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FLORIDA POWER CORP

nam_ﬂﬂ:ma Stock Portfolio

Summary Statistics

Number of Issues

Average Size

Weighted Average Dividend Rate

Amount Qutstanding

Percentage of Capital Structure

$

3

7

19,785,713

6.79%

138,500,000

3.60%
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PREFERRED STOCK . we oy

ADVANTAGES DISADVANTAGES
+ Capital with no default risk * Preferred dividends are not tax deductible
« (Cash flow flexibility - dividends can be omitted and the ¢ Preferred dividends must be paid before
slock can be retired common dividends and may be cumulative
;/- Viewed as equily by rating agencies « An expensive form of ‘debt’ financing if
viewed as debl
« Preservation of stockholder control * Unsecured debt can have many of the
features thal preferred stock has - al a much
lower after-tax cost
ADVANTAGES DISADVANTAGES
« Lowest cosl form of financing o Default risk increases as debl is added
* Interes! is lax deductible \/- Raling agency issues
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CAPITAL STRUCTURE/RATING AGENCY ISSUES

es” for issuing preferred do not apply to Florida

Preferred securities provide a means to raise low cost equity (without surrendering control) for
issuers with marginal investment grade or non investment grade credit ratings.

Corporations with accumulated tax losses often consider preferred when there is no tax
advantage for issuing debt.

The preferred covenants are no more onerous than the issuer’s other debt covenants.

historical tax advantages :
The of issuing preferred are diminishing ﬁn-’fﬂ'?"'

The changes to the cap on the dividend received deductions for corporations moved the
corporate investor market from fixed rate to adjustable rate preferred (either through an auction
or remarketing agent).

The specialized tax deductible preferred vehicles - MIPS, QUIPS, QUICS, TOPRS, elc. - are
Iikelymmmwmddntcmmeﬁonw“beinncnallengedwme
executive branch.

Refinancing preferred with debt will not change Florida Power’s or Florida Progress’ credit rating or
credit outlook due to the companies’ low percentage of preferred stock in their strong capital
structures.
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FLORIDA POWER CORP.'S PREFERRED STOCK PORTFOLIO

Redemption Price

4.58% 10.0 101.00 3/28/96

* Call price al 11/15/96 drops 1o 102.36.
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ll. RATING AGENCY AND CAPITAL STRUCTURE ANALYSIS
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PREFERRED STOCK AS A
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UTILITY COMPARABLES

CAPITALIZATION ANALYSIS
Year-End 1985

Powsr 2 Cop. -1 Prersr b 1 Power .1 Elecir | Powsr !

Shor Term Detd o [+] 1ms 21 200 85 4003 45 1445 a7 121 ot
Cusrend Poriion LTD xs 10 1000 25 ads 14 150.4 1.7 20 18 1553 1.7
Leng Term Detd 1.3m1 b 1] 30841 na 23748 =7 3NS5 s -l ] Bl AN 4 »N7
Praedermed Stack 1S 43 0 41 4404 T4 aaze T8 850 13 8840 13
Commaon Shock 1,7540 S48 44738 540 2690 4 450 4900 @as 051 9 5.3 47852 522

TOTAL CAPTALIZATION 32022 W00 adm4 1000 59803 100 0% assan 100 0% 16805 100 0% 2380 100 O%
Currerd Portion LTD s 1000 B4 1504 %0 {4 ]
Shodt Tesmm Debl 0 ms 00 3 1445 1553
Taxabie LTD 1,044 2 15487 1,996 9 1.7154 2550 14
Tez-Exemgld LTD M09 64T 4 4Ma.1 16780 msan 1720
Other LTD o 17 80 [ 1] 0 a7
Uit e Destal 40 -0 4 253 48 40 a7
Cusrend Pestion LTD -8 100 a0 -130.4 -0 A2

TOTAL LONG TERM DEBT 1.2m 30041 13749 3188 S8 imia2
Weghied Ave tniscesl Cost 1.20% 18 T.35% T e 794%
LT Debd Carrping Vahua 1.2 31840 24810 3780 5831 iArmar
Estmated Fuir Vake HA 12859 25TT0 14870 68 3smo0
% Capial Sinxture - Varisbls Debl oon* A.w 2% 127% 10.1% 3% Sow
% Capilal Stnachure - Flued Debl e E ¥y LLES Y s 58% ™
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CREDIT RATING ANALYSIS

FOR U.S. INDUSTRIAL COMPANIES (a)

Florida Power

Corp.

LT

1231/96 AAA AA A 888
Pre-lax Inleresl Coverage 4.32x 19.83x 8.89x %.J.Hm‘.,_... 2. 50x
EBITDA Interest Coverage T4Tx 20.17x 13.44x Emn 4.30x
Funds from Operations/Total Debl 40.5% 1268%  7S.1% [HeACami 203%
Operating Income 10 Revenue 20.1% g 16.1% 12.0% 11.4%
Total Debt/Capitaization incl. short-term debt 40.9% 213%  204% SI3TARG] 47.0%
Tolal DebUVEBITDA 1.68x

(a) Indicative criteria based on statislics published in the October 1094 Standard & Poor's Global Seclor Review (Credastals)
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COMMOENTLAL EPC

PRO FORMA CREDIT RATING ANALYSIS

FOR US. INDUSTRIAL COMPANIES (a)

Florida Power
Corp.
Pro Forma
LTM
12131796 AAA AA A BBB
Pre-lax Inlerest Coverage 4 20x 19.93x 8.89x %ﬁﬁ- vy 2.50x
EBITDA Interest Coverage 1.23x 20.17x 13.44x ?q&iw.. 4.30x
Funds from Operations/Total Debt 38.3% 1368%  75.1% ugu.ﬂ_..._ﬁn 20.3%
Operating Income 1o Revenue 20.1% mm.g.—. 16.1% 13.9% 11.4%
Tolal Debl/Capllalizalion incl. shor-lerm debl 43.4% 21.3% 20.4% Wrgw_..kum‘ﬁm
Total DebVEBITDA 1.7TTx

(a) Indicalive crileria based on slalislics published in the Oclober 1994 Slandard & Poor's Global Seclor Review (Credislats)
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CREDIT RATING ANALYSIS

FOR U.S; UTILITIES COMPANIES (a)

Florida Power

Corp.

LTM

123136 AAA AA A 888
Pre-lax Inierest Coverage 4.32x 7.05x g 3.40x 2.74x
Funds from Operations/inlerest 5.07x 0.04x [EISHEDCH  4.30x 3.90x
Funds rom Operations/Total Debt 40.5% 62.1% g 25.8% 22.4%
Tolal Debt/Capitalization incl. short-term debt 40.9% 51.0% %mm 48.6% 52.7%
Total DebVEBITDA 1.68x

(a) Indicative criteria based on stalistics published in the October 1985 Standard & Poor's Global Seclor Review (Credilsials)
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PRO FORMA CREDIT RATING ANALYSIS

FOR U.S. UTILITIES COMPANIES (a)

Florida Power
Corp.
Pro Forma
LTM
123116 AAA AA A BBB
Pre-tax inlerest Coverage 4 20x 7.05x :”*.Tuf 3.40x 2.T4x
Funds from Operations/interest Coverage 4.88x 9.84x R..mm..mfm.% 3.90x
Funds from Operations/Tolal Debt 38.6% 62.1% 3Z% 258% 24%
Total DebU/Capitakzalion incl. short-tesm debt 43.4% 51.8% SMSINIT 486% 527w
Total DebVEBITDA 1.77x

(a) Indicative crileria based on slalistics published in the Octlober 1995 Standard & Poor's Global Sector Review (Creditstals)
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FLORIDA POWER CORP

CARITALIZATION AND CREDIT STATISTICS

Commercial Paper* 10 year Debenture®
Actual 12731738 Pro Forma 12731736 Pro Forma 12731/98
$ (mm) % § (man) % ${mm) %
Capitalization
Cumrenl Postion LTD & P.S. § s 1.0% § Y8 1.0% 306 1.0%
Short Term Debt -0 0.0 800 25 0 00
Long Term Detxt 1278.1 9.9 12791 399 13381 424
Tolal Debt 1309.7 409 13883 494 13883 434
Common Stock & RLE. 1,754.0 54.8 1.754.0 545 17540 545
Preferred Slock 13835 43 5835 18 58.5 18
Tolal Caphalization 22022 190.0% 22022 100% L1208 1200%
Actual Pro Forma Pro Forma
Operating Data 1273136 12731796 12131796
Revenue 2217 2217 82,217
EBITDA 781.0 781.0 781.0
Prefemed Dividends 8.7 38 b X
inleresl Expense 104.5 108.8™ 110.5
Capital Expendituwres 2034 2834 2824
Financial Ratiog
EBITDA/INlerest Expense T4Tx T.23% T11x
(EBITDA-CapEx)Interest Expense 4.76x 457x 4.50x
Total DebUVEBITDA 1.68x 1.77x 1.77x
Tolal Debl/Capdaliz alion 40.9% 43.4% 43.4%

“Assumes refinancing of $30MM of 7.40% pid and $50MM of 7.76% pid.
“Bormowing rale on Commercial Paper sel al 5.5%.
“**Bomowing rate on 30 year debenlure set al 7.5%
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CONCLUSIONS

+ The replacement of $80MM of preferred stock should not impair the ratings of Florida Power. Pro forma numbers show
no maltenal deteroration in credit quality. '

« Pro forma lolal debt to capitalization of 43.4% remains in line with other Southeaslemn ulikbes’ debl rabios such as Flonda
Power & Light, 41.9%, Alabama Power, 47.6%, Georgia Power, 43.7%, Tampa Eleclric, 45.4% and Duke Power, 41.5.

« Although exisling coverage ratios lie slightly below the median for AA Raled Eleclrics, pro forma coverage ratios remain
within acceptable limits for AA Raled Eleclric Utilities. Pre-lax inlerest coverage drops from 4.32x to 4.20x while funds
from operations (o lolal inlerest falls from 5.07x lo 4.88x. .

« Several other Southeastern Electric Utilities including Tampa Electric, Florida Power and Light, and Duke Power have
replaced significant amounts of preferred stock with debt.

« Given Florida Power’s strong capital structure and the lack of variable-rate financing, Chase Securities recommends the
replacement of $30MM of 7.40% preferred and $S0MM of 7.76% preferred with commercial paper.
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Caonlidential

Debt Portfolio
Analysis

(Updated from January 24, 1996 presentation)
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Conficential
FPC

Portfolio Analysis Update

Assuming that each company has a developed corporale credit curve, the average coupon of a portiolio will
be a faclor of a company's credil rating, the optionality in their portfolio, and when the company borrowed.
Relaltive lo this peer group, FPC has a high average coupon, an average amount of callable paper, an
average duralion, and superior convexity.
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Conlicential

FPC

" Portfolio Analysis Update

Convexity is a reflection of both the amount of callable paper in a corporation’s portiolio as well as
the value of those call options. Thus, there should be a strong cormelation between a portiolio’s
convexity, the amount of callable paper in the portfolio, and the average coupon of the portfolio (an
indication of the value ol those options).
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Conclusion: FPC's portiolio has enough convexily relalive lo its peer group thal it can afford 1o give
up some ol that callability by monetizing those oplions and/or issuing non-call debt at lower coupons,
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Confideniial

FPC

Debt Portfolio Analysis Update Summary

Flonda Power & Light AlIAAN- 331766 2620 2,644 10090% 7.10% 521 2% -1.31 136
Dndke Power AadIAA- TN 4 3155 3164 100.30% 7.15% 526 67% 08 1,535
Southern Californua Edison | AZA+ 71952 1,59 J6IB 100 68% 695% i 6% 055 1,662
Vugmnia Electne ALA 46119 2,966 3042 1025T% 754% 592 40% 023 1,807
{Casohina Power & Light ALIA 2684 .4 1,376 1404 102.10% 709% 585 5% 035 823
Tampa Elecine (TECO) Aal/AA 995 B 252 257 10203%  679% 548 0% 021 141
Flonda Power AalAA- 1685.2 929 951 10254% 7.30% 534 56% -0.54 51
|Pwo Forma FPC 678 692 10208%  700% 623 3% 0.20 411

Pre Ferma Portiolie Resulta

- -
a

-

| @ Fronda Power @ Pro Forma Flonda Power |

High coupon callable paper (7.25%, 7.375%, 8.625%) is called and not refinanced with long term debt,

increasing convexity and reducing average coupon. Duiulion increases due 1o the lact that paper being

called had ils duration calculated to the call dale.
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Chase Secuntes, [oc. 4496
Florida Power Corporation
Preferred Retirement and Replacement Analyns
7 Mis of ¢/172002
Assumpuons For Financial Analyss
The Outstanding Issue The Refunding [ssue
Type of Secuniy DEBT
Redempuoa Method CALL
[ssue Date &Un Redempuon/Refunding Date &1/96
Amount Oustanding (000) £30,000 Current Market Value 100.68%
Current Yield 1o Call 12.820%
Coupon Rate 7375% Yield to Maturity 7.236%
[nitial Offer Price 101.52% Teader or Call Price 101.54%
Yield to Mamurity 7.250% Yield to Next Call INUM!
Yield w0 Maturity 7.056%
Marurity [ Tr
Years to Maturity 6.00 Cost of Tender or Call 0.000%
Mandatory Sinking Fund Neo Type of Securiry DEBT
Next Payment (date) &/1/00
Annual Payment (%) 12.50% Masturity &102
Years 1o Maturity 6.00
Next Call Daze  ~ &1/96
Next Call Price 101.34% Mandatory Sinking Fund NO
Starnng (daw)
Expenses of lssue (000) Anoual Payment (%)
Underwnung Commission 5438
Estimated Expenses 250 Interest Rate of Refunding Lssus 6.750%
Total seie
Underwriting Commission 0.600%
Unamoruzed Expenses sy At Nexi Call 0.600%
Expenses of Lssue (000)
Duscount (Premium) Upon Lssue (5760) Underwriting Commission 5300
Ucamortized Amount ($152) Estimated Expenses 100
Total $400
Marginal Tax Rate 35.00% After-tax Cost of Capital for PV Calculstions
Low Rate 40%
Common Shares Outstanding 96,150 Base Case 4.9%
High Ruws 4.55%
Finance Redemption Premium NO




Chase Secunues, [ac.

Florida Power Corporation

Preferred Reurement and Replacement Analysis

7 M8 of /172002

Upfront Costs Associated With Redemption and Refunding

Costs (000):

CalVTender Premium
Expense of Redemption Issue

Underwriting Commission - New [ssue
Expenses - New lssue
Unamortized Discount (Premium) - Old Issue
Unamortized Expense - Old Lisue

Accrued Interest/ Dividends - Old Lssue

Totals

L9

Noo<cash  Prews Afier-iaa
Book Bawies Cash Cors  Tas Seviags  Cash Com
$T70 $270 $501

0 0 0

300 300

100 100

(152) (53) 33

137 48 (48)

0 0

(514)  SL170 5264 1906




Chase Securities, Inc, L&

Florida Power Corporaticn

Preferred Retirement and Replacement Analysis
7 MBs of 6172002

Redemption/Refunding Sensitivity Analysis

Breakeven Refunding Coupon Using Varying Retirement Prices And Discount Rates 1o Achieve u

Discount Rats
After-Tax (Pre-Tax) After-Tax (Pre-Tax) After-Tax (Pre-Tax)
Redrement
Price 423% 650% 439% 675% 455% 7.00%
10054% 7.30% 7.30% 1.29%
101.54% 7.14% 1.3%
102.54% 7.18% T17% 7.17%

Net Present Value Using Varying Refinancing and Discount Races and a Retirement 101 .54%

Discount Rate
) After-Tax (Pre-Tax) After-Tax (Pre-Tax) Afer.Tax (Pre-Tax)
Refunding lssue
Coupon Rate 423% 6.50% 439% 675% 455% 7.00%
6.50% $4.153 $4.153 $4,050
6.75% 2,837 2611
7.00% 1,366 1.2M 1,226

Breakeven Refunding Coupon (Versus NPY's Above) at the Next Call [ &1/96
Using Varying Refisancing and Discount Rates and & Retrement Price 101 34%

Discount Rate
Afer-Tax (Pre-Tax) Afwer-Tax (Pre-Tax) After-Tax (Pre-Tax)

Refunding [ssue
Coupon Rate 423% 6350% 439% 675% 455% 7.00%
6.50% 6.52% 6.52% 651%

6.75% 6.76% 6T1%
7.00% 7.01% 701% 701%




Chase Secunues. [ne, 4456
Florida Power Corporation
Preferred Retirement and Replacement Azalysis
7 Vs of 6172002
Impact of Retremeat & Refunding on Net Income
Calculaton of Redemption Costa
CallTender Premium - After-tax $301
Expense of CallTender - After-tax 0
Plus: Unamort. Discount (Premium) Old Lssue - After-tax (99)
Unamort. Costs Old Issus - After-tax B9
Total Redemption/Tender Costs 3491
Annual Amortization (over 6 yean) $82
Period Ended
1273096 1273097 123098 1203199 1230100
After-tax Cost of Outstanding lssue
InterestDividend 51,143 $3.688 53,688 53,688 $1.688
Amort: Discount (Premium) 0 o 0 0 0
Expenses 13 3 23 2 23
Total Pre-tax Cost ' 215 3710 370 3710 3,710
Income Tax Effect @ 35.00%  15.00%  15.00%  35.00% 35.00%
After-tax Cost $1.402 $2.412 52,412 $2.412 $2.412
After-tax Cost of Refunding [ssue
Loterest/Dividend $1,961 $3375 33378 $3375 33378
Cost of Premium @ New [ssue Rate 30 52 51 52 51
Amort: [ssuance Costs 39 &7 &7 67 &7
Total Pre-tax Cost 1,030 3,454 3,494 3,494 1,494
Income Tax Effect @ 3500%  15.00%  15.00% @ 15.00% 35.00%
After-uax Cost 51320 $227 $1271 52171 §2.271
Impact on Net Income
Plus: Cost of Outstanding [ssue 51,402 52,412 52.412 $2.412 52,412
Less: Comnt of Refunding Issue 1,320 1.271 1271 .m 2.271
Less: Cost of Redemption 43 82 82 12 B2
Impact on Net Income 534 339 359 559 559
Impact Per Share ( 96,150 shares) $0.0004 300006 S$0.0006  $0.0006 50.0006




Chase Secunues. [nc. & 496

Florida Power Corporatica

Preferred Retirement and Replacement Analysis
7 Vs ol 612002
[mpact of Redempuon/Tender & Refunding on Revenue Requirements

Period Ended
1273096 123097 12720098  1231/99 123000
Pre-tax Cost of Outsunding [ssue
Interest/Dividend 52,143 §3,688 51,688 $3,688 53,688
Amor.: Discount (Premuum) 0 0 0 0 0
Expenses 13 a3 13 23 23
Total Pre-tax Cost 51,136 $3,710 $3,710 53,710 $13,710
Pre-tax Cost of Refunding [ssue
InterestDividend 51,961 $3375 33375 53,375 $3.375
Amort: Issuance Costs 39 67 67 67 67
Total Pre-tax Cost $2,000 $3.442 53,442 33442 $3,442
Impact oo Revenue Requirements
Less: Cost of Quistanding lssue $2,156 $3.710 $3,710 $3,710 $3,710
Plus: Cost of Refunding Issue 2,000 3,442 3,442 3442 Jea2
Plus: Recovery of Redemption Costs 122 170 162 154 146
Impact on Revenue Requirements (554) (598) ($107) (5115) (3123)
Summary of Redemption Cost Recovery
Beginning Balance Redemption Costs 756 682 556 430 304
Cost of Carry 49 44 36 13 20
Amoruzaon 73 126 126 116 126
Total Recovery 122 170 162 154 146
Ending Balance 682 556 430 304 179
Note: Recovery of Redemption Costs assumed over 6 years with a pre-tax
rate of reurn of 6.30% .

NPV Savings of Revenue Requirements($000) 52293




Chuar= Secunues, [nc, Fp.T
Florida Power Corporatics
Preferred Retrement and Replacement Analyns
858sof 1171721
Assumptions For Financial Analysis
The Outstanding [ssus The Refunding [ssue
Type of Secunity DEBT
Redemption Method CALL
Issue Date 10/30/91 Redemption'Refunding Date 117196
Amount Outstanding (000) $150,000 Current Market Value 106.99%
Current Yield w Call 1.71%
Coupon Rate B.62S% Yield to Masuriry 7.980%
Iniual Offer Price 98.75% Tender or Cali Prics 105.54%
Yield o Matuncy L.74% Yield to Next Call ENUM!
Yield w Maturity B.105%
Maturity 1121
Years 1o Maturity 15.00 Cost of Tender or Call 0.000%
Mandatory Sinking Fund No Type of Secunity DEBT
Next Payment (date) &1/00
Annual Payment (%) 12.50% Manurity 111721
Years wo Maturity 15.00
NextCallDaze ™ 11/1/96
Next Call Price 105.54% Mandatory Sinking Fund NO
Starting (dase)
Expenses of [ssue (000) Ansual Payment (%)
Underwriting Commission 51,313
Esumated Expenses 250 Interest Rate of Refunding [ssue 7.600%
Total $1.562
Underwnting Commissicn 0.875%
Unamortized Expenses $1,302 Al Next Call 0.875%
Expenses of lssue (000)
Discount (Premium) Upoa lssue $1.873 Underwriting Comumission 51,313
Unamortized Amount $1,562 Esumated Expenses 100
Total 51,413
Marginal Tax Rate 35.00% Afwer-tax Cost of Capital for PV Calculations
Low Rate i78%
Common Shares Outstanding 96,150 Base Case 4.94%
High Rase 5.10%
Finance Redemption Premium NO




Chase Secunnes, Inc. L9

Florida Power Corporatioa

Preferred Retirement and Replacement Analysis
85 cf 11121

Upfront Costs Associsted With Redemption and Refunding

Non-cau Pre-wa Afuer ma
Costs (000): Book Bswies  Cash Cosw  Tas Savags  Cash Com
CallTender Premium 53310 52.508 55.401
Expense of Redemption lssue 0 0 0
Underwniting Commission - New lssus 1313 13113
Expenses - New lssue 100 100
Unamortized Discount (Premium) - Old lesue 1562 547 (547)
Unamortized Expense - Old Lisus 1,302 456 (456)
Accrued [nteresy Divideads - Old Issue 0 0

Totals S1.B64 nm 53511 §5.812




Chate Securipes, loc. 4495

Florida Power Corporation

Preferred Retirement and Replacement Analysis
8 5/8s of 111121

Redemption/Refunding Seasitivity Analysis

Breakeven Refunding Coupon Using Varying Retrement Prices And Discount Rases 10 Achieve u
Discourt Rate

After-Tax (Pre-Tax) After-Tax (Pre-Tax) Afer-Tax (Pre-Tax)
Retirement
Price 478% 7.35% 454% 7.60% 5.10% T85%
104.54% 7.30% 7.30 1.29%
105 54% 7.24% | 1.23% 1.0%
106.54% 7.18% 7.17% 1171%

Net Present Value Using Varying Refinancing and Discount Rates and & Retirement 103.54%

" Discount Rate
Afer-Tax (Pre-Tax) After-Tax (Pre-Tax) Afwer-Tax (Pre-Tax)
Refunding [ssue
Coupon Rate 470% 735% 494% 7.60% 5.00% 7.85%
7.35% 54,153 54,153 54,050
7.60% 1.837 2,611
7.85% 1,366 1,271 1,226

Breakeven Refunding Coupon (Versus NPV's Above) at the Next Call [ 11/1/96
Using Varying Refinancing sad Discount Rates and & Retirement Price  105.54%

Discount Rate
After-Tax (Pre-Tax) Afer-Tax (Pre-Tax) Afer-Tax (Pre-Tax)

Refunding lssue
Coupon Rate 470% 133% 494% 7.60% 510% 7.83%
7.35% 6351% 6.52% 6.51%
7.60% 6.76% 6.71%
1.01% 701%

7.485% 7.01%




Chaee Secunues, [ne. 4408

Florida Power Corporation

Preferred Retiremeat and Replacement Analysia
8§ 5/8s of 11121

Lmpact of Retirement & Refunding oa Net [ncome

Calculation of Redemption Costs
CallTender Premium - After-tax 55,401
Expense of Call/Tender - After-tax 0
Plus: Unamort. Discount (Premium) Old [ssus - After-tax 1,018
Unamort. Costs Old ssue - After-uax B4s
Toul Redemption/Tender Costa $7.26)
Annual Amortization (over 25 yean) §191
Period Ended
17309 1273097 123098 123199 12730/00
Afrer-tax Cost of Qutstanding Issue
InteresvDividend $2.099 3512938 512938 51293 $12.928
Amorc: Discount (Premium) 0 0 0 ] 0
Expenses B 52 52 52 52
Total Pre-tax Cont ’ 2,107 12,990 12,990 12,990 12,950
Income Tax Effect @ 35.00%  15.00% I5.00%  35.00% 15.00%
After-tax Cost 51370 58,443 58,443 58,443 58,441
After-tax Cost of Refunding [ssue
Interest/Dividend $1.849 $11,400 $11.400 $11,400 511,400
Cost of Premium @ New lssue Rate 102 632 632 632 632
Amort: [ssuance Costs 9 57 57 57 57
Total Pre-tax Cost 1,961 12,088 12,088 12,088 12,088
Income Tax Effect @ 3500%  1500%  35.00% | 15.00% 15.00%
After-ax Cost $1.275 57857 §$7.857 57457 $7.857
Impact on Net Income
Plus: Cost of Outstanding [ssue $1.370 58,443 58,441 58,443 $8,44)
Less: Cost of Refunding lssue 1,275 7.857 7857 1.157 7.857
Less: Cost of Redempdion 47 91 291 291 291
Impact on Net Income 548 3195 5193 5293 3193

Impact Per Share ( 96,150 shares) $0.0005 $0.0031 50.0031  50.0031 $0.0031
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Florida Power Corporatica

Preferred Retirement and Replacement Analysis
8 &8s of 111121
Impact of Redemption/Teader & Refunding on Reveoue Requirements

4496

Period Ended
1273096 1230097 123098 1231099 1230000
Pre-tax Cost of Oustanding Lssue
InterestDividend 52099 512938 511938 5129 512,938
Amor.: Discount (Premium) 0 0 0 0 0
Expenses L] 51 51 1 52
Total Pre-tax Cost $2,107 512950 512990 512,990 512,990
Pre-tax Cost of Refunding lssue
InteresvDividend $1,849 511,400 511,400 511,400 511,400
Amort: lssuance Costs 9 57 57 n L)
Total Pre-tax Cost S1.B58 511,457 $11,457 511,457 511,457
[mpact on Revenue Requirements
Less: Cost of Quatanding Issue $2,107 512990 3511990 511990 512,990
Plus: Cost of Refunding lssue 1,858 11.457 11,457 11,457 11,457
Plus: Recovery of Redemption Costa 894 1,26 123 1,197 1,164
Impact on Revenue Requirements 5645 (5270) ($303) ($336) (53469)
Summary of Redemption Cost Recovery
Beginning Balance Redemption Costs 1,174 1,101 10,654 10207 9.760
Cost of Carry 821 816 783 750 n7?
Amortizaton 73 447 447 447 447
Total Recovery 894 1,263 1,230 1,197 1,164
Ending Balance 11,101 10,654 10207 9,760 9313
Note: Recovery of Redemption Costs assumed over 15 years with a pre-tax
rate of recurn of 735%
NPV Savings of Revenue Requirements($000) $6,047
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1456

Florida Power Corporation
Preferred Retirement and Replacanent Asalysis
7 Lids of 11/1/2002
Assumpdions For Financial Analysis
The Outstanding Issue The Refunding [ssue
Type of Security DEBT
Redemption Method CALL
[ssue Date 1/14m Redemption/Refunding Date &/1/56
Amount Outstanding (000) $50,000 Current Market Value 100.08 %
Current Yield two Call 15.946%
Coupon Rate 7.150% Yield o Manuriry 7.234%
[nital Offer Price 101.00% Tender or Call Prics 101.43%
Yield to Masurity 7.168% Yield wo Nex. all ENUM!
Yield w Masurity 6.970%
Maturity 1102
Years to Maturity 6.42 Cost of Tender or Call 0.000%
Mandatory Sinking Fuad No Type of Security DEBT
Next Payment (date) &100
Annual Payment (%) 22.50% Marturity 102
Years wo Maturicy 6.00
Next Call Date &1/96
Next Call Price 101.43% Mandatory Sinking Fund NO
Starting (date)
Expenses of [ssue (000) Annual Payment (%)
Underwriting Commuission 5438
Estimated Expenses 2240 Ioterest Rate of Refunding Lssue 6.750%
Towl 5688
Underwriting Commission 0.600%
Unamortized Expenses s1a At Next Call 0.600%
Expenses of lssue (000)
Discount (Premium) Upon lssue ($500) Underwriting Commission $300
Unamortzed Amount (s10Mm Esumated Expenses 100
Towl $400
Marginal Tax Rate 15.00% Afver-tax Cost of Capital for PV Calculations
Low Rats 4.23%
Common Shares Outstanding 96.150 Base Case 4.39%
High Rats 455%
Finance Redemption Premium NO
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Florida Power Corporation

Preferred Retirement and Replacement Analysis
7 LMs of 11712002

Upfront Costs Associated With Redempuon and Refunding

Noa<ash  Pre-wa Aher-aa
Casts (000): Book Eawles CashCows  TuiSaviap  Casb Com
CallTender Premium $715 5250 5465
Expense of Redemption lssue 0 0 0
Underwriting Commission - New Issue 300 300
Expenses - New [ssue 100 100
Unamortized Discount (Premium) - Old lssue (1om an 37
Unamoruzed Expenss - Old Lssue 147 52 (52)
Accrued laterest/ Dividends - Old lssue 0 0
Totals $40 51,118 5264 $851
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Florids Power Corporatioa

Preferred Retrement and Replacement Analysis
7 Lids of 117172002

Redemption/Refunding Sensitivity Analysis

Breakeven Refunding Coupon Using Varying Retirement Prices And Discount Rates to Achieve u

Discount Ras
Afuer-Tax  (Pre-Tax) After-Tax (Pre-Tax) Afer-Tax (Pre-Tax)

Retirement
Price 429% 650% 409% 675% 455% 7.00%
100.43% 7.30% 7.30% 7.29%

101.43% 7.24% - 1.23%
10.43% T.18% 7.17% 71.17%

Net Present Value Using Varying Refinancing and Discount Rates and a Retirement 101.41%

Discount Rats
After-Tax  (Pre-Tax) After-Tax (Pre-Tax) After-Tax (Pre-Tax)

Refunding [ssue i
Coupon Rate 423% 6350% 439% 675% 455% 1.00%
6.50% $4,153 $4,153 $4.030
6.75% 2,837 2611
7.00% 1,366 1M 1,226

Breakeven Refunding Coupon (Versus NPV's Above) at the Next Call [ &196
Using Varying Refinancing and Discount Rates and a Retiremest Price  101.43%

’ Discount Rae
Afer-Tax  (Pre-Tax) Aher-Tax (Pre-Tax) Afer-Tax (Pre-Tax)
Refunding lssue
Coupon Rate 429% 650% 439% 6.75% 455% 7.00%
6.50% 692% 6.52% 6.31%
6.75% 6.76% 671%
7.00% T01% T01% 7.01%
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Calculation of Redemption Costs
CallTender Premium « After-tax
Expense of CallTender - After-tax

Plus: Unamort. Discount (Premium) Old [ssue - After-ux
Unamort. Costs Old [ssue « After-tax

Total Redempuon/Tender Costs

Annual Amoruzation (over

Total Pre-tax Cost
Income Tax Effect @

After-tax Cost

Aftes-tax Cost of Refunding lusue
[nterest/Dividend
Cost of Premium @ New lssue Rate
Amort.: [ssusnce Costs

Total Pre-tax Cost
Income Tax Effect @

After-tax Cost

Impact on Net [ncome
Plus: Cost of Outstanding lssue
Less: Cost of Refunding lssue
Less; Cost of Redemption

Impact on Net Income

yave
Florida Power Corporation
Preferred Retirement and Replacement Analysiy
7 Lids of 11/172002
Impact of Retirement & Refunding on Net Income
$445
0
(70)
96
$491
6 yean) §82
17309  1V309T 103008 123199 LU0
$2.107 $3,629 $1,625 $3,625 $3,625
(1%) (39) (n (40) (43)
13 3 2] 23 13
2,105 3613 3611 3,608 3.605
35.00% 35.00% 315.00% 35.00% 15.00%
1,368 $1349 12347 $2,345 $2.343
51.961 $3,37% $3.373 $1.375 $).375
i | 48 48 43 48
39 67 67 a7 67
2,028 3,490 3,490 1490 3,490
35.00% J500%  15.00% 15.00% 15.00%
51,318 $2.268 51,268 52,268 51,248
51,368 $.349 $2.347 £2.345 $2.343
1318 1,264 1,268 1.168 1,168
48 12 L ¥ 82 82
51 ($2) (33) (33) £ 1)
($0.0000) ($0.0000) ($0.0001) (50.0001)

Impact Per Share ( 96.150 shares) $0.0000
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Florida Power Corperation

Preferred Retirement and Replacement Analysis

7 Vs of 111 002

Impact of Redemption/Tender & Refunding on Pevenue Requirements

Pre-tax Cost of Outstanding lssue
[nteresv Dividend

Pre-iax Comt of Refunding Issue
|aterestDividend
Amort: [ssuance Costs

Total Pre-tax Cost

Impact on Revenue Requiremnents
Less: Comt of Oustanding lssue
Plus: Cost of Refunding Issue
Plus: Recovery of Redemption Costs

Impact on Revenue Requirements

Summary of Redemption Cost Recovery
Beginning Balance Redemption Costs
Cost of Carry
Amortizaton

Total Recovery
Ending Balance

Note: Recovery of Redemption Costs assumed over

rate of resurn of 6.50% .

NPV Savings of Revenue Requirements(5000)

L6

6 years with & pre-ax

$414

Penod Ended

1230096 123097 123098 1LW99 LVWVO0
$2.107 53,625 $1.625 $3,615 $1.625
(15 (35 an (40) (43)

13 k| k] 23 23
$2.108 53,613 §3.611 $1,608 $3,605
51.961 53,2375 53375 33375 13375
39 67 67 67 47
$2.000 $3.442 $1.442 $3.442 53,442
$2.103 13,613 $1.,611 $3,608 $1,605
2,000 3.442 3,442 1442 3,442
122 170 162 154 146
517 (s1) (sT) (512) ($18)
755 682 556 430 104
49 a4 16 28 20

73 126 126 126 126

122 170 162 154 146
642 556 430 304 178
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Exhibit I

Call Monetization
Strategies

o CHASE



FPC

Call Monetization of 8.625% due 11/1/21

High Coupon Debt Frofile

Embedded Option

Construction

Call Monetization

The Flonda Power Corp. ("FPC") currently has $150,000,000 of its 8. 625%
noles due 11/1/21 outstanding. These noles are callable starting 11/1/96
on a shiding premium scale until 11/1/11 when it is callable at par.

Upon issuing the note FPC bought a call option from the note holders. The
value ol this call option is greater when rales are low relative 1o the coupon
on the nole. FPC is therelore exposed to an erosion in the value of its call
oplion in an increasing interest rale environment.

The laclical construction lo protect the value ol the call involves executing

a swaplion that comimences on the call dale ol the nole and has a maturity
tailored 1o the issuer’s call-period prelerence.

Swaption Premium Upfront

8.625%
—...

- O

8.625% L(6) + 0.25
Note Holder AtExercise Call Premium
Above Par

This stralegy will generale an uplronl cash receipl for FPC thal allows them
to caplure the current high value of their call oplion. When applied over the
life ol the swaption or issue this receipt will significantly lower FPC'
financing costs.

oc:l-IA.SE
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FPC

Calil Monetization of 8.625% due 11/1/21

Advanlageyu FPC receives a significant premium upiront.
FPC will nol have to pay a premium 1o call the bonds in the future.

The intrinsic value of the call is protecled against market fluctuations (i.e.
rising interest rales).

The premium effectively reduces FPC' cost of funding by 112 bps for 25
yrs.

Disadvantages WMHM&MHMHWNMWWW@

Assuming the current markel yield curve and oplion pricing paramelers
remain constant, Chase would be inclined 10 exercise on 11/1/96 if the 25

year swap rate would be at or lower than 7.14%.

o CHASE




Conificential EPC

Call Monetization of 8.625% due 11/1/21

High Interest Rates | After Call Date Low Interest Rates

Chase Lets Option
Expire
Unexercised
FPC
. ! LBOR+0.25% | :  Cash @ Par +
7.50% 30/360 § ‘ : vV e
‘"""“"“’""I ’BlnkFundlngl lNoleHoldutI

* - Assumes $19MM premium amortized over the ** - 7.50% assuming amortization of premium over
remaining life of the issue (B.6255%-1.12%) :  the remaining life of the issue

O CHASE
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Call Monetization of 8.625% due 11/1/21

Accounting issues

The initial cash premium is accoun‘ed for as a debil to the Cash account.
This is ofiset by a credil to the Other Liabilities account.

Dr Cash
Cr Other Liabilities

Going forward, the swaption is marked o market and the Other Liabilities
account is debited or credited accordingly agains! the Other Inc/Exp ledger.

Dr Other Liablilities
Cr Other Income (P/L)

Dr Other Expenses (P/AL)
Cr Other Liabilities

If the swaption is exercised, the swap is eligible lor hedge accounting if it
can olisel bank debL. If no bank debt exists, the mark to market on the
swap will continue 1o be accounted for as shown above. Unwinding the
swap or swaption belore expiry will result in the realization of gains or
losses accordingly.

* Chass has delermined this accounling lreaimant solaly on il own melhodology. Chass Is providing the inlormation &8 an sccommodation and makes na
reprasenistion or wairanly regarding il Pleass check with your own Jccouniants

OGHASE



Exhibit Il

Chase Medium Term
Economic Outlook
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FPC

Treasury Yield Curve

= 6.73 T 100
660 4 Approximale percentage of time thal rales ;
have been better than current levels .44
s 6.26 |
6.10 - + 70
6.00 - T
Interest 1 -
Rate 380
T 40
Vield (%) _ | I
5.40 - Percentage of time (%) |
et T R TR .'l.w
. - = " m s o= - . om - 5 |
520 1 16.50 16.00 13.00 _6._0_ t10
s 4 ¥ T 0
dyr 3yr Syr 10yr 3oyr
Source: Chase Securities, Inc. Curreat = = Occurrence
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FPC
Chase Economics Group April 1996
3-MONTH LIBOR Scenarios
8.5
7.75 -
s L
&
E 6.25 1
m
d
5.5 -
4.75 -
4 T T T
1996 1997 1998 1999 2000

» The Chase Economic Group forecasts where 3-month LIBOR will average each year in
different economic scenarios over the next five years.

* The forward curve shows where the market implied mid-year 3-month LIBOR is over each
of the next five years.

o CHASE
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MEDIUM TERM U.S. ECONOMIC OUTLOOK : 1996-2000

Base Case Scenario (50% Probability)

« This is a successiul "solt-landing scenario” in which the lighlening implemented in 1994 and 1995 lurms out to
. ba enough to slow the economy lo ils polential growlh rale in 1996.

« Since the unemployment rale is relatively low, inflation will accelerate slightly.
« The Fed holds policy steady in the second half ol 1996, given moderale growth and inflation.

« This scenario is most likely to be achieved if growth overseas isn't 100 strong and the federal budget delicit is
gradually reduced, but not quile balanced over the nex! live years.

Note: The GDP forecast is now using the BEA's chain-weigiiled GDP series. GDP and CPI forecasls are Q4
over Q4 growth rales. Interesl rale lorecasls are annual averages.

1996 1997 1998 1999 2000
Real GDP 2.1 2.6 1.5 1.5 3.5
CPI 3.2 3.4 3.8 3.6 3.2
Fed Funds 5.1 5.5 6.2 6.0 5.5
LIBOR, 3-Mo. 5.3 5.7 6.5 6.3 5.7
T-Bond, 10-Yr 58 6.3 7.2 7.2 6.9

o CHASE
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FPC

MEDIUM TERM U.S. ECONOMIC OUTLOOK : 1996-2000
Slow Growth Alternative (30% Probability)

1996 1997 1998 1999 2000
Real GDP 1.4 2.0 2.8 2.8 1.5
CPI 2.8 2.8 2.8 3.2 3.2
Fed Funds 4.5 44 53 6.0 5.8
LIBOR, 3-Mo. 4.7 4.6 56 6.3 6.1
T-Bond, 10-Yr 5.5 53 6.5 7.3 7.2

« Growth falls to the 1.0-1.5% range in 1996, mostly because ol the lagged elffecls ol the Fed tightening
implemented in 1994 and early 1995. In addition, exports are weak because of poor growth in the U.S.'s key

rading pariners.

« The Fed culs the fed funds rale lo 4.0% by the second hall ol 1996.

« By 1997, the lagged ellects ol the monelary lighlening implemented in 1994 wear off and the easing

implemented in 1995 and 1996 start lo drive growth up. The Fed starts tightening again.
= Fiscal policy is mildly contractionary in the 1996-98 period.

+ Qil prices are assumed lo remain stable in the $15-20 per barrel range throughoul the forecas! penod.

o CHASE
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MEDIUM TERM U.S. ECONOMIC OUTLOOK : 1996-2000

Fast Growth Alternative (20% Probability)
1996 1997 1998 1999 2000

Real GDP 2.8 2.0 0.0 25 3.0
CPI 3.6 4.0 4.2 3.8 3.6
Fed Funds 5.6 7.0 6.5 5.8 5.8
LIBOR, 3-Mo. 5.9 7.4 6.6 6.0 6.1

T-Bond, 10-Yr 6.8 7.8 7.5 6.9 7.5

* In this scenario, a combination ol faclors leads lo stronger growth in 1996. These lactors would include
stronger growth overseas and a weak dollar, which would stimulale exports. Another possible contnbuling
factor would be the lack ol an agreement on cutting the delicit. The housing markel would also respond 1o
the strong bond rally of 1995.

* Such a confluence ol evenis would lead lo 2.5-3.0% growth in 1996. The unemployment rate would drop
below 5.5% in 1996, making the labor market about as light as in the late 1980s. Inflation would accelerate
sharply, exacerbaled by a rise in ol prices 1o $30 per barrel by 1996 in reaction to strong worldwide demand.

* By mid 1996, the Fed would resume lightening. By early 1998, this would produce a fairly severe recession.

« Concems about inflation and lack of progress in reducing the federal budget deficit would probably push bond
yields 10 8.0% or higher in 1997.

OCHASE



Exhibit IV

Duration and
Convexity Explained
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Duration & Convexity Summary

FPC

*When rates move significantly, duration becomes an inadequate measure of price
movements for bullet paper. In order to estimate the true price sensitivity of a bond,
convexity should be considered. Positive convexity diclates that, regardless of which
direction rates move, a bond'’s price performance is better than just the duration term
would imply.

*All other things being equal, investors want higher convexity (better price performance
in volatile markets) and issuers want lower convexity. Investors look at duration and
convexity as indicators of how their investments will perform.

«Convexity is often an indication of call flexibility. A company with a lower overall
portfolio convexity is likely to have more call flexibility in that portfolio.

*Treasurers should have an understanding of how the market value of their liabilities

will be affected by changes in interest rates. Duration and convexity are useful in this

regard. They also provide a convenient way to compare corporate debt portfolios on
both a sector and industry basis.

OCI'U\SE
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Bond Duration and Convexity

12 7
10 +
Duration
* Joputilo
(years) st
18ac3
* Tacd 4 1
] 4% L as (] (£ 1 1 15 3
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FPC

Duration & Convexity

Duration and convexily are two concepts used in measuring the interest rate sensilivity of bond prices. Besides
giving us the present value weighted average life of a particular bond's cash flows, modified duration also
provides a reasorable estimale ol the percentage change in the price of a bond for a change in its yield. For
example, if we wanted lo determine how much the price of a bond with a modified duration of 9.9 would change
for a 1% change in yield, we could use the formula...

Percentage Change in Price = - Modified Duration x Percentage Change in Yield or...
99 x1%=99%

However, true price performance is not linear but convex. So, while small price changes can be estimated by
modified duration, convexity dictates that estimates for large changes in price will overstale the amount of price
declines in rising yield environments and underslale price appreciation when yields fall. The more convex a bond

is, the belter a bond will perform in volatile markets (when yields move significantly in one direction or the other).
This is why inveslors locus on convaxity.

Amount of error in price change estimates
due to convexity B

o CHASE

L
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Duration & Convexity
Thus, the true change in price is...
Change in Price = - Modified Duration x Change in Yield + 0.5 x Convexity x (Change in Yield )2

Note that because the convexity lerm is mulliplied by the changu in yield squared, It is always additive for bonds
wilh positive convexity, giving the pricalyieid curve its convex slope. For small changes in yield, the convexity term
is immaterial. For larger changes in yieid it is more significant.

Example:

*For an B% 30 year bond priced al par, modified duralion is 11.3, convexity is 2.14.
*if ylelds drop 10 7.99%, the bond price rises 1o 100.113% (convexity term immaterial).
*If yields drop by 0.5% to 7.5%, the bord price rises 1o 105.93%.

*Duration increases the price by 5.65% (11.3% x .5).

*Convexity increases the price by an additional .27% (.5 x2.14 x .52)

Convexity becomes even more important for callable bonds. A callable bond will drop in price if rates rise, but will
uwm;wmnmmmu{u.-hhmopumj.mamm&a&maamm@
called increases as rales fall, causing the market lo begin pricing an issue "10 the call”. This is when we see one of
the elfects ol negative convexity. See below...

FPC

Negative Convexity of
Callable Bonds
Call Price
Price
Yield

o CHASE
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Formulae

o Ix PVCF,
Macaulay duration (in years HZ;
' (nyears) <y S PVTCF,

. Macaulay duration
Modified duration 1+ (Vield/k)

Percentage change = - Modified duration x Yield change x 100

— 1 %" 1x(ts+1)PVCF,
Convesity (n years) =~ bl 2t s bvven

wmmmnhmﬂy= 0.5 x Convexity x (Yield change)2
X

Estimated percentage price change = - Modified Duration x Yield change x 100 +
.5 x Convexity x (Yield change)® x 100
Where

k = Number of periods (payments) per year (e.g., k = 2 lor semiannual bonds).

n = Number of periods until maturity (years to maturity x k).

I = Period in which the cash flow is expected lo be received (t= 1,....n)

PVCF, = Present value of cash flow in period t discounted at the YTM.

PVTCF = Tolal present value of the cash flow of the bond where the present value is determined using the YTM.

) CHASE
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UTILITY CREDIT REPOR]

STANDARD & POOK’S
Utilities Rating Service

FLORIDA POWER CORP.

e,
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Analyst: Barbara A. Eiseman (212) 208-1656; Company contact: [ames Smallwood (813) 866-5647

OUTSTANDING RATINGS DEBT RATING HISTORY
Florida Power Corp. SEMIOR DEST 1998 AA-
Commarcial paper A-le 1995 Ad:
Senior secured debt AA- 1994 A
Senior unsecured dabt As 1993 AA-
Preferrad stock As 1992 v
Progresa Capital Holdings Inc. 1991 A
Commarcial paper A1
Senor unsecyned dedt A OUTLOOK: STABLE
ELECTRIC BUSINESS POSITION: Above average (1)
RATIONALE ued strong kilowatt-hour (kWh) sales growth and ag-

Florida Power Corp.’s mtings reflect an above average
business position and healthy financial condition. Flor-
ida Power's business profile is supported by a healthy
mm%mmm
sponsive Florida regulation, a mix,
nominal Clean Air Act and credit-conscious
management. Furthermore, a small industrial load
(about 9% of revenues) limits to the

of retail wheeling, while the s loca-
mmemenn
and total energy costs are peninsu-
lar Florida but are slightly than the
average. Florida Power supplements owned capacity
with power purchases from utilities and
from cogenerators; purchased power will provide some
27% of generation for the foreseeable future. These costs
are passed through as a capacity cost recovery factor
and fuel charge. Notwithstanding the likelihood for
about 1.0% annual price increases to recover purchased
power costs, the company’s tive position will
not be noticeably affected. Florida will avoid any
base rate relief requests for many years. Operations at
the Crystal River 3 nuclear station continue to improve,
with a 1995 capacity factor of 100%.

Debt leverage, including off-balance-sheet purchased
power obligations, will remain high for cusvent ratings,
hovering around 51%. Yet, internal funding, funds from
operations interest coverage, and funds from opera-
tions to total debt should remain healthy even through-
out the construction of two gas-fired combined cycle
units to become operational in 1998 and 1999. Contin-

gressive cost controls should allow Flonda Power to
maintain pretax (nterest coverage, adjusted for pur-
chased power, at levels over J.2 times (x). Plans for
nonutility activities include growing the energy-related
businesses while divesting real estate and leasing assets.

OUTLOOK
A period of ratings stability for Flonda Power s based

on above-average sales th, rate Aexibality, limita-
tions on rate increases, little wholesale and industrial
Fangnaiai pummgry 1T Y 1 1l i
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STANDARD & POOR'S Utilities Rating Service

—

FLORIDA POWER CORP.

MAJOR STRENGTHS AND RISKS

exposure, aggressive cost controls, efficient operations, and healthy cash flow. How-
ever, the parent’s support of riskier affiliates and large purchased power commitments
restrain upside credit potential.

January 1996. Allen J. Keesler, Jr., president and chief executive officer of Florida
Power since 1988, announced that he will retire on April 1, 1996. To begin an
orderly succession of top management for Florida Progress Corp. and Florida
Power, other management changes were announced (see Management).

December 1995, Florida Power and the city of Clearwater signed a new 30-year
mwmmhwmmr.m-mwmmm
tomer and accounts for approximately 5% of annual revenues. No franchise
Wﬁpﬂﬁuﬂtmmmduwwmrwﬂumimﬂ
years. a $12.5 million contribution made in December, Florida Progress
contributed $50 million in 1995 to Florida Power from the proceeds of the holding
company’s public stock offerings and the Progress Plus Stock Plan.

November 1995, The Florida Public Service Commission (PSC) approved its staff’s
recommendation for higher estimated total future decomsmissioning costs (2.0
billion, or $404.6 million in 1995 dollars) than that presented in Florida Power's
filing. Florida Power is already establishing a funded reserve to pay for decom-
missioning, which is $165 million at Dec. 31, 1995.

October 1995, Florida Power announced an agreement with Seminole Electric

nhprwﬂnmmmmpwmnmﬂdﬂwmwwm
mmmhlmm-mmwmmm.mnm
WWMWiﬂSW&mtdm
?mmmupmmwcmmunm.ummmwﬂm
covered the Feb. 20, 1994 through Sept. 16, 1995 period was satisfactory despite
mwhmmwmmmﬂ.n'mrlrmm
plant support achieving a superior grade of “1.0” and the categories ! engineer-
mmmmmwvh\;mﬂhm&‘lm
September 1995, The Florida PSC approved Florida Power’s petition for the amor-
tization of some $23 million in costs for the canceled, 500 kilovolt Lake Tarpon-
Kathleen transmission line. The costs are being amortized over four years,
retroactive to Jan. 1, 1995. In the third quarter, Florida Power absorbed a $6.9
million pretax charge to begin the amortization.

Major strengths:

+ Healthy and growing service area.

* Small dependence on the industrial sector.

» Florida's geographical location and peninsular shape reduce competition from
out-of-state power sources.

» Supportive Florida regulatory environment.

Florida PSC and state legislature have adopted a cautious approach toward

retail wheeling.

Diversified fuel mix.

Proactive management team.

Effective cost containment efforts.

MNominal Clean Air Act exposure.

Base rate stability.

Rates are competitive within Florida.

@ FLORIDA POWER CORP.
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Major nisks:

» Challenge associated with ownership of a nuclear station.

+ Large off-balance-sheet purchased power obligations.

* Capacity needs to meet growing demand.

¢ Credit risk heightened by Florida Progress’ diversified activities.

CORPORATE STRUCTURE  Florida Progress was formed in 1982 and is a diversified holding company.
inSt. Petersburg, Fla., its principal subsidiary, Florida Power (75%
of consolidated assets, 90% of eamings, and 75% of revenues) was incorporated
in 1899, and is engaged in the generation, purchase, transmission, distnbution,
and sale of electricity. In August 1988, Progress Capital Holdings Inc. (PCH) was
formed to become the downstream holding company for Florida Progress' diver-
sified operations and to consolidate financing of the nonutility businesses. Diver-
sified activities include an energy and transportation company, a life 'nsurance
firm, and a commercial lending, leasing, and real estate operaton.

Florida Progress’ ratings largely reflect the creditworthiness of Florida Power,
adjusted for higher-risk nonutility operations. PCH's ratings reflect the implicit
support of parent, Florida Progress. The support is evidenced by a net worth
maintenance agreement between the two companies.

Electric Fuels Corp., established in 1976, is an energy and transportation company
that serves electric utilities, including Florida Power, and industrial companies.
Its major businesses include coal mining, procurement, and transportation; bulk
commodities transportation; railcar repair and railcar parts manufacturing and
reconditioning, and rail and trackworks components.

Mid-Continent Life Insurance Co., founded in 1909 and acquired by Florida
Progress in 1986, is a life insurance firm, whose principal product is a low-pre-
mium death benefit policy that is sold through independent agents.

FLORIDA POWER CORP.
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Credit Corp., formed in 1983, is a financial services and real estate
company with lending and leasing transactions (mainly involving commercia.
aircraft and real estate) and real estate projects. The company plans to continue
with its orderly liquidation of these assets.

Advanced Separation Technologies (AST) and Progress Energy Corp. are two
very small subsidiaries. AST is an R&D company whose principal product is a
patented adsorption technology. Progress Energy was reactivated in 1994 to
pu;u.n independent power production opportunities, primarily in the Southeast
U

Florida Power, the state’s second-largest investor-owned electri- utility, provides
to more than 1.2 million customers. Service is rendered in 32 of the
state’s 67 counties, covering approximately 20,000 square miles with a total
of about 4.5 million in central and north central Florida and along the
west coast of the state. The service territory includes St. Petersburg and Clearwa-
ter, as well as the areas surrounding Walt Disney World, Orlando, Ocala, and
Tallahassee.

Florida utilities have certain retail service territorial rights granted by the Florida
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rates appear to be low enough that municipalization will be difficult to justify
economically.

In late 1995, the city of Clearwater signed a new 30-year franchise agreement with
Florida Power. Clearwater, the second-largest city in the company’s service area,
accounts for some 5% of total annual revenue. The franchise was set to expire in
summer 1996.

In late 1994, the company entered into a new 10-year territorial agreement with
the Orlando Utilities Commission (OUC), a municipal utility. The pact marked
the end of a long controversy over which the utility would serve an expanding
area near Orlando airport, annexed by the city of Orlando. This contract replaces
the previous 20-year agreement that expired in July 1994. OUC will add the area
of land to its service area and will buy the distribution assets from Florida Power.
The agreement prohibits the OUC from taking over any customers because of
annexation. Loss of this territory will not harm Florida Power’s financial condi-
tion.

Economic support centers on phosphate and rock mining and processing, elec-
tronics design and manufacturing, health care-related manufacturing, and citrus
and other food processing. Other important commercial activities are tourism,
health care, construction, and agriculture.

Florida Power does not rely heavily on the industrnal sector, with industrial
customers constituting only 8.5% of electric revenues and 11.9% of kWh sales.
limiting its exposure to the possibility of retail wheeling. IMC Agrico Co., AT&T
Microelectronics, and Florida Crushed Stone Co. are among the utility’s largest
customers. With the bulk of the company’s customer base derived from the
residential class (56% of electric revenues and 46% of sales), Florida Power is
amply insulated from the effects of cyclical volatility.

The economy of the service area, Like Florida in general, is expected to remain
strong, driven by growth in population, tourism, and trade. The state’s population
is forecasted to grow by about 1.65 million people by the year 2000 to a total of
15.5 million. Florida Power’s service area is projected to expand to about 5.1
mrnpmﬂ]hnhbyhrw:&ﬂﬂumummphymmtnuwnmmw

average for the first three quarters of 1995, after being higher in 19%4. In
the near term, the state is projected to be the second in the nation in employment
growth and fifth in the nation in population growth. In recent years, Florida’s per
capita personal income tracked closely to the national averages. Total peisonal
income is growing at a faster rate for Florida than for the US. This trend is
probably due more to the state’s faster-growing population than to increasing per
capita income. Florida's residential housing starts led the nation in 1994. However,
residential starts were down in the first three quarters of 1995 compared
to 1994. In terms of value of nonresidential construction contracts, Florida ranked
as the third-highest state in 1994.

the five years ended 1995, annual retail kWh sales growth averaged a
relatively healthy 3.6%. In 1995, these sales advanced 6.6% over 1994, with
increases for the residential sector of 7.8%, commercial 4.4%, and industrial 8.0%
mr growth, higher average customer usage, and a healthy economy

to the improved energy sales.
The steady influx of new residents into Florida, as well as increased customer
usage, will result in higher electric sales for the company. The five-year average
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annual growth rate for sales to retail customers is forecasted at a strong 3.9%,
including the effects of demand-side management programs. Wholesale sales are
expected to advance a bit more slowly at roughly 3.0%. Peak demand is expected
to grow at about 2% during the same period. The company’s annual customer
growth rate remains about twice the national average at around 2.5%.

All three of the Florida peninsular investor-owned electric utilities have above
average business positions because of the strong state economy, low
exposure to industrial retail competition, lack of excess capacity in the state,
grographical characteristics, and cross-state border transmission capacity limita-
tions that, for now, provide a degree of protection for the state’s peninsular
utilities from out-of-state competition. The competitive relationship among the
three Florida investor-owned utilities is removed from Gulf Power Co.—a South-
em Co. located in the panhandle of Florida—since Gulf Power does
not provide a direct conduit for Southern Co. into the Florida peninsula. Power
sales from the Southemn Co. system are transmitted through the state of Georgia.
Because Southern Co. dispatches as a system based on economics, in its entirety,
the company is the closest source of out-of-state competition to the Florida
utilities. All but some 1,000MW in interstate transmission capacity are tied up by
contracts.

Florida Power’s total cost of production and purchased at 4.22 cents per
kWh is approximately 13% higher than the 1994 Southeastern Reliability Council
(SERC) regional average of 3.73 cents. However, the company’s costs are competi-
tive within Florida. Florida Power’s residential realization at 8.24 cents per kWh
is above the SERC group average, about 9% higher than Florida Power & Light
Co. and some 3% below Tampa Electric Co. Florida Power’s rate design provides
competitive rates to large commercial and industrial customers. Its average

commercial rate of 5.86 cents per kWh is very competitive; the tariff is 5.6% below
Florida Power & Light, nearly 18% less expensive than Tampa Electric’s, and 9%
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below the SERC group average. Although Flonda Power’s industrial rate at 4.84
cents per kWh is a bit higher than the region, it is in line with the state average.
Moreover, Florida Power’s industrial base accounts for a very manageable 11.9%
of electric sales and only 8.5% of revenues thereby limiting exposure to the
possibility of retail wheeling.

Currently, the company does not have long-term contracts with its industrial
customers. The industrial customer rates are covered by tariffs approved by the
Florida PSC. However, Florida Power recognizes the value of securing future
long-term sales arrangements and has several initiatives established for that

purpose.

Despite energy and capacity cost increases based on certain escalators in pur-
chased power contacts, Florida Power’s rates should remain competitive in years
to come. These costs are passed through as a capacity cost-recovery factor and huel
charge. Notwithstanding the likelihood for about 1.0% annual retail rate increases
to recover purchased power costs, the company’s competitive position will not be
noticeably affected. Florida Power will avoid any base rate relief requests for

many years.

Florida Power continues to develop long-range business sirategies to respond to
an increasingly free market, with emphasis on customer satisfaction, cost cutting,
productivity and efficiency enhancements, and increasing off-peak sales. To
secure closer customer relationships, the company is establishing teams of ac-
count executives who are trained to be energy experts in specific types of busi-
nesses. The y is essentially becoming a full-service energy provider. On
the cost control Florida Power has restructured with workforce reductions
and corsolidation. The company has managed to hold its nonfuel operations and
maintenance (O&M) level steady since 1992 while absorbing higher
costs for customer growth, inflation, other post-retirement benefits, and increas-
ing environmental and insurance costs.

Given Florida Power's relatively small wholesale load, the company has little
immediate threat from economic bypass. Florida Power has 14 wholesale custom-
ers that consists of 12 municipal customers. The wholesale customers constitute
about 7% of electric revenues and are under long-term contractual arrangements.
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FUEL AND POWER SUPPLY

Fusl and powsr supply

Exposure to municipalization in the near lerm is minimized by the terms of the
various franchise that typically extend for 20 or 30 years and the costs
associated with m tion. These costs to the municipality would include
loss of franchise fees, acquisition of distribution assets, and loss of property taxes
relating to these assets. The competitive Florida Power residential rate
helps to mitigate the potential for municipalization.

Florida Power has adequate fuel diversity, with coal ing 45% of electricity

in 1994, and nuclear, oll, gas, and purchased power contributing 17%,
16%, 1%, and 21%, respectively. deviation is expected in the fuel mix;
purchased power will rise to about 27% of generation.

Most of the coal for the company’s facilities is expected to be supplied from the
coal fields. Some two-thirds of the coal is expected to be delivered

by rail and the remainder by barge. The coal is being supplied b Florida Progress’
, Electric Fuels, based on contracts between Florida Power and Electric

adjustment

The cost of oil is tied by contracts to certain posted market prices.

Management believes that the company has contracts for an adequate supply of

oll for the foreseeable future. Natural gas is purchased on the spot market under
contracts. Florida Power has contraciz for the supply of

uranium concentrates (Stage [) and the conversion of uranium concentrates (Stage

II) through 1997, and the enrichment of uranium (Stage III) and the fabrication of

uranium into fuel assemblies (Stage IV) through 2004.
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Florida Power supplements its owned capacity with power purchases from
neighboring utilities and cogenerators. It has a take-or-pay arrangement for
purchases of 400MW of coal-fired capacity (two separate contracts of about
200MW each) with Southem Co. through 2010. Florida Power has an option to
decrease these purchases to 200MW annually, beginning in 2000, with a three-year
termination notice. The purchases are made from specific generating units with a
capacity of some 3 500MW and are guaranteed by Southern Co.’s entire system,
which totals more than 30,000MW. The capacity and energy charges are based on
the actual costs to operate the units. If lower-cost power is available on Southern
Co.’s system, Florida Power pays the lower amount. Florida Power’s total cost is
calculated using Southem Co.’s Federal Energy Regulatory Commission (FERC)
rates of retwrn and includes a transmission charge. Over time, these contracts are
expected to become more economic—capacity payments are likely to decline as
the units are depreciated and energy costs should fall, given the recent termination
of an unfavorable coal contract.

Florida Power also has a purchased power contract with Tampa Electric that was
absorbed by Florida Power as part of the acquisition of the Sebring electrical
distribution system. The arrangement ends after Feb. 28, 2011, upon one-year
notice of either party. Capacity payments increase as projected growth in Se-
bring’s load increases—350MW through 1996, S0MW from 1999 to 2004, and 70MW
from 2005 to 2011. The capacity payments are based on Tampa Electric’s total
system embedded costs as approved by FERC. The energy component (s based
on Tampa Electric’s system average plus a variable O&M charge, adjusted to
actual every six months.

To analyze the financial impact of purchased power, Standard & Poor’s employs
the following financlal methodology. The net present value of furure annual
capacity payments (discounted at 10%) represents a potential debt equivalent—
the off-balance-sheet obligation that a utility incurs when it enters into a long-term
power contract. However, Standard & Poor's adds to the utility’s
sheet only a portion of this amount, recognizing that such a contractual
arrangement is not entirely the equivalent of debt. What percentage is added (the
risk factor) Is & function of Standard & Poor’s qualitative analysis of the specific
contract and the extent to which market, operating, and regulatory risks are bome
by the utility. Since Florida Power recovers substantially all fuel and purchased
power costs through fuel and capacity adjustment clauses, and given the fully
tchable nature of the contracts and need for the power, Standard & Poor’s
has assigned relatively low-risk factors of 40% io Florida Power’s take-or-pay
purchased power obligations.
The company has contracts with qualifying facility (QF) suppliers for 1, 164MW
of capacity with terms ranging from six to 29 years. Of the 1,164MW under
contract, 1,049MW are currently available. The contracts were negotiated when
market players believed that natural gas prices would be higher and more volatile
than coal. Thus, these contracts are based on the costs of a pulverized coal-fired
plant and are priced higher than Florida Power’s system average generating cost.
In 1994, the company developed a curtailment program for its QF contracts to
address system reliability during minimum load conditions; on Sept. 11, 1995, the
Florida PSC approved the plan. In addition, the company negotiated with its QF
suppliers to reduce voluntarily their output during low-load periods. In accord-
ance with certain contract provisions, Florida Power began paying “as available”
prices for purchased power during certain periods. The revised pricing reduces
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payments to cogenerators by some $15 million annually. Three cogenerators filed
or amended lawsuits to challenge this pricing methodology. Going forward. the
company will strive to improve QF contracts through negotiation and optimize
the use of purchased power by administering them in the most cost-effective
manner. Since Florida Power is able to recover virtuaily all capacity and fuel costs
through regulatory adjustment mechanisms, Standard & Poor’s has assigned a
risk factor of only 10% to Florida Power’s take and pay obligatiors.

The company’s future capacity plans include 470MW of gas-fired combined-cycle
generating units to be built in Polk County, Fla. This facility is scheduled to
become operational in late 1998. The installed cost for the units is projected to be
competitive with independent power producer costs. Florida Power and Georgia
Power are building a jointly owned 165MW peaking facility that will come on line
later this year. Florida Power will own two-thirds of the station, operate and
maintain it, and have full use of it eight months each year. By using advanced
technology and sharing construction costs, the installed cost per kW will be less
than 60% of what it previously cost for a peaker. In a separate arrangement,
Florida Power has agreed to sell between 200MW and S00MW of sumruner peaking
capacity annually to Georgia Power from 1996 through 1999, Since Florida Power
is a winter peaker and Georgia Power is a summer-peaking utility, this transaction
is advantageous to both parties. Florida Power's generation strategy includes
continuing efforts to sign similar agreements with other utilities. Revenues from
these sales will help to offset some of the company’s annual production costs and
better utilize its facilities year-round.

Historically, management has run a fairly efficient and lean organization. Florida
Power’s operating proficiency, as defined by customers per employee, remains
well above the industry average with the most significant progress made during
1994. During the past several years, management has instituted various workforce
reductions through attrition and early retirement programs. Since December 1993,
Florida Power eliminated approximately 1,150 positions (20% of the workforce).
The total revenue to total kWh ratio is a bit better than the industry average owing
to the company’s reasonable embedded cos: of production plant. Florida Power
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has been a national leader in fossil plant efficiency; its units have placed the
company in the top 10 nationally in terms of steam unit efficiency for 10 consecu-
tive years.
Florida Power has the second-largest transmission network in Florida. The com-
pany plans to expand its transmission grid by pursuing investment opportunities
traditional access requests across its grid. Florida Power is interconnected
with the electric systems of Florida Power & Light: Georgia Power; Tampa
Electric; Gulf Power; the cities of Gainesville, Kissimmee, Lakeland. Smyma
Beach, St. Cloud, and Tallahassee; the OUC; Reedy Creek Energy Services; Semi-
nole Electric Cooperative Inc.; and the Southeasten Power Administration.
Transmission interface with Georgla Power s limited with 3,600MW capacity
north to south and 1.300MW capacity south to north. Most of the capacity is

o e already contracted. Only some 1,000MW of north to south capacity is currently

[ ——————— available. Import capability from other utilities is from north only due to Florida
A Power's peninsular shape. This differs from inland utilities that are entirely
surrounded by the transmission grids.

Nuclear. The utility owns 90.4% (755MW) of the B3SMW Crystal River 3 nuclear
station that commenced commercial operation in 1977 at a total cust of $723.2
million or $654.1 million for Florida Power’s ownership interest. Crystal River 3,
a pressurized water reactor with Babcock and Wilcox-designed turbine gener-
ators, is the company’s single largest base load facility, accounting for about 19%
of kWh available for sale. Since its initial operation, Crystal River 3 had experi-
enced several years of inferior operations due to extended refueling and mainte-
nance outages. However, since the -arly 1990s, the plant has been performing very
well in terms of plant statistics, duration and costs of refueling outages, ObcM
expenses, and nuclear industry reports.

In early 1994, the station completed its scheduled refueling outage in a record 57
days. Crystal River 3 is on a 24-month refueling cycle; the next major outage is
slated to begin in the first quarter of 1996. Management is targeting 4 47-day
refueling and maintenance outage, which will include performing the 10-year.
mwmpmudmhmnlbﬂhhwpuumm:binnmd
the reactor cooler pump motor. Toe outage is expected to cost about $25 million.

The station’s recent statistical measures have been impressive, with a year-to-date
factor of 100% through Dec. 31, 1995. Over the 1992 to 1994 period, Crystal
River ¥'s capacity averaged 80%—the best three-year performance ever.

The last Crystal River SALP, which covered the period Feb. 20, 1994 through Sept.
16, 1995, was satisfactory despite some slippage in engineering. The overall score
fell to a “1.75" from a “1.5" (based on a range of “1.07 to “3.0,” with "1.0" being
the highest possible grade), with plant support achieving a superior grade of “1.0”
and the categories of engineering, maintenance, and operations receiving accept-

Florida Power is working with the NRC to resolve concerns over a fire retardant
material, called Thermo-Lag, which is used as a fire barrier around electrical
conduit and cables. The company belleves that there are more effective ways lo
address the problem than to replace all the Thermo-Lag at Crystal River 3.
Management projects total costs to be about $5 million.

In late 1995, the Florida PSC approved a new site-specific study that estimated
future decomumissioning costs for Crystal River 3 to be approximately $2 billion.
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which corresponds to $404.6 million in 1995 dollars. Florida Power increased its
share of the retail portion of annual decommissioning expense to the Florida P5C
approved level of 520.5 million annually, beginning in January 1995. The company
also has adjusted the wholesale portion of this expense in a comparable manner,

increasing it to §1.2 million annually.

Environmental. Florida Power is not materially affected by the Clean Air Act.
Compliance coal is burned at Crystal River Units 4 and 5 and low-sulfur coal is
burned at Crystal River Units 1 and 2 Additionally, using natural gas at the
mdmmmph-umphhwummmumm

in meeting tighter emission standards. Continuous cnissions monitors
were installed on most of the company’s plants by the end of 1994 at a total cost
of about $11 million. To meet Phase [I, Florida Power is implementing a strategy
based primarily on bumning cleaner fuels. Compliance with nitrogen oxide Limi-
tations will the installation of low nitrogen bumners on some facilities.
These costs will be around $8 million and will be incurred through 2000.

Asset concentration risk is not excessive, with the single greatest concentration
primarily centered on the investment in the Crystal River 3 nuclear station.
Depreciated book value is approximately $347 million, which represents a man-

20% of common equity, 10% of net electric plant in service, and 11% of
total capitalization. Crystal River 3 is Florida Power’s single largest base load
facility, and accounted for 9% of total capacity (including purchased power) and
19% of generation (including purchased power) in 1995.

The coal-fired Crystal River units 4 and 5, completed in 1984 are also major
penenating stations for Florida Power. The two facilities consist of 1, 434MW and
accounted for about 17% of total capacity (including purchased power) and 27%
of total generation (including power) in 1995. Net book value of the
two plants is about $490 million. These units have been excellent performers with
lifetime availability factors of close to 90%.

Florida Progress’ ratings largely reflect the creditworthiness of Florida Power,
adjusted for higher-risk nonutility operations. Diversified activities account for
25% of consolidated assets, 10% of earnings, and 25% of revenues.
company’s strategy is to retain and expand those businesses that have the
most promise for stability and profitability. This approach has led the company
to focus on Electric Fuels (about $600 million in assets) and Mid-Continent Life
insurance (approximately $570 million in assets). Meanwhile, most other opera-
ticns are either being sold or restructured. Included in this group are lending and
sing assets of some $405 million relating to commercial aircraft and real estate
as as its real estate operation with investments of about $130 million in office
buildings and undeveloped land.
PCH, which provides funding for the diversified operations, was established in
1988. PCH has a senior unsecured debt rating of ‘A’ and a commercial paper rating
of ‘A-1". The ratings reflect the implicit support of its parent, Florida Progress. The
support is evidenced by a net worth maintenance agreement between the two
companies. The outlook is stable, mirroring the credit trend of Florida Power, the
system’s primary source of cash flow. At the end of 1995, PCH had about $500

million of debt outstanding.

STANDARD & POOR'’S Utilities Rafing Service
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Electric Fuels is an energy and transportation company that serves electric utili-
ties, including Florida Power, and industrial companies. Formed in 1976, Electric
Fuels has operations in 15 states and is involved in the mining procurement and
transportation of coal; bulk commodities transportation; and railcar services.
Electric Fuels plans to increase its market share of existing operations and make
new investments in markaets that expand its products and services. Electric Fuels
has eamned an average retumn on equity (ROE) of about 13.3% during the last three

years.

Mid-Continent Life [nsurance, acquired in 1986, serves 37 sates and sells its
policies through some 9,000 independent agents. Its principal product is a low-
premium death benefit policy. The company has almost $14 billion of life insur-
ance policies outstanding. Nearly all of the company’s financial portfolio is in
investment-grade securities. Mid-Continent has held an average ROE of about
11.5% during the last four years. Florida Progress plans to maintain a conservative
growth strategy for Mid-Continent through the development of a regional office

AST and Progress Energy are two very small subsidiaries. AST is an R&D
company whose principal product is a patented adsorption technology The
product, called an lon Separation machine, removes dissolved impunties and
makes chemical separations in continuous process rather than conducting the

tion in batches. The company has net income of about 51.8 million. Despite
its small size, it has earned very high ROEs. Progress Energy was reactivated in
1994 to pursue independent power production opportunities, primarily in the
Southeast US.

Florida Power’s retail rates are subject to the jurisdiction of the five member

Florida PSC. The commission is considered to be supportive of strong
credit quality for the electric utilities in the state. Authorized ROEs are in line with
industry averages, forecasted test periods are utilized, incentive :>temaking
mechanisms for efficient operations are in place, and companies can recover
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without a full-blown general rate proceeding fuel adjustment and purchased
power capacity costs and costs associated with energy conservation projects.
Importantly, the commission has been receptive 1o rate design and pricing flexi-

The Florida PSC is monitoring developments nationwide surrounding retail
competition. The position of the commission’s is that legislation is required for
PSC to authorize retail wheeling. The Florida state legislature tabled a proposal
the Florida PSC to study retail wheeling in the state. Instead, the
legislature has assigned a committee to study competition in the electric utility
in Florida and to report the results to the legisli®re in early 1996. The
Florida PSC staff is expected to participate in the study as required by the
legislative committee.
Effective Jan. 1, 1995, Florida Power adopted a three-year test of residential
revenue decoupling. The revenue decoupling essentially eliminates the linkage
between sales and revenues. The company is using a mechanism that is estab-
lished by dividing its revenue requirements by the number of customers during
a test year, The difference between actual and target revenues s trued-up annu-
ally. Under the experiment, abnormal weather patterns will no longer Lmpact
earnings with respect to residential revenues. This ratemaking concept is not
expected to have a long-term material financial impact on the company.

In late 1993, the company implemented an $18.1 million electric rate hike, the third
and final step of a three-year, $85.8 million phase-in plan granted by the commis-
sion in September 1992 The order provided the company with the opportunity
to eam a regulatory ROE of 12%, with an allowed range between 11% and 13%.
Although rates will rise a bit due to purchased power cost recovery, Florida Power
will avoid seeking base rate relief for many years.

On Jan. 17, 1996, Allen ]. Keesler, Jr., president and chief executive officer of
Florida Power since 1988 announced his retirement, effective April 1, 1996. To
begin an orderly succession of top management for Florida Progress and Florida
Power, Florida Progress Chairman and CEO Jack B. Critchfield will relinquish his
as chairman of Florida Power. This responsibility will be assumed by
Korpan, who will become chairman and CEO of Florida Power as pan of
a transition period of up to one year. Mr. Korpan will also retain his executive
responsibilities at Florida Progress as president and chief operating officer.
Joe Richardson will be promoted to president and chief operating office of Florida
Powaer, effective April 1, 1996. Mr. Richardson is currently senior vice president,
Energy Distribution. He has nearly 20 years experience with the company and a
diverse work background.
Florida Power is a well-run, customer-driven, efficient, and financially sound

electric utility. Importantly, management has traditionally been supportive of
continues to concentraie on cutting

expenses
customer satisfaction, and reengineering to achieve business excellence in its
response to mounting competition in the electric utility industry. Regarding
diversification, the company plans to continue with its orderly liquidation of risky
lending and leasing and real estate assets. Prospectively, any new activities will
be funded through redeployment; equity invested in diversified operations will
likely remain less than 20% of total equity.
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On the cost front, management has held nonfuel O&M expenses steady since 1992
while absorbing higher costs for new customers, inflation, and other increasing
expenses. Going forward, management’s goal is to run the business at the lowest.
prucent O&M level possible, allocating a portion of the budget for strategic
spending to help the utility position itself for an increasingly free market. [n
addition, the company has refinanced some $576 million of higher cost secunties,
reducing its embedded cost of long-term debt to a relatively low 7.2%. Because
the company’s common dividend payout ratio to sharehoiders was on the high
side, the board of directors lowered the divided growth rate the last two years to
about 2%. The payout ratio is now around the industry average but management’s
goal is to achieve and maintain lower levels ranging from 75% to 70%.

Florida Progress announced that earnings per share for 1995 rose 9.6%. Eamings
for the year were $238.9 million or $2.50 per share, compared with 5212 million
or $2.28 per share for the same period in 1994. The higher eamings reflect an
increase in retail kWh sales due to a stronger economy, more extremes in summer
and winter weather, customer growth of 2.2%, and cost cutting measures at
Florida Power.

Since 1991, Florida Power has refinanced about $576 million of long-term debt,
including scheduled maturities, lowering the embedded cost of debt to a relatively
low 7.2%. This activity in confunction with operating cost reductions has helped
to lift adjusted pretax interest coverage and ROE to 3.37x and 12.7%, respectively.
Healthy cash flow, manageable new money needs, ambitious cost containment
initiatives, strong kWh sales growth, ongoing emphasis on customer service, and
continued favorable nuclear performance should help to keep pretax interest
coverage at levels above 3.2x, commensurate with ‘AA-" utility with an above

average business position.

Florida Power budgeted $330 million, excluding allowance for funds used during
construction but including nuclear fuel expenditures, for its 1995 construction
program. Actual outlays were $283 million or 16.6% below budget. Last year, the
company slashed its prospective five-year construction forecast by some $200
million due to the cancellations of the Lake Tarpon-Kathleen line project and
Anclote power plant gas conversion project, and a decrease in the estimated cost
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FINANCING FLEXIBILITY

to construct the planned generating units at the Polk County site

Electric construction expenditures, including nuclear fuel, for the five years
through 2000, are projected to total approximately $1.38 billion, of which some
$265 million is budgeted for this year. Depreciation and amortization during the
same period are forecasted at approximately $1.38 billion. The depreciation rate
was a high 4.8% during 1994. Florida Power’s construction program will average
a relatively high 9% of total capitalization and will concentrate primarily on
improvements and additions to electric production, distribution, and transmis-
sion facilities.

Internal cash flow should continue to cover the bulk of construction outlays.
Funds from operations interest coverage and funds from operations to total debt,

thmﬁwmapcudwmimmnmm
over 4.2x and 23%, respectively.

The company has historically utilized conservative financing practices. Manage-
ment has been committed to maintaining capital structure balance at the utility,
infusing sufficient amounts of equity over the last several years. The company has
no long-term floating-rate debt, and asset quality is high with few regulatory or
deferred assets. In recent years, Florida Power’s balance sheet characteristics have
displayed modest improvement. Reported debt leverage is about 41%, common
equity close to 55%, and preferred stock approximately 4%. When factoring in
off-balance-sheet purchased power commitments using a weighted average risk
factor of about 15%, debt leverage is expected to hover around 51% through the
balance of the century. Other than the purchased power contracts and a nominal
amount of operating leases, Florida Power has no other off-balance-sheet obliga-
tions.

Full equity treatment is given to Florida Power’s §138.5 million preferred stock
layer, which is all fixed-rate perpetual and accounts for a very reasonable 4.4% of
total capitalization; little deviation is expected from the current level. Florida
Power’s embedded cost of preferred stock was a relatively low 6.8% in 1995,

The company has strong financing flexibility to meet its needs, as demonstrated
by a market-to-book ratio of about 165% as well as consolidated lines of credit
totaling $800 million. Florida Power has a 364-day and five-year revolving bank
credit facilities, $200 million each, which are used to back up commercial paper.
PCH has a private $400 million medium-term note program and two revolving
bank credit facilities: a 364-day $100 million facility and a five-year $300 million
facility. These facilities are used to back up PCH's commercial paper program.

Durh.lm Florida Progress contributed $50 million of new equity into Florida

from the sale of comumaon stock through the parent’s dividend
Mmdlmkpn:dmphn.mﬂdiﬂuulhhmommnpuhd
though the balance of the decade. The funds were used to repay commercial paper
and for general corporate purposes. Florida Progress expects to convert the plan
from original issue to open market purchase during 1996.

Florida Power has a very manageable debi u.ai ity + wed: ‘2, "with a otal of
§148.5 million coming due over 1996 through 2000. Some $200 million of first
mortgage bond financing is anticipated during the same period. The company’s
current first mortgage bond shelf capacity is $370. Although medium-term notes

16
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are not

to be issued during

the next five years, Florida Power has an
undrawn $169 million medium-term note shelf in place for flexibility.
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Utilities

The unlities rating methodology encompasses two basic
components: business risk analysis and financial analysis
Evaluation of industry characteristics, the utility’s position
within that industry, its regulation, and its management
provides the contuxt for assessing a firm’s financial condi-
tion,
Historical analysis is a tool for identifying strengths and
weaknesses, and provides a starting point for evaluating
financial condition. Business position assessment is the
qualitative measure of a utility’s flundamental creditwor-
thiness. [t focuses on the forces that will shape the utilities’
future.

Utilitles credit analysis factors
Businesa rink Einancisl riak
s Marets and service area  + Eamings profecuon
sconomy « Capital strucure
= Competitive posifion » Cash flow adequacy
* Operations « Finncial bembdity/cagetal
+ Ragulabon altracton
» Managemani
+ Fusl, power, and water
Bupphy
« Assei concentration

The credit analysis of utilities s quickly evolving, as
utilities are treated less as regulated and more
as entities faced with a host of challengers in a competitive
environment. Marketplace dynamics are supplanting the
power of regulation, making it critically important to re-
duce costs and /or market new services in order to thwart

competitors” inroads.
Markets and service area economy

Assessing service territory begins with the economic and
demographic evaluation of the area in which the utility has
its franchise. Strength of long-term demand for the product
is examined from a macroeconomic perspective. This en-
ables Standard & Poor’s 1o evaluate the affordability of
rates and the staying power of demand.
Standard & Poor’s tries to discern any secular consump-
tion trends and. more importantly, the reasons for them.
Specific items examined include the size and growth rate
of the market. strength of the franchise, historical and
projected sales growth, income levels and trends in popu-
lation, employment, and per capita income. A utility with
a healthy economy and customer base—as illustrated by
diverse employment opportunities, average or above-av-
erage wealth and income statistics, and low unemploy-

ment—will have a greates capacity to support its opera.
tions

For electric and gas utilibies. distnbution by cuslomer
class is scrutinized to assess the depth and Jiversity of the
uttility's customer mux. For example. heavy industrial con-
centration is viewed cautiously, since a utility may have
significant exposure to cyclical volanhty Alternanvely, a
large residential compuonent yields 3 stable and more pre-
dictable revenue stream. The largest unility customers are
wentified to determune their importance to the bottom line
and assess the risk of their loss and potental advene etfect
on the utility’s financial posinon. Credit concerns arse
when individual customers represent more than 5% ol
revenues. The company or industry may play a signiticant
role in the overall economuc base of the service area. More-
over, large customers may turn to cogeneration or alterna-
tive power supplies to meet their energy needs. potentially
leading to reduced cash flow for the unlity (even in cases
where a large customer pays discounted rates and 1s not a
profitable account for the unlity) Customer concentration
is less significant for water and telecommunicaion utili-
ties

Competitive position

As competilive pressures have intensified in the utilities
industry, Standard & Poor’s analysis has deepened to in-
clude a more thorough review of competitive position.

Electric utility competition

For electric utilities, competitive factors examuned in-
clude: percentage of firm wholesale revenues that are most
vulnerable to competition, industrial load concentration.
exposure of key customers to alternanve suppliers. com-
mercial concentrarions; rates for various customer classes,
rate design and flexibiliry; production costs, both marginal
and fixed: the regional capacity situation. and fransmissice
conatraints. A regional focus is evident, but hugin costs and
rates relative to national averages are also of sigruficant
concern because of the potential for electricity subshitutes
over ime

Mounting competition in the elecmnc unlity industry
derives from excess generating capacity, lower barmers to
entering the electric generating business, and margunal
costs that are below embedded costs Standard & Poor’s
has already witnessed declinung prices in wholesale mar-
kets, as dr facto retall competition is already being seen in
several parts of the country. Standard & Poor's believes
that over the coming years more and more customers will
want and demand lower prices. lrutial concerns focus on
the largest industrial loads, but other customer classes will
be increasingly vulnerable Competition will not necessar:

b




ily be driven by legislation. Other pressures will arise from
global competition and improving technologies, whether
it be the declining cost of incremental generation or ad-
vances in transmission capacity or substitute energy
sources like the fuel cell. It is impossible to say precisely
when retail competition will occur; this will be
evolutionary. However, significantly greater competiion
in retail markets is inevitable,

Gas utllity competition
Simdaﬂr,pnm!ﬂ-mmlyudmmrqudlum
competitive standing in the three major areas of demand.
residential, commercial. and industrial Although regu-
huduhldlndmnpdym.mmm;nuuuuu
hwlumﬁmhmuﬁmymmhw
market share with fuel oil, electricity, coal. solar, wood, ete
The long-term staying power of market demand for natu-
ral gas cannot be taken for granted. In fact, as the electric
utility industry restructures and reduces costs, electric
power will become more cost competitive and threaten
certain gas markets. In addition, independent gas market-
ers have made greater inroads behind the city gate and are
competing for large gas users. Moreover, the recent trend
hmquMuﬂrymﬁuumm
opportunities for outsiders to market niche products. Dis-
tributors still have the upper hand, but those who do not
reduce and control costs, and thus rates. could find com-
petition even more difficult.

Natural gas pipelines are judged to carry s somewhat
higher business risk than distribution companies because
they face competition in every one of their markets. To the
extent a pipeline serves utilities versus industrial end us-
miumhﬁqum.owrﬂumhwmw
competition will heat up since many service contracts with
customers are Most distributor or end-use cus-
tomers are looking to reduce pipeline custs and are work-
Ing to improve their load factor to do so. Thus, pipelines
will My&dndﬂﬂtﬂtwmmum in
comung years. Being the pipeline of choice is a function of
attractive transportation rates, diversity and quality of
services provided, and capacity available in each particular
nurhtlnlﬂm-mmﬁpmdhmmdr‘dum
0 retain customers will occur and put pressure on profit-
ability

Water utility competition
Auhkumulﬂiquwpdy.wnmuuhuulmwry
Iimccompﬂi&unandﬂmhcurrmdymdulhnpmw
continuation of franchise areas. The only exceptions have
been cases where investor-owned water companies have
been subpect 1o condemnation and municpalization be-
cause of poor service or political motivations. In that re-
gard. Standard & Poor's pays close attention to costs and
raves in relation to utilities and national aver-
ages. (In contrast. the privatization of public water facilities
has begun, albeit at a slower pace than anticipated This i
occurring mostly in the form of operating contracts and
public/private partnerships, and not in asset transiers
This trend should continue as cities luok for ways to bal-

0

ance their tight budgets | Also, water unlibes are not fully
immune to the lorces of compeninon, i a few instances
wholesale customers can access more than one supplier

Telephone competition

The Telecommunications Act of 1996 accelerates the con-
tinuing challenge 1o the local exchange comparues (LECs)
century-old monopoly in the local loop Competitive ac-
cess providers (CAPs). both facilines-based and resellers.
Are aggressively pursuing customers, generally targeting
metropolitan areas, and promusing lower rates and better
service.

Most long-distance calls are sull onginated and termy-
nated on the local company network. To com-
plete such a call, the long-distance provider (including
AT&T, MCL Sprint and a host of smaller interexchange
carriers or “IXCs”) must pay the local telephone company

their long-distance carrier, bypassing the local telephone
company and avoiding access fees, and iSereby can offer
lower long-distance rates. But the LECs are not standing
mﬂ;ﬂwymmmhlhn‘ﬂuhuulbmmmcmhy
lowering access fees, thereby reducing the economic incen-
tive for a high usage long-distance customer to use a CAP
LECs are attempting to make up for the loss of revenues
from lower access fees by increasing basic local service
rates (or at least not lowering the=), since basic service is
far less subyect 1o compention. LECs are imp roving oper-
ating efficiency and marketing high margin, value-sdded
new services. Additionally, in the wake of the Telecommu-
nicabons Act, LECs will capture at least some of the inter-
LATA long-distance market. As a result of these initiatives,
LECs continue to rebuiid themselves—from the traditiona)
utility monopoly to leaner, more marketing oriented or-
Earuzanons.

While LECs. and indeed all segments of the telecommu-
nications sector, face increasing competition, there are fa-
vorable industry factors that tend to offset heightened
business risk and auger for overall ratings stability for most
LECs Importanily, telecommunications is a declining-com
business. With increased deplovment of fiber optics, the
cost of transport has fallen dramatically and digatal switch-
ing hardware and software have yieided more capable,
trouble-free and cost-efficent networks. As a result, the
cost of network maintenance has dropped sharply, as illus-
trated by the ratio of employees per 10,000 access lines, an
oft cited measurement of efficency Ratios as low as 25
emplovess per 10,000 lines are being seen. down from the
typical 40 or more employees per 10,000 rabo of only a few
years ago

In addition. networks are far more capable. They are
increasingly digitally switched and able i sccommodate
high-speed communications. The infrastructure needed 1o
sccommodate swilched broadband services will be built
into telcphone networks uver the next few years These
advanced networks will enable telephone companies 1o
look to & greater variety of high-margin, value-added serv-
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ices. In addition to those current services such as call
waiting ur caller [D, the detivery of hundreds of broadcast
and interactive video channels will be possible. While
these services offer the potential of new revenue streams,
they will si present a formidable challenge.
LECs will be entering the new (to them) arena of multime-
dia entertainment and will have to develop expertise in
marketing and entertainment programming acumen; such
skills stand in sharp contrast to LECS’ traditional strengths
in engineering and customer service.

Operations

Standard & Poor's focuses on the nature of operations from
the perspective of cost, reliabiliry, and quality of service.
Here, emphasis is placed on those areas that require man-
agement attention in terms of time or money and which, if
unresolved, may lead to political, regulatory, or competi-
tive problems.

Operations of glectric utilities

For electrics, the status of utility plant investment is
reviewed with regard to generating plant availability and
unilization, and also for with existing and con-
umphudmmmﬂudmmm
The record of plant outages, equivalent availability, load
factors, heat rates, and capacity factors are examined Also
important is effickency, as defined by total megawatt hour
per employee and customers per employee. Transmission
interconnections are evaluated in terms of the number of
utilities to which the utility in question has access, the cost
structures and available capacity of these other
utilities, and the price paid for wholesale power.

Because of mounting competition and the substantial
escalation in estimates, significant
weight is given to the operation of nuclear facilities. Nu-
durpunumbunnqmnﬁmbkuhl;hpmdm
tion costs that make their rates uneconomic.
asset conceniration may expose the utility to poor perform-
ance, unscheduled outages or premature shutdowns, and
large deferrals or assets that may need to be
written off for the utility to remain competitive. Also,
nuclear facilities tend to represent significant portions of
their operators’ generating capability and assets. The loss
of a productive nuclear unit from both power supply and
rate base can interrupt the revenue stream and create
substantial additional costs for repalrs and
and replacement power. The ability to keep these stations
running smoocthly and economically directly influences the
ability to meet electric demand, the stability of revenues
and costs, and, by extension, the ability to maintain ade-
quate creditworthiness. Thus, economic operation, safe
aperation, and long-term operation are examined in depth.
Specifically, emphasis is placed on operation and mainte-
nance costs. busbar costs, fuel costs, refueling outages.
forced outages, plant statistics, NRC evaluations, the po-
tential need for repairs, operating licenses, decommission-
ing estimates and amounts held in external trusts, spent
fuel storage capacity, and management’s nuclear experi-

ence. In essence, favorable nuclear operations offer sgnifi-
<ant opportunities but, if 3 nuclear unit runs poorly or not
at all, the attendant nsks can be great.

Operations of gas utilities

For gas pipeline and distnbution companies, the degree
of piant unlizaton. the physical condition of the mains and
lines. adequacy of storage to meet seasonal needs, “lost and
unaccounted for” gas levels, and per-unit nongas operat-
ing and construction costs are important factors. Efficiency
statistics such as load factor, operating costs per customer,
and operating income per employee are 4150 evaluated in
comparison to other unlities and the indusiry as 4 whole

Operations of water utilities

As a group, water utilibes are conntinually upgrading their
physical plan* to satisfy regulanons and to develop addi-
tional supply. Over the next decade, water systems will
increasingly face the task of maintirung compliance, as
drinking water regulations change and infrastructure ages
Given that the Safe Dnnking Water Act was authonzed in
1974, the first generation of treatment plants built to con-
form with these rules are almost 20 years old. Additonally,
because the focus during this penod was on satislying
environmental standards, deferred maintenance of distn-
bution systems has been common, especually in older ur-
ban areas. The increasing cost of supplying treated water
argues against the high level of unaccounted for water
witnessed in the industry. Consequently, Standard &
Poor’s anticipates capital plans for rebuilding distnbution
lires and major renewal and replacement efforts aimed at
treatment plants.

Operations of telephone companies

For telephone companies, cost-of service analysis focuses
on plant capability and measures of efficiency and qualiry
of service. Plant capability is ascertained by looking st such
parameters as percentage of digitally switched lines; fiber
optic deployment, n particular in those portions of the
plant key to network survival; and the degree of broad-
band capacity fiber and coaxial deployment and broad-
band switching capacity. Efficiency measures include
operating marging, the ratio of employees per 10,000 access
Lines. and the extent of network and operations consolida-
tion. Quality of service encompasses examination of quan-
fitative measures, such as trouble reports and repeat
service calls, as well as an assessment of qualitative factor,
that may include service quality goals mandated by regu-
lators.

Regulation

Regulatory rate-setting actions are reviewed on a case-by-
case basis with regard to the potential effect on creditwor-

thiness. Regulators’ authonzing high rates of retumn is of
lirtle value uniess the returns ire eamable. Furthermore,
allowing high returns based on noncash itemns does not
benefit bondholders. Also. to be viewed posinvely. regu-
latory treatment should allow consistent performance
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from period to period, given the importance of financial
stability as a rating consideration.

The utility group meets frequently with commission and
staff members, both at Standard & Poor's offices and at
commussion headquarters, demonstrating the h\zﬂm
Standard & Poor’s places on the regulatory arena lor credit
quality evaluation. Input from these and from
review of rate orders and their impact weigh heavily in
Standard & Poor’s analysis.

Standard & Poor's does not “rate” regulatory commis-
sions. State commissions typically regulate a number of
diverse industries. and regulatory approaches to different
tvpes of companies often differ within a single regulatory
jurisdiction. This makes it all but impossible to develop
inclusive “ratings” for regulators.

Standard & Poor’s evaluation of regulation also encom-
passes the administrative, judicial, and legislative proc-
esses involved in state and federal regulation. These can
affect rate-setting activities and other aspects of the busi-
ness, such as competitive entry, environmental and safety
rules, facility siting, and securities sales.

As the utility industry faces an increasingly deregulated
environment, allernatives to traditional rate-making are
becoming more critical to the ability of utilities to effec-
tivelv compete, maintain power, and sustain
crediter protection. Thus, Standard & Poor’s focuses on
whether regulators, both state and federal, will help or
hinder utilities as theft are exposed to greater competition.
There is much that regulators can do, from allocating costs
to more captive customers 1o allowing pricing flexibility—
and sometimes just stepping out of the way,

Under traditional rate-making. rates and earmings are
tied 1o the amount of invested capital and the cost of
capital. This can sometimes reward companies more for
justifying costs than for containing them. Moreover, most
current regulatory policies do not permit utilities to be
flexible when responding to competitive pressures of &
deregulated market. Lack of flexible tariffs for electric
utilities may lure large customers to wheel cheaper power
from other sources.

In general. a regulatory jurisdiction is viewed favorably
if it permits eaming a return based on the ability to sustain
rates at competitive levels. In addition to
based rewards or penalties, flexible plans could include
market-based rates, price caps, index-based prices. and
rates premised on the value of customer service. Such rates
more closely mirror the competitive environment that
utilines are confronting.

Electric indusiry regulation

The ability to enter into long-term arrangements at nego-
tiated rates without having to seek regulatory approval for
cach contract is also important in the electric industry,
(While contracting at reduced rates constrains financial
performance. it lessens the potential adverse impact in the
vvent of retail wheeling. Since revenue losses associated
with this strategy are not likely to be recovered from
fatepavers, utilities must control costs well enough 1o re-
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main competitive if they are to sustain current levels of
bondholder protection. )

Natural gas indusiry regulation

In the gas industry, 100, several state commission policies
weigh heavily in the evaluation of regulatory support
Examples include stabilization mechanusms to adjust reve-
nues for changes in weather or the economy, rate and
service unbundling decisions, revenue and cost allocation
berween sales and transportation customers, flexible (-
dustrial rates, and the general supportiveness of construc-
tion costs and gas purchases.

Water Industry regulation

In all water utility activities. federal and state environ-
mental regulations continue to play a critical role. The
legislative timetable 1o effect the 1986 amendments to the
Safe Drinking Water Act of 1974 was quite aggressive But
environmental standards-setting has actually slowed over
the past couple of years due largely to increasing sentiment
that the t, costly standards have not been jushified
on the basis of public health. A moratorium on the prom-
ulgation of significant new environmental rules is antia-
pated.

Telecommunications industry regulation
Despite the advances in ielecommunications deregulation,
analysis of regulation of ielephone operators will continue
to be a key rating determinant for the foreseeable future
The method of regulation may be either classic rate-based
rate of return or some form of price cap mechanism. The
mast important factor is to assess whether the regulatory

—n0 matter which rype—provides sufficient
financial incentive to encourage the rated company to
maintain its quality of service and to upgrade its plant to
accommodate new services while facing increasing com-
petition from wireless operators and cable television com-
panies.

Where regulators do still set tariffs based on an author-
ized retum, Standard & Poor’s strives to explore with
regulators their view of the rate-ol-retum components that
can materially impact reported versus regulatory eamings.
Specifically these include the allowable base upon which
the authorized return can be earned, allowable expenses.
and the authorized return. Since regulatory oversight runs
the gamut from strict, adversarial relationships with the
regulated operating companies to highly supportive pos-
tures, Standard & Poor’s probes beyond the apparent regu-
latory environment 1o ascertain the actual impact of
regulation on the rated company

Management

Evaluating the management of a utility is of paramount
importance to the analytical process since management's
abilities and decisions affect all arvan of 8 company's op-
erations. While regulation, the economy, and other outside
factors can influence results, it is ultimately the quality of
management that determines the success of a company




With emerging competition, utility management will be
more closely scrutinized by Standard & Poor’s and will
become an increasingly critical component of the credit
evaluation. Mana strategies can be the key deter-
minant in differentiating utilities and in establishing where
companies lie on the business position spectrum. It is
imperative that managements be adaptable. aggressive.
and proactive if their utilities are to be viable in the future;
this is especially important for utilities that are currently
uncompetitive.

The assessment of management is accomplished
through meetings, conversations, and reviews of company
plans. [t is based on such factors as tenure, industry expe-
nence, grasp of industry issues, knowledge of customers
and their needs, knowledge of competitors, accounting
and financing practices, and commitment to credit quality.
Management’s ability and willingness to develop work-
able strategies to address their systems’ needs, 1o deal with
the competitive pressures of free market. to execute rea-
sonable and effective long-term plans, and to be proactive
in leading their utilities into the future are assessed. Man-
agement quality is also indicated by thoughtful balancing
of public and private priorities, a record of credibility, and
effective communication with the public. regulatory bod-
ies, and the financial community. Boards of directors will
receive ever more attention with respect to their role in
setting Jppropriate management incentives.

With competition the watchword, Standard & Poor’s
also focuses on management’s efforts to enhance financial
conditnon. Management can bolster bondholder prgtection
by taking any number of discretionary actions, such as
selling common equity, lowering the common dividend
payout, and paying down debt. Also important for the
electric industry will be creativity in entering tnto strategic
alliances and working partnerships that improve effi-
ciency, such as central dispatching for a number of utilities
or locking up at-risk customers through long-term con-
tracts or expanded flexible pricing agreements. Proactive
management teams will also seek alternatives to tradi-
tional rate-base, rate-of-retumn rate-making, move to adopt
higher depreciation rates for generating facilities, segment
customers by individual market preferences, and attemnpt
to creats superior service organizations.

In general. management’s ability to respond to mounting
competition and changes in the utility industry in a swift
and appropriate manner will be necessary to maintain
credit health.

Fuel, power, and water supply

Assessment of present and prospective fuel and power
supply is critical to every electric utility analysis. while
gauging the long-term natural gas supply position for gas
pipeline and distribution companies and the water re-
sources of a water utility is equally important. There is no
similar analytical category for telephone utilities.

Electric utilities

For electric utilites emphasis is placed on generating re-
serve margins. fuel mix, fuel contract terma, demand-side
management techitiques, and purchased power arrange-
ments. The adequacy of generating margins 3 examined
nationally, regionally, and for each individual company.
However, the reserve margin picture is mudidied by the
imprecise nature of prak-load growth forecasting and also
supply uncertainty relating to such things as Canadian
capaqity availability and potential plant shutdowns due to
age, new NRC rules. acid rain remedies, fuel shortages,
problems associated with nontraditional technologies, and
30 forth. Even apparently ample reservies may not be what
they seem. Moreover, the quality of capacity is just as
important as the size of reserves. Companins’ reserve re-
quirements differ, depending upon individual operating
charactenistics.

Fuel diversity provides flexibility in a changing wiron-
ment. Supply disruptions and price hikes can raise rates
and ignite political and regulatory pressures that ulti-
mately lead to erosion in financial performance. Thus, the
ability 1o alter generating sources and take advantage of
lower cost fuels is viewed favorably.

Dependence on any s...jle fuel means exposure to that
fuel’s problems: electric utilities that rely on oil o. gas face
the potential for shortages and rapid price increases; utili-
ties that own nuclear generating facilities face escalating
costs for decommissioning: and coal-fired capacity entails
environmental problems stemming from concerns over
acid rain and the “greenhouse effect.”

Buying power from neighboring utilities, qualifying fa-
cility projects, or independent power producers may be the
best choice for a utlity that faces increasing electricity
demand. There has been a growing reliance on purchased
power arrangements as an alternative to new plant con-
struction. This can be an important advantage. since the
purchasing utility avoids potennal construction cost over-
runs as well as risking substantial capital. Also, utilities can
avoid the financial risks rypical of a multiyear construction
program that are caused by regulatory lag and prudence
reviews. Furthermore, purchased power may enhance
supply flexibility, fuel resource diversity, and maximize
load factors. Utilities that plan to meet demand projections
with a portfolio of supply-side options also may be better
able to adapt to future growth uncertaintes. Notwith-
standing the benefits of purchasing. such a strategy has
risks associated with it. By entering into a firm long-term
purchased power contract that contains a fived-cost com-
ponent, utilities can incur substantial market, operating,
regulatory, and financial nsks Moreover, regulatory treat-
ment of purchased power removes any upside potential
that might help offset the risks. Utilities are not compen-
sated through incentive rate-making: rather, purchased
power is recovered dollar-for-doilar as an operating ex-

To analyze the financial impact of purchased power.
Standard & Poor’s first calculates the net present value of
future annual capacity payments {discounted at 10%) Thas
represents & potential debt equivalent—the off-balance-
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sheet obligation that a utility incurs when it enters into a
long-term purchased power contract. However, Standard
& Poor's adds to the utility's balance sheet only a portion
of this amount, recognizing that such a contracrual ar-
rangement is not entirely the of debt. What

is added is a function of Standard & Poor’s
qualitative analysis of the specific contract and the extent
to which market, operating, and risks are borne
by the utility (the risk factor). For unconditional, take-or-
pay contracts, the risk factor range is from 40%-80%, with
the average hovering around 60%. A lower risk factor is
typically assigned for system purchases from coal-fired
uﬂ:ﬂuuﬂah@ﬂrukhmhuuaﬂyd-@ahdh
urut-specific nuclear purchases. The range for take-and-
pay performance obligations is between 10%-50%.

Gas utiiities

For gas distribution utilities, long-term supply adequacy
obviously is critical, but the supply role has become even
more important in credit analysis since the Federal Energy
Regulatory Commission’s Order 636 eliminated the inter-
state pipeline merchant business. This thrust gas supply
responsibilities on local gas distributors. Stand-
ard & Poor’s has always believed distributor management
has the expertise and wherewithal to perform the job well,
but the risks are significant since gas costs are such a large
percentage of total utility costs. In that regard, it is impor-
tant for utilities lo get als of supply plans by
state regulators or at least keep the staff and commissioners
well informed. To minimize risks, a well-run program
would diversify gas sources among different producers or
marketers, different gas basins in the U S. and Canada, and
different pipeline routes. Also, purchase contracts should
be firm, with minimal provisions, and have
prices tied to an industry index. A modest percentage of

degree of reliance on spot purchases
provides flexibility, as does the use of market-based stor-
age. Gas storage and on-property gas resources such as
liquefied natural gas or propane air are effective prak-day
and peak-season supply management tools.

Since pipeline companies no longer buy and sell natural
£as and are just COMMON CarTiers, connections with vaned
reserve basins and many wells withun those basins are of
great importance. Diversity of sources helps olfset the rsks

from the natural production declines eventually
expenienced by all reserve basins and individual weils.
Moreover, such diversity can enhance a pipeline’s attrac-
tiveness as & of natural gas to distributors and
end users seeking to buy the most economical gas available
for their needs.

Water utilities

Nearly all water systems throughout the US. have ample
long-term water supplies. Yet to gain comlort, Suandard &
Poor's assesses the production capability of treatment

kY

plants and the ability 1o pump water from underground
aquifers in selation to the usage demands from consumers
Having adequate treated water storage facilities has be-
come important in recent years and has helped many
systerns meet demands during peak summer penods. Of
interest is whether the resources are owned by the unlity
or purchased from other utilities or local authonities. Own-
ing properties with water nghts provides more supply
security. This is especially so in states like Califorrua where
water allocations are being reduced, particularly since re-
cent droughts and environmental issues have created
alarm. Since the primary cost for water companies is treat-
ment, it makes little difference whether raw watr is
owned or bought. In fact, compliance with federal . |
state water regulations is very high, and the overall cost 1o
deliver treated water 10 consumers remains relatively af-
fordable.

Asset concentration in the electric
utility industry

In the electric industry, Standard & Poor s follows the
operations of major generating [acilities 1o assess if they
are well managed or troubled. Significant dependence on
one generating facility or a large financial investment in a
single asset suggests high risk. The size or magnitude of a
particular asset relative to total generation. net plant in
service, and common equity is evaluated. Where substan-
tial asset concentration euists, the financial profile of a
company may experience wide swings depending on the
asset’s performance. Heavy asset concentraon is most
prevalent among utilines with costly nuclear units

Earnings protection

In this category. pretax cash income coverage of all interest
charges is the primary ratio. For thus calculation. allowance
for funds used during construction (AFUDC) is removed
from income and interest expense. AFUTC and other such
noncash |tems do not provide any protecton for bond-
holders. To identify total interest expense, the analyst re-
classifies ceriain operating expenses. The interest
component of various off-balance-sheet obligations, such
as leases and some purchased-power contracts, is included
in interest expense. This provides the most direct indica-
tion of a utility’s ability to service its debt burden

While considerable emphasis in assessung credit protec-
tion is placed on coverage ratios, this measure does not
provide the entire eamings protection picture. Also impor-
tant are 4 company’s eamned returns on both equity and
capital. measures that highlight a firm’s eamnings perform-
ance Consideration is given 1o the interaction of embed
ded costs. financial leverage. and pretax return on capital

Capital structure

Analyting debt leverage goes beyond the balance shert
and covers gzsi-debt iterns and elements of hidden finan:
cial leverage. Noncapitalized leases (including sale / lease-




back obligations), debt guarantes, receivables finanaimg,
and purd-u.uud-pl.mn contracts are all considered debt
equivalents and are reflected as debt in calculating capital
structure ratios. By making debt level adjustments. the
analyst can compare the degree of leverage used by each
utility company.

Furthermore, assets are examined to idennfy underval-
ued or overvalued items. Assets of questionable value are
discounted to more accurately evaluate asset protection.

Some firms use short-term debt as a permanent piece of
their capital structure. Short-term debt also is considered
part of permanent capital when it is used as a bridge to
permanent financing. Seasonal. self-liquidating debt is ex-

is rare—with the exception of certain gas utilities. Given
the long life of almost all utility assets, short-term debt may
expose these to interest-rate volatility, remar-
keting risk, bank line backup risk, and regulatory exposure
that cannot be readily offset. The lower cost of shorter-term
uvbligations (assuming a positively sloped yield curve) is a
positive factor that partially mitigates the risk of interest-

rate variability. As & rule of thumb, a level of short-term
debt that exceeds 10% of total capital is cause for concern.

Similarty, if floating-rate debt and preferred stock con-
stitute over one=third of total debt plus preferred stock, this
level is viewed as unusually high and may be cause for
concern. It might also indicate that management is aggres-
sive in its financial policies.

A layer of preferred stock in the capital structure is
usually viewed as equity—snce dividends are discretion-
ary and the subordinated claim on assets provides a cush-
ion for providers of debt capital A preferred component
of up 10 10% is typically viewed as a permanent wedge in
the capital structure of utilities. However, as rate-of-retumn
regulation is phased out, preferred stock may be viewed
by utilities—as many industrial firms would—as a tempo-
rary option for companies that are not current taxpayers
that do not benefit from the tax deductibility of interest.
Even now, floating-rate preferred and money market per-
petual preferred are problematic; a rise in the rate due to
deteriorating credit quality tends to induce a company to
take out such preferred stock with debt. Structures that
convey tax deductibility to preferred stock have become

very popular and do generally afford such financings with
equity trestment.

Cash flow adequacy
Cash flew adequacy relates 1o a company's abulity o gen-
wrate funds internally relative to its newds IF 15 a basic

component of credit analysis because it takes cash tw pay
expenses, fund capital spending, pay dividends, and make
interest and principal paymaents. Since both common and
preferred dividend payments are important to mantan
capital market access. Standard & Poor's looks at cash fluw
measures both before and after dividends are paid.

To determine cash flow adequacy, several quanntative
relationships are examined. Emphasis s placed on cash
flow relative to debt. debt service raquirements, and capi-
tal spending. Cash flow adequacy is evaluated with respect
to a firm’s ability to meet all fived charges. including
capacity payments under purchased-power contracts De-
spite the conditional nature of some contracts, the pur:
chaser is obligated 10 pay 3 minimum capacity charge. The
ratio used Is funds from operations plus interest and ca-
pacity payments divided by interest plus capacity pay-
ments.

Financial flexibility/capital attraction

Financing (lexibility incorporates a utlity’s financing
needs, plans, and altermatives. as well as its flexibality to
accomplish its financing program under stresa without
damaging creditworthuness. External funding capability
complements internal cash flow. Especially since utilities
are 30 capital intensive, a firm’s ability to tap caputal mar-
kets on an ongoing basis must be considered. Debt capaaity
reflects all the earlier elements: eamings . debt
leverage. and cash flow . Market access at reason-
able rates is restricted U a reasonable capital structure is not
maintained and the company’s financial prospects dim.
The analyst also reviews indenture restrictions and the
impact of additional debt on covenant tests.

Standard & Poor's assesses a company’s capacity and
willingness to issue common equity This is affected by
various factors, including the market-to-book ratio, divi-
dend policy, and any regulatory restrictions regarding the

composition of the capital structure
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GLOBAL SECTOR REVIEW: UTILITIES

Anatyst Macy Elen Qison, New York (1) 212-208-8547

FLORIDA POWER CORP.

RATING(S) AFFIRMED OUTSTANDING RATING(S)
Senior secured debt AA-

OUTLOOK: STABLE Senior unsecured debt As
Praferred stock As

SENIOR DEBT HISTORY Commercial paper Ale

1585 AA-

1994 AL RATIONALE The ratings reflect Florida Power

1993 AA- Em;; above a business position and a

1992 BA- financal Florida Power’s busi-

1991 AA- ness profile is supported by a healthy service area
with above-a growth prospects, respon-
sive Florida tion. a diversified fuel mix,
minimal Clean Air Act and a credit-
conscious management. A small industrial load
(about 9% of revenues) Limits to the

possibility of retail wheeling, while the utility’s
mpﬁcﬂhuﬁm;immmpwm

competition.

Rates and total costs are competitive
in peninsular Florida, but are slightly higher
than the regional average. Florida Power sup-
plements owned capacity with power pur-
chases from ndgbbom utilities co-
generators; purcha gwu will provide
about 27% tion for the foreseeable fu-
ture. The costs are through as a capacity
cost recovery factor and fuel . Norwith-

standing the likelihood for about 1.0% annual
price increases 1o recover purchased power
coits, the company’s competitive position will
not be affected naticeably. Florida Power will
avoid any base rate relief requests for many
years. Operations at the Crystal River } nuclear
station continue to improve, with a 1995 capac-
ity factor of 100%. Debt leverage, including off-
balance-sheet purchased power obligations,
will remain high for current ratings, at about
51%. But internal funding, funds opera-
tion interest coverage, and funds from opera-
tions to total debt QE;uld remain healthy even
throughout the construction of two gas-fired
combined cycls units, which will become op-
erational in 1998 and 1999. Continued strong
kilowatt-hour sales growth and aggressive cost
controls should sllow Florida Power to main-
taln pretax interest coverage, adjusted for pur-
chased power, at levels over 3.2 times.

OUTLOOK A period of ratings stability for Flor-
ida Power is based on above-average sales
growth, rate flexibiliry, limitations on rate in-
creases, little wholesale and industrial exposure,
aggressive cost controls, efficient operanons, and
healthy cash flow
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Company Fundamentals

Business Fundamentals and Competitive Position

Florida Power Corporation (FPC), Flonda's second-largest investor-owned unliry, serves central and
northern Florida and the west coast of the state with economuc plants fueled by coal (39% of total
generanng capacity), nuclear power from its 90% ownership interest in Cryseal River J (19%), and o1l
and gas (16%.) Although wmnr owned | generanion is economic, several expensive power purchase
contracts (26%) detract from the company's cost position. Furthermore, the company has entered a
construction cycle to complete in 1998 a combined cycle, 507-mw baseload plant in Polk counry. At
$555/kw, this new, undepreciated plant will pressure FPC's rotal production costs,

FPC offers rates that are competitive within Florida. The preponderance of FPC's sales are 1o rew-
dential customers, which contributed 56% of the company's 1995 revenues, followed by sales to the
mmmcrtul sector, which comprised 1)% of 1995 sales. The industnial sector contributed 9% of the
company's sales in 1995; other retail customers contributed §%; and 7% of sales were 1o 16 whole-
sale customers, the largest of which is Seminole Electric Cooperanve.

Wcupun‘?vnhialhtm&n' tial and commercial sectors to drive a 4% compound annual
increase in s sales. Commercial activities in the service terntory include tounsm, health care, con
struction, and agriculture; industries include phosphate and rock mining and processing, clectronics
design and and citrus and other food processing. Only one phosphare producer, IMC
hmum rformuunudluﬂlmnlmpplmo electnic power. Others are negon-
ating more quietly ?1? service contracts, which offer discounts in return for let-
nng the utility cut o :Inun:lnr during periods of hugh demand, or for new real-time pricung tariffs.

FPC's short-term is protected by growing demand, area assignment laws, the
imhﬁon:Hord;dbrwmdlpmmmdlhckofnmmmnmmth:mu The legisla-
ture adjourned in May without acting on a retail wheeling bill that had been introduced in the House
Eouheumdrminlm. (Retail wheeling is a plan to allow retail customers to contract to pur-
chase power directly from any provider without regard to currently existing service areas.)

FPC has 111 franchise agreements, which contmbure about 40% of 113 revenues. In December, «t
signed a new 30-year agreement with its second-largest franchise customer, the City of Clearwater,
which accounts for approximately 5% of total revenue. The seven addinonal franchises that expire
before 2000 do not contribute a significant percentage of revenue.

Management Strategy
With the reticement in April 1996 of Allen Kessler, President and Chief Execunve Officer n:l Flﬂ;ldl
Power Corporation, the company began & reorganizancn of its senior management thar could take up
10 a year to complete. many key executives have assumed different responsibilines, the com-
pmflmupwdnn wmmplu:um:uhdly appears unchanged. This strategy includes
and customer service, streamlining operations, workforce reengineenng, func-
tumtl i from transmission and distribunon, and growing wholesale sales.
Efficiencies realized ugh these mechanisms will offset costs incurred to construct a new baseload
facility and enable the company to avoid filing for rate relief upon their completion. Management i
also actively negotiating ro reduce capacity payments made o non-utility generators to purchase
power, and is amortizing regulatory assets to clean up the balance sheer.

FPC has reduced its workforce by 20% since 1993, Also, effective July 1, the company reorga-
nized into three functional areas: Energy Solutions, to focus on customer service, and ma.rkmn;h. tech-
nology, and new produce development; Energy Delivery, to handle bulk transmussion and distnbution
of dan'n: power to customers; and Energy Supply, to oversee fossil and nuclear generanon. Going
forward, FPC intends to limit increases in operanon and maintenance expenses to less than the nation:
al inflacion rare.

Moody's In-Depth Analysis 3




The comnany has entered a baseload construction cycle to complete 1n 1998 a combined cycle,
gas-fired, 5 mw baseload unit in Polk county. In October 1995, the company anncunced an
agreement with Seminole Electric Cooperative to provide 455 mw of wholesale power for three years,
beginning in 1999, This agreement will increase wholesale sales by more than 40%, to 8% of toral
kwh sales. To complement demand for FPC's power which peaks during the winter, the company has
entered into an arrangement with Georgia Power, whose demand peaks in the summer. The two unh-
ties will share the utilizacion of a 165-mw combustion turbine, scheduled to enter commercial opera-
tion this year. Separately, FPC agreed to sell berween 150 and 400 mw of peakin: capaciry to Georgia
Power from 1996 through 1999.

The strategy for the nuclear unit includes maintaining high capaciry factors and cooperaring with
seven other nuclear utilities to pool equipment purchases and other costs. In 1995, the nuclear unit
achieved a 100% capacity factor; & ing in 1996 will preclude a repeat pertormance this
year, FPC's safety ratings from the Nuclear tory Commission (NRC) average 1.75 on a scale of
1tod, with 1 h::!h . The NRC recently levied a $500,000 fine on the company for unau-
thorized testing and the commission has moved up the company’s next review to September, | 996

The company remains one of the industry’s largest purchasers of power, much of which 13 above
market prices in Florida. FPC contracted to purchase 1,110 mw of non-urility generated power, to
come gradually on line by 1997, In addition, it purchases up to 407 mw from the Southern Company
under an expensive contract thar runs through 2010 (with an option to reduce purchases to 207 mw in
2000 upon three years notice), and 50 mw from Tampa Electric. The company 13 actively negotiaung
with non-utility generators to reduce the payments made to them.

mhhmeMHthMWlnm.ld:mM unlity

holding ¥ Medium-term notes (rated A2) and commercial paper (P-1) issued by Progress Capimal
Holdings (P . a subholding company, finance the non-uality businesses. Management recently
announced its infention to divest the Credit Corporanon, ixs leasing and real estate business unut

WMWW later this year. The spin-off wall result in 2 $25 mul-
lion Mnmwrwmdﬂunmmctﬂnmmdm-ppmn-
mare $175 million reduction to net worth to the dividend. Moody's confirmed the PCH ranings
buudupuulhtuducﬁnninrhklndimpmwdnﬂiﬂcwmﬂ:mmﬂm

Florida Progress’ remaining diversified businesses after the spin-off include Electric Fuels
Corporation, the ion and coal subsidiary, which it continues to expand, and the Mid-
Continent Life Insurance Company, both of which are profitable. ln August the parent replaced s
net worth I-HPEO('! agreement of PCH businesses with a guarancee of PCH debt. The parent's support
of non-utility businesses increases risk for the bondholder at the utilicy level. However, Flonda
Progress’s strategic decision to concentrate on domestic opportunines shields bondholders from niks
inherent in i ional diversification.

Regulation and Rates

Thenuridlhﬁdamhinmmmﬂrmm;nd May. For the second year in a row,
the House failed to act on a bill that had been incroduced in support of retail wheeling. During the
eight month recess, an Oversight and Investigaton Subcommurtee of the House Commitree on Unlities
and Telecommunication examined the issue of competition in the electric industry, but produced no
recommendations for the legislature.

The Florida Public Service Commission (FPSC) conninues to express prudency and caution toward
retail wheeling, and has yet to take any action to foster it. The commission recently approved FPC's
real-time pricing tariff, which enables the company to offer incremental hourly pricing to large cus-
tomers that can not take advantage of the interrupeible rare oprion.

FPChamrqmuddemanmhtlﬂlurdurhuumnudull!"- rudponnt for
the equity recurn, in line with other Florida utilines. Prior approvals enable the company to add Polk
to rate base upon its completion. It intends to construct the Polk plant without seeking increases, opt-
mmdwdwmupmﬁﬁmmol. We expect the company to be able to con-
tain retail rate increases to 1% over the next five years despite growing power purchase expenses.
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At the request of the FPSC, FPCininated a three-year test, effective January 1995, of revenue
decoupling for residential customers. Under the test, kilowart-hour (kwh) sales and revenues are
decoupled, eliminating the disincentive for utilities o urge customer: o conserve energy. The compa-
ny plans to present to the commission a proposal to exc 1ange future cogenerator capacity payments
for up-front payments, as part of a commussion approv. J deferral of the disposinion of the company's
$18 million liability from the over-recovery of revenues  ider the residential revenue decoupling rest
during 1995. A final decision is expected this fall from the commussion.

The Federal Energy Regulatory Commussion (FERC) governs wholesale rates, which account for
about 6% of FPC's revenues. FPC filed an open access tanff with FERC pursuant to Rule 888, pro-

mulgared in March. The Florida broker system already operates as a compentive bulk power market.

Risks/Weaknesses

* Expensive purchased power contracts.

» Nuclear operating risk.

» New Polk baseload plant will pressure generating costs upon completion in 1998,
* Parent guarantee of non-regulaced subsidiary debe.

Opportunities/Strengths
+ Cost control, renegotiation of above-marker power purchase coneracrs, and other ininatives by
management to improve the company’s competinive position..
¢ Reasonable generating costs and minumal deferred assens.
= Economically vibrant service territory.
« Lictle support from customers or the legislature for compenition in reta:! marker for electnic power.
* Geography provides a natural barnier to compennion.
= Reasonable regulation by the FPSC.

Financial Analysis

We expect that growth in the number of customers and increased usage per customer will drive kwh

sales growth of 4% per year through 2000, Sales growth, cost sav and debe reduction will enabie
interest coverage to average 4.8 times despite growing fuel -:z:uuhaud power expenses.

Fw 1995, FPC posted a 12.7% equiry rerurn on a GAAP basis.

% Aided by amortiza ﬁnnnhhﬂ:wﬂmumn" umtdinmnmnhl:’mt:ﬁundn;tuhuc‘lhhk:

transmission line, cash coverage of interest expense remains above 6 nmes out
rh.:m:. } During the second quarter of the year, it expensed the remaining $12 mullion of
Turner and ins power plants previously placed in extended cold shutdown. We expect the com-
pany 10 continue to clean up the balance sheet going forward. The company could amoruzs an addi-
vonal $18 million in regulatory assets chis year.

FPC's construction program totals $1.4 billion for the 1996-2000 forecast penod. It peaks in
1997 ar $332 million due to construction of the Polk units; otherwise, it averages 5275 mullion per
year, aﬁummmw covers ca expenditures by over 100% . For this
reason, the company plans no additional debt or equiry ings. Debt and preferred stock repay-
ments will continue despite heightened construction spending. The company will cover any shortfall
with commercial paper.

The parent intends to grow common equiry toward 60% over the next few years. However,
expensive capacity payments associated with L;purch.uad power contracts will Lumut thus improvement.
In addition, risk has diminished in diversified businesses pursuant to the corporate spin-off of
the real m;mn( business unit, Moody's views the parent's guarantee of debt of non-unliry
businesses as risky from a bondholder perspective,

Moody's In-Depth Analysis 8
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1995 1994 1993 1992 1991
Coverage Anolysis (Excl. AFUDC and Other Allowances)
Pretax interest coverage 4. M4 80 Yia 146 | el
SEC merest coverage 441 ).%0 i e ] ey | iLn
SEC fixed-charge coverage 186 141 117 3.0} 3.02
Funds ﬁ-iﬂ!m 6.12 5.74 5.07 5.36 4.97
Funds from oper. Ynet %) 193,79 164.C7 99.46 91,14 109.33
Funds from oper.%net CAPEX « pref. div 187.21 158.9¢ 9641 19.09 104 16
Funds from oper. % total debt (%) 40.85 1535 17.45 31.88 JhAS
Deferred charges as % of common equity 6.36 6.03 6.65 415 966
Earnings Analysis
Retwrn on avy,
Common equiry 1170 11.96 12.23 1237 13.15
Total assens 107 4,46 441 447 458
Total capial B.58 ™ T.85 [ BE 835
AFUDC as % net income b Jo b §.4l 8.00 §.98 s
Asset Composition
Total assets 41849 41845 41593 19806 J64)2
Ai % tosal assets
Net uniliry plant 842 5. 5.5 §6.5 7.7
4] 34 3l 30 0.6
Curront sssets [ K] ié 5.0 80 il
Deterred charges 6 14 2.4 L6 3
As % grow electric
Ehﬂlﬂﬂl-ﬂ n Fﬂd‘m
Fosul 15.1 5.4 193 172 %1
Nuclear 102 105 10.4 106 1.1
Gas w 6.1 45 48 14 36
Total eleceric plant in prod. 415 40.4 40.7 412 438
Ocher eleceric plant (gross)
Trinsmisdion 12.0 11.8 113 1.1 11.8
Distribuson 19.4 1) 174 171 76
Common 8.7 9.7 I.: B4 i.g
c::-—: in process 1 16 4, 6.0 4
Nuckear Fuel 6.4 6.1 6.2 6.1 6.1
TE adj. 0.0 0.1 0.0 0.0 0.0
Total other electric plane 5.5 e §9.3 jis §é2
Construction
Congtrucnion expendinures (excl AFUDC) 176 nl 431 4T3 346
CWIP % common sguity 79 133 18.8 23.1 18.5
AT BB
Constr. year H 9. 4, 18.4 0
Conme exp. % peio 7. grosplase i o L it 13
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1995 1994 1993 1992 1991
Market Analysis
Total operating revenue 3277 2.080.§ 1957 6 1,774 L7158
As % total oper., reiime i
Electnc 100.0 100.0 100.0 100.0 100.0
Ai % totad slectric revenue
Rendennial 551 4.9 S0 §24 §l9
Commercial 1.7 133 134 134 4.8
Industrial 8. 8.} 1.3 7.8 8.4
Public aurchority 5.1 52 5.2 § 55

6.8 &.0 65 5.7 6.0

Orher X0 2.3 ls 5§ 14
K 31403 30015 18,748 7178 17,350
As % total KWH sales
Resndennial 46.1 46.1 ih 8 469 46 1
Commercial 6.6 7.5 174 iTh 174
Industral 1.9 1.9 1.8 1y 121
Orher 6.4 6.6 69 6.5 h4
Wholesale . 5.0 71 T4 T2 Ty
Average revenus per KWH (cents)

i 8.39 .24 =92 24 733
Commercial 5.9 ids i 81 .51 .69
Industrial 4.90 484 479 418 4.38
Whaolesale 528 i34 §.97 512 479
Peck Lood Analysis
Summer (MW)

ing capacity 6771 6,771 b 659 6,216 6.102
Firm 457 a7 3] #0 187
Less sales 145 09 pET 13 a
Pealk load 7.118 6681 €729 6357 5,925
Summer excess capaciry -145 198 -18 251 S64
Winter (MW)
ing capacity 7,347 7.037 7.56] 6,623 6,571
457 150 50 400 400
Leas sales 8 130 128 111 0
Peak losd 7,78 69558 6653 6,981 6,056
Winter excesd capacuty «1 502 ™ =10 2135
Reserve marging
Summer -1 4 0 4 1o
Winter 40 7 11 - 1§
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THE RISKS OF PURCHASED POWER CAN IMPAIR ELECTRIC UTILITY CREDIT
QUALITY

& Moody's believes there are inherent risks in a utility meeting its franchise gener-
ating needs regardiess of whether it pursues a company-owned or & purchasec-
power strategy 10 meel thosae needs. The build versus buy decision s not a choice
between risk and absence of risk. There is no free lunch. The industry s replete with
examples of the risks which accrue to electric utilities from the use of purchased
powar.

® The risks of purchased power as well as other off-balance-sheet obiganuons can
be conceptuzlized on a risk continuum. At one extreme, the financial commitmants
associated with purchased-power agreements are fully capiaiized on a uility's bal-
ance sheet and added dollar for dollar 10 its repored debt, with tractonal
debi-protection measuraments adjusted accordingly. At the other end of the centinu-
um, financial ratios are caiculated using the liabilities as reponed under GAAP. To
ingicale this continuum, we specify electric utility debt-protection measurement fig-
ures both on a8 GAAP "as reponed” basis and on an adjusted basis in cur published
ressarch.

® Which of the two sets of statistical debt-protection measurements best reflects
economic reality is & function of the nature of the contractual arrangemaents between
a utility and its power providers and the degree 1o which aconomic risks have been
translerred from the utility to the power provider. Moody's ~alic - ou ase.
reality lies somewhere in between the two extrames. We wil assess each eec!nc
utility on a case~-Dy-Case basis to determine the degree of risk transler. Howeaver, we
will 00 50 with 8 Cautious eye in considering whether or not a real transfor of economic
risk has occurred.

® A concern lor utility investors is that electnc utilities remain largely uncompen-
sated by economic reguiators lor the risks associsted with purchased power. If
regulatory reatment continues as is, most new purchased-power commitmaents thal
utilities enter into will result in an incremental diminution in utility credit strengtn, To
preserve existing credit quality, utility regulators rmust recognize tha' utility manage-
ments need o offsel the risks of purchased power by enher sarning & profit margin on
the business or a higher return on rate-besed assets. Moody’s recent downgradings
of the debt ratings of Consumers Power Company, Virginia Power Comgpany, Orange
and Rockland Utilities, and Southern California Edison were in part a refiection of
these industry forces.
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EFFECTS OF DEREGULATION ON CAPACITY PLANNING

The breaking ol the reguiatory compact == under which the ntarests of botn
wtility . e ars and ratepayers were recognined == a3 mage the buiging of
naw, pase-lcad generaung sighons an uneasy propostion at past. At the
same time, an giternative solution == purchasing power — Nes rais ad concerns as
1o the reliability and economic viapility Of tne power providers as wall 23 the extent
1o which economic rigk has really been shifted lrom the power gurchaser. Con-
cerns about whers risk actually resices grow heavier as (he indus.y contnues 1o

As the industry has evolved, so has Moody's analyncal gmphasis rrstoricallty, o
has been common for utilites 10 supplement or dispiace ownad Generaucn with
purchases. mostly from neghbonng ulilities and, depending on transmussion,

variety of nonutility == of not tracitionally regulated - power generation available
10 meet utilities’ joad requirements. Initially. {hese power sources were develcped
in rasponse to the passage of the 1978 Public Utility Regulatory Policies Act (PUR-
PA), which was designed 10 encourage the use of renowable enerJy resources
and the more sificient use of nonrenawable resources. Additionsl momentum fol-
jowed from efforts at the federal level 10 develop & more competitive amvronment
in all utility businesses == initially gas and telephone. and more recently electnc.
PURPA gave rse to tne NUG or nonutility generator. Thus the pusiness of generat-
ing power, once the exclusive domain ol investor-owned, public, and cooparalive
utilities, was opened 1o 8 more giverse group of participants.

purchased power can be provided by two Dasic types of NUGS! qualtying facili-
es (QFs) and non-qualitying faciities of independent power producers (PP3). A
facility ditters from a QF in that he non=0F does not have o mee!
PURPA requirements for a qualitying facility, Jtilities are therefore not coligated 10
buy power from a non-QF tacility and utiities would onty BuY cower Dy negoliating
a purchased power arrangement. In recent years, tha relative size of NUG plants
and the absolute volume of power that they pravide have steadily increased. and
poth are projected to nse gramatically during the remainder of this decade. The
Mmmmnmmwc@wm projects that NUGS will account tor 20%
(17,700 mw) of planned capacity additions over the 1990s. From & bondnciders
.u'ugr:r-mwmnlhd tha agvent of a new era in assessing con-

tract risk and resulted in our heavier scrutiny of off-palance-sheet. purchased-

THE RISKS AND BENEFITS OF PURCHASING POWER

As utilities have increased power purchases. Moody's has scknowledged both
the benefits and the risks associated with such contractual obligations.

The benafits of purchasing power vary. gepending largely on the type of con-
wractusl arrangements made petween 8 utility and s supplier, Where non-lirm
mmuﬂm.maamﬂwwmoi energy may D@
made, improving the overall operating flexibility and profitability of the utility.
Where firm ang near=firm purchased power contracts are utilized. access to less
expensive, competitively priced power may 8t times be gained on & long-tarm of
shori-term Dasis. Moody's considers this 10 ba oneé gf the groates! panelits 1o

ar
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sessed in Oroer 10 determing just where on that continuum reality Les. The degree
10 which a company's financial flexiidity is affectea by a ponticlo ol purchasea-
powel COMMIIMents is therelore determineéd Dy a qualitative assgssment ol the
inherent risks in the portfolio.

Moody's assesses the effects of purchased power on this risk continuum. At
one extreme, the financial commitmaent associated with a particlio of purchased-
power agresments is fully capitalized on a company's balance sheet and then
added dollar for dollar to its reported debt. At the other end of the continuum, we
assess the company's financial commitments as reporied under GAAP. Determin-
ing where on this continuum reality lies depends on 8 qualtative consideration of
the cegree that a real transafer of economic risk has occurred from tha utility 10 the
power proviger,

Moody’s has decided that it will publish on a broacer and mare consistent basia
than it has in the past some of the adjusted debt-protectian measurements that
we have long used to dimension the full capitalization end of the continuum. As the
industry continues to deregulate and the role of nonutility generators grows. tha
proper assessment of contract risk becomes increasingly important. In genaral,
we believe that financial parameters that capitalize all of a company's linancial
commitmaents may be a truer reflection of ecunomic substance and therefore a
more accurate gauge of credit risk.

What foliows is a discussion of the qualitative and quantiative risks of pur-
chased power, including a description of the attributes which would cause us 10
conciude that a company has more or less exposure 10 these vanous risks.
Moody's has discussed these rsks in previous publications, speciically “Pur-
chased Power Commitments and Their Impact on Investor-Owned Utlity Credit
Quality” (August 1990, reprinted in August 1892). and *Purchased Power As An
Asset” (June 1892).

ASSESSING FINANCIAL RISK

The broad conceptual risks associated with purchased-power agreements en-
compass financial, demand, supply, construction. operating, rate-base and reg-
ulatory risks,

Ciearty, the most significant concern about purchased power commitments
from Moody's perspective is the financial risk associated with the fixed-payment
stream which purchased-power contracts require utilities 1o servica. A briel dis-
cussion of contracts will heip dimension our sensitivities.

Thers are three basic types of purchased-power arrangements — take-or=pay
or TOP contracts, take-and-pay or TAP contracts, and spot power purchases. We
believe that, regardiess of how the accounting profession treats purchased power
for financial statement purposes, all purchased-power arrangements - from TOP
CONtracts to spot power purchases — involve a decrease in financial flexibility. The
degres of erosion depends on the specific conlract terms.

TOP or *heli-or-high water” contracts imply an unconditional obligation (o @i
ther take power, wdwm':mmhnm:mam-w
Provider's operating performance, o to Not take the power but nevertneless pay
for it. TOP contracts entail both cemand risk (risk that the power is not needad)
and operating risk (risk that the facility has performance problems). In Moody's
opinion, thess types of contracts often entail a significant use of financial fiexibility .




am

ungerstanding between neighboring utilities and take place only (f both paries
agree to the transaction, While a reliance on spot purchases of power goes admit-
tecly imply supply risk (risk that the power is not available when required).
Moody's neverineless views such contracts as typicaily involving a minimal use of
financial Nexibility,

in between these extremes lie TAP contracts, which provide that the utility must
pay lor power as long as the power is available 10 be delivered. Performance-
pased or conditional TAP contracts are hybrid TAP contracts and represent (he
majority of TAP contracts executed today between IOUs and NUGs. Under these
arrangements, a utility s obligated to take and pay for power as long a3 cenan
conditions are met -~ for example, the unit must Typically meet cenan availability
standards. Although operating risk at first may appear 1o be reduced under perfor-
mance-based TAP contracts, Moody's believes that the motivation of the NUG
operators in terms of structuring the contracts, high reliability of the majonty of
NUG plants and relatively iow levels et which performance standards are typically
set, all result in these power purchases effectively functioning as a pan of a util-
ity's core capacity. in addition, the purchasing utility loses significant flexbility n
managing its resource mix. This loss of cperating flexibiity may be mitugated il
dispaichability is a8 contract feature within the TAP arrangemaent. In general.
Moody's views most TAP contracts as having @ level of risk between that of TOP
obligations and Spol power purchases.

DIMENSIONING THE EXTREMES

Moody's believes that it is a utility's assumption of demand risk and the effect ol
locking into a long-term firm or near-firm contract with an explicit or implici fxed-
cost component which represents the most significant drain on the utility's finan-
cial flexibility. One of the ways that Moody's quantifies the extent 10 which linancial
flexibility may have been eroded is by capltalizing the fixed-demand or Capaciy
component of all purchased-power obligations on a utility's balance sheel and
imputing en effective interest cost for coverage caiculations.

These adjusted numbers provide a framework upon which we layer analys:s of
various qualitative factors. We believe that it is the rare exception when GAAP
reported financials accurately represent the real financial risk of an electric utility,
that there are several instances where reality is much closer 10. i not at. the full
capitalization end of the continuum, and that in the majonty of cases reality is
somewhara between the Iwo axiremas.

As an example that aptly demonsirates the hidden risks and debl-like nature
that purchased-power commitments can take, we readily point to the financial
problems of Tucsan Electric Power Company. Tucson Electric is st the taill end of a
complex financial restructuring with its creditors. When tnat process began. the
company had $1.4 bilion of debt reporied on its QAAP-based financial state-
ments. However, Tucson Electric has been dealing with creditor groups totaling
nearty $2.7 billion ——almost two Limes its reported obligations. The largest single
component of this discrepancy is a purchased-power COntract valued by Tucson
Electric 8t $715 millon, That $715 million figure represents the present value of
minimum capacity paymants over the life of the contract. It Is not rigk agjusted. All
£2.7 pilion of creditors are being dealt with, not 10%, 20% or B0% of them. In
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cases like that of Tucson Elecinc, where a purchased-power Commiiment 8 with
a single power source and where the terms of the contract are relatively inflexbie
from the utility’s perspective. Moody's has traditionally and will Continua 1o view
with 8 very skeptical eye claims that a real transfer of @conomic nsk has tran-
spired. In such cases, we believe that the full capitalization approach s a more
useful approach for credit analysts 1o use as a proxy with which 10 gauge rue
financial flexibility,

As a second example that demanstrates the hidden risks and cebt-'ke nature
that purchased-power commitments can take, we point to the well-publicized
preach-of-contract litigation concerning Guif States Utilities' contract to purchase
capacity and enargy Irom the Southern Company. Notwithstanding the executory
nature of purchased-power contracts and how they may be treated in 8 court of
law. it is clear that Gull States is aware of the legal, enforceable and potentially
deleterious consequences of purchased-power obligations on a utility 's financial
position. The breach-of-contract liugation between Gull States and the Southarn
Company was ultimately settied by Guif States’ paying the Soutnern Company
approximately $300 million, an amount roughly egual to the prezent vaiue cf non-
fuel charges over the life of the contract.

Also of interest is the SEC's recent reclassification of a Nevada Power Cempany
purchased-power contract as a capital lease. This decision constiutes further
evidence that the linancial community is increasingly aware of the cebt-iike nature
that purchased-power COntracts may represent.

A final @xample of the tangidle risks to utilities that purchased power represents
is readily witnessed by looking within the sector of the financial community that
lends to the independent power industry. Discussions with the finance companies
and commercial banks who have the greatest expertise in this area have made it
clear to Moody's that the credit quality of a power purchaser, as well as the
strength of the contract that binds the power purchaser closely 10 the repayment
of project debt, are both critical elements of a well-structured loan. indeed,
Maoody's itsell has assessed over 25 power projects and in each case the credit
MNNWWMMNMMrmhIﬂWGNM
variables in a high bond rating. For example, Moody's average Al rating lor the 10
generation and transmission rural electric cooperative utilities that we publicty rate
is heavily based on the fact that the industry's all-requiremants contracts with its
power purchaser members significantly mitigate the typically high, B0%-85% GA&T
cooperative debt-to-capital ratics. Similarty, the real financial risk at the distribu-
tion cooperative level is significantly understated if one only looks at reported fi-
nancials, sinces It is the distribution cooperatives who are fundamentally responsi-
bie for repaying GAT cooperative debt. Whaether it involves GAT cooperatives or
NUGS, it is clesr that the financial community perceives a clear subsidization tak-
ing place wheraby the power purchaser's equity is basically being lent 10 support

While most purchased power agreements that are in place today are not in the
same venue as a Tucson Electric or Nevada Power Company situation, Moody's
nevertheless firmly belleves that taking the opposite approach of ignaring the fi-
nancial commitment associated with a purchased power agreemaent is egually
misleading.
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MOQDY'S CAPITALIZATION APPROACH

! Moody's has historically calcuiated many debt-protection measuremants on a
) GAAP-reported or unadjusted basis as well as on an adjusted basis in orcer t0
incorporate sale/leaseback financings, accounts recervables sales, anc other off-
balance~-sheet transactions into a company's asset and debt profile. In the case
of purchased power, we do the same in an attempt 10 dimension the hgh end of
the risk continuum, The adjusted and unadjusted numbers sarve as starling points
to help us assess the real impact upon financial fiexibility that purchased cower
represents,

To "box in® the purchased power risk continuum, we first make several as-
sumptions regarding the relationship of fixed and variable purchased-power pay-
ments, average contract langth, and applicable interest rates. These assumptions
have been derived and refined through the scrutiny of much financial and cperat-
ing data provided to us by both power purchasers and power producers. Our capi-
talization methodology primarily refies on publicly available financial data in order
to maximize comparability across the industry. However, where more detailad
information is available. it is of course used within the rating process.

|
I
Our first assumption is that 40% of annual purchased-power payments are de-
‘ mand or capacity related, witn the remaining 40% energy or fuel charges. Sec-
ondly, we assume that outstanding contracts average a term of 25 years, We then
calculate the approximate purchased-power liability that those fixed charges rep-
resent 1oday by computing the net present value of future capacity payments dis-
counted at an annual interest rate of 10%. Assuming 25-year contracts, equal :
annual payments, and a 10% discount rate, the capitalization factor equals 6.5 .
times for each 31 of capacity payment. The interest component is then simply L
| caiculated at 10% of the capitalized liability and used to develop adjusted cover- ¢
ages. On this basis, interest expense equaies 1o approximalely 5% of the annual {
capacity payments or 39% of total annual purchased-power expense. .

A reality check on gur purchased-power capitalizanon approach was taken
from three different perspectives. First, we compared the results as preaicted
under our methodology with actuals as provided to us by the indusiry. For exam-
ple. a series of power projects that the rating agency recently evaluated for debt-
rating purposas had an actual average capacity 10 purchased-power revenus ra-
tio of 60.18% —almos! exactly equal to our 0% assumpuion. In additon, the port-
folio of projects had an average interest-expense (o capacity revenue ratio of
§2.25%. While this is well oelow the 85% derived by our capitalization approach,
tha diference is easily understandable. From tha power purchaser’s perspeciive,
the capitalization of its liability has little direct bearing on the power seller’s actual
capital structure. Whether the power seller financed its undertying assets with
100% aquity or 100% debt is irrelevant. To the power purchaser, the relevant issus
is that it has locked into a financial commitmant that has 8 fixed payment siream
associated with it, and therelore the capiaiization of its fixed, demand charge is in
essence 100% debt financed. if the portiolic of actusl power projects is analyzed
on the basis of an assumed 100% debt structure. then the porfolio’s average
interest-expense 10 capacity revenue ratio increases from 52.25% to approxi- 'r
mately 0%, much closer to the 65% derived by our capitalization approach. The
5% shonfall is based upon the fact that power providers do actually rely on some 5
explicit equity as par of their actual capital structure, that eguity s more expen-
Sive than debt, and that capacity payments embody DOth a return on cedt and a |



return on aguity, Were the portfolio of power projects to be analyzed on 12 Das3
of & 100% debt structure and a cost ol debt equal 1o the power DrOject’s waignied
average cost of capital, then the portiolio’s average interest gxpense-10-capacity

revenu@ ratio would increase to the 65% denved by our capitaizaugn
metnogology .

As 8 second reality check, we specifically focused on Tucson Elecinc's purcha-
sad-power agreemaent with Century Power and comparec what Moody's apgroach
would capitalize the liability at with what Tucson Electric putlicly valued it at. As
stated, Tucson Electric had $1.4 billion of reported debt on its DOCKs when it oegan
discussions with creditors representng $2.7 billion of financial commitments. Tha
largest single component ol the difference was a purchased-power agreamant
tnat Tucson Electric valued at $715 milion. The annual capacity charge for power
under that contract was $88 million. This equates 10 a sapialization factor ol 8.1
umes ($715 million divided by $88 million) versus the 6.5 times capitaization fac-
1or derived by Mocdy's methodology. In the case ol Tucson Electric. MocCy's
capitalization approach would te less conservative than reality. The major reascn
is because Tuczon restructured its purchased-power agreement in 1987 1o cre-
serve company cash flows that rasulted in reducing the uplront payments by $22
rmillion per year flor the first 10 years and backicading the savings «n the later
years. Based on an annual capacity payment of $110 million instead of $88 million,
the imbedded capitalization factor would be exactly 6.5 tmes.

As a third reality check, we also compared the logic underpinning our purcha-
seg-power capitalization approach 1o the longstanding approach that MoocCy's
has used to capitalize operating leases. The logic 1s identical. However. one citfer-
ence is that Moody's general cperatng lease capitalization approach assumes
ihat operating leases have an average eight-year le, which, assuming a 10%
discount rate, resuits in the well known rule-of-thumb that on average one=third
of operating lease rentals represents interest expense and two-thircs represent
depreciation. Under a much longer, 25-year contract assumptian typical with pur-
chased-power agreements, interest expense On average represents g5% af an-
nual fixed payments and depreciation represents 35%.

Moody's capitalization spproach, as well as the sssociated adjusted financual
statistics, are illustrated in the {ollowing example:
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EINANCIALS

(Thousands)
Annual Purchased Power Expense $5.000
Earnings Before Interest & Taxes 40,000
Interast Expense 10,000
Total Debt i £0.000
Total Capatalization 100,000

UNADJUSTED ADJUSTED

Coverage Ratio: $40,000/ $10.000 = 4.0 X $41.,050/ $11.650 = 2.5X
Leverage Ratio: 50,000/ 100.000 = 50% 69,950/ 115.500 = 59%

Although adjusting financial staitements for off-balance-sheet commiments
has traditionally played an important role in Moody's rating analyses, we have only
on rare occasions published 8 broad range of adjusted numbers. The capdaliza-
tion of operating leases and unfunded pension liabilities are cases in point, Re-
cause of the growing importance to the electric utility industry of purchased power
and its asscciated risks, we believe that it is of significant value to investors 1o
specify debt-protection measurements on both an unadjusted and adjusted bas:s
in our publications.

Selected electric utiity unadjusted end adjusted Cebt-protection messure-
ments for 8 Moody's industry peer group of 50 major investor-owned electric
utilities appears at the end of this text. Two important points are critical 1o a full
apprecistion of this information. First, where more precise data i3 avaiable,
Moody's has and will continue to factor that information into its rating process.
Secondly, in cases where unadjusted and acjusted debt-protection measure-
ments of financial risk ditfer significantly, our present ratings already capture 10
the best extent possible our current assessment of the utility's true financial
strength.

A QUALITATIVE ASSESSMENT: DETERMINING WHERE ON THE RISK
CONTINUUM REALITY LIES

Determining whather reality lies closer to the full capitalization end ol the spec-
trum or the other extreme requires a careful qualitative analysis of the nature of
the terms of the contracts, the relfiabdity and economic viability of the power pro-
viders, and the reguistory anvironmant in which the utility operates. This involves
undersianding on 8 broad basis 8 company's portfolio of power contracts and
assessing a host of qualitative concerns. Accordingly, this section is dvded into
two pants. The first part is dedicated to the broad conceptual issues that we be-
lieve a utility faces in selecting the purchased-power option. These issues are
often commaon 10 either 8 buy or build scenario. We discuss six broad risks: de-
mand, supply, construction, operating, rate-base and regulatory risks. The sec-
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ond part highlights the specific qualitative issues that are critical to assessing a
given utility's portfolio of purchased-power agreements, and gefines some of the
attributes which might present more or less risk lor the fixed-income investor.

DEMAND RISK

We define demand risk as the risk that contracted power will eher not be reguired
or wil be uneconomical relative to other supply options. Factors which must be
analyzed in prooerly assessing demand risk include:
-regulalory machanisms to pass through such costs (disaliowance of such
costs is the extreme risk)
-unconditional take-and=-pay contracts
-accurate demand forecasting, possibly as a result of regulator-approvec
intgrated resource planning
=dispatchability of power
=market renegotiation provisions
-lgrmination paymant provisions
Contracts which are effectively take-or-pay exacerbate demand risk.

SUPPLY RISK

Suppily risk is the risk of power not being available when needed. For utilities with
TAP contracts, this is not an uniikely scenario. For companies with conditional TAP
contracts, provisions such as evallability levels need (o be scrutinized. The degree
to which a utility could be harmed is a function of how badly the power is needed.
Concentration in one type of fuel, technology, or asset is grven considerabie al-
tention, especially ag the industry migrates towards more cApacity per contract.
The absciute level of contracted power is aiso gauged.

Other issues examined include:

=reliability of the provider

-type of plant technology: unproven versus standardized/mature

-supply position of utllity power pool

- ability to pass replacemaent power costs through 1o ratepayers via adjustment

clauses

Supply risk is sometimes offset, athough this practice can be a two-edged
sword, by accepting more bids for power than a utility actually needs. This as-
sumas that, via attrition, some projects will not be built. Regulatory response to
such actions is key.

CONSTRUCTION RISK

What happens if plant construction is delayed or if the plant is not buit at ail?
Relative to company sponsored programa, construction risk for a buying utility
remains minimal under moslt purchased-power contracts. Risks that could accrue
to the utility include lack of compistion guarantees and inability to influence con-
struction schedules, |.e., lack of control over the process. Olfsets 1o these risks
include turnkey contract provisions, progress paymaents, and periormance incen-
tivas.
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OPERATING RISK

Operating risk has two key dimensions. The first is really the fip side of supply
risk: what happens if the plant does not operate reliably? A cons:geration critical to
mummﬂmwhmmcumyrmmwmnmumo. yatl--via
contracts~—it may lose significant control over its purchased-power supply rela-
tive 10 the control it exercised over its own generation. Reliability, maintenance,
redundancies, even some of the things independent Power producers (IPPs) may
refer to a8 “goid plating”®, may or may not be influenced by the utility.

The second dimension |s related to the queston of how unexpected costs. both
fuel and nonfuel, are dealt with, These could be passed through, and possibly
accounted for in escalators. When such costs can be passed through, who ab-
sorbs any regulatory lag? Again, contract provisions are key.

An analysis of operating risk offsets would focus on:

~operating conditions specified in TAP contracts

=utliity rights to intervene in failing projects

= the composition of the wtllity's * portfolio® of purchased powaer in relation 10 ita
total existing and target capacity mix

RATE-BASE RISK

An important issue that affects utllites that rely on purchased power involves
the effects of purchased power on & company's rate base. Unike a company-
owned generating project, rate-base additions and the opportunity to earn a re-
turn on & contract are preciuded for a utility adding purchased capacity 1o its gen-
erating mix, Heavy reliance on purchased power by a utility may result in a static or
mmm.mmmmmw-mmm!mﬂm and
negotiating market places over time. Despite the annual replacemant of lower
capital cost transmission and distribution facilities st current prices, the sggregate
Mmmmmmumﬁm. at best.

Ammrmm:mlﬂMunmmmcmmmncc the erosion
of its traditional sarning asset base, Consequently, it may have limited cash flow
mrmmmmﬂhpm-mmmtwimaronmm-
newed. As bond analysts, we believe that maonitoring cash flow relative 10 out-
standing debt and fxed charges s the greatest concern as rate base shrinks.
Angther mmmwtuwmin;wﬁmum in-
dustry is capital attraction. As it applies here, the question is whether a company’s
unofpwchuodmmu:mmonm-mummuhnwmamrummcl
on its ability to raise capital in the financial markets. Management sirategias 1o
enhance siow-growing, flat, or decressing earnings, such as business diversifica-
tion, could be a concern, *Build some, buy some, save some* capacity planming
strategies which include moderate reliance on purchased power may construc-
mmmmmammrmmm needs.
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REGULATORY RISK

How insulated is a purchasing utility from regulatory disallowances? An analys:s
of this risk includes an examination of the following factors:

- Economics: A lesson learned from the deregulation of other industnes is that
good economics win. Economic “market- based” power seems less susceptible
to regulatory scrutiny. Some QFs may be high priced now in relation to market
prices, but some (not all) regulatory commussions at present do not appesr 10 be
focusing closely on this for these PURPA facilities.

- Regulatory involvement in a utility's generation supply decisions: somae states
presppfove contracts. Competitive bidding also connotes a strong perception of
prudency.

- Recovery of purchased-power costs: the ability to pass along capacity pay-
ments through an automatic adjiustment clause offers protection against nonre-
covery risk. However, such passed-through costs may eventually be subject to
review.

- Regulatcry "out” clauses: where they exist, thesa could possibly offer a sig-
nificant oHsel to regulatory risk. However, these clauses may cnly alicw a luture
commission (o lower amounts paid lor power, nol necessarily to void the contract.
It the contract were to be abrogated, the power might have to be replaced: and it
is also safe to assume that the contract would be subject to litigation at that pont,

Iin general, prudent regulation can be extremely useful in mitigaung tha risks of
purchased power. However. Moody's underscores the word “mitigated” rather
than “eliminated”. In either 8 “build® or “buy” scenario, certain risks may sel-
dom, it ever. be regulated away.

PORTFOLIO-SPECIFIC QUALITATIVE ISSUES

A qualitative assessment of a specific pontfolio of power contrac's locuses on
two questions. First, to what extent has the particular utility realty transferred eco-
nomic risk to a third party? Second, to what degree &ro there benefits that mignt
partially mitigate the associated risks? In attempting to answer these questions,
we consider such issues s the terms of the contracts, the viability and reliability of
the power providers, the diversity of power sources, the regulatory environmant in
which the utility operates, potential prudency review of power contracts, a compa-
ny's declining rate base in the absence of new plant, supply availability, and fuel
diversity. The chart below highlights some of the more significant qualitative con-
siderations in this risk assessmaent process. Ascertaining where reality lies on the
credit risk continuum between the full capitalization and GAAP reported extremes
is largely a function of an intensive analysis ol a utility's portfolic of power con-
tracts relative to these qualitative issues.
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THE PURCHASED POWER RISK CONTINUUM

Bisk Consicaration Higher Risk Lower Risk

1. Contract Structure

- Tenor Long-term/Firm Shon-term/Spot
- QObligation to Pay Unconaitional SLOB:TOP No commit-

2. Project Rationale & Economics

= Purpcse of Purchases Base-icad capacity
= Cost of Power Above-market rales/avoided
costs
= Need for Power Power not needed 1o serve
demand on either a current or
prospective basis
- Control over No control
Avallability/Scheduling
- Service Area Demand Volatile/Strong cyclicality
- Alternative Sources of Operates in capacity-short
Power region
- Status of Project In development/construction

3. Portfolio EHact

= Diversity of Sources One large contract
= Source of Power Dedicated units

- Technology Utilized New/Untested

- Fuel Utllized Nuclear

4. Strength of Power Providers

= Credit Quality Low rated/Speculative
grace
- Reliability Inexperienced operstor
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Risk Conaideration Higher Bisk Lgwear Figk
5. Compatitive Impact
- Effect on Rates & Large rate increases requred  Small increases
, Competitive Position to absoro CO3IS. weakens needed 10 ab-
3pot compaetitive posiion sorD costs:
positive or mifi=
4 0n : mal effect on
. compatilive
position
6. Regulatory Impact
- Regulatory Involvement/ Low involvernent/Suppon High involve-
= Support for Purchases as ment/Support
3King a Utility Supply Option
ket - Recovery of Purchased- Delayed or disallowed cost Costs sutomati-
od Power Costs recovery cally included
in rates; wtility
gncouraged 1o

are

wpply to build
equity 1o offset
teh= purchased
power risks
ncap-
;:E,':" THE CHALLENGE OF FUTURE CAPACITY PLANNING
M‘lmmmmmmumamnmmnn risk and
absence of risk. There is no free lunch. Admittedly, the issue is Civisive within the
mw.hmmwguwmnmnnmnmmmwmanmw
mwmmwwmmmmwmncmmm- .,
stracts/ rween losing money and not making money. We are firm in our belief that pur= i
ntra- Mwmmrﬂluﬂuﬂmwﬂmﬂrthmd. !
jystem HWWW#MW.%:WWiqunmo!
ad mwmmﬂ'twrwumm disappesred, neither has the '
utility’s obligation 1o serve. The risks are just being aliocated somewhat dilferant-
ly. Further deregulation wil exacerbate this risk shift. Many important questions
remain to be answered mwmmwmwwmumw
mwmwmmmwummtmwwmtm
ited/In- mm:nu-pmmummuwurmu readily
t grade available. mmuwmmmmwmmm critical ques-
eraung tion is whether utllity customers and investors will receive compensation for any

Mm@nmwuuwﬁuwiwmmwfmmu.wm-.
wmmmmwmmmmuu-um
mnmmmtmummwmmtﬂbmm busi-
nesses. However, over tha transition period, navigating through the treachercus
waters assoclated with dereguiation will require both keen management skil and

regulatory understanding.

Deregulation provides an immediate challenge that could aftect utiity credit
quality in the near term. That challenge is a reguiatory one. Cutrently, ail profits




from a uﬁllty‘:_mi-blm 23sets are dedicated 10 paying cividends and 1o grow-
ing the equity that suppons the company's core facilities. Moody's believes that o
reguistory treatment continues as Currently configured, every new purchased-
power commitment that a utility enters into will result in an incremental diminution
in the industry's credit strength. We believe that the industry’s credit quality will
generally suffer unless utility managements are more sggressive in seeking either
a higher authorized return on rate-based assets or & pass-through plus mecha-
nism in order to build an equity base that suppons both their traditional, on-balan-
ce-sheet financial commitments and the prowing portion of off-balance-sheet
obligations. Recent downgrades to Virginia Power Company, Consumers Power
Cempany. Orange and Rockiand Utiiities, and Southern California Edison, are in
part a reflection of these industry forces. These fating actions may only be the
beginning of a more serious industry issue if regulators remain unchanged in their
behavior and f purchased power continues 1o be the prelerred choice to meet the
large additions to base-ioad capacity that face the ingustry in this decade.
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Florida

CORFORATION

January 30, 1997

VIA TELECOPY

Ms. A. Tucker Hackett
Analyst

Moody’s Investors Service
99 Church Street

New York, NY 10007

Dear Tucker:

Attached are the following items pertaining to Florida Power Corporation's proposed
acquisition of the Tiger Bay cogeneration facility:

Key facts and issues summary;

Projected five-year income statements, balance sheets and statements of cash flows;
Moody's ratio analyses (2) unadjusted and adjusted for purchased power imputed debr;
Moody’s ratio analyses (2) reflecting the acquisition of the Tiger Bay facility, both
unadjusted and adjusted for purchased power imputed debt;

1990 through 1995 historical Moody’s ratio analyses (2) unadjusted and adjusted for
purchased power imputed debt.

ol i o

i

Should you have any questions or comments regarding this information, please do not

hesitate to call either Jim Smallwood or me.
ﬁ:::. Orfano

Manager of Finance
(813) 866-4113

cc: James V. Smallwood

GENERAL OFFICE: 3201 Thirty-lourth Strest South « PO, Box 14042 « SL Petersburg » Florids 33730 + (013) 886-518!
A Fionds Progreas Campany




FLORIDA POWER CORPORATION
ACQUISITION OF TIGER BAY COGENERATION FACILITY

KEY FACTS AND ISSUES SUMMARY

Plant Size 220 MW
Represents 5 of Florida Power's existing purchased power contracts
These 5 contracts are among Florida Power's highest cost contracts

Facility is a gas-fired, combined-cycie "F" technology
Well engineered and in good condition
Close to Florida Power’s Polk County site

- represents key opportunity for cost savings

$445 million purchase price

- Requested FPSC approval, siated for hearing in April 1997

- Plan is to recover the retail portion ($421.4 million) over § years, beginning 10/97
- $23.6 million wholesale portion will be booked to electric plant in service and

depreciated ove 30 years.

- Retail impact to ratepayers:
- increase of $2.37 per 1000 kWh in first year
- increase of $1.65 per 1000 kWh by fifth year

- decrease of $2.00 per 1000 kWh by sixth year
- rate decrease increases each year thereafter

The retail portion of the acquisition price will be financed with a series of 5 medium-term
notes, with maturities ranging from one to five years.

See attached financial ratio analysis




FLORIDA POWER CORPORATION
FIVE-YEAR FORECAST
PROJECTED INCOME STATEMENTS

(Dolars in milons except per share amounts)

Actual
1698
OPERATING REVENUES $2.3938
OPERATING EXPENSES
Fuel and purchased power 8413
Other operation expensas 3582
1,297.5
Maintenance ' 11698
Depreciation 324.2
Taxes other than income laxes 183.8
1,925.1
INCOME FROM OPERATIONS 488.5
INTEREST EXPENSE AND OTHER
interest expense 88.4
Allowances for funds used
during construction (7.5)
Preferred dividends 58
Other 3.4
100.1

INCOME BEFORE INCOME TAXES 388.4

INCOME TAXES 135.8
NET INCOME 2328
EARNINGS PER AVERAGE SHARE $2.40
T [Ty,
EPS Annual Growth Rates -

EPS Average Annual Growth Rate 1996-2001



' FLORIDA POWER CORPORATION

FIVE-YEAR FORECAST
PROJECTED BALANCE SHEETS
(Dedars i mdons)
Actual
19068
ASSETS
Net property, plant & equipment $3,530.4
Current assels 441.7
Other assels _ 291.9
CAPITALIZATION AND LIABILITIES
Common equity $1.825.5
Prefered stock 335
Long-term commercial paper 200.0
Long-term debt 1,008.4
3,155.4
Short-term debt & other
cumment maturities 254
Other current liabilities 3209

Deferred income laxes, alc, 782.3




FLORIDA POWER CORPORATION
. FIVE-YEAR FORECAST
PROJECTED STATEMENTS OF CASH FLOWS

OPERATING ACTIVITIES

MNet income

Adjustiment for non-cash items:
Depreciation, amortization & depletion
Deferred income taxes and ITC, net
Change in OPEB reserve
Allowance for equity funds used

during construction ‘

Decrease (increase) in working capital
Other operaling activities

INVESTING ACTIVITIES
Utility plant additions
Other property additions
Proceeds from sale of properties
Other investing activities

FINANCING ACTIVITIES
Issuance of long-lerm debt
Repayment of long-term debl

Incr./(decr.) in long-lerm commercial paper

Redemption of preferred stock
Dividends paid to parent

Equity contributions from parent
Increases (decrease) in short-term debt
Other financing activities

NET CHANGE IN CASH
Beginning cash and equivalents

ENDING CASH AND EQUIVALENTS

{Dodary in milony)

Actual
1998

$2328

M1
(32.8)
14.9

(4.8)
(57.3)
7.9

501.8

(220.2)
@7
55
(31.1)

(248.1)

(47.3)
54.8

(108.4)

(171.2)
12.5
41

(253.5)
(.8)




FLORIDA POWER CORPORATION
1997 ANNUAL PROFIT PLAN & FINANCIAL FORECAST

MOODY'S RATIO ANALYSIS
(S IN MILLIONS)
As
1996
ROE (avg.):
Eamings applicable 1o common 2326
Beginning common equity 1,754.0
Ending common equity 1.825.5
Average common equity __ 17898
ROE (avg) 13.0%
Interest coverage incl AFUDC:
Net income 2384
Add: [ncome taxes 1358
Add: Gross interest charges 98 4
EBIT 4726
Divide by: gross interest charges 98.4
Interest coverage incl. AFUDC 4.80
Interest coverage exel AFUDC:
Net income 2384
Add: Income taxes 1358
Add: Gross interest charges 984
Deduct: AFUDC (1.5)
EBIT 465.1
Divide by: gross interest charges 98.4
Interest coverage excl AFUDC 4.73




FLORIDA POWER CORPORATION
1997 ANNUAL PROFIT PLAN & FINANCIAL FORECAST

MOODY'S RATIO ANALYSIS
(S IN MILLIONS)
Actual
1996
Internal funds to net construction:
Net income 2384
Depreciation & amortization Ml
Deferred taxes & [TCs (32.8)
Other operating activities 223
Deduct: AFUDC (1.5)
Funds from operations 561.0
Deduct: common dividends (7L
Deduct: preferred dividends (58)
Internal funds J8s.0
Net construction 217.3
Internal funds to net construction 177.2%
Net construction hprhrpr cap.:

Net construction 2173
Prior year capitalization 3,202.2
Net construction to prior year cap. 6.8%

Capitalization:
Current portion - Itd & pfd 254
Long-term commercial paper 200.0
Long-term debt 1,096.4
Total debt 1,218
Preferred stock 335
Common equity 18255
Total capitalization Jilﬁ#
Capitalization percentages:
Total debt 41.6%
Preferred stock 1.0%
Common equity 57.4%
Total capitalization 100.0%
Treasury Department
J0-Jan-97

10:10 AM




FLORIDA POWER CORPORATION
1997 ANNUAL PROFIT PLAN & FINANCIAL FORECAST

MOODY'S RATIO ANALYSIS
ADJUSTED FOR PURCHASED POWER
(S IN MILLIONS)
Actual
1996
ROE (avg.):
Earnings applicable to common 226
Beginning common equity 1.754.0
Ending common equity 1,825.5
Average common equity 1,789.8
ROE (avg) 13.0%
Interest coverage incl AFUDC:
Net income 2384
Add: [ncome taxes 1358
Add: Gross interest charges 984
Add: imputed interest expense 207.3
EBIT 679.9
Divide by: gross interest charges 8.4
Add: imputed [nterest expense 2073
303.7
Interest coverage incl. AFUDC 11
Interest coverage excl. AFUDC:
Net income 238.4
Add: [ncome taxes 1358
Add: Gross interest charpes 98.4
Add: imputed interest expense 2073
Deduct: AFUDC (1.9
EBIT 6724
Divide by: gross interest charges 98.4
Add: imputed interest expense 2073

J0s.7

Interest coverage excl AFUDC .10




FLORIDA POWER CORPORATION
1997 ANNUAL PROFIT PLAN & FINANCIAL FORECAST

MOODY'S RATIO ANALYSIS
ADJUSTED FOR PURCHASED POWER
(S IN MILLIONS)
Actual
1996
Internal funds to nex construction;
Net income 238 4
Depreciation & amortization Ml
Deferred taxes & ITCs (318
Other operating activities 2.8
Deduct: AFUDC (1.3)
Funds from operations 5610
Deduct: common dividends (171.2)
Deduct: preferred dividends (58)
Internal funds IB50
Net construction 217.3
Internal funds to net construction 177.2%
Net construction te prior year cap.:

Net construction 2113
Prior year capitalization 49109
Net congtruction to prior year cap. 4.4%

Capualization:
Current portion - Itd & pfd 54
Long-term commercial paper 200.0
Long-term debt 1,096.4
Imputed debt L N
Total debt 339352
Preferred stock 33.5
Common equity L8253
Total capitalization ——2342
Capitalization percentages:
Total debt 64.6%
Preferred stock 0.6%
Common equity —i N
Total capitalization _im

Treasury Department
30-Jan-97
10:17 AM 2




FLORIDA POWER CORPORATION

1997 ANNUAL PROFIT PLAN & FINANCIAL FORECAST
MOODY'S RATIO ANALYSIS

ADJUSTED FOR TIGER BAY ACQUISITION

(5 IN MILLIONS)

Actual
1996
ROE (avg.):
Eamings applicable to common 1326
Beginning common equity 1.754.0
Ending common equity 1.825.5
Average common equity 1,789.8
ROE (avg) 13.0%
Interest coverage incl AFUDC:’
Net income )84
Add: [ncome taxes 1358
Add: Gross interest charges 984
Add: Tiger Bay interest expense
EBIT 4726
Divide by: gross interest charges 98.4
Interest coverage incl AFUDC 4.80
Interest coverage excl AFUDC:
Net income 2384
Add: Income taxes 1358
Add: Gross interest charges 984
Add: Tiger Bay interest expense
Deduct: AFUDC (1.5
EBIT 465.1
Dhivide by: gross interest charges 98.4
Interest coverage excl AFUDC 4.73




FLORIDA POWER CORPORATION
1997 ANNUAL PROFIT PLAN & FINANCIAL FORECAST

MOODY'S RATIO ANALYSIS
ADJUSTED FOR TIGER BAY ACQUISITION
($ IN MILLIONS)
Actual Plan
1996 1997 1998 1999 1000 1001

Iniernal funds io net construction:

Net income 118.4

Depreciation & smortization ML

Tiger Bay deprecistion/amortization 00

Deferred taxes & [TCs 0.8

Tiger Bay deferred taxes 00

Other operating activities 28

Deduct: AFUDC (1.5

Funds from operations 562.0
Deduct: common dividends (171.2)
Deduct: preferred dividends (58)
Internal funds J&s5.0

Net construction 2173
Internal funds to net construction 177.2%
Net construction i prior year cap.:

MNet construction 217.3
Prior year capitalization 1,102.2
Net construction 1o prior year cap. 6.8%

Capitalication:
Current portion - id & pld 154
Long-erm commercial paper 2000
Tiger Bay - retail [MTNs]
Tiger Bay - wholesale/del. ax
Long-term debt 1,096 4
Total debx 13118
Preferred stock 13
Common equity 18255
Total capitalization !Ill&.l
Capiralization perceniages:
Total debe 41.6%
Preferred stock 1.0%
Common equity 3iT4%
Total eapitalization 100.0%
Treasury Department
J0-Jan-97

10:31 AM 2




FLORIDA POWER CORPORATION

1997 ANNUAL PROFIT PLAN & FINANCIAL FORECAST
MOODY'S RATIO ANALYSIS

ADJUSTED FOR PURCHASED POWER/TIGER BAY ACQUISITION
($ IN MILLIONS)

Actual Plan
199 1997 1998 1999
ROE (avg):
Eamings spplicable 10 common 2116
Beginning common equity 1,7540
Ending common equity 1,825.5
Average Common equily 1,789.8
ROE (avg) 13.0%
Interest covarage Incl AFUDC:
Net incomae 384
Add: Income taxes 1358
Add: Oroas interest charges 98.4
Add: Tiger Bay interest expense
Add: imputed interest expense 07.3
EBIT 679.9
Divids by: gross interest charges 12.4
Add: imputed Interest sxpense )
308.7
Interest coverage incl AFUDC 2.0
Interest coverage oxcl AFUDC:
Net income 1384
Add: [ncome taxes 1358
Add: Gross interest charges 984
Add: Tiger Bay interest sxpenss
Add: imputed interest expmse 2073
Deduct: AFUDC :
EBIT 671.4
Divide by: gross interest charges 98.4
Add: imputed interest expense 2073

303.7

Inierest coverage exel AFUDC 2.20




FLORIDA POWER CORPORATION

1997 ANNUAL PROFTT PLAN & FINANCIAL FORECAST
MOODY'S RATIO ANALYSIS

ADJUSTED FOR PURCHASED POWER/TIGER BAY hCQUISl'I"IDN

(§ IN MILLIONS)

Actual
1996 1997 1998
Intermal funds to net consirucrion:
Net income 2384
Depreciation & smortization Ml
Tiger Bay depreciation/amortization 00 - 04 851
Deferred taxes & [TCs 01|
Tiger Bay deferred taxes 0.0
Other operating activities 128
Deduct: AFUDC a9
Funds from operations 362.0
Deduct: common dividends (7D
Deduct: preferred dividends in
Internal funds 3830
Net construction 217.3
Iniernal funds to net construction 177.1%
Net construction to prior yesr cap.:
Net construction 173
Prioe year capitalization 49209
Net construction to prior year cap. 4.4%
Capitalization:
Current portion - td & pid 254
Long-term commercial paper 200.0
Tiger Bay - rewail [MTNs)
Tiger Bay - wholesale/def. tax
Long-term debt 10964
Imputed debi
Total debn 31,5512
Preferred stock 315
Comumon equity 1 825.5
Tocl capitalization 52542
Capitalization percentages:
Total debt 64.6%
Preferred stock 0.6%
Common equity 34 5%
Towl capitalization 100 0%
Treasury Department
30-Jan-97

10:50 AM

831




FLORIDA POWER CORPORATION
MOODY'S HISTORICAL RATIO ANALYSIS

(5 IN MILLIONS)
1990 1991 1992 1993 1994 1995
ROE (avg.):
Eamings applicable 1o common 1653 164.1 170.2 181.5 190.7 173
Beginning common equity L1300 LIB6S 13085 14449 15224 16674
Ending common equity 11865  1.J0BS 14449 15224 16674 17840
Average common equity L1583 12475 13767 14837 15949 17107
ROE (avg.) 143% 132% 12.4% 12.1% _I_l.mr. 12.7%
S e e o M e i ik
Interest coverage inel AFUDC:
Net income 1823 180.9 1B6.9 1949 008 1270
Add: Income taxes 102.0 9113 .7 104.5 1147 1295
Add: Gross interest charges 98.8 95.2 100.2 105.8 108.4 104.5
EBIT 3831 J68.9 1T ] 4082 4119 461.0
Divide by: gross interest charges 98.3 952 1002 105.8 108 4 104.5
Interest coverage incl. AFUDC 388 1.88 184 1.8 191 441
. T i e S e T e T T e T R e e W = . i e A
Interest coverage excl AFUDC:
Net income 1823 180.9 186.9 194.9 200.8 1270
Add: Income taxes 102.0 92.8 917 104.5 114.7 129.5
Add: Gross interest charges 988 95.2 100.2 1058 108.4 104.5
Deduct: AFUDC (42) (9.4) (18.7) (15.6) (10.9) (13)
EBIT 3789 159.5 166.1 189.6 411.0 451.7
Divide by: gross interest charges 98.8 95.2 100.2 105.8 108 4 0405

Interest coverage excl AFUDC 384 ).78 365 1.6 Jil 434




FLORIDA POWER CORPORATION
MOODY'S HISTORICAL RATIO ANALYSIS

($ IN MILLIONS)
1990 1991 1991 1991 1994 1995
Internal funds to net construction:
Net income 182 180.9 186.9 194.9 2008 2170
Depreciauon & amonization 190.4 241.9 2434 276.5 2948 1197
Deferred taxes & [TCs (11.5) (35.2) L X (25.0) 09 (29.3)
Other operating activities (10.2) 1.7 (4.0) 142 301 2147
Deduct: AFUDC (4.2) (94) (187 (156)  (109) (1.3
Funds from operations Jlos 3859 416.2 4450 513.9 544.8
Deduct: common dividends (129.0)  (142.1)  (1554) (16).5) (1787 (180.7)
Deduct: preferred dividends (16.0) (16.8) (16.7 (13.4) (10.1) (9.7
Internal funds E 185.0 1170 2441 168 1 1181 1544
Net construction 2653 1489 472.9 416 .4 319 s 283 .4
Internal funds to net construction 69.7%  656%  S16M  629% 102T%  1251%
Net construction te prior year cap.:

Net construction 265.3 3459 472.9 426.4 3195 2834
Prior year capitalization 24719  26))4 26922 10292 12404 12654
Net construction te prior year cap. 10,7% 13.1% 17.6% 14.1% 9.9% 8.7%

Capitalization:
Current portion - Itd & pfd 15.1 171 132.5 459 Js54 Jo6
Short-term commercial paper 1785 0.0 0.0 125.0 333 0o
Long-term commercial paper 0.0 78.0 96.0 200.0 200.0 1452
Long-term debt 1LOI98 10376 11,1398 11986 11638 11339
Total debxt 1.213.4 11527 13683 [,%6935 14543 1,309.7
Preferred stock 2335 231.0 2160 148 4 14).5 138.5
Common equity 1,186 5 1,308.5 1,444.9 1,224 1.667.4 1,754.0
Total capitalization 16334 26922 30292 32404 12654 320212
Capitalication percentages:
Total debt 46.1% 42.8% 45.1% 48.4% 44 5% 40.9%%
Preferred stock B.9% 1.6% 7.1% 4.6% 4.4% 4.1%
Commoa equity 450% 4B6% 41TH  41.0% SLI% H8%
Total capitalization 100.0% wu.m: 100.0% 100.0% 100.0% 100 l]ji-

Treasury Department
30-Jan-97
10:56 AM




FLORIDA POWER CORPORATION

MOODY'S RATIO ANALYSIS
ADJUSTED FOR PURCHASED POWER
(S IN MILLIONS)
1990 1991 1992 1993 1994 1995
ROE (avg):
Eamings applicable 1o common 165.5 164.1 170.2 181.5 190.7 1173
Beginning common equity L1J0.O0 118635 13083 14449 15224 16674
Ending common equity LIB6S 1,085 L4449 15224 16674 |7%4.0
Average common equity 11583  1,2475 13767 14837 13949 17107
ROE (avg) 14.3% 13.2% 12.4% 12.2% 120% 12.™%
R e T R A S S T
Interest coverage incl AFUDC:
Net income 182.) 180.9 184.9 194.9 2008 117.0
Add: Income taxes 102.0 918 91.7 104.5 114.7 129.5
Add: Gross interest charges 9818 952 100.2 105.8 108.4 104.5
Add: imputed interest expense 817 114.9 1709
EBIT 383.1 168.9 1848 486.9 5138 6319
Divide by: gross interest charges 98.8 952 100.2 1058 1084 104.5
Add: imputed interest expense 817 114.9 1719
98.8 95.2 100.2 187.5 22).3 276 4
Interest coverage incl AFUDC J.88 1.88 184 2.60 241 2.29
TR o, L ST IEER b el
Interest coverage excl. AFUDC:
Net income 1823 180.9 186.9 194.9 200.8 21210
Add: [ncome taxes 102.0 928 917 104.5 114.7 129.5
Add: Gross interest charges 988 932 100.2 105.8 1084 104.5
Add: imputed interest expense 8L7 114.9 17L9
Deduct: AFUDC 42 4 18. 15, 10.9 1.3
EBIT 378.9 139.5 J66.1 471.3 5119 623.6
Divide by: gross interest charges 98.8 93.2 100.2 ss 108.4 104.5
Add: imputed interest expense 81.7 114.9 17L.9

98.8 931 100.2 187.5 213.3 2764

Interest coverage excl. AFUDC 3.84 3.78 1,63 231 236 2.26




FLORIDA POWER CORPORATION
MOODY'S RATIO ANALYSIS
ADJUSTED FOR PURCHASED POWER
(S IN MILLIONS)

1990 1991 1992 1993 1994 155
Internal funds to net construction:
Net income 182 180.9 186.9 1949 200.8 270
Depreciation & amonization 190.4 419 2434 276.5 1948 jnr
Deferred taxes & [TCs (27.5) (35.2) 86 (25.0) 0.9 (19.3)
Other operating activities (10.2) 7.3 (4.0) 142 Jol 247
Deduct: AFUDC 4.2 9.4 i8, 15.6 10.9) 15
Funds from operations 308 Jgs9 4162 4450 139 2448
Deduct: common dividends (129.0)  (142.1) (1554) (161.5) (1757 (180.T)
Deduct: preferred dividends - 16. 16.8 16. 134 {10.1) 9
Internal funds 185.0 127.0 244.1 268.1 328.1 1544
Net construction 265.3 3459 472.9 426.4 3193 28).4
Internal funds to net construction &_&!.ﬂi S16%  629% 1027T% 1251%
Net construction to prior year cap.:
Net construction 2633 J45.9 471.9 426 4 319.5 1834
Prior year cupmlimim 2ATI9 26334 26922 10292 40575 4414)
Net construction to prior year cap. 10.7% 13.1% 17.6% 14.1% 7.9% 6.4%
Capitalization;:
Current portion - Itd & pfd 15.1 7.1 132.5 439 334 3J0.6
Short-term commercial paper 178.5 00 0.0 125.0 353 00
Long-term commercial paper 0.0 78.0 96.0 2000 200.0 145.2
Long-term debt 10198 10376 11398 L1986 [,16)B (1319
Imputed debt B17.1 11489 1,718.7
Total debt L2134 L1327 13683 23866 26034 30284
Preferred stock 133.5 1310 2160 1485 141.5 138.3
Common equity L1865 13085 14449 15224 16674 17540
Total capitalization 6334 26922 30292 40573 44143 29209
Capitalization percentages:
Total debt 46.1% 41.8% 45.1% 58.8% 59.0% 61.5%
Preferred stock 8.9% B.6% 11% )% 1.2% 18%
Common equity 45.0%  48.6% 47.7% 37.5% 11.8% 315.7%
Total capitalization 1000% 1000% 100.0% 1000% 100.0% 1000%
Treasury Department
30-Jan-97
1:39 PM




rida

CoMPORATION

January 30, 1997

VIA TELECOPY

Ms. Mary Ellen Olson
Associate Director
Standard & Poor’s

25 Broadway

New York, NY 1cm¢-1m4

Dear Mary Ellen:

Attached are the following items pertaining to Florida Power Corporation’s proposed
acquisition of the Tiger Bay cogeneration facility:

1.

Key facts and issues summary;

2. Projected five-year income statements, balance sheets and statements of cash Tows;

3.

Standard & Poor’s ratio analyses (2) unadjusted and adjusted for purchased power
imputed debt;

Projected purchased power (QF and utility) capacity payments through life of contracts;
Standard & Poor’s ratio analyses (2) reflecting the acquisition of the Tiger Bay facility,
both unadjusted and adjusted for purchased power imputed debt;

Revised projected purchased power (QF and utility) capacity payments, adjusted to

eliminate Tiger Bay payments;
1990 through 1995 historical Standard & Poor's ratio analyses (2) uzadjusted and

adjusted for purchased power imputed debt.

Should you have any questions or comments regarding this information, please do not
hesitate to call either Jim Smallwood or me.

ph E. Orfano
Manager of Finance
(813) 8664113

cc: James V. Smallwood

GENERAL OFFICE: 3201 Thisty-fourth Strest South » P.O. Bow 14042 + 51 Petersburp » Florkda 33733 « (813) 868-8151
A Fiongs Progress Company




FLORIDA POWER CORPORATION
) FIVE-YEAR FORECAST
PROJECTED INCOME STATEMENTS

(Oodars in millanys ascept par 3hare amounta)

Actual

1008
OPERATING REVENUES $2.3038
OPERATING EXPENSES
Fuel and purchased power 941.3
Cther operation expenses 358.2
1 5
Maintenance ’ 119.8
Depreciation 324.2
Taxes other than income laxes 183.8
1.925.1
INCOME FROM OPERATIONS 488.5
INTEREST EXPENSE AND OTHER
Interest expensa 08,4
Allowance for funds used
during construction (7.5)
Preferred dividends 58
Other 3.4
100.1
INCOME BEFORE INCOME TAXES 388.4
INCOME TAXES 135.8
NET INCOME $2326
EARNINGS PER AVERAGE SHARE $2.40
EPS Annual Growth Rates

EPS Average Annual Growth Rate 1996-2001




FLORIDA POWER CORPORATION

FIVE-YEAR FORECAST
PROJECTED BALANCE SHEETS
(Doldars o mliona)
Actual
1608
ASSETS
Net property, plant & equipment $35304
Current assels 441.7
Other assets 2019
CAPITALIZATION AND LIABILITIES
Common equity 518255
Preferred stock 335
Long-term commercial paper 200.0
Long-term debt 1,008.4
3,155.4
Short-lerm debt & other
current maturities 25.4
Other current liabililies 3209
Deferred income taxes, etc. 762.3




FLORIDA POWER CORPORATION

FIVE-YEAR FORECAST
PROJECTED STATEMENTS OF CASH FLOWS
{Dodars in millons)
Actual
1908
OPERATING ACTIVITIES
Net income $2328
Adjustment for non-Cash tems:
Depreciation, amortization & depletion 1.1
Deferred income taxes and [TC, net (32.8)
Change in OPEB reserve 14.9
Allowance for equity funds used
during construction (4.8)
Decrease (increase) in working capital (57.3)
Other operating activities 7.9
501.8
INVESTING ACTIVITIES
Utility plant additions (220.2)
Other property additions 2.0
Proceeds from sale of properties 55
Other investing activities (317
(248.1)
FINANCING ACTIVITIES
Issuance of long-term deitd
Repayment of long-lerm debt (47.3)
IncrJ(decr.) in long-lerm commaercial paper 48
Redemption of preferred stock (108.4)
Dividends paid to parent (7.2
Equity contributions from parent 125
Increase (decreass) in shon-lerm debt 4.1
Other financing activities
(253.9)
NET CHANGE IN CASH (.8)
Beginning cash and equiveients 08

ENDING CASH AND EQUIVALENTS 5.0




FLORIDA POWER CORPORATION
1997 ANNUAL PROFIT PLAN & FINANCIAL FORECAST
S & P RATIO ANALYSIS

($ IN MILLIONS)
Actual '
1996
Capitalization:
Current portion « ltd & pfd 254
Long-term commercial paper 200.0
Long-term debt 1.096 4
Total debt 1.J218
Preferred stock )38
Common equity 1,825.5
Total capitalization 31808
Capitalization percentages:
Total debt . i1.6%
Preferred stock 1.0%
Common equity 57.4%
Total capitalization 100 0%
Pre-tax interest coverage:
Net income 1384
Add: [ncome taxes 1158
Add: Interest expense 98.4
Deduct: AFUDC (1.5
EBIT 4635.1
Divide by: gross interest charges 98.4
Pre-tax interest coverage 4.7)

AA rating >1.%

Funds from operations interest coverage:

Net income 2384
Depreciation & amortization 3411
Deferred taxes & [TCs (12.8)
Other operating activities 128
Deduct: AFUDC (1.5)
Funds from operations 5620
Cash interest paid 98.3
660.4

Divide by: gross interest charges 98.4
Funds from operations interest cov. 6.71

AA rating >4.00




FLORIDA POWER CORPORATION
1997 ANNUAL PROFIT PLAN & FINANCIAL FORECAST
S & P RATIO ANALYSIS

($ IN MILLIONS)
Actual
1996
Funds from operations average total debt:
Funds from operations 562.0
Divide by: average lotal debt 13158
Funds from oper. avg. total debt 42.7M%
AA rating > 2%
Net cash flovw'capital expenditures:
Funds from operations 5620
Less: common dividends (17L2)
Less: preferred dividends (3.8)
Net cash flow 385.0
Capital expenditures 217.3
Net cash flow'capisal expenditures 177.2%

AA rating > 90%

Treasury Department
30-Jan-97

B:47 AM




FLORIDA POWER CORPORATION

1997 ANNUAL PROFIT PLAN & FINANCIAL FORECAST
S & P RATIO ANALYSIS

ADJUSTED FOR PURCHASED POWER

(S IN MILLIONS)
Actual
1996
Capiralization:
Current portion - Itd & pfd 154
Long-term commercial paper 200.0
Long-term debt 1,096.4
Imputed debt 435.6
Total debt 1.757.4
Preferred stock 333
Common equity 18233
Total capitalization 36164
Capitalization percentages:
Total debt 48.6%
Preferred stock 0.9%
Common equity 50.5%
Total capitalization 100.0%
Pre-tax interest coverage:
Net income 2384
Add: [ncome taxes 1358
Add: Interest expense 9.4
Add: Imputed interest expense 41.6
Deduct: AFUDC 1.5
EBIT 308.7
Divide by: gross interest charges 98.4
Add: Imputed interest expense 41.6
142.0
Pre-tax interest coverage 358

AA raling >1.50




FLORIDA POWER CORPORATION

1997 ANNUAL PROFIT PLAN & FINANCIAL FORECAST
S & P RATIO ANALYSIS

ADJUSTED FOR PURCHASED POWER

($ IN MILLIONS)
Actual
1996
Funds from operations interest coverage:
Net income 2384
Depreciation & amortization M1
Deferred taves & [TCs (32.8)
Other operating activities 218
Deduct: AFUDC (1.5
Funds [rom operations $62.0
Cash interest paid 98.4
Imputed interest expense 4.6
704.0
Divide by: gross interest charges 984
Add: Imputed interest expense 41.6
120
Funds from operations interest cov. 4.96
AA rating >4.00
Funds from operations everage total debt:

Funds from operations 562.0
Divide by: average total debt 1,757.4
Funds from oper. avg. total debt 31.0%

AA rating > 26%
Net cash flow'capital expenditures:
Funds from operations 5620
Less: common dividends (17LY)
Less: preferred dividends 3.
Net cash flow 385.0
Capital expenditures 217.]
Net cash flow'capital expenditures 177.2%
AA rating > 90%

Treasury Department
J0-Jan-97
8:49 AM







FLORIDA POWER CORPORATION

1997 ANNUAL PROFIT PLAN & FINANCIAL FORECAST

S & P RATIO ANALYSIS
ADJUSTED FOR TIGER BAY ACQUISITION
(S IN MILLIONS)
Actual
1996
Capitalization:
Short-ierm debt & CMLTD 254
Long-term commercial paper 2000
Tiger Bay debt - retail
Tiger Bay debt - wholesale/def. tax
Long-term debx —Lo%4
Total debt 1,321.8
Preferred stock 133
Common equity _L8ss
Toal capttizaton =SB
Capitalization percemtag=s:
Total debt 41.6%
Preferred stock 1.0%
Common equity §7.4%
Total capitalization 100.0%
Pre-tax interest coverage:
Net income 2384
Add: Income taxes 1358
Add: Interest expense 984
Add: Tiger Bay interest expense
EBIT 465.1
Divide by: gross interest charges 93.4
Pre-tax interest coverage 4.73

AA rating >13.50




FLORIDA POWER CORPORATION

1997 ANNUAL PROFIT PLAN & FINANCIAL FORECAST
S & P RATIO ANALYSIS

ADJUSTED FOR TIGER BAY ACQUISITION

(S IN MILLIONS)
Actual Plan
1996 1997 1998 1999 2001
Funds from operations interest coverage:
Net income ]84
Depreciation & amortization Ml
Tiger Bay depreciation/amortization
Deferred taxes & ITCs (32.8)
Tiger Bay deferred taxes
Other operating activities P8 |
Funds from operations 562.0
Cash interest paid .4
660.4
Divide by: gross interest charges 98.4

Funds from aperations interest cov. 6.71
AA rating >4.00

Funds from operations average total debe:

Funds from operations %0
Divide by: average total debt 1.Jis8 1|
Funds from oper. avy. total debt 42.7%
AA rating > 26%
Net cash floww'capital expenditures:
Funds from operations 3620
Less: common dividends (171.2)
Net cash flow —_3sso
Capital expenditures | ¢ S

Net cash flowcapital expenditures 177.27%
AA rating > 90%

Treasury Department
M-Jan-37
9:01 AM




FLORIDA POWER CORPORATION
1997 ANNUAL PROFIT PLAN & FINANCIAL FORECAST

S & P RATIO ANALYSIS

ADJUSTED FOR PURCHASED POWER/TIGER BAY ACQUISITION

(5 IN MILLIONS)

Sh—d

Actual Plan
199% 1997 1998 1999
Capiralization:
Short-term debt & CMLTD 154
Long-term commercial paper 2000
Tiger Bay debd - retail
Tiger Bay debd « wholesale/del. tax
Long-term debt 1.0%6 4
Imputed debt 435.6
Total debx 1,7574
Preferred stock 315
Common equity 18253
Total capualization . 1516.4
Capitalization percentages:
Total debt 48.6%
Preferred stock 0.9%
Common equity 30 5%
Total capitalization 100 0%
Pre-tax interest covarage:
Net income 184
Add: [ncome taxes 1358
Add: Interest expense 98.4
Add: Tiger Bay interest expense
Add: Imputed Interest expense d3é
Deduct: AFUDC (1.5
EBIT 508.7
Divide by: gross interest charges 984
Add: Imputed interest sxpense 41.6
1420
Pre-tax interest coverage 3.58

AA rating >150




FLORIDA POWER CORPORATION

1997 ANNUAL PROFIT PLAN & FINANCIAL FORECAST

S & P RATIO ANALYSIS

ADJUSTED FOR PURCHASED POWER/TIGER BAY ACQUISITION
(S IN MILLIONS)

Actual Plan
1996 1997 1998 1999 1000 1001
Funds from operations interest coverage:
Net income 2384
Depreciation & smortization ML
Tiger Bay depreciation/amortization
Deferred wxes & [TCs (e
Tiger Bay deferred taxes
Other operating activities 28
Deduct: AFUDC , (1.5
Funds from operations 361.0
Cash interest paid 984
Imputed interest expense 41.6
T04.0
Dhvide by: gross interest charges 984
Add: Imputed interest expense L
142.0
Funds from operations imigrest cov. 4 96
AA raling > 4,00
Funds from operations average tocal debe:
Funds from operations 60
Divide by: average toeal debt L1574
Funds from oper. avy. total debt J1.0%
AA rating > 2%
Net cash flow'capital expendinres:
Funds from operations 620
Less: common dividends (7.
Less: preferred dividends (5.8)
Net cash flow 385.0
Capital expenditures 217.3
Net cash flowicapital expenditures 177.1%
AA raung > 50%
Treasury Department
30Jan-97

#:11 AM







FLORIDA POWER CORPORATION
S & P HISTORICAL RATIO ANALYSIS

(S IN MILLIONS)

1992

1990 1991 1993 1994 1993
Capitalization:
Current portion - Itd & pld 151 i 1315 459 154 106
Short-term commercial paper 1785 0.0 0.0 125.0 353 0.0
Long-term commercial paper 0.0 78.0 96.0 2000 200.0 1452
Long-term debt 10198 10376 1.1398 11986 1,168 1.1339
Total debi L2134 11527 13683 1.5695 14345 13097
Preferred stock 231.5 2310 116.0 i48.5 1415 138.5
Common equity 11865 13085 14449 15214 16674 17540
Total capitalization 26334 26922 30292 11404 12654 120112
Capitalization percemtages:
Total debt 46.1% 11.8% 45.1% 48 4% 3% 40 9%
Preferred stock 1.9% §6% 7.1% 46% 44% 43%
Common equity A5.0%  4B6%  4TT% 4T0% SLI% S E%
Total capitalization 100.0% 1000% 100.0% 100.0% 100 100.0%
Pre-tax interest coverage:
Net income 182.3 180.9 186.9 194.9 2008 1210
Add: [ncome Laxes 1020 9238 91.7 104.5 114.7 129.5
Add: Interest expense 98 952 100.2 105.8 108.4 104.5
Deduct: AFUDC (4.2) (9.4) (18.7) (15.6) (10.9) (1.3
EBIT J78.9 159.5 366.1 1896 411.0 4517
Divide by: gross interest charges 98.8 952 100.2 103.8 108 4 104 3
Pre-tax interest coverage 184 178 )65 J.68 3.81 434
N e P T T e T i Ll T S i
AA rating >1.50
Funds from operations interest coverage:
Net income 1823 180.9 186.9 1949 200.8 1270
Depreciation & amonization 190.4 2419 2434 2176.5 1948 1197
Deferred taxes & ITCs (27.5) (35.2) 86 (15.0) (0.9) (29.3)
Other operating activities (10.2) 1.7 (4.0) 14.2 30.1 24.7
Deduct: AFUDC (4.2) (9.4) (18.7 {15.6) (10.9) (7.3)
Funds from operations 3308 3839 416.2 4450 5119 5448
Cash interest paid 96.4 867 9.7 93.8 101.4 979
4272 471.6 505.9 pal N | 6154 642.7
Divide by: gross interest charges 988 952 1002 1058 1084 1043
Funds from operations interest cov. 431 4.96 5.05 3.09 568 613

AA rating >4.00




FLORIDA POWER CORPORATION
S & P HISTORICAL RATIO ANALYSIS
($ IN MILLIONS)

1990 1991 1992 1993 1994 1995
Funds from operations average total debe:

Funds from operations 3308 1859 416.2 4450 5119 448
Divide by: average total debt L1619 11831 12605 14689 135110 1,)821
Funds from oper. avy. total debt 285% J246%  30% JI%N HM 194%

AA rating > 26%

Net cash flow'capital expenditures:
Funds from operations 3308 3889 4162 4450 5139 5448
Less: common dividends (1290) (142.1) (1554) (163%) (1757 (180.M)
Less: preferned dividends 16.8 16 8 16 134 10 1) (9

Net cash flow 1850 1170 144.1 268.1 3i8.1 1544

Capital expenditures 263 3489 4729 426.4 3195 2834

Ne cash flow'capital expenditures 69.7%  656% Slo.e 62.9%  10LT% 1231%

AA rating > 90%

Treasury Department

30-Jan-57

9:11 AM




FLORIDA POWER CORPORATION
S & P HISTORICAL RATIO ANALYSIS
ADJUSTED FOR PURCHASED POWER

(S IN MILLIONS)

Capitalization:
Current portion - ltd & pld
Shon-term commercial paper
Long-term commercial paper
Long-term debt
Imputed debt
Total debt
Preferred stock
Common equity
Total capitalization

Capitalization percentages:
Total debt
Preferred stock

Common equity
Total capitalization

1990 1991 1991 1993 1994 1993

151 71 132.3 439 354 Jo.6
178.5 00 0.0 125.0 553 0.0
0.0 78.0 96.0 200.0 200.0 1452
10198 10076 L1398 L1986 11638 11139
434.3 444.1 H1é

L2134 L1527 L3683 20038 19016 L7571
1.5 1.0 216.0 148.3 141 .5 138.5
11865 13085 14449 15224 16674 17340
26314 16912 10292 36747 3715 16498

6.1% 428% 45.1% 5% L% 481%
B.9% B6% T1% 1% 1% 1%
450%  4846% 47.7% 4l.4% 44.9%  48.1%
100.0% 100.0% 100.0% 100.0% 100.0% 100.0%

Pre-tax interest coverage:
Net income
Add: Income taxes
Add: Interest expense
Add: Imputed Interest expense
Deduct: AFUDC
EBIT

Divide by: gross interest charges
Add: Lmputed interest expense

Pre-tax interest coverage
AA rating >1.5%

182.3 180.9 186.9 194.9 2008 2110
102.0 928 9.7 1045 1147 129.5
988 95.2 100.2 1058 108.4 104.5
4.4 44.8 4.8
(4.2) (94) (187 (156)  (10.9 (1.3)
1189 159.5 366.1 4219 4578 498.5

988 95.2 100.2 105.8 108.4 104 3
43.4 44.8 44.8

98.8 93.2 100.2 149.2 153.2 149.3

.84 1.78 3.63 1.90 19 1)




FLORIDA POWER CORPORATION
S & P HISTORICAL RATIO ANALYSIS
ADJUSTED FOR PURCHASED POWER

(S IN MILLIONS)
1990 1991 1991 1993 1994 1998

Funds from operations interest coverage:
Net income 182) 180.9 186 9 1949 008 1270
Depreciation & amonization 190.4 21419 2434 276.5 2948 3297
Deferred taxes & ITCs s (51 86 (25.0) 09 293
Other operating activities (10.2) 1.7 {4.0) 14.2 30.1 4.7
Deduct: AFUDC (42) (2.4) (181 (13.6) (10.9) (7.3)
Funds from operations ilos Jas.9 416.2 445.0 $13.9 54438
Cash interest paid . 96.4 86.7 89.7 918 101.5 979
Imputed interest expense 43.4 .8 44.8
417.2 472.6 5059 5822 660.2 687.3
Divide by: gross interest charges 988 95.2 1002 1058 1084 1048
Add: Imputed interest expense 434 4.8 44.8
98.8 93.2 100.2 1492 153.2 149.3
Funds from operations interest cov. 431 4.96 3.08 1.90 431 4.60

AA rating > 4,00

Funds from operations average total debt:

Funds from operations 3j08 1859 416.2 4450 3139 5448
Divide by: average total debt LI6LS 11831 12605 16861 19531 18100
Funds from oper. avg. total debt 5%  126% 3130%  264% 2613% 19.0%

B —

AAntsg > 26%

Net cash flow/capital expenditures:
Funds from operations Jjog Jes9 4162 4450 5119 5448
Less: common dividends (129.0) (142.1) (1554) (163.%) (1757 (180.M)
Less: preferred dividends (168) (168 (1671  (134) (101 (9.7)

Net cash flow 183.0 117.0 244.1 268.1 128 1 J34.4

Capital expenditures 265.) 3439 471.9 426.4 3J19.5 1834

Net cash flovw'capital expenditures 69.7%  65.6% SL6% 61.9% 102.7% 115.1%

AA rating >90%

Treasury Department

H-Jan-97

9:21 AM




RESPONSE TO STAFF'S FIRST REQUEST FOR PRODUCTION OF DOCUMENTS
TO FLORIDA POWER CORPORATION

ATTACHMENT TO NUMBER FIVE




Docket No. 970096-EQ
FPC’s First Set of Production of Documents
Response to Document Production Request No. §

5. Provide a copy of the O&M agreement dated July 15, 1993 between Tiger Bay
and Destec Operating Company, including all amendments or revisions to date.

Response: See attached agreement.

Preparer: L. G. Schuster




7-8-33 vaersion

OPERATION AND MAINTENANCE AGREEMENT

BETWEEN

CENTRAL FLCRIDA POWER, L.P.
And
.

DESTEC OPERATING COMPANY

Dated as cof July ffr, 1993

T@\sra )\t home
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OPERATION AND MAINTENANCE AGREEMENT

i




IN WITNESS WHEREOF, the parties have executed multiple
originals of this Agreement as of the date first written
above.

CENTRAL FLORIDA FOWER, L.P.
a Delaware limited partnership

By: Cantral Florida DGE, Inc.
General Partner

By: _'12.0. Jp-—-v.m/ X

R. 0. Rogers ™~
President

DESTEC UP!CSTIHH COMPANY

Eﬁmﬁ—#}w \d‘?& e

President

Eeiore |\ thoma 41




ATTACHMENT I

INDEPENDENT MOWER I'RODUCTION FACILITY
QPERATION AND MAINTENANCE AGHEEMENT




ATTACHMENT [f




FIRST AMENOMENT OF
OPERATION AND MAINTENANCE AGREEMENT

NN




IN WITNESS WHEREOF, the parties have executed this
Amendment, effective as of July 15, 1991.

TIGER BAY LIMITED PARTNERSHIP
(formerly Central Florida
Power, L.P.)

a Delaware limited partnership

By: Cantral Florida DGE, Inc.
Its Genaral Partner

#
By: ¥ \
x Name: _Roberc 0. Rogers
KDL
Title: Presidenc

Date: 1= f¢2/13

DESTEC QPERATING COMPANY
By:

L Qk‘d@-?

Name: _Rodney M. Webb

Title: President

Date: fﬁ?&(‘?;

OYZ13\002\RE10-DC\IPN10310. 1Y







RESPONSE TO STAFF'S FIRST REQUEST FOR PRODUCTION OF DOCUMENTS
TO FLORIDA POWER CORPORATION

ATTACHMENT TO NUMBER SIX




‘Overview of the Tiger Bay Transaction
January 9, 1997

Background

Florida Power Corporation (FPC) began investigating the possibility of acquiring the
Tiger Bay facility and terminating the associated purchased power agreements in June
of 1996. The Tiger Bay facility is FPC's largest qualifying facility (QF) supplier.
Tiger Bay delivers 220 megawatts of capacity to FPC under five purchased power
agreements (PPAs). The Tiger Bay PPAs are among FPC's highest cost QF contracts,
with a composite escalation rate of capacity payments and O&M expense payments
included in the energy payment through 2025 of over 6% annually. As shown in
Exhibit 1, the cost of power from Tiger Bay under the existing contracts is over
$50/MWH currently and is projected to be as much as $188/MWH which is
$131/MWH above the market price of power by 20235. As shown in Exhibit 2, the
Tiger Bay transaction would eliminate approximately 27 percent of FPC's potential
stranded cost liability after 2001.

In contrast to the purchased power agreements, the Tiger Bay facility itselfl has a
number of desirable characteristics. Tiger Bay is a new gas-fired combined cycle plant
using “F" technology that is well engineered and in good condition. Tiger Bay is
located in close proximity to FPC's Polk County generation site which cffers the
potential for savings from consolidated operations. FPC's Energy Supply staff visited
the Tiger Bay facility regularly during construction and after the plant assumed
commercial operation. Energy Supply is very familiar with the facility, the existing
plant staff and the operation of the plant. They are of the opinion that the Tiger Bay
facility would fit well in to FPC’s fleet of generation units.

The Proposed Transaction

On December 12, 1996 Tiger Bay and Florida Power agreed to a price of $445 million
for the proposed tramsaction. At present, Florida Power and Tiger Bay have
substantially finalized the terms of the transaction in the form of an agreement (the
“ Agreement”) that provides for both termination of the PPAs and the purchase and sale
of Tiger Bay's generation assets. An executive summary of the Agreement is
contained in Exhibit 6.

The Tiger Bay transaction would save FPC customers approximately $2.4 billion in
cumulative payments which represents a net present value savings of $388 million (see
Exhibit 3). The recovery of the cost of the transaction from ratepayers would be
spread over five years beginning in October of 1997.




FPC personnel have already begun a number of "due diligence” activities to confirm
that the plant facilities are in good operating condition and all operating licenses and
permits are in order before FPC assumes ownership. The Agreement includes
appropriate protection for FPC regarding the operating condition of the plant and the
status of licenses, permits and all environmental matters related to the operation of the
plant. .

Tiger Bay's existing gas supply contract with Vastar (formerly Arco Natural Gas
Marketing, Inc.), which FPC will acquire under the Agreement, is a significant
problem in that it is projected to be 25% to 90% above the market price of gas until it
terminates at the end of 2010. If FPC cannot negotiate a buyout or modification of the
Vastar contract, the proposed transaction (including the proposed regulatory treatment
of the price) will not bring the cost of power from Tiger Bay down to the projected
market price of power. As shown in Exhibit 1, the transaction reduces the cost of
power relative to the existing contract by $23-42 per MWH between 2001 and 2010,
but with the Vastar gas supply contract in place the cost of power still remains
approximately $8/MWH above the projected market price during this same period. It
is only after the gas supply contract terminates (after 2010) that the cost of power from
the facility becomes lower than the prevailing market price (see Exhibit 1 and Exhibit
4). For this reason, after taking ownership of the facility, FPC plans to pursue a buy
down or buyout of the gas supply contract.

Approvals Required

The transaction will require the approval of the Florida Progress Finance and Budget
Commitiee as well as the Florida Power Board of Directors. For Tiger Bay. the
transaction will require the approval of the Board of Directors of Destec Energy, Inc.,
which owns 50% of Tiger Bay, as well as clearance for sale from the six short listed
bidders who are currently evaluating the acquisition of Destec. In addition, Tiger Bay
will need to obtain lender consent to enter into the transaction. Finally, the transaction
will require the approval of the Florida Public Service Commission (FPSC).




Financial Analysis’

| FPC will request that the FPSC approve cost recovery of the retail portion of the
transaction price ($421.4 million) from customers over five years beginning October 1,
1997. The retail portion of the price ($421.4 million) to be recovered over five years
is anticipated to be financed with a set of five medium-term notes maturing in years one
through five following the transaction. A financial projection of the transaction is
included as Exhibit 7.

The net rate impact of the transaction on the sclected rate classes is illustrated in
Exhibit 5. For all rate classes, there is an increase in rates during the five year period
in which the transaction price is being recovered, followed by a permanent rate
decrease. For residential customers, the rate increase in the first year would be
approximately 2.5% or $2.37 per 1000 kilowatt hours, declining to $1.65 per 1000
kilowatt hours by the fifth year of cost recovery, Beginning in the sixth year, the rate
increase of $1.65 per 1000 kilowatt hours is eliminated and customers will receive an
additional rate reduction of approximately $2.00 per 1000 kilowatt hours. This
represents a total rate reduction of approximately $3.65 per 1000 kilowatt hours.




RESPONSE TO STAFF'S FIRST REQUEST FOR PRODUCTION OF DOCUMENTS
TO FLORIDA POWER CORPORATION
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Exhibit 2 - FPC's Cogeneration Cost versus Market
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Exhibit 5
_ Rate Impact of Tiger Bay Transaction

Tiger Bay Transaction Rate Impact

=&~ Residential —8—General Servica —+—GSD  —o— Intemuptible

The net rate impact of the transaction on the selected rate classes is illustrated above.
For all rate classes, there is an increase in rates during the five year period in which
the transaction price is being recovered, followed by a permanent rate decrease. lor
residential customers, the rate increase in the first year would be approximately 2.5%
or §2.37 per 1000 kilowatt bours, declining to $1.65 per 1000 kilowatt bours by the
fifth year of cost recovery. Beginning in the sixth year, the rate increase of $1.65 per
1000 kilowatt hours is eliminated and customers will receive an additional rate
reduction ofeapproximately $2.00 per 1000 kilowatt hours. This represents a total rate
reduction of approximately $3.65 per 1000 kilowatt hours.
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