OLAMRE: Okay. OCL has no

questions?

M. m No gquestions, Your Nomor.
OIBITOSZONER CLAMR: “Commissioner® would be

p £ine.

Go ahead, Wx'. Nowe.
GROSS NNNINASTON
Y MR. BDUE:
e Nr. Schuster, would it be fair to say that
Florida Power Cocrporation is motivated to buy out its

purchased power Sgreements, to put itself in s more

| competitive posture for the future?

A Yes.
Q Nr. Schuster, mu'ithmtuuy

| assuning that there vill be some cost recovery
| clauses, fus) and cepacity cest recovery clsuses

available through regulation to flow those savings
back to customece?
OOMMISSIONER GARCIAS MNr. MHowe, could you do
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MR. BONB: Excuse me. Yes, the net present

uluottlnu-'u-etum.

] (by Ex. Bowe) Now, Nr. Schuster, just kind

| of moving from left to right through this Bxhibit 7,
| column 1, Capecity, that is the capacity cost

associated with the Orlando Cogen contract over those

] last ten ysars; is that correct?

a Yeos.

nr

e Now the emsxgy costs under Column 2, are

| those projected figures?

a Yes.

- | And those are projections going out to the
year 2023 which would be including 1997, a period of
27 ysars; is that ococrect?

a Yeos.

e Now, can you tell me, Nr. Schuster, hov the

17 | orlando Cogen contract is structured? And X guess the

point I'‘d like to foous on, would you agres that
orlando Cogen, under the contract, receives capacity
and energy payments based upon the avoided coal unit

| tor Florids Power Corporatioa?
22 |

a Yes.
Q Now what kind of unit is the Orlando Cogen
projact? |

a It's a combined oycle umit.




t 2

Q Is it a neturel gas-fired combined cycle?
Yes, it is.
Q Would it be cocTect to say that Orlando

mechanisa by which Orlando Cogen's capacity and energy
cost of a natural gee-tired combined cycls are less
than the capacity and energy cost of the coal-fired
avoided unit?

a No. I dom't think I oould characterize
thair protits as baing that. That's certainly a
factor in their oversll finamcial posture, but given
the fact thet they're a cogensration unit, thers's
| more to the determinetion of their profits than just
| thet fus) diftereatisl.

e cuumbci_,h.glnu-n---n

| axplanation of exactly what this project is? What is

| the Orlando Cogen preject im total, and what piece of

it is rlorida Power Corporation purchasing?

| A Very simply, it's a cogeneration project

mtmuoe‘o-m. electric and steam. It

| sel1s the electricity to Florida Power, and it sells

the steas to & stesm host. Florida Pover purchases

1 the electricity pursuant to the ocomtract that's the
subject of this proocseding.

| G  Under the curremt contract, would you agree




lmtwmupmulmrmmtthpﬂu

2| of natural gas will escalate significently above the

'
i
i

A No, I would not agree vith that. Because

GimlltuittlnIIM!IW.lnﬂlul
large extent. 80 their risk, mecessarily, in ovder to
finance the mj_oct. has been mitigated relative to
fusl prioces.

] What is the term of the gas supply oontract
at the OCL fecility?

A offthand, I domn’t knov.

Q Does it go through the year 20237

A I do mot kmow.

1
|
10}
11
12
13
14
] Well, then, I guess my question resains, if
the cost of natural gas escalates significantly and
| orlando Cogen is omly going to be paid under the
contract a coal price, hasa't Orlando Cogen accepted
the risk of escalation in natural gas prices?
) Only to the extent thet there might be a

15
6]
11
18
19
20
21 f| period during the -- Plorids Power’s comtract when
22 || they would not be covered by a gas supply comtract
23 ]| that imposed some limits on the price of natural gas,
in effect, if they were supplying some or all of their

gas supply needs st spot market gas prices.

24













































































































































































































































