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I. Identification and Qualifications1

Q: State your name, occupation and business address.2

A: I am Paul L. Chernick. I am President of Resource Insight, Inc., 347 Broadway,3

Cambridge, Massachusetts.4

Q: Did you testify in the initial phase of this proceeding?5

A: Yes. I prefiled testimony in Docket No. 99-09-12 on January 18, 2000.6

Q: Summarize your professional education and experience.7

A: I received an SB degree from the Massachusetts Institute of Technology in June,8

1974, from the Civil Engineering Department, and an SM degree from the9

Massachusetts Institute of Technology in February, 1978, in technology and10

policy. I have been elected to membership in the civil engineering honorary11

society Chi Epsilon, and the engineering honor society Tau Beta Pi, and to12

associate membership in the research honorary society Sigma Xi.13

I was a utility analyst for the Massachusetts Attorney General for more14

than three years, and was involved in numerous aspects of utility rate design,15

costing, load forecasting, and the evaluation of power supply options. Since16

1981, I have been a consultant in utility regulation and planning, first as a17

research associate at Analysis and Inference, after 1986 as president of PLC,18

Inc., and in my current position at Resource Insight. In these capacities, I have19

advised a variety of clients on utility matters. My work has considered, among20

other things, the cost-effectiveness of prospective new generation plants and21

transmission lines; retrospective review of generation planning decisions; and22

the valuation of power plants. My resume is attached as Exhibit PLC-1.23

Q: Have you testified previously in utility proceedings?24
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A: Yes. I have testified approximately one hundred and eighty times on utility issues1

before various regulatory, legislative, and judicial bodies. A detailed list of my2

previous testimony is contained in my resume.3

Q: Have you testified previously before the Connecticut Department of Public4

Utility Control (the DPUC or the Department)?5

A: Yes. I testified in6

• Docket No. 83-03-01, a United Illuminating (UI) rate case, on behalf of the7

Office of Consumer Counsel, on Seabrook costs.8

• Docket No. 83-07-15, a Connecticut Light and Power (CL&P) rate case,9

on behalf of Alloy Foundry, on industrial rate design.10

• Docket No. 99-02-05, the CL&P stranded-cost docket.11

• Docket No. 99-03-04, the UI stranded-cost docket.12

• Docket No. 99-03-35, the UI standard-offer docket.13

• The initial phase of this Docket No. 99-03-36, the CL&P standard-offer14

docket.15

• Docket No. 99-08-01, investigation into electric capacity and distribution.16

• Docket No. 99-09-12, the nuclear-divestiture plan for CL&P and UI.17

• Docket No. 99-09-03, on the performance-based ratemaking proposal of18

Connecticut Natural Gas.19

• Docket No. 99-09-12 RE01, on the Millstone auction.20

• Docket No. 99-03-36 RE03, on CL&P’s Generation Services Charge.21

• Docket No. 99-04-18 Phase 3 and Docket No. 99-09-03 Phase 2, on the22

earnings sharing mechanism proposed by Connecticut Natural Gas and23

Southern Connecticut Natural Gas.24

• Docket No. 01-10-10, on UI’s rate Plan Proposal.25
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Q: Have you testified previously in connection with regulatory review of the1

sale of power plants?2

A: Yes. I have testified on the sales of3

• the fossil assets of Atlantic City Electric (New Jersey BPU Docket No.4

EM00020106),5

• the multiple-owner Centralia coal plant to TransAlta (Utah PSC Docket6

No. 99-2035-03),7

• the Millstone nuclear power plant (DPUC Docket No. 99-09-12RE01),8

• the Vermont Yankee nuclear power plant (Vermont PSB Docket No. 6545).9

My resume details this experience.10

II. Introduction11

Q: On whose behalf are you testifying in this proceeding?12

A: I am testifying on behalf of the Office of Consumer Counsel.13

Q: What is the purpose of this testimony?14

A: I address three subjects related to the sale of the Seabrook nuclear power plant15

by its current owners, including CL&P and UI, to FPL Energy’s subsidiary FPL16

Energy Seabrook LLC. First, I compare the proposed sales price for Seabrook17

to prices of other nuclear plants sold for operation in the competitive market.18

Second, I review the auction process. Third, I review the evaluation of the final19

bids for the plant, conducted by J.P. Morgan on behalf of the Seabrook owners.20

Q: What do you conclude from your comparison of the proposed price for21

Seabrook to the sales prices of other nuclear plants?22

A: There are no close comparables to the proposed sale of Seabrook, which is23

younger than other nuclear plants that have been sold, but is a single unit, while24
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most recent sales of similarly-sized units have involved multi-unit plants. FPL1

is acquiring only 88.2% of Seabrook, while most other nuclear transactions have2

either involved the entire plant, or involved the acquisition of minority interests3

by other existing owners.4

The value of the proposed transaction is at the top of the range of recent5

nuclear sales. The relatively high price for Seabrook may be explained, at least6

in part, by its favorable age and unit size.7

Q: What are your conclusions regarding the auction process?8

A: It is difficult to evaluate the management of an auction process from documents9

alone, since the effectiveness of the auction depends on the quality of communi-10

cations between the participants and the auction manager. J.P. Morgan has not11

documented its activities in any detail.12

With those limitations in mind, J.P. Morgan appears to have structured the13

auction in an appropriate manner. I have not identified any problems in the14

operation of the auction.15

Q: What are your conclusions regarding J.P. Morgan’s evaluation of the bids16

for Seabrook?17

A: J.P. Morgan included all the components of value that varied among the offers.18

With a few exceptions, J.P. Morgan appears to have reasonably modeled those19

components.20

As I explain in §IV below, the exceptions occur in the modeling of the21

purchased-power agreement, where several of J.P. Morgan’s assumptions and22

methods are either questionable or incorrect.23

A. The Basis for Valuation24

Q: How are the sales prices for nuclear plants generally expressed?25
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A: There is a great deal of variation in the form in which the value of a nuclear1

plant sale may be stated.1 The value of the sale certainly includes any cash pay-2

ment for the plant at the time of closing. In addition, various reports of the sales3

value of nuclear assets include the following components:4

• cash for materials and fuel;5

• deferred payments for plant, materials, and fuel, often structured as a note6

from the buyer to the seller;7

• reduction in the seller’s potential liability for nuclear decommissioning;8

• the difference (which may be positive or negative) between projected9

market power prices and the price of a plant-contingent purchased-power10

agreement (PPA) from the plant buyer to the seller;11

• the expected value of a revenue-sharing agreement, under which the buyer12

will pay the seller a fraction of the plant’s revenue, if market prices rise13

above a target level;14

• payment by the seller to “top off” nuclear decommissioning funds, often15

to the minimum level required by the NRC for nuclear plants that are not16

subject to cost-of-service regulation;17

• other fixed or contingent payments, such as (a) sharing of property-tax18

payments and refunds, (b) sharing of insurance refunds, (c) bonuses if the19

buyer also acquires other nearby plants, (d) sharing of O&M costs during20

some transition period.21

Q: Does this accounting for the sales value reflect the total benefit to the seller,22

or the total cost to the buyer, from the transaction?23

                                                
1Many of the same issues arise in the sale of non-nuclear generating assets. Some issues are

unique to nuclear assets (such as decommissioning).
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A: Not necessarily. The value of the sales transaction does not usually include all1

the ongoing costs and benefits of the transaction. The seller, for example, saves2

the O&M, property taxes, and insurance associated with the plant, but loses the3

value of its energy and capacity. The buyer assumes the O&M, property taxes,4

and insurance, and gains the revenues from the plant’s output.5

Thus the reported value of nuclear sales is often greater than the cash6

payment for the plant, but is not the same as a full accounting of costs and7

benefits for either the seller or buyer.8

Q: Are there any complications in interpreting the value of a nuclear9

transaction?10

A: Yes, numerous such complications and ambiguities arise with respect to nearly11

every aspect of nuclear transactions, other than the cash price for the plant itself.12

• Some tabulations of nuclear sales do not include the cash payments for13

nuclear fuel and materials as part of the plant’s value. Without the plant,14

the irradiated fuel has little or no value (or perhaps a negative value, for15

storage and disposal costs) and the materials have little value. Conse-16

quently, payments for these items should be considered payments for the17

plant.18

• In transactions that include delayed payments, those payments may be19

presented at their nominal value (without discounting for the delay), or20

discounted at a discount rate. The discount rate may be derived from the21

sales agreement (such as the interest rate on any notes issued for delayed22

payments), representing the seller’s cost of capital, or representing the23

buyer’s cost of capital.224

                                                
2In principle, the discount rate could reflect the inherent risk in the particular cash flow. I have

not seen any nuclear-sale valuation that used an explicitly risk-adjusted discount rate.



Direct Testimony of Paul L. Chernick  •  Docket No. 00-12-13RE01  •  July 9, 2002 Page 7

• The benefit to the seller of reducing its decommissioning liability may be1

measured against what it already has in its decommissioning fund (in2

which case any top-off payment is a cost), against the NRC’s generally3

lower funding targets, against the utility’s generally higher estimate of4

decommissioning costs at the end of the plant’s license, or against the still-5

higher cost of unplanned early decommissioning (which seemed to be a6

real possibility for Pilgrim and Oyster Creek prior to their sale).7

• Similarly, estimates of the timing of decommissioning vary from next year8

or next refueling, to well beyond the end of the current license life. Valuing9

a sale as if it avoided the immediate shut-down and dismantling of the10

plant will produce a much higher valuation of the transaction than would11

an analysis that assumes a long life, orderly shutdown, and delayed12

decommissioning.13

• The value of PPAs and Revenue-Sharing Agreements (RSAs) depend on14

the expected value of future power prices; the value of the RSA also15

depends on the distribution of prices around the expected value.316

• Some nuclear sales provide that the buyer will flow through to the seller17

the return of payments the seller made previously, such as for outage18

insurance or for disputed property taxes. Whether this is regarded as an19

additional benefit to the seller depends on whether the payment stream is20

thought of as part of the plant, or as already belonging to the seller.21

• Some transactions include non-cash components that are hard to value22

(such as the coal plants Duquesne-FirstEnergy swapped for nuclear shares).23

                                                
3In a typical revenue-sharing agreement, the buyer pays the seller a percentage of the difference

between the actual market price and a predetermined reference price, times the plant’s output.
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• Some terms of nuclear deals are not fully public. For example, GPU1

disclosed that its agreement to sell its Three Mile Island 1 unit to AmerGen2

included an RSA, and the maximum benefit from the RSA, but did not3

disclose such details as the strike price at which the RSA would take effect.4

As a result, the same information about a nuclear-plant sale can produce5

widely different valuations of the transaction, depending on the assumptions6

made about future decommissioning costs, market prices, and other factors.7

Q: How have you dealt with these uncertainties and complications?8

A: I include a range of available estimates for PPAs, decommissioning, and other9

adjustments. Exhibit PLC-2 lists the nuclear sales and for each provides some10

information (capacity, percentage of each unit, life remaining on the NRC11

operating license) and the values of the sales, interpreted in multiple ways.12

Q: Are any broad trends evident in the data in Exhibit PLC-2?13

A: Yes. There is a clear split between the sales that were announced prior to January14

2000, and those after that date. The earlier group comprises the following nine15

sales and two proposed sales:16

• Two small old single-unit plants (Pilgrim, Oyster Creek).17

• Two larger, newer single-unit plants (Clinton, TMI 1).18

• Five sales of minority portions of one or more plants (Montaup’s sale of its19

Seabrook share, the transfer of the bankrupt Cajun Coop’s share of River20

Bend to Entergy, Duquesne’s sale of Beaver Valley and Perry, and21

Conectiv’s sale of Hope Creek and Salem to PSEG Power and of Peach22

Bottom to both PSEG Power and Excelon).23

• Two sales to AmerGen announced in 1999, but never consummated (the24

original proposal to sell Vermont Yankee, the proposal of NiMo and25

NYSEG to sell Nine Mile Point 1 and their shares of Nine Mile Point 2).26
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Q: How useful are these early sales in evaluating the price FPL has offered for1

Seabrook?2

A: These sales are of limited relevance, for several reasons.3

First, in the early years of restructuring (1996–1999), the general4

perception was that most nuclear plants were of little value, O&M costs would5

continue to be high, capacity factors would remain low, market prices for6

electric energy would be low, and that the issues of risk, spent-fuel disposal, and7

decommissioning would result in negative net values for most plants. Much of8

the perceived value in the sales lay in the elimination of risk of operating and9

decommissioning costs.10

Second, several of the early sales were of minority shares (sold by11

Montaup, Conectiv, Duquesne, and Cajun). Minority shares are often less12

valuable than controlling shares, and especially less than 100% ownership, for13

two reasons. Minority owners generally have little voice in the operation of a14

power plant. Since the value of a nuclear plant depends critically on how well15

it is operated, and the potential purchasers clearly believe they are able to operate16

plants reliably and economically, potential purchasers may not be much inter-17

ested in owning a small portion of a plant controlled by someone else.18

Minority ownership is also less valuable because the co-owners of power19

plants generally hold rights of first refusal in the event of a sale.4 It is widely20

recognized that the existence of a right of first refusal can depress the price of21

assets sold at auction. As a witness for CL&P said in Docket No. 99-09-22

12RE01, on the Millstone sale:23

                                                
4A right of first refusal generally provides that, should any participant decide to sell its share,

each other participant has the right to match any offer that the seller may accept from a third party.
Among other things, these provisions assure the participants in the enterprise that they can choose
to increase their share, rather than deal with a new and perhaps undesirable associate.
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A right of first refusal possessed by a third party could lower the value of1
an asset to be sold in an auction. Prospective bidders may be less likely to2
spend the necessary resources in preparing a bid for an asset where there3
is a high likelihood that a third party will exercise this right. Consequently,4
there could be fewer and less serious bidders and thus theoretically a5
tendency for auction prices to be lower.56

In other words, a bidder will tend to be less aggressive in its bidding if it7

knows that, should it get a good price, a co-owner can take the asset away for8

the same price. Rights of first refusal have been invoked at least twice in the sale9

of power plants, as follows:10

• In November 1998 Pacific Gas and Electric selected FPL Group to purchase11

its Geysers geothermal capacity. In January 1999 the minority owner of the12

steam field (Calpine) bought out the majority owner and exercised its joint13

right of first refusal, acquiring the plants at the price negotiated by FPL.14

• In June 1999 Niagara Mohawk attempted to sell its shares of Nine Mile15

Point 1 and 2 (100% and 41%, respectively) and NYSEG’s 18% share of16

Unit 2 to AmerGen through an exclusive negotiation process. This attempt17

failed when Rochester Gas & Electric, owner of 14% of Unit 2, exercised18

its right of first refusal. While Rochester Gas & Electric would have been19

the nominal purchaser, it had partnered with Entergy, which would have20

assumed responsibility for funding the acquisition and operating the plant,21

and would have assumed all associated risks. The sale was subsequently22

cancelled.23

All of the sales of minority shares of nuclear plants have been to joint24

owners. These sales cannot be considered to be fully competitive.25

                                                
5Robert T. McWhinney, President and Chief Executive Officer of Stone & Webster Manage-

ment Consultants, CDPUC Docket 99-09-12, in response to OCC-021.
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Third, some of the early nuclear sales involved non-cash values that are1

difficult to quantify. The most striking case is that of Duquesne, which traded2

minority shares in several coal units, as well as in three nuclear units, for sole3

ownership of several coal units of various vintages. The valuation of the nuclear4

assets depends on the value assumed for both the minority coal-plant shares and5

the wholly owned coal plants.6

Q: What was the second group of nuclear sales?7

A: Since January 2000, the following six sales have been announced:8

• The sale by NYPA to Entergy of its Fitzpatrick and Indian Point 3 nuclear9

power plants.10

• The re-auctioning of the Nine Mile Point units, including all of Unit 1 and11

82% of Unit 2, resulting in their sale to Constellation.12

• Con Edison’s sale of Indian Point 2 to Entergy.13

• The sale of Millstone 2 and 93.5% of Millstone 3 by Northeast Utilities14

(and in the case of Unit 3, other utilities) to Dominion.15

• The sale of Vermont Yankee by its several owners to Entergy.16

• The proposal of Southern California Edison to sell its 16%, 590 MW share17

of the Palo Verde nuclear plant in Arizona and its 48% 710 MW share of18

the coal-fired Four Corners plant in New Mexico to Pinnacle West.19

Pinnacle is the holding company for Arizona Public Service, which is a20

part owner and operator of both plants.21

The proposal in this proceeding to sell Seabrook constitutes the seventh22

proposed nuclear sale since January 2000.23

Q: How useful are these later sales in evaluating the price FPL has offered for24

Seabrook?25
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A: The first five sales on the post-2000 list, above, are more relevant to the current1

proposal than are the earlier sales. They represent recent expectations regarding2

decommissioning liabilities, nuclear performance and electric market prices.3

Seabrook’s location is comparable or superior to the units in the other4

recent northeastern nuclear sales. Millstone and Vermont Yankee are in New5

England, and market prices would tend to be similar for these units and6

Seabrook.6 Indian Point is located in southeastern New York, where market7

energy prices have been comparable to New England, or slightly higher, and8

market capacity prices have been higher than in New England. The Fitzpatrick9

and Nine Mile plants are located in western New York State, where market10

prices tend to be lower than in New England.11

The NYPA sale was the result of an exclusive negotiation with Entergy,12

rather than an auction. An unsolicited bid from Dominion resulted in Entergy’s13

improving its bid somewhat, but the price may have been depressed by the lack14

of full competition.15

The other units are all older than Seabrook, giving them fewer years of16

operation before they face relicensing. Seabrook’s more-recent design may be17

easier and less expensive to relicense than the oldest units, such as NMP 1 and18

Vermont Yankee.19

The individual units vary widely in size, ranging from 510 MW for20

Vermont Yankee, 610 MW for NMP 1, and 820 MW for FitzPatrick, to more21

than 1,000 MW for Millstone 3 and NMP 2, compared to Seabrook’s 1,161 MW.22

                                                
6New England currently operates as a single regional market, with uniform energy prices.

When locational market prices are introduced in New England (probably by early 2003), energy
prices are expected to be higher (at least for a few years) in Connecticut than in Vermont or New
Hampshire, due to transmission constraints. Buyers who expect those conditions to persist would
pay more for Millstone than for Seabrook or Vermont Yankee, even if all other factors were equal.
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Larger generators tend to have lower O&M costs per kilowatt; this consideration1

would increase the value of Seabrook compared to the other sales.2

On the other hand, Nine Mile Point and Millstone each have two operating3

units on the same site. While each of the NYPA plants was nominally a single4

unit, Indian Point 3 is adjacent to Indian Point 2; when Entergy was bidding on5

the latter unit, it was essentially bidding to acquire a two-unit plant. Multiple6

units on a site share costs, which tends to make them less expensive to operate7

than single-unit plants, on a dollar-per-kilowatt basis.78

Age, size, and siting differences are summarized in Exhibit PLC-3.9

Q: Please describe the attempt to sell Palo Verde.10

A: Southern California Edison attempted to sell its share of Palo Verde together11

with its share of Four Corners. Initially, the utility negotiated a sales price for12

its shares in the two plants to Pinnacle West. The agreement with Pinnacle West13

allowed other parties to make competing offers for Four Corners, or for the two14

plants together, but did not allow bids for Palo Verde separately from Four15

Corners, and gave Pinnacle West the right of first refusal for any bid.16

An alternative bid was received for Four Corners, but not for the two17

plants together. The transaction never closed, due to the rapid escalation of elec-18

tricity prices in the West and a legislative prohibition on generation-asset sales.19

The peculiar nature of the Palo Verde auction, the minority status of20

Southern California Edison’s share, and the prohibition on competing bids for21

the nuclear assets without the coal plants, as well as the prospect of legislation22

banning the sale, may all have discouraged bidders and reduced the bid price.23

                                                
7Part of the extra value of a two-unit site is reflected in Entergy’s purchase agreement with

NYPA, which provided for an additional $25 million payment if Entergy acquired Indian Point 2,
and a similar payment if Entergy acquired Nine Mile Point, which is adjacent to FitzPatrick.
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B. Valuation of Past Sales1

Q: What range of valuations have you estimated for the early group of nuclear2

sales?3

A: Most of the sales announced prior to 2000 were for prices in the $100/kW–4

$200/kW range, although some were lower and some—depending on the5

interpretation of the decommissioning costs and the valuation of the Duquesne6

coal plants—may have been worth more than $500/kW.7

Q: What range of valuations do you estimate for the more-recent sales?8

A: The post-1999 nuclear sales included $322/kW to $779/kW in cash and/or notes,9

expressly for plant, fuel and materials and supplies. In addition,10

• The NYPA sale included a PPA (which NYPA considered to be at market11

prices) to cover NYPA’s remaining contract obligations for power from each12

unit, plus another lower-priced PPA for uncommitted power from Fitz-13

Patrick for four years, plus payment streams designated as being related to14

repaying NYPA’s decommissioning contribution and for compensating15

NYPA for entering into the second FitzPatrick PPA, an RSA, and bonus16

payments if Entergy acquired NMP or Indian Point 2.17

• The Indian Point–2 sale included a PPA that Con Edison has described as18

below market price, as well as sharing of the savings from deferred decom-19

missioning (Order in NYPSC Case 01-E-0040, August 31 2001, at 6).20

• The Nine Mile Point sale included PPAs covering 90% of plant output for21

the remaining license life of Unit 1 and 10 years of Unit 2, as well as an22

RSA for Unit 2 for the subsequent 10 years.23

• The current agreement for the sale of Vermont Yankee includes a PPA for24

the plant’s output for the remainder of the plant’s license life (to 2012),25
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with a low-market adjuster that will reduce the price after 2005 if the1

market price is much lower than the base contract price.2

Exhibit PLC-4 summarizes these payments.3

Including the present value to the seller of all these other cash-flow4

streams, the values of the sales rise to roughly $400–$900/kW. For at least some5

of the sales, reduction in decommissioning obligations may add to the value.6

Q: How do these prices compare to the price FPL has offered for Seabrook?7

A: The cash portion of the proposed Seabrook sale is $807/kW, which is towards8

the top of the range of recent sales.9

III. Review of Auction Process10

Q: What aspects of the auction process did you review?11

A: I reviewed the documentation provided by J.P. Morgan regarding the following12

aspects of the auction:13

• potential bidders contacted14

• the structure of the auction15

• the encouragement and support of potential and actual bidders through the16

auction process17

• arrangements for due diligence by final bidders18

• the decision to proceed to final negotiations.19

Most of these activities were actually undertaken by J.P. Morgan.20

Q: Did J.P. Morgan contact an appropriate group of potential bidders?21

A: J.P. Morgan appears to have contacted all the parties that would have been likely22

to bid on Seabrook. They are as follows.23
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• 1

2

• 3

4

5

86

• 7

8

9

• 10

11

12

913

• 14

15

16

17

The auction was widely anticipated and extensively reported, so it is18

unlikely that any potential bidder was unaware of the auction.19

Q: Was the auction structured reasonably?20

                                                
8

9
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A: J.P. Morgan appears to have followed the standard design for auctions of genera-1

tion assets.2

In many auctions non-binding indicative bids are requested to assess the3

level of interest of bidders and, in multiple-asset auctions, assist in defining4

bundles of assets for the binding bids. I do not believe that the omission of this5

step in the Seabrook auction sacrificed much information of value.6

Q: How did J.P. Morgan perform in encouraging and supporting bidders?7

A: This aspect of the auction is particularly difficult to review. J.P. Morgan has not8

provided a detailed paper trail of its interactions with potential bidders.9

10

11

12

13

Q: Were there any special considerations in the structuring of this auction?14

A: Yes. Nearly 12% of Seabrook owned by the Massachusetts Municipal Wholesale15

Electric Company and two Massachusetts municipal utilities (Taunton and16

Hudson) was not included in the auction. Potential bidders may have been17

concerned by the prospect of these bidders cooperating with a third party to18

exercise their rights of first refusal, as Rochester Gas & Electric did with respect19

to Nine Mile Point.10 The buyers may also have been concerned about the20

prospect of dealing with three minority owners in the continued operation of21

Seabrook.22

                                                
10This concern would be mitigated by the superior rights of first refusal of UI and Northeast

Utilities, who could insist on purchasing the shares at issue and turn them over to the winning
bidder. 
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Q: What did JP Morgan do to encourage the three non-selling owners to1

participate in the sale?2

A: That is not at all clear. Mr. Dabbar states that “JPMorgan work[ed] with the joint3

owners to include as many shares as possible in the auction process…. The4

Commissions authorized JPMorgan to include other minority co-owner interests5

in the Auction. As a result, five additional co-owners did agree to participate in6

the Auction totaling 88.2% of the ownership interest in Seabrook.” (Dabbar7

direct at 21, lines 4–8). Mr. Dabbar does not discuss the three additional co-8

owners that did not agree to participate in the Auction.9

On discovery, J.P. Morgan was asked for “the documentation and10

correspondence related to JP Morgan’s work with the three minority co-owners11

(MMWEC, Taunton Municipal, Hudson Massachusetts Light and Power) that12

elected not to include their interests in the auction,” and to provide Mr. Dabbar’s13

understanding of why each such minority owner chose not to participate in the14

auction.” (Data Request OCC-01, Q-OCC-24). In response, J.P. Morgan stated15

that “JPMorgan worked with the NHPUC and CT DPUC to include as many16

shares of the joint owners as possible in the auction process. Please find17

Attachment A.OCC-24, a copy of the pre-marketing letter and confidentiality18

agreement provided to MMWEC…. The three minority owners that did not19

include their ownership interests in the auction did not provide an explanation20

of their decision to JPMorgan.”21

The “pre-marketing letter and confidentiality agreement provided to22

MMWEC” are two letters to potential bidders, not communications to the23

potential sellers. These documents do not ask MMWEC to participate, suggest24

reasons why it should participate, or even suggest a meting. Far from25

encouraging MMWEC to participate in the sale, the letters both state 26

27
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It does not appear that J.P. Morgan even contacted the two municipal1

utilities, and there is no evidence that J.P. Morgan made any attempt to de-2

termine why the three owners were not selling, and whether changes in the sale3

terms might encourage them to participate. Contrary to Mr. Dabbar’s testimony,4

J.P. Morgan does not appear to have “worked with the joint owners to include5

as many shares as possible in the auction process,” but only to have included the6

shares of the sellers who had already decided to participate.7

Q: Were the arrangements for due diligence adequate?8

A: J.P. Morgan seems to have provided a large amount of data and made additional9

documents and plant inspections available. There is no way of knowing whether10

11

12

13

14

15

IV. The Bid-Evaluation Process16

Q: What bids did J.P. Morgan evaluate?17

A: The high bidder, FPL Energy, offered 18

19

20

21

22

23

24

25
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1

2

3

4

Q: Did J.P. Morgan properly evaluate the alternative bids?5

A: The numerical evaluations of the bids included all of the readily quantifiable6

elements of value: 7

8

9

10

11

12

The inputs to these numerical evaluations, such as the discount rate used to13

present-value the PPA, are generally appropriate, with the exception of the14

market prices used to value the PPA.15

Q: Did JP Morgan clearly select the highest bid?16

A: JP Morgan selected the highest bidder. 17

. JP Morgan’s18

analysis understates the value of 19

.20

The situation with respect to is less clear.21

Q: What were the problems in J.P. Morgan’s valuation of the PPA?22

A: The spreadsheet model with which J.P. Morgan evaluated the PPAs is 23

24

25

26
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1

2

3

4

5

6

117

8

9

The more relevant problems in J.P. Morgan’s modeling of the PPA are as10

follows:11

• 12

• 13

14

• 15

16

17

18

19

20

21

22

23

24

                                                
11
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1

2

3

4

5

6

7

8

9

10

11

12

13

1214

15

16

1317

18

19

                                                
12

13
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1

2

3

4

5

146

7

8

9

10

11

12

13

Q: Why do you say that J.P. Morgan used market prices that were too low?14

A:  At the time of the evaluation in late March 2002, forward market prices in New15

England had increased compared to 16

 The forward contract17

prices for sellers’ choice power for 2003 reported by Natsource on April 4, 200218

average out to $35.2/MWh, $ /MWh higher than the $ /MWh 19

used by J.P. Morgan in its “Review of Offers for Seabrook20

Station” on March 26. Seller’s choice contracts allow the suppliers to provide21

power anywhere in New England; typically, they will choose to deliver the22

power in the areas with generation surpluses, Maine, Rhode Island or23

southeastern Massachusetts. Seabrook is located in New Hampshire, where24

                                                
14
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prices are much closer to those in central and northeastern Massachusetts than1

to the generation pockets or the load pockets (Connecticut and the Boston area).2

In the April 4 Natsource, energy delivered to the Massachusetts hub was priced3

at $38.8/MWh, $ /MWh .154

I included in these estimates a mix of 46% peak-period energy, 54% off-5

peak energy, and installed capacity at the Seabrook capacity factor projected by6

J.P. Morgan.7

Q: Do the estimates include capacity and reflect the higher value of8

the Seabrook location?9

A: It is not clear. J.P. Morgan has not provided any documentation of the 10

estimate, so we do not know what intended to model. 11

12

13

In its modeling, J.P. Morgan uses the same estimate of market prices,14

without adjusting the capacity value per MWh for the different capacity factors15

of . This suggests that J.P. Morgan did not intend16

to include capacity value.17

Q: Would correction of J.P. Morgan’s assumptions about market power prices18

have changed the determination of the best bid?19

A: I examined both the choice of FPL over 20

, and the choice of FPL’s Bid 21

.22

I do not have bid market prices for years after 2004, and only sporadic data23

for 2004. Even making assumptions favorable to , I increase the value24

                                                
15The most recent Natsource I have seen reports prices only about $1/MWh lower than in

April.



Direct Testimony of Paul L. Chernick  •  Docket No. 00-12-13RE01  •  July 9, 2002 Page 25

of that bid by less than $  million, 1

. 2

3

The situation is quite different for 4

5

Using the hub price from the April 4 Natsource6

for 2003, and extrapolating the hub price for 2004 from the available bid data,7

Even8

decreasing the market price by 10%, to reflect the contingent nature of the9

contract, and by another $0.3/MWh to reflect the slightly lower prices expected10

in New Hampshire, compared to Massachusetts, 11

1612

13

14

15

Q: Does this conclude your testimony?16

A: Yes.17

                                                
16I computed the $0.3/MWh from the simulations in “2001 Regional Transmission Expansion

Plan (RTEP01),” ISO-NE, October 19, 2001.
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