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e Petltion of Tampa Electrlc Company
B Dear Mr Trlbble. ERPn R

R Enclosed for filing on behalf of Tampa Electrlc Company are
*flfteen (15) copies of each of the follow1ng.

_‘_{:"ACK e 1 3; : Petition of Tarnpa Electr:.c Company 5595 -9~
- APP -——--»

CCAR 3 " 'Prepared D:Lrect Testlmony and Exhlblt of Lawrence F. %
| ciau' L ';Metzroth- R R
A

- GYR Please acknowledge recelpt and filing of the above by stamping

Ee dupllcate copy of thJ.s letter and returnlng same to this

o EAG —-»-mter. “ R

: LEn “__,__ E : .
’ LI s 'I'hank you for your assa_stance in connection with this matter,
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L : 3'EF61§E _'-I'QH'E ngﬁl m!, pﬁgpic SERVICE COMMISSION
'-In re': Petitlon of Tampa Electrlc )x&

‘,Company. Sl R B . \')-’DOCKET NO.CqQCDC)%l"E;I;
-‘ S e e e ) Submitted for £11ing 1/10/92

3 -:‘_: Wm
‘ Tampa Electrlc Compaﬁy ("Tampa Electrlc" or "the company")
]hereby petltlons the Comm1851on for clarification and guidance on
the approprlate market based pricingﬂmethodology for coal purchased
fby Tampa Electric from its afflliate, Gatliff Coal Company. As
grounds therefor, the company says*

1. Any pleadlngs, motlons, notices, orders, or other

docuﬁénts,rgqulred.tobbe-served-on petitioner should be forwarded

to:
Mr. Russell D.-Chapmaﬁ Mr. Herbert S. Sanger, Jr.
Manageb, Regulatory Wagner, Myers & Sanger
‘Coordination Post Office Box 1308
Tampa ‘Electric Company Knoxville, Tennessee 37901~1308

Post Office Box 111
Tampa, Florida 33601
Mr. Lee L. Willis
Mr. James D. Beasley
Ausley, McMullen, McGehee,
Carothers and Proctor
‘Post Office Box 391
Tallzahassee, Florida 32302
2. Tampa Electric is an electric public utility subject to
the jurisdiction of the Commission pursuant to Chapter 366, Fla.
Stat. The address of Tampa Electric’s principal offices is 702

North Franklin Street, Tampa, Florida 33602.

BOCUMERT NOMEER-DATE
00333 Jah10 B2
FPS —RECOnDS/PEPGRi?”



3Background

3, On November 10, 1988 the Commission issued its Order No.
20298 1n Docket No..870001-EI-A imposing market based pricing on
’,coal purchased by Tampa Electrlc ‘from its affiliate, Gatliff Coal
?Company, and acceptlng a settlement agreement on implementation of
Qa market based methodology. A ‘copy - of Order No. 20298 ("the
:Order") is. attached hereto as Exhlblt "A"™ and by reference made a
'part hereof.";_ ,‘ | |

4 The Order approved a stlpulatlon agreement which provided

va benchmark procedure for regulatory review of the price paid by
1 3Tampa Electric for coal purchased from Gatllff Coal Company. The
}stzpulatxon utlllzed an initlal market determlned price as of
December 31 1987 and then stated that for regulatory review this
1n1t;a11marketypr;ce should be\escalated or de-escalated by the
annual ﬁereentégeichange in Bureau of Mines District 8 Data for
cOal_ShipmehrSias'reoortedﬂon'fOrm 423 for the weighted average
price,per.milliom BTU of contract transactiOHS {excluding all spot
transactions),. which_ meet Tampa Electric’s Gannon Station
specificatioms:as Set‘out in .the Order.

5. The;brder'goes oh to establish a 5% zone of reasonable-
ness around the adjusted market price for purposes of requlatory
review. TIf the actual transfer price paid by Tampa Electric to
Gatliff exceeds the ceiling of the 5% zone of reasonableness, the
Oorder allows Tampa Electric an opportunity to Jjustify the
reasonableness and prddence of the excess above the ceiling. In

the'absence of such justification, the recovery of the amount above




:the»bénéﬁﬁefkfceilingwis'diéallowed. If the actual transfer price
.falls below the benchmark celllng,‘Tampa Electric is allowed to

.frecover the transfer prlce pald.

= he Benchmagg grocedure
| jejé_ Tampa Electrlc has 1mplemented and the Commission has
rfsupervised the appllcatlon of the market based pricing called for

gln"the' Order.;_ In an ong01ng effort to insure the proper

: fapplicatlon of the Gatllff Coal COmpany benchmark procedure, Tampa

5E1ectr1c has retalned the serV1ces of. Resource Data International,
eiﬁof ("RDI") to examlne the means of 1mplement1ng that procedure as
approved by the CommlsSLOn 1n the Order. RDY, under the leadership
of 1ts Senlor Staff Economlst Lawrence F. Metzroth, undertook this
examlnat;on’sand-,presented Tempa Electric with a detailed
désCtiptioﬁfof:hoﬁ’RDi'dete%mined:theabenchmarkvprocedure should be
implemehﬁed“updetﬂthe Order and the stipulation which it approved.
7. As ‘is exPlained in the accompanying Prepared Direct
Testimony of Mr. Metiroth, the recommended method is based on
Bureau of Mines District 8 Data as reported on FERC Forms 423,
excludiﬁg_ certain transactions of the type excluded in the
stipulation approved in the Order. The excluded categories include
all spot transactionsuand those transactions which do not meet the
Gannon.ﬂstation »ooai vquality soecifications. Mr. Metzroth’s
analysis ,of»-the order »along with his recommended method for
implementing‘the‘benchmark:proce&ure appear in his Prepared Direct

Testimony beginning at page 34.



'8; - FbrLixlﬁstretive:pﬁrboses Mr. Metzroth went on to apply
the benchmark procedure for 1930 using his methodolegy consistent
with: the Order.. The 1mproved method of implementing the benchmark
vprocedure recommended by Mr. Metzroth will provide a basis for
‘future cOmmlssion actlon relatlng to Tampa Electric’s fuel cost
recovery whlch 1s more con51stent w1th the Order. 1In addition, all
data used 1n the RDI benchmark calculatlon is in computer format,
is based on ob]ectlve data and is readily available to the
Commlssion and all partles to thls proceedlng.

| 9. Tampa Electrlc has made it ¢lear before the Commission
that the type of coal purchased from Gatllff Coal Company is unique
 1n the Eastern Unlted States due to 1ts low sulfur properties
comblned w;th_lpwzesh;fusiqnx(meltlng) temperature properties. It
was.cl'ea‘riy t‘_h‘e:» ét;’bsga'}xcé'df Order No. 20298 and the intent of the
Commission»idgﬁﬁet:Order,vin the agreed absence of any actually
comparable market, to use a substitute market proxy price which was
as close to ceﬁparable'market as the availability of data would
permit. It was also clear that the Commission realized that the
benchmark method of comparison is not exact because the Commission
approved that portion of the stipulation which specifically gives
Tampa Electric the opportunity to justify the actual price of
Gatliff <Coal Company coal even if the benchmark zone of
reasonableness is exceeded.

10. Mr. Metzroth’s testimony simply presents accurate data

with.which.to implement the benchmark procedure. This data shows

that certein transactions reflected in the FERC Form 423 data base



»ﬁaVe been"effcneoosly~ipClceedoiﬁfearlier»implementations of the
benchmark procedure. ;Thoee7traneaCtions include some that are
clearly spot market or short-term transactions and some which do
not. meet the quality standards requlred by the stipulation. These
transactlons were 1nc1uded durlng the August 1991 proceeding for
lack of the better procedures Wthh Mr. Metzroth sponsors in his
testlmony and exhlblt - |

B il{' Tampa Electric seeks the Comm1551on's confirmaticn that
:the 1mproved data and the corrected xmplementatlon of the benchmark
procedure are loglcal and reasonable and in keeping with the
’or1g1na1 1ntent of the Comm1551on to provide for the closest
’comparlson possxble in terms of quallty of coal and contract term
for: the purpose of determlning the reasonableness of fuel prices
paid by Tampe'ElectriCUto~aff111ated companies.

12, in;eddition'to Mr. Metzroth’s testimony, Tampa Electric
igs filing herewith prepared direct testimony of Mr. G. Pierce Wood.
The purpose of Mr. Wood’s testimony is to provide the Commission an
account of the'vatiousvcircumstances and events which, over time,
led to Tampa Eiectric's use.of'Getliff Blue Gem coal and to the
acquisition of Gatliff Coal-Compaﬁy by what is now TECO Energy,
Inc. Mr.onod’s testimony also provides background information on
the pricing of coal in general ahd on the purpose of the benchmark

procedure approved in the Order.

Reliet Reggested

v13 The proper appllcatlon of the benchmark procedure



’approved-lnvthe Order 1s 51gn1f1cant to Tampa Electric given the
‘effect that the procedure has on. the company s ablllty to recover
'1ts prudently 1ncurred fuel expenses. It is for this reascn Tampa
Electrlc 1s in need of prompt guldance and | clarlflcatlon by the
Comm1551on regarding the approprlate 1mp1ementatlon of the Order.
The company seeks thls rellef 1n the form of a Commission
.confxrmation that the method of applylng the benchmark procedure
set. forth 1n Mr Metzroth's test1mony and supported in his Exhibit
LFM-I accompanylng such testlmony 1s con81stent with and properly
,1mplements the Order. f
'.14; Tampa Electrlc submlts ‘that Mr. Metzroth’s testimony
reflects the approprlate way to 1mplement the Order and does not
constltute 1n any way a modlflcatlon of the benchmark or its method
of calculatlon approved 1n the -Order. Notwithstanding this
conv1ctloh,fshould'phe commission conclude that Mr. Metzroth’s
reCommendationfeffecte a nmdification of the benchmark or its
method‘ocheicﬁiationhas approved in the Order, then Tampa Electric
alternatively Erequest ‘the Commission to conclude that Mr.
Metzroth’s methodology is a reasonable and appropriate modification
of the benchmerk’orjits method of calculation for purposes of
implementing the pricingiconcept-and related benchmark procedure
contemplated in the.or&er;?e
WHEREFbﬁE,'Tahpe Electric Company urges the Commission to
convene a .hearihg before “the full cCcommission at the earliest
practicable date; ‘thet after hearing evidence on the issues

presentedhherein-the,Commission will enter its order confirming



Tthat the method of 1mp1ement1ng the benchmark procedure set forth
JJer Metzroth’s accompanying'testimony and exhibit is appropriate
_and consxstent w1th the prov151ons of Order No. 20298 issued in
Docket No.,B?OOOl-EI-A ‘on November 10 1988. Alternatively, and
9n1Yvylf ‘theijomm}sslon jehould determine that Mr. Metzroth’s
reoommEﬁdatiéﬁ:éfféctsﬁa:ﬁbdifioetion of the benchmark or its
-ﬁéﬁﬁddeéf”oeioﬁieﬁioh~es'appfoved in the Order, Tampa Electric
.3requests the CommlsSLOn to approve. Mr. Metzroth’s recommended
method to the extent 1t constltutes such a modification as an
_approprlate means of implementlng the pr1c1ng concept and related
-benchmark procedure contemplated ln Order No. 20298,
DATED this _g:;_'day of January, 1992,

Respegtfully subnitted,

LLfS
"BEASLEY
u l McMullen McGehee,

Carothers and P:octor
Post Office Box 391
Tallahassee, Florida 32302
(904) 224-92115

and

HERBERT S. SANGER, JR.

‘Wagner, Myers and Sanger

‘Post. Office Box 1308

Knoxville, Tennessee 37901-1308
(615) 525-4600

Attorneys for Tampa Electric Company
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”.’oRDéﬁJIMDOSING'MARKéf#BASEb'pRIcfnc ON' COAL ‘PRODUCED
- FROM AN AFFILIATE AND ACCEPTING SETTLEMENT
AGREEMENT ON_IMPLEMENTATION OF MARKET:BASED METHODOLOGY

BY THE COMMISSION

SUMMARY

we have determzned as;’ “a matter of pollcy that utilities
) seeking’' the _Tecovery ~of the cost ‘of ‘coal ‘purchased from an
’~a££xl;ate through thexr Euei and purchased poue: cost regovery
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,_clauses shall have the:.r recovery lzmzted by ‘a’ "market .price"
'__‘_standard, ‘rather  than" under : the: “cost-plus"’ standard  now -in -
effect.’ We alsa have accepted: a’stipulation.among :the parkties
to: this. docket which ‘provides -a methodology for.simplementing .
S ene” market ‘pricing: - standard: for-not only: ./ the  coal: Tampa
”r,‘-Electnc Company (TECO) Purchases from .an: afthate, bit - the
T traansportation. Jand handhng . serv:.ces 1t purchases ,irom.
~atfiliates, as well. : S AR

BACKGROUND

. 7% . In. February, 1986, we’ opened Docket No. 860001~EI-G for
-the . purpose . of. 1nvest1gatmg ‘the  affiliated. cost= plus ‘fuel
i supply’ relationships 'between': Florxda .Power. Co:poraa‘oni (FPC)
and TECO;"'-,and'a,-thexr -Tespective =~ affiliated : fuel . supply
-~ corporations, . 'Also . ‘in-.February, - 1986, we - had  established
© poeket. . No.  "BEO001-EX-F, ‘Investigation Into ~Certain ' Fuel
‘Transportation -Costs: Incurred By Florida Power Corporation. in’
-o0rder:-No. . 15895 .for the purpose of ‘determining. why FPC's-costs

ito transport coal by its afflhated waterborne [system’ exceeded
. its - costs © to - ‘transport “coal by - non-affiliate’.. rail. In
",:ﬂlseptember, ;1987, we: issued Order-No," 18122,’ which. :ernoved TECO
o fromt - Docket ) Ne. 860001—1—:1 G. :estabhshed 'this docket for
o hearzng the TECD issues. ™ g o o L

S ‘After consxdenng the post heanng bnefs of the .parties
'-”and our: Staff’'s ‘recommendations. we, st ‘our. Septernber €, 1988
Agenda . Conference, determined . that aEEzl:.ated coal -should be
cpriced-ak market pxzce Eor 'ecovery through the: utilities® fuel
- cosk: :recovery “.clauses.. .directed. our  Staff to coenduct
7 discussions . amongst (the affected partzes for the . purpose of
.. determining -how best to estabhsh and xmpleme'zt ‘market pricing

: mec‘xamsms. e O - .

‘ After extens1ve negot1atzcns,v thé partxes to this docket
arrived at ‘a st1pu1ated agreement whlch provided a methodology
for,estabhshmg *market” pnce prox:.es for -all of TECO's

. affiltiated fuel tronsactlons. ‘rh1s Order describes ‘the TECO
" hearing “in this’ docket;  as: well as the” stlpulated agreement,
w}nch we accept and approve. .

- Before descnhlng ‘TECO’s  affilisted fuel and fuel
: transportat;on ‘system, . ‘iti isiworth noting that TECO did not
““object to:-the "adoptioniof a: market przcmg system: so. long as
“the: system fairly represented: the price. received for comparable
cosl on ‘the’ competltwe market.-' TECO -also -took ‘the. position,
as did " ‘all ‘pacties, " that.‘'market pricing. should cut both ways
;_and that any ‘lower of cost-or market method ‘or market price cap
method. should -be rejected.: " While TECO -took the -position that
. gost-plus pricing. has' provxded ‘an” effective. means of ensuring
“that. only: reasonablev and “prudently ‘incurred: fuel costs have
been pessed on'to -its .customers, it agreed .that-the cost-plus
‘methodology. was -administratively costly 2nd. caused’” unnecessary
regulatory ‘tension:‘because: it left’ the lmgenng suspxcmn,
‘even: in' the faca: of" outstandmg results, that ‘it resulted
higher-’ costs™ ‘to. ‘customers than’would -have been avaxlable
through arm’s- length contxacts, .. Consequently. 35 ‘will 'be noted
- below, the Kearing.in" this docket was not over whether a market
“pricing: system should be . adopced but, rather, how it -should be
»adopted._» : s .

v
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THE TECO AFFILIATE swsrsm g*'

[ There are two pr1mary components to the TECO aElexate
'fcaal supply system.v -g;‘ R Ty

' “The' coal suPp’y affxlzate (Gétliff;Coal‘“
Company) and . Gt T

‘: ]25_ The waterborne » transgortatzon systéh
SO ('I'Eco ‘rransport and 'rrede Corporatzon)

7.»-catiaff Coal Comganx o T s T
v‘i ' Gatllff Coal Company (uatle‘);:iﬁ "a'‘subsidiary’ of TECO
“Coal, .Inc.. which, like TECO, “'is-a subszdlarymof;TECO»Energy,

,fInc., The . other subszd1a:y ot 'TECO Coal; -Inc., Rich Mountain
“Coal . Company.  controls: handllng facility -with" ‘coal-sizing

"VCapabxlzty on..the Norfolk Southern 'Railroad ‘in. Tennessee,”but

&;gzs not currently operatlonal and supp11es no coal to “TECO.

T Accord:ng to TECO wztneSS “John R. Rowe,' Jr Asszstant'
-Vzce President ' of - TECO, “TECO's - Gannon’ Station un1ts were

-, constructed- in- the 11950°'s and 1360's. wzth wet bottom boilers

. designed to’ burn Western ‘Kentucky: No. 9 coal havxng a 3% te 4%

“osulfurc-content: and. low ash-fusion tempe'ature characteristics.
fﬂThzs high "sulfur, low ash-fusion ccal.-was  in. abundant supply
;adjacent to. the .inland waterway system’ ‘and.was, said’ Rowe, , the

‘most 1nexpenszve coal’ thak ‘could be purchased. - ‘However, with

tne: ‘passage of ‘the - Clean Air Act''in -1970: and. the associated

‘Florida .State - Implementatzon Plan,  TECO found: it necessary to
“bucn coal  at’ Ganaon Station.which' produced ‘an average of not

. ‘more’ than 2.0 “lbs. per”million" BTU of. sulfur. ledee, w;th 2

“maximum' of - 2.4.-1lbs. per: million :BTU -of .-sulfur gdioxide. The
-ﬁrequlrement for .coal” that - met the combined. low sulfur and low
‘ash-fusion- ,characterzstzcs, created . a. serious . fuel supply
“problem for TECG »at.'its: Gannon Station because such ¢ozl was
ex.remely ‘rare accordxng to Rowe.l L

: .'-To meet the appl:cable air vquality":egulations, "TECO
.converted. four of  the six coal burning units at Gannon Station
‘to-low.: sulfu:.oilﬁand.beQan'aﬂworldwidngearch in 1971 for a
~source - of . ilow 'suifur,’ -low: ash-fusion -coal . that would be
suztable ‘for. 'its ‘hoilers. - .The search- revealed that there were
many" fo:elgn and domestic ‘coals that were  low sulfur, but few
that also_"met T the necessary* ~ash-fusion and slagging
.characteristics’ reculred of: "the Gannen wet bottom boilers.
.Suitable seams of coal were: found in the «estern United States,
_but - ‘the.  high cost ;and: lack: of dependability of available
t*ansportatlon were of great- concern to TECC .and, ultimately,
made “the’ use of these - coals:prohibitively ‘expensive. Polish
..coal ‘was. used for.-a. tlme but ‘labor: and other problems shut off
the. supply ~“of . this. coal - in: 1979-80. Ultlmately. suitable
-eastern: coals’ we:e narrowed : to the: Blue Gem seam in eastern
Kentucky, . and:- test \burns ~in 19730 reveazled that it could
,,,successfully be burned in the two largest Gannon Station units.

S Gatlef (then named Cal Glo Coal, Inc ) mlned the Blue Gem
oo-seamin’large quantities in a.market ‘that was dominated by many
- amall producers. TECD fxrst began putchasxng coal from Cat-Glo
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in'’ eazly 1973. . Subsequently,.j when™.Cal- Gio experzenced
ﬁ~£1nanczal problems, " TECO made. it -a. loan’ toikeep it viable and
.. £inally “purchased’ the - entire’ operatlon by -August - of 1974.. In- .
71980, the. State o0f Florida modified- its . sulfur: _dioxide “emission
limits. to permit- Gannon. Units: Nos.: 1-4 ‘to. bura Blue Gem coal. -
+.Since then, all :six. units ‘at -Gannon. statxon have -burned Blue .
<. Gemcedl.!. Cal-Glo- Coal. Inc. s name ‘was; changed to Gatl;ff"
vfgCQal Company xn 1982.;>v B : :

o TECO s in1t1a1 1974 contract thh Gat11f£ called for the'
“.pricé  of coal to be- establzshed by an 1ndependent consultant's
J.strvey. of market ;prices.: - This “practice was .continued until
;1978 when“.this' COmmxsszon o*dered a- change to . a .cost-plus. a
.return-on-equity pricing system.  .See Order Mo.. 7987 in. Docket:

;%_No. 760846, -On March 2, 1978, "TECO..signed ' new- contract with
R Gat11ff..wh1ch provided that'.coal ‘would be’ ' mined: and supplied

to . 'TECO on: a post-plus:basis’ with Gatliff. bezng entltled to

. 'esrn . the  same - mid-point i return- on its.- 1nvested equity

_‘allowed to:TECO by this Commxsszon This- contract was approved
- by. the. Comm1551on in ‘Order :No." 8273 and 1ts t»rm was extended
ﬂthrough December 31 1996., Ll R . ;

o In 1981 th1s Commlss1on hzred the cansu1t1ng fxrm of Emory
‘Ayers Assoc1ates, -Inc. toconduct - a..study to’ determineif the

ieost-based price: pazd ‘by.. TECO.. to - Gatliff .was- in: line" thh g
.market “prices.  : The. Emory ‘Ayers’’ "study - ‘concluded that " the =

fjcost-based coal ‘price. was in: line: thh the market: forthe" lonq
term” supply of ' this' type .coal " ‘and.. the ‘study: estab11shed a

'ff:easonable market pt;ce for thxs coal as of 1981.: S

R TECO submxts that 1;5 control oE a2 s;zable reserve of ‘the
~,telat1ve1y scarce ‘Blue Gemicoal in the eastern United States is
absolutely critlcal to’  the:reliable ~opefation: ¢f 'its Gannon

'3;Statlon in‘view of “the : remaining lives of the. boilets. TECO,
7o sald. . Rowe," belzeves-« thzs “coal’ provxdes ‘a least~cost

alternatlve. “which' -is” superior  ‘to. ‘other  —environmental

«,complxance solutlons ‘and . assures that the utility will have a

source - of envzronmentally acceptable coal for ‘the ‘remaining
.’__11ves of the Gannon unlts.z :

'TFCO Transgort and Trade

i TECO Transport and Trade Corporat1on, is a subsidiary of
TECO s __parent company, TECO Energy, Inc. TECO Transport and
~Trade ‘in- turn, has five’ separate .subsidiary operatlng companies
- which 'make ‘up-the water’ ttansportat1on system. Bxcept for a
small (less than . ten - percent or about 500,000 ‘tons pec year)
- share of TECOS requlrements of Gatliff's sales, which are
,dellvered to Gannon “Station dlrectly by rail, all of TECO's
coal’ ‘is delivered to: Big-"Bend. angd Gannen Stations by barge
,under the oxrectzon o£ TECO Transport ‘and Trade Corporation.

de South Tou;no. wh;ch was establzshed in 1959, owns or
cperates ten tow. boata and ‘over “three hundred river barges. It
.-transports ‘coal from the coal fields near the Ohio River to the
TElectro-Coal. Transfer faczlxty some 40 m11es down .river from
'New Orleans."" . T

[ The Electro Coal Transfer Eac;llty is ‘over 200 acres in
. »szze, provides ’on-g:ound storage for: 4:§’ mxllion tons and
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contro}.s over three m:.les of r;verfront. It was establxshed in
‘the: .early -1960s- and prov1des 3 locatzon for river vessels to

‘discharge coal and- transfer it to.ocean vessels or to .ground - .

‘storage.: - Bulk. products hauled for othe*s are: also stored or;

S Gulfcoast Txansxt was establxshed ‘in 1°59 ET- carry coal
from Electro-Coal . to. TECO's™ generatmg stations.~ It. owns’ - L):

= ocean goi.ng, tug-barge combmatzous ranging - in ‘size: from 9,000 AR
tons. to.38;000 tons.- Accordxng o Rowe,,Gulfcoast pioneered’.

_the ~ocean-going; .'coal "shuttle . idea. £or..coal. .to peninsular .
’ Flonda. - ‘Gulfcoast hauls . .coal’ for TECO and backhauls- ‘phosphate
“and. other bulk’ products. .for : others.: _When: Gulfcoast  gelivers
sthe coal .to’ Tampa, it .is- osf-loaded by .G:.C.- Service: Company, -
S TECQ Transpert- and- Trade's 'stevedoring’ and ‘shig‘tepair group.
TE:CO Towlng.-the fzfth ‘component. of TECO- Transport and’ Trade,'
-was: formed. ‘move’ ICC regulated bulk: commodztleS' and .
currently :.nactxve.., Accorchng to " Rowe, . the'" th'rd par_ty‘
transactxons. ‘have:: prov:.ded : sxgnzfzcant ,svav:._ngs S to _'I‘ECO's
. .ratepayers’ by sp'eadmg ~the’: 'fixed - cests ~ of ' affiliated
. operatlons ove: a 1arger tonnage base. i B

Mr.. Rowe testuled that the transportatxon sys\.em was
formed to.-lower: costs. and. grov;de reliable transportation af
- coal for the beneflt of . the- utzllty s ratepayers. - He.szid that

"M when' the "System..was 'first’ formed, ‘rail . rates  to. Florida: from

“the . Mldweste*n ‘coal fields  Were: 'so: high that coal''was -not
competxtxve thh o:.l._: ‘Betause - ‘I‘ECO ‘Gid not ‘want’ to’ be- held
‘captive by’ eicesswe dependence . on- rail. transportatwn ‘and  a
-reliable: water 'system- foc .. coals dehvery to Florida  did 'not
,ex;st, -TECO," . said : Rowe, took ‘the - initiative . and. developed a
‘water' ‘transportation - ‘system “ beginning .in . 1959 with the
formation.of -Gulfcoast and Mid-South. -Initially ’Joint ventures
Cwith Peabody ‘Coal Company ‘andVirginis-Carolina Chemical
Company, these operatmns were wholly—ouned by "'TECO by May of
186800 0 . .

From 1959 to- 1965 ‘the transfer - of coal from river barges
to ocean . vessels. was accomphshed by "mid-streaming” (direct
‘vessele <to~vessel: transfer at.anchor) :between New Orleans and
‘Baton:Rouge. When the' mid-streaming proved ‘unsatisfactory for
,the ‘long . ‘term, "TECO: -and :Peabody Coal’ Company’ first leased an
-existing” transloadlng facility .at’ Myrtle Grove &and, them, in
‘October, 1968, -incorporated " Eléctro-Coal ‘for the purpose of
piilding .and ‘operating ‘3" more medern transloadmg and storage
facxlxty at: Davant. Louisidnna, some two miles south of Myrtle
‘Grove on - the mssxssxpp:.. Accoxdlng to Rowe, the new
Elecvtro Coal fac111ty was f1n1shed in 1965 &and .survived
JHurricane .:"Betsy,, which -virtually :3demolished the old Myr:le
Grove terminal,  By.May, ‘1968, -TECO hag. purchased Peabody's S0
percent ownership in‘Electro-Coal-and, thereafter, wholly-owned
all of the transportat:cn companms.g R

Mr. W:.ll:.am}ﬂ. Cantrell, Vzce«?resxdent for Regulato:y
Affaus for 'TECO, * testxfled ‘that -the. cost-plus pricing system
; should “be modxfzed because it -had -caused: (1) substantial
regulatory concerns: :far  the- Commxssxon, {2) a substantial
commitment Of resoutces by the utilities in complying with the
- Commission‘s  ‘‘regulatory-. needs, -and: {3) ratepayer doubts
concernmq the use of a cost plus cancept. He said that while
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5_TEC0 belzeved that the cost~p1us pr;czng system had been ‘fair

'fg;and ‘reasonable’ from dbksn ratepayers prospectxve, the utzllty

“had-iundertaken :-a ~search -.for. another _acceptable. przcang
“slternative,. which"  would . continue” prov1de an  assured,

i reliable: sou'ce of: servrces and” products from af£111ates, at ]

‘vf competzrzve erce,:wzth far less regulatory tenszon..~:‘

Lo Mr-, Cantreil stated that the market pr;ce approach .Was
”,attractlve from-a: theoretxral ‘pointof view because ‘it should

. reflect the . arm's-length-.value . of the goods or services’ being

“'transferred, . To.do this. properly, he saxd,.lnvolved helng able
R 443 1denr1fy ‘the' .proper product and: geographic. markets in order
RN comoute .:comparable market prlces., He added- rhat“domrg thls
sowas . extremely - difficult “the.” case . of 'the " waterborne
’transporta*xon of coalito: Tampa, ‘85 - provzded by .TECO Transpott

-~ Trade, 'and’ the’ supplyzng of ~low  suifur;. low . ash-fision coal

““produced. by Gatlef.» ‘Cantrell “said “that- despxte the. ‘lack of

’}g:COmparables for:the waterborne: transportatzon and . :the ‘Blue Gem
. coal, it was still possible ta. develop a market-based spproch

py . establishing. ‘a“base. price; using  an analys*s of the’ market,
7 and. then provide" for 1ndex1ng of. the -base price ' in. the same

L manner. . as.  .did-’ many i Arm'se lenqth »concracts ‘negotiated - by
.-g‘~ndependent parties.  He.:said that ..TECO .was proposing such
ﬂ‘ﬁcontracts £or ‘both: Gatlrff Coal and *?Co Transporr and’ Trade.

TAs' testrried ‘to by Cantrell TECO proposed a- new <coal

1;.¢ontract with7a term .of - ten vears and 3 ‘minimum’ annual tonnage

g€l 1l million tons._ Tt would havé ‘3 base price set for-the
211 million minimum - tonnage tevel: and .‘a; . lower' prxce for
».supp;emental tonnage above 'the mlnlmum. Accordxng to Cantrell.

'*,the proposed . base " prices  would-“ensure :‘that ..-TECO, . at the
‘“?1ncept*on ofthe’ contracts, would-pay no more for coal than it
'gfdzd under: the cost plus’ pr;cznq system. -Beginning:in 1989 the

. price - would" -be’ ad;usted ‘guarterly’ based “upon: appropriate
“indices. . Durzng the £fifth year. of."the. contract, a. price
“adjustment of plus or. minus 10" percent ‘could. be made in the
-adjusted; contract prlce Af Uit d1f£ered from .an :assessment of
., what! the market price of ‘the coal. would be.  -Thereafter, the
. new. contract price. would be. adjusted on “a. quarterly basis by
“the use of ‘indices.. . During ‘the tenth contract year, TECO would
again assess the: marketplace and: ‘determine-a ;market-based .price
"..£ot -the coal needed . at .Gannon'- -Station. .Gatliff would have an
’oppoztunlty to 'matchy the market. 'price and, thereby, extend the
fconttacr .or to declxne and allow TECO to contract elsewhere.

Mr. Cantrel’ said that the base prxce under the proposed
coal contract would ‘be’ s1mxlar ‘to. the ‘price paid under the
current. contract, ‘which 'he said was at or below the market for
coals of a‘guality- that could be” burned at Gannon Station. He
said “that “the ‘base’ ‘coal . contract “price ‘would be indexed by
~publicly reported “indices :related to '1abor, "materials and
*supplxes, and ma;nrenance and equ1pmenty,

Accordlng to Cantrell rhe new transporatxon contracts
“would -have terms of ten:. years: wzth minimum “annual tonnages of
1,750,000 tons for river transportatzon and 4,000,000 tons for
the term1nal and:Gulf - transportation.- As with the proposed
-coal. contract, the’ proposed transportat;on ‘contracts would have
base . prices for ‘the - minimum - tonnage: levels and lower base
‘prices. for supplemental tornages...Like the coal contract, the
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fﬁttERSPortatzon contracts uould be’ xndexed ot theif Exrst tive:
. years with.a market- przce adjustment in"the. fxfth year “based .
s4 - upent)an, aSsessment -af.7the. market. . In: the ‘tenth~ year, “thé. .
< market would again-be’ ‘resssessed with; - TECO Transport and Trade»,?
1hav1ng the opportun:ty to match the new przce. v s

s A Mr.- Cantrell saxd the base przce ‘for: the transporratxon:
‘contracts . .would be  similar’ ‘to - the® price:paid - under the"

';’“TECO could £ingd; below.a market prrce for-the transportatzon of

if»jpublxcly reported”rndxces fot “fuel' and 'varxable »components.

3 12, Cantrell closed by say*rg that t e prcpose* canractS’
»veptesented a :market-based apprcach: because they “were.similar-
“to--the “base- price,  indexed’ contracts’ commonly entered “into-
‘fybetween arm s-length partzes 1n the competitlve marke e

, the Fuel ‘Procurement  Bureau  of. the Commission’'s: Division Jaf
- Plectric ‘dnd ‘Gas, prov:ded an.overview Of . the.: organlzatronal
”;;Jstructure ‘0f "TECO . Transport. and. Trade’ Corporatzon and TECO Cozal
_ﬁ;Corporatxon.. In _add1t10n, ta- desct;blng .the organlzatzonal

v relationships.  discussed;: in: Mr.[ Rowe's i :testimeny, ‘'Ms. -Bass
-7 deseribed the: contractual - ‘relationships betwean TECO: and the
v various affiliates and the ‘manner -in which’” costs were allocated
."between . TECO .= and . non-utzlxty business. ™ Generally,, “TECO's
fa££111ated yoods and services have been provided. at:'the cost of
- providing’: them;" plus a return on 1nvested equlty at ‘arate
I equal to that of the mid-peint. on. ‘equity: ‘authorized ta: ‘TECO by
~ithis Commission.’  Likewise,.  costs are- allocated between  TECO
candny ‘third" cparty’ business” dxzectly,a where possxble, ~and
v:votherwxse on 8. percentage of ~use. basrs..» SR i : .

v*"*-‘Mr.vhugh Stewart. General Engzneer at the Federal Energy
.~ Regulatory . Comm1551on,vtest1£1ed on behalf of the staff of the
j’Florxda Public Service Commission:.. Mr. Stewart: testified that
CTECO's  affiliake’ coal “program had: generally been :successful
. because it - took’ .the time  to  detecrmine - that - .the coal
7. transpoxtation: ‘and  ‘producticn .- servxces iwere’. cost-effective
_;=before it acquzred an: ownersh;p interest  in the faczlxtles. In
S ehis® reqard, he - cited “a - study: . prepared for’: TECO, .by an
- independent ' consultant, " before it ‘committed..to .coal; showing
- ‘that” coal c¢ould be: economxcally ‘produced: and-: shipped ‘to the
- .Gannon - Station. . Ia ‘the' same vein, - Stewart’ said that it was
Tonly after’jcbntractith’in; the competztzve market forr coal
‘,_vsupply ;and’-‘transportation services. that. ‘TECO' "acquired ' its
..ownersh;p interest in. the 'barge ‘operatidns.’ and the ‘transloading
facllity.”. Stewart. also testlfzed that TECO corntracted with an
.'1ndependent coal mine enq1neer1ng ‘consultankt” to determine the
;oo cost’-of -.producing i'coal “from - the Gatlsz .feserves hefore
~,~:,acquzr1ng an ownershlp 1nterest 1n those reserves.

: v Mr. Stewart acknowledged that 1£ the wet bottom borlers at
. TECC's: Gannon Statxon ‘were to ‘operate- at. maximum efficiency,

“ TECO- not only had to  obtaincozl thh low-sulfur levels, but
16w ashe fuszon ‘characteristics too. ' He acknouledged that coéal
of this: ‘type is: relatxvely scarce:- 'and "said .that, ‘after an
'zjapparently extersive: search, TECO! dxscoveted that'.coal of this’
’,type was, belng mxned by Coal Glo COal ~Inc. ."Erom the Blue Gem

cost-plus contract,'whzch he said. uas,_by all medsures that

‘“coal,  ‘The transpoctation ‘base prices would ‘be -indexed by . T

‘Ms. Roberta 5. Basa, ‘a Plannzng ‘and Research Econom1st 1n_‘
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'wﬁ*Seam in eastern Kentucky.-fStewart noted that TECO executed Y

SLten: yeax contract with.Coal-Glo for .the: supply of . coal’ and did..

onot: acquxre an: ownership ‘interest in the mining company unt:l,’
’ aafter the mine’ experienced financxal dszlcultxes.u.>u, .

Mr., Stewa't d1seussed ‘the severa2 expansxons of annualxt

f throughput 'capacity ' that: 'had. “been: accomplished - the ..
;Electxo-Coal Terminal’  and.: .voiced the“opinion :that the 1969,

-, expansion . ‘Erom 4.0 "to. 6.0 - 'million-tons per: year was: Just1£1ed;,;'f“'“'

by -TECO's™:-Big. Bend geueratzng units. "the.  first of which was .-
'vgscheduled to. come. on<line.in 1970.: 'He’ sazd that it~ was . his.

. opinion: that: ‘the subsequent ‘expansions - "to 12.0 m;l’zon tons -
‘‘per year. in"1962. and £o0.:°25.0 milliontons per’ year in~1984 -,

'}vthese expanszons should be‘made .o:IECO s ut llty busxness.;

. “on’ cross-examxnatzon..M:.,Stewart acknowledqed ‘that’ he had
developed 3 Tsanity.chech,® using-.the:"publicly ‘reported’ rail:
ccal rates ipaid by Florida- munzczpally~owned utx11t1esﬁ.uh1ch§
showed  that the total transportation costs paid. by TECO to 1ts

v‘faflezate were. less than the surrogate rall cost. :

Mr. John Pyrdol Energy Economxst thh the"Energy =nd,

-+ Florida: Public: Setv1ce Commxssxon for the. purpose of d:scuss‘nq

+o . the benefits, of "a market price: cap for. affiliated transactions

% and "to"'calculate. the market: price -for-“the .coal TECO purchases
: from 1ts aflezate, the Gatlef Coal Company.. T

: Mr.' Pyrdol stated tnat 1t was vxmportant to ut;llze' a
 market price for' the- 31owable  cost “of coal purchased. from an
~atfiliater because .a’ ‘market- price. atter‘lpted to~ replzcate a--price
~resulting’ from ‘anl. arm's- 1ength transaction, ‘where. a utility

would have. not!ung to: gain, and’ somethlng to.lose, . by. acceptxng
. ahigher:: than- market-competztxve price. . By contrast. hesaid,
:fa vtility’'s 1ncent1ve to.pay the lowest: posszble price- for coal
L maybe ‘biunted" -} otherw;se ‘subordinated by, a: w1111ngness to
"= accept.-a -higher’ pr1ce -from “an “affiliate: mznzng “operation.
.‘Pyrdol: contended: that. 'this -willingness to: accept’,aw higher
.affiliate’ price ‘could stem’ from. eithers:. (1) ~a. desire to ‘keep
% the - aflezate- “whole®; " even "if - the  affiliate 'prices ire
: excesszve, or (2) to help the affxlzate earn’ greater profxts

: Mr. Pyrdol testlfled that cost plus c0nt:acts of the type

o ,between TECQ and  its- affxlxates are-used almost  solely whenr 2
ngrut111ty is . buy;ng coal “fromian: asffilisce’ supplier. and almcst

- never  in-arm’s-length cont'acts.» He .said .that the most .common
form-of -arm’s~- length .contract”in. theutility ‘coal- business is
the.bsse price-plus escalator contract..’ Accordzng to” Pyrdol,
“the cost-plus contract allows ‘the seller to 'recover all of its

< costs . plus ‘a’ guaranteed profit.  This. allows the ‘utility  to

" keep- ‘its. aff;lxate supplxer whole by paying all" of its costsof
o productzon, ‘while. insuring its: profit margin. In contrast to
£ this ‘type - of  centract, Pyrdol ‘said: the base. price plus

: escalator. contract ‘does " not. give ' the supplier a guaranteed,
“Tfull . gostiopass- throuah, plus’. guaranteed . profzt. - Rather, he
“s3id; "the base ‘price . plus ‘escalator, ‘contract is set up to have

- the pr1ce reflect competxtzve market conditions, both when the
“pase. 'price :is established ‘and An any changes made ‘to  this

“‘were to meet expected export markets and’ that: no 1loéation OLT"

Cruels Anaiy;zs ‘8ranchi of the 'Federal " Energy: Regulatory . =
“Commission, - also. testified’ “on, behalf of - -the Staff.. of ' the.
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V’pnée.. In the base pnce plus escalatoz contract. a base prxce

siise establz,shed ks the ‘outset . of " the conktract; -and then the
o price.. is. changed -by ¢ 'set  of - mazket-—sensxnve indices uhxch can
" 'incYease. or: decrease the “price. These‘ md*ces, _which are ‘a
“7.subjeckt of contract negotzatxon, i-typically ' 'are. publicly
‘- reported and ‘reflect” changes in “the components of production .

such® as’-"labor,” fuel,  taxes  and .others.. . These ".contracts may

_v'.,..\_»,e}.'so;cgnta'in ‘"market reovener" provisions, which, after & given
nonumber of. Years; allow the base pr).ce to be ra:.sed or lowered

*'vto mee* the current narket. o

Pyrdol saxd that the :1sk of non-recovery of cost s ‘in the

' competitive,  arm's-length’ coal. ‘transaction. is- borne, by - the

. seller, not  the’ buyer. ' He -%aid that, sxmla:ly. this 'risk
. should-be borne: by . the: afnlzate mine: and‘not by the ultimate

. buyer,’ ‘the utility ratepayer.  Pyrdol-testified that it was his
7t opinionthat -al):: of ~ TECO's, ‘affilijate’ fuel-related '‘contracts
: s,uffered:from':he svame pot_en ial.conflicts: of. inkerest’ that the

- ¢pal contract .was*subjec:-'-to, and that matke.-pnce caps-should

" be'” established - for  the barge and transloading ~contracts as

v wellyh He added  that he did ‘not have- the necessary- information
KX .3 construct the transportatwn-telated market prices ‘and“was,
.therefo:e, ‘testifying . only to :a market: pr:.ce cap- Eor Gatliff

=TT 5 B Mr.,Pyrdol noted ‘that the ‘Federal: Energy Regulatory
Commission . has" used 3 ma'ket pnce test and: cap for aff .lz.ated
: coal operatzons sxnce 1981. - : S a .

: __Pyrdol sa1d that there are” many um.que character1st1cs
found “in- different- reg1ona1 »and local coal "markets -serving
T Qifferent: utllzty ‘power:: plants " &nd that, - therefore, the
ealeulation ~of a” market price: must: consider - the partlcular
: lcxrcumstances ‘of . the coal market  in’ question.. He said “that
" there are essenhally three steps to be followed. in determining

Mr.'

g market price for:a.“given' c¢oal.” First, the product market

rust . be‘identified, Seccmd,j"he geographical boundaries of the
_-market. must.- be ‘determined: Third,. select transactions should
be examined within.- the. product and geographlc markekts in order
to determlne the market pr1ce. R

. In constructmg lus market prlce cap. for Gatliff coal,
Pyrdol testified. that’ he ~accepted TECO's representations that
‘the Gannon boilers required:low:sulfur coal with low ash~fusion
_‘characteristics ‘and,. therefore, "limited -his .analysis to similar
guality: coal. “He next .determined this ‘type coal was found in
limited quahnta.es 1n eastern_ Kentucky, ‘parts of -Alagbama,
:.‘Ilhnoxs,» ‘rennessee,. Virginia ~and. in some western .states.
- AEter - further ..analyzing these co2l -sources, ‘he determined to
S further :1limit .his snalysis  to . coal produced in . the Blue Gem
Stteam m easterrx Kentucky,_where Gatlzf: is located.

: In dete:’mznlng‘whlch "'ansactlons to include in his
ana1y51s, Pyrdol elected to- eliminate transactions on the spot
market. rand. Eocus oen. transactlons involving longer-term,
‘larger- volume ‘contracts’ ‘because the Gatliff transaction is a
contract -arrangement. ‘He " further determined that, .generally,
‘eastern  utilities 'do.‘not i utilize -coal -that is both low in
sulfur and 'in “ash-fusion “temperature and, therefore, it was
difficult to-find price: information to ‘calculate 7 market price
- for .the 'Gatliff coal.. ' In'lieu of the -market price information
_rof comparable coal, Pyrdol :Used ~a 1981 study: commissioned by
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a'fthxs Comnzssxon entztled'“A Market Survey of . Bo:ler Fuel ‘for

'»Tanpa Electric Company’ s Gannon Plant.*- Thxs study,'whlch -Was

% conducted. by Emory: Ayers Associates,. Inc. and filed with:this
"~ Commission-on June 1, .1981; idencified ‘2 contractxmarket,priCe
‘. for Blue Gem:.coal of. ‘540 “per- ton..as’ ‘of198l. . To -arrive: at an
'j.adjusted market. ‘price’c:for;.Biue ' Gem . ‘coal for,“each ‘year
7 1981~1987; Pyrdol ‘said’ he: ad;usted “the. 1981 $40/ton price for
" the Gatlsz .coal by ‘the: average. ‘annual’. percentage - change fin

¥ prices’ experlenced by all cozl -produced ;‘in. -Bureau : of: Mines

 391str1cﬁ {BOM) No.{ B. “BOM - “No.- 8 includes ‘eastern ﬂentucky,
- southern; West Virginia, -and. parts 'of Virginia 'and Tennessee
'and, ‘according . to Pyrdol;i:is-the . source .of the. highest—quallty,

. h:ghes: priced. coal.;produced in- Appalachia.. ‘Mr, ‘Pyrdol . ‘'said
‘that-when “he'compsred - the: adjus~ed market prices :to-the ‘actusl
-prices : TECO - pa;d to Gatliff, . he concluded  that . the Gatliff

“'prices had'been - in line with the market price :from 1981 to 1985

"k.but had been hzgher than the market in. 1986 ‘and 1937

ML Pyrdol recommended that the ' Commission 1imit the

"?zecoVB'Y of Gatliff coal” through TECO's fuel adiustment clause

- to.the . adjusted’ market :price. for. :all. future 'sales of the
~Gatliff “coal to TECO, In.idoing" so,.Pyrdol noted that only a

'ﬁvportzon of. the 50~ called Gat11 £ coal ‘is - ac.ually produced by

g the  ‘Gatliff mine He "said ~the  rest ."is- purchased from

#+independent’ mines’ - at''-.@- price. . {$28:$3l/ton . in 1984)
: szqnlfxcantly be10w the’ cost of-. coal ‘to . TECO, ~and:'averaged for

" cost. purposes’ with “the “codl . actually: produced-: by Gatliff.

5 Specifically,{”PYrddlf}said,;that Linn _1985,J_G§t11f? actually
. produced 689,000 tons:of toal while it ‘bought 360,000 tons from

“-other producers.. ' Mr,  Pyrdel- took ~.the positicn that the
2adjusted . market . prlce resultlng ‘from  his. methodology should
“anly apply»to the coal ‘actually produced by Gatliff, while -the
-,'lesswexpensive“coal that‘catliff”buys,f:om1independent mines
~‘and ‘resells.'to” TECO:should ‘reflect ‘the actual purchase price to
~".Gatliff-’and ‘nct the higher market ‘price. ~He 'said that since
~:the 'Gatliff/TECO -coal contract. required. TECO to take only 2
.midimum"ofﬁsoo,oou1tons'per'year;.IECDi;hould minimize the take

U ef ‘Gatliff. coal:and maximize" its . take.. of the :less expensive

zslue Gem coal produced by 1ndependent supplxe's.

SR On cross examxnatlon,. Mr.>.Py:dolv-acknowledqed that his
) 'adjusted market” price “was ' based'upon .the total sales of BOM
"No..8.-coal torutilities and -that- 1t aid, ‘in fact. include some
. “sales. under spot market contracts. -He accepted the removal of

the spot sales as ‘being reasonzhle and’ sckrniowledged that their
zremoval, plus a2 guality. characterzs.zcs adjustment ‘suggested by
.. TECO's’. Mr. .Cantrell would: - increase. 'his ' 1987" adjusted market
']p*zce for: Gat11££ coal fxom approx1mate1y $36.60/ton. £to about
839, soxton.. nz~, .

o .M:. Harry T, 1Shea;:”Chiefv oi the Bureau. of Fuel
‘Procurement,  Division.'of ‘Electric .and - Gas, Flerida Public
Service”’Commission; “testified “on:. behalf of- the Commission
Staff. = Mr. Shea - testified ''that ‘the Commission‘'s fuel
.-procurement: guldelznes contained 'in Order No. '12645 state that
.all :purchases :from affiliated; companzes ‘should 'be priced at
levels not.to exceed ‘those . available on the corpetztxve matket
. aad.. that’ contracts: with: .affiliated ' companies should be
,adn1n1stered “in “a. manner : 1dent1cal ‘to the .adninistration of a
‘contract. with - an . independent” ‘campany. Mr. Shea s2id the
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.fvaomnxssxon should evaluate the reasonableness “of the cost .of
-fuel-related . goods ' and  services . ob;qxﬁed from af 1llate
;zcompanzes by one of three methods.“ : R R ;

‘Mr. Shea s Eirst and pre‘erted ne*hou. where posszble,‘was

L. to eskablxsh a<*market tese"  or ‘market iprice: by comparison to

‘the " price of “similar’ ‘products” or .'services ' purchased-.

“reasurement.' A retu'n on ‘invested equity could:be set: equal - to
. the .midpoint. .of the Lt;lxty s aliowed ‘range- or ‘equal-'to  that
f-eal;zed by other companies in: the .sare.tyre of ‘businsss.. Mz,

v“*Shea s :third” and . lecst: preferred mechodology was essentially a

’-ccst-of-servzce methodology that uould involve ‘reviewing ‘the

affiliate's expenses and capzt%l structure to ‘determine what a

reasonable’: price ‘should i be., . Shea stressed ‘that: ‘the . last
.;rethodology should cnly be employed when the rarke" test and
»;cost allocatlon methocologzes uere ot appllcable. ’ i

= Mr.- Shea testz;1ed that he wOuld recommeqd usxng "the
~rethodology presented. by Mt..?yrdol 4. 38 evaluate as compa'able

“’gma'ket (F.0.B. mine) price .for Gatlef Coal Company. ~He s8id

that he agreed with: Pvrdol that 'a market price ‘evaluation would
“be’ preferable for TECO's) ttansportatxon affiliates, :but aoded
that he could: not,*ecommend such: a. methodology because he wWas
<. ‘unable’ “.to " identify. - suf‘1c1ent . number .. of - conparaule
_.ﬂ_transactlons to:. defzne a: market prxce for the services: prov;ced
/nssby these companles.»;<=;v ST : .

CONCLUSION

As a result of thls hearxng and the conpanxon hearing in
Docket No. 860001-EI-G ccncernxng rlorzda Power Corporation, we
‘nave’ ‘concluded. that it is’ desirable, ‘'where possible, to gauge
- the: reasonableness of ‘fuel” ‘costs:. sought: to. be recovered through

i”_a utllxty 5 Luel ad]usument ‘clause by ‘comparison.to ‘a’ standard
‘. that -dttempts to-measure what 'a given product ot service would

;. cost had it. been -obtained.in- the competitive market through ‘an
L arm’ s-length contract™ .with: an unaffllzated third party. We
“pelieve that  limiting ¢cost. recovery in this mannér will best
.- serve’ the' interests -of: TECO s. customers by 1nsur1ng that they
are’ not requzred ‘to.lpay. more than ‘2 market price for the Ffuel
 component  of “their: electr1c1ty because of an affiliation
“between their utzlxty and 3 fuel suppller.

I We note that ‘no. party to thxs docket has -alleged that
) ;e1ther TECQ's: Gatliff .coal’or. its: TECO Traﬂsport and  Trade
~‘rates’ are: unreasonable and " should: - be’ “8isallowed. In fact,
after. ‘accepting “the- 3djustments  urged by -TECO, wikhess Pyrdol s
*adjusted market” price: for  Gatliff coal was within a dollar of
wthe ~actual . price . then. being  paid for that coal. Likewise,

" TECO's:‘affiliated waterborne’ rate -for the ‘entire route was
s shoun to. be: sxgnzfxcantly lower than~ the comparable rail
rateston/mile’’ -being” paid by . several. Floridd Municipal
. electr1c31 “systems, whose coal and transportatlon rates are

publicly. reported.: - . S

 Ccmpet:t1\E narkets.:_ His" . second’ preferred me>hod B ET by
L compAarisen to':a przce -calculated "by" allocat:ng .an. ak.zlaate s
G fixed-and varlable .costs to ut*l1ty operatxons and non-ugili £y -

L operations.  based " Jupoiii i Yonnage .l oI, some “other zporopriate
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I Ir'espectlve of whether Aany 1mprudence ‘or‘:unreasonable
Jexpenses are’ Eound and dlsallowances .made, we. agree .with: the
.~ partiés to’ithis case that & “change: from cost<plus pr1c1ng ‘is
owarranted. o Waile . we belxeve ‘that the current’ system has.been
. “generally. successful in” allowing. only reasonable and prudent

ieosts vEO. be passed through  the.  utilities! . fuel adjustment:

“clauses) . We . concur . with'  TECO's. ‘pesition - that " it 'has’ been

}admlnxsctatzvely ccstly, causéed un“ecessary requlatory ‘tension, -
J:o.and”left  the "lingering suspicion that 1t has resulted in hlgher
W cests ‘o a utlllty 5 custome:s. ;j: : . :

T Implxcxt 1n cost plus przczng ;s the requlfewent ‘that - one
iis: capabIE’ of. conducting : a .cest-of- -service ,ana1151s of a
‘business -to determine’ ehah its-expenses- zre uceh,"eceesa'y ‘2nd
‘. .reasonable;.  This  :i5- me.hodologyv ‘that 1s: demaqded -for
.. monopoly . ut;lzty servzces. ‘ang.“which usually oroves  .to . be
"~ complex,’ expensive ~and: ‘time consuming.. -1t is- 2. methodology'
oo twhiehs requlres -3 hzgh ‘dedree of fam;llarzty ‘with ‘the capztal
';‘f'equxrements .and . expenses - nece551tated by ‘the operat1on of the
bisiness being reviewed,: Cost-of ~service.analysis ;of- affiliate
“Y\cperatlons places. add1e10nal demands upon ‘the’ recu‘atory agency
s ino termsof - time, (expense’and acquiting . additional expertise.
S ALl come ‘at’ some additional.‘cost that . must eveﬂtually be-borne
~hy. "the- tatepayer. ‘either “in 'his 'role' as''a customer or. .as. a
. taxpayer. i -Furthermore, there seems ‘tobe” no-end “to- the- types
of f‘zl;ated businesses - that are . expected . to .become
';xsuffxcxently ‘familiar: thh sov that wel might '~ judge - the
e zeasonableness of thexr costs on ‘a cost of-serv1ce b351s.«

. Cost—of serv1ce : regulat;on ; Eor : publlc ut111t1es is
_'necessztated ‘by their: monopoly status and the‘attendant lack of
\ijlganxcant competxtmon, 1Y any.l_for their “end product.
Cost-of~service: regulatzon exists.as ‘the proxy for competltlon
to . imsute - 'that ~utilities: prov;de efficient, ‘sufficient and
. adequate’ serv1ce and ‘at’ a' cost’ that: .ineludes: only .reasonable
and necessary -expenses. . Cost-~ of -service- regulation  of  some
“type is essential..when there’ is ‘no competztlve market for the
~.product ot 'service being. purchased 1t is supe::luous when such
1;3 competztzve ma:ket exxsts.u L :

Sl There 1s another reason for samtchznq to a market pricing
gsysten that was alluded to in TECO's statement that ‘the current
system,. no matter “how’ outstandxng ‘the results, left lingering
‘suspicions -that: 1t :esulted ims hzgher costs. That this might
The true\f may .’ be  seen.’” by v contrasting. . affiliated and
non-affiliated contracts. “The. latter, with few'exceptzons. are
-characterized by arm's- length transactions ‘entered -into 'in the
o competitive. marketplace., Typ1ca11y, the. contracts ‘result from
- competitive bidding: systems in-whick the contrackt’is awarded to
7.the ‘qualified bidder, submxtt1ng the. Iowest bid.. ~In. any event,
" the. utility’s- _negatiator: “bas clearly ‘defined  ‘loyalties and
< KNOwWs " .whose “interests he or- she . is. 0" protect._ :In ‘contrast to
this, "the typlcal affiliate . contract.is . let. without the beneflt
- of competxtlve bidding. : Instead, confident. that 'the ‘contract
'wills be . given :to . the.- affll1ate, representat;ves of the two
companies. neqotiate ‘the: rate at whlch the p:oduct or service

: vu111 be purchased.,; S

E Consxderlng the' many dvénﬁaéee ozfered “by ;a. market
.:~pr161ng system'» we, . as. polxcy matter, shall require its
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) .'adopt::.on for 'ali” affxl:ated f\iei transactzons "‘:‘Eor '_whi_ch,, ;
.j_'comparable market przces may be found or consttUCted. . L

In concluqu, we note the £olloumg caveats. (1) Erom the‘

“ record in ‘this ‘case, we'aze convinced that market prices-can be
“‘established for-the affiliated coals; (2) market prices for- the
. transporatation-related ) services . 'shéuld::.be: ‘established if -
v " possible, . but - if; no'c, met‘iodolog}.e; ~for: reasonably allocatm_g
Vi costs: . -should-. :be. - suggested;:. and . (3). . .cost-gf-service
methodologms should be avozded, 1f possxble ' TR '

PROPOSED STIPULRTION ?”RESN“&T

EREA ,.-’In accordance thh our dx'ectlons at our September 6. 1988
"Aqenda Conference, jour Staff, the Office of ‘Public. Counsel ‘and
C e v TECO Pmak tot discuss the ‘methods’ by iwhich ‘market ‘pricing -could
S U A e be adopted “'for. . 'the affllzated coalvand coal . transportation
S o transactiens’: between TECO and " its’ aff:.l*ates._‘ As-a-Tesult of
_'numerous and’ lengthy negonatzons, ‘the  parties have arr:.ved at
+-a-Stipulation: (Attachment’ Ato: thlS Order) whu:h they have
"submztted for our app:oval" } . e :

: Accordmg t:o the Stzpulatlon,. T:.CO shall be free to
v;negotxate its contracts ‘with. its: affllzates ‘in -any maaner it
‘deems - 'to- be fair’ and -reasonable. . TECO  agrees” to . prudently
'_aclm.nxster the: prcw:.szons of its’ cont'acts., .Furthermore,  TECO
',.’agrees to. report -tg. the ‘Commission ‘the actual: transfer. pnces
.paid. by it to.its affiliates under the‘contracis in the normal
ou:se oE the fuel adjustmenc proceedmgs.»

Vuth respect ko Gathff Coal Company, the Stipulation
. provides - ‘benchmark for: regulatory .review” of. ‘the cgal
. purchasecd’ by “TECQ . from; Ga.hff by ut:.llzmg an . initial markset
“-price’ for TECO s transactions:with Gatliff of $39.44/ton F.O.B.
'Mine;’  as’ “of i Decembet 31, 19B7. . . For™ purposes. of : requlatory
Creview, th1s base’” pr:r.ce will be escalated ‘or ‘de=escaluated by
""the' annual ‘percentage change in BOM District’ 8 Data. foxr Coal

..'.thpments Jas “repetted ‘on: Form 423 ‘for. the. .weighted average
Coiprice . per. million BTU of  comtxact  transactions (exclucéing all
" spot. . transactions), which . meet . TECO's . Gannon Station
"-spemfzcatlons for. heat : content,‘ ’sulfur content, ~ash .content,
“and -content: and’_pounds sulfupdxox:.de per- m11110n BTU. An
“example ‘of :the- benchmark -market price'and calculation is shown
““on’ Attachment : i to  the Stzpulatzon,- as ‘well as the Ganhon
,IStatzon coal spec:.fzcatmns._ . ’

. As descnbed in Paragraph 7" of the. Stzpulatzon, a- 5% zone
vof‘reasonabieness will" . be estabhshed around the -adjusted
.. .market. pnce for. purposes of. regulatory’ revzew. TECO's actual
. “transfer price. paid . to; Gatllff, based; ‘upon the- tokal average
. price’of Gatliff produced coal. and: coal purchased and rescold as
Gatliff coal, would be' the. cost ‘allowed fori recovery ‘through
+ - . TECO's :fuel- adjustment clause 'so’ long’ as 'the: txansfer price
= fell ,thhxn the described { zone "of’ reasonableness. If the
“actual- transfer’ “price: exceeded the' ce:.lznq of' the 5% zone of
reasonableness, the  excess. ‘would: be ~disallowed for tecovery
‘unless * - TECO. adequately justified:; ‘the’.  reasonableness and
(»prudenca of. the ‘eXCcess.. (See Appendu 2 +to -the. Stlpul&thn)
- 1f the actual. transfer przce fell- below. the" floor. of ‘the 5%
i izone of reasonableness, TECO would :ecover through its fuel
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 /clause only the actual transfer prxce._lfv.J?wgf!;»°' :

- Pursuant to the Stlpulat1on, the partxes agreed tﬁat the
”freccrd inthis . proceeding ’ ‘indicated’ that. the. ‘prices - currently
L paid by, “TECO ‘to. TECO. Transport -snd Trade-are reasonable
,7Notw1thstand1ng th;s, TECO .3grees to the establxsnment of
. benchmark “price . for 'coal’ tranSpo:tatlon - services  teol be used‘
. prospectively for .r«gulacory .review . purposes.’ . Wnile “TECO"
i stated  that: Tit. will ‘execute :its. new: .uontracts ~with. “TECO,
< Transpore ‘and ‘Trade. at approximately ~the ‘currently: exzstzng'
‘“rates, which are-less-than current rail rates between  the Same.
s points) . thel reasonableness of its actual -transfer: price for.all
o of. the transpo tationand .transportation-related services: from
~i'mine " to" 'generating. plant. _Hould be : compared to a - ¢coal
ﬂ'jtransportag1on benchnark p*xce. AS shoun OB Attachment "3 "to -
“the Stxpulatxon,, the ' transportat1on benchmark would ' be’
»gcglcu1ated by > ave:agxng - the; two.‘ lowest ' "comnarable
fpublzcly—avaxlable, rail rates (in‘ cents per .ton-mile) -for coal
to:other utilities- 1n Florida: and - ‘then multzplylng ‘that average
Ukimes the average.rail:-miles from” ‘411 of. TECO's.coal sources to
W TECO s gene:atzng plants. . The prouuct would then have added to"
S the costs: of pr1vately—owned rail cars’. on. a: per: ton,  per
.*trzp ‘pasis.. The',uotal ‘would.  he' the coal transportat:on
:']benchmark price. s The' actual transportatzon gruns:er price paid
. by TECO-to TECO Transport and’ Trade, pursuant Yo its contracts,
~would “be recrve'able through: the ' fuel. ad)ustment iclause, "as
- long’,as it/ was ‘equal. to-or: less ‘than the benchmark”.price. - Any
L excess above :the: benchmark would: be ~disallowed ~for v cost
-[“'ecovery unless Justlfned by T;CO.vx a' i : S

R Pursuant to its te'ms, the Stlpulatxon would be effective
.fﬂupon Commission approval. whlch - was. p:ovzded at our o:tober 18,
"1988 Aqenda Conference.-\~v-

e In’ nis letter Eorwardzng the St;pulat*on, couﬂsellto TECO

v3»represented that' ' he ‘had - ‘supplied -counsel, ‘to. the -Tlorida

.+ Industrial- Power Users ~Group. . (FIPUG) ‘{the: only ‘cther party to

conthe” proceedlng] with' a copy - of the Stzpulatxon ‘and’ ‘had been
Qadvzsed that. FIPUG had no objectlon to the Comm'ssxon s final
:actlon on 1t._a - S D Pl

o : We belxeve that the proposed St1pulat1on meets our policy
: guzdance 2and is ~in.‘'the public™ 1nterest and .shall;, therefore,
v approve: 1 Br1e£1y, with:.respect  to. the coal, the initial
cpricer-is.consistent: with . witness Pyrdol s -modified methodology
.for” vintaging " the 1981 cost determzned by the.“ Emory -Ayers
CLostudy.s kaewxse,‘ the 1n1txal cprice.is. consxstent with ‘the
S.price” TECO: has_“ecently ‘been’ paying’ for thls coal, a prlce ‘no

: pa:ty has sought dlsallouances for.. : .

- The 1nxtzal coal benchmark prxce wzll be escalated or

de- escalated by the average annual percentage .change in" a large

-~ numter “of . contract coal- transactions”for.¢cal mined in the same

. BOM® Dzstr:ct as the ‘Gatliff coal.  “Only cthose ‘contracts that

: meek “Or exceed TECO's’ Gannon- Statign - qualxty specxfzcat1ons
will obel 1ncluded._ These factors.‘coupled ‘with the faect that

many of.-these contracts were.executed: at. approximately the same

.« time . as- the" Gatlx‘f contract, go.a.long way towards £u1£1111ng
“the..goal™ of ‘replicating; 3. comparable coal . for -market . pricing.

%ﬁpg:poses.» We are: conﬁxdent that the changes 1ndxcated by this
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flarge group of contracts w111 adequately refleCt Changes 1n the,"
‘na:ket. i SRR P g T

S 1 one. c0nsxdersf the " objectxve of coal ttanﬁéotféﬁicnﬂ
“services to’ be the’ movement of .“the coal. from the: mine:.to the

.f‘gene:at;ng plant, ‘then ;rail*service “~and -the’ total waterborne -
L. system “are sndt only comparable;-. but competitive "to: a’ large:
ii' - degree, -85 ‘well, - We -believe "using. the ‘average ‘of .-the . two:
~. lowest “publicly: avsilable: rail ‘rates’ £or . coal. bEIBQ shxpped to"

. Florida. will provide 'z ‘reasonable market .price’ indication of
_,.Pe value bexng provzded by TECO S affllxate wcte_norne system. ’

In vzew of the a“ove, lt 15

© ORDERED by “the Flor;da Pub11c Serv1ce Comnzsszon thatv"

:‘ffmarnet—based p:1c1ng for affiliate. fuel and fuel’ transportat1on
'*;servlces shall be’ used for® the’ purposes of fuel cost: recovery

- 'where ./ a- market “for.the prpdu;tvuo: serV1ce,,xsa reasonably
'“.avallable.; It 15 further~;: PR S ‘ : -

i ORDERED that the Stzpulatzo“ (Attachment A) o: the partles
Titorthis docket detaxlzng methodolog1es for "calculating  markeét
“ prices for; Gatliff. ‘csal and-the coal: transportatlon serv.ces of
M«TECO Transpo:t and Ttace Cotporatxon ~s approved : ey

ST gy ORDER of . éh"‘e‘_' . Florida Puhlxc Service v"CorfmiSSiéh,
. -this o 10th - day’ of . Novn-mr . 198B

STEVE TRIBBLE. Dlrector .
i D1vzsxon of Records and Reportzng

' .b_yf \‘Chkf, aureaio{,Recc‘r’ds

NOTICE OéI?URTHER PROCEEDINGS OR JUDICIAL REVIEW

S The =londa Publlc Se:v1ce ‘COmmxss1on “is requ1red by
“v5ect10n :120. 59(4),,Flor1da Statutes,” to notlfy parfies of any

.’,admlnxstcatlve heatving:or- Jud1c1a1 review of Comn*sszon orders
~that ' is ' available: under ‘Sections 120:57 6r:"120:68,  Florida

‘Statutes, . asiwell’ “the ptocedu:es and- txme l1mzts that

L applyas iThis: not1ce, should ‘not . be :construed . ‘mean -all

: f}requests for. an administrative. hearing:or. Judxc1al rev1aw wzll
.v”be granted 0T result 1n the re11e£ sought.-‘- :

: Any party adversely affected by ‘the | Comm1551on s f£final
.actxon in - th1s matter. may. request., 1) reconszderatxon of the
decision-: filing. a. motzon for ! reconszderatzon with the
-‘Director, Dlvzslon of. Records and Reportlng within fifteen (15%)
days of  .theé issuance of this" order in the form p:escrlbed by
Rule 25 22 060, Florxda Admxnlsyratzve Code, or 2} 3udxc1al
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:ffrevlew By “the Florzda Supreme Court in the case of. an’ electrzc.5»
-~ "gas or telephone ut;llty or  the.First District Court of - Appeal

" in ‘the case.0f 2 water or. sewer:utility by:filing a notice of

:.cappeal with.the. Director, Division: of: Records  and’ Reporting -and . .

CE3 ling ‘3" ‘copy 'of ‘the mnotice  of  appezl and the filing" fee with-
“‘the 'appropriate _court. -This £filing must be’ completed within
oghirky (30) -days-after the ‘issuance of. this order,\PUISUBHt ‘to
.Rule '9.110,-Florida Rules of aAppellate. Proreduta. =~ The notice
“of appeal . must  be . in’ the form spec1fzed in Rule 8. 900(5): o
’1orzda Rules of npge’la e P—ocedure.:' . Sl
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) - :
o Cost-Plus Fuel Supply’ Re?at1onsh{ps ) e Submitted for £1)ing 10/13/88
v of Tampa Electric Company SR TR L
' jfs’liz.u_m_n_oii% |

At the Comm1ssaon s Aoenda Confere1ce on September 8, 1953._the

» f:}fto.mlssion reviewed the af‘1}1a.ed cost—p1us fue] supply relationships

' lvbe.ween Tampa Eiec"ic Company ("T;mpa :1ectr1c") and Jts. affiliates,

f»Gat11ff Coa] Company ("Ga»liff") and TECO T'nnspor. and Trade ("TTT”)

,:determined that cos.-plus prlcing shou1d be rep1aced with market pr1cing

ffor fue! supply re1at1onsh1ps of Tampa E1ectric wnerever possxh]e

i}_zi In acco'dance witb the Comm{ssznn s d{rec.ion, Staff, Office of

:Pub31c Counsel ("DPC") and Tampa E1ectr1: have met to discuss the methods

'5;ﬁby whmch market prxcing can be adopted “for-the &ffiliated coaI and coa1

7‘;"anspor ation transac‘ions between Tampa E1ectric and its afffliates. As

‘i_:a resu1t ,of thesn d1scussiuns aff OPC and Tampa Slectric agree ay

» fn1lows.,f z.ﬂ s

f\3 Public Counse\ »and’:Siaf‘ _agres that the spacific eontract

ffnrmat. 1nc1ud1ng the pr1c1ng 1nd1cos whrch Tampa E1ecur{: nay include in

-155 contracts wi.h 1ts affaliates,»;re not sub;ert to this proceeding and

Tampa EIectr:c may negotiatﬂ 1ts contracts w1th fts affitjates in any

St m;nngr 1. deems to be fa1r and reasonable - Tampa Electric agrees to

~?1§fudén;ly auminlstgr the»provisjops of_such ;nn;racts.

- pocursT f”J:P"P-Dms
: _,10.872_ 0CT 24 53
FPSC-RECORDS/REPORTAIG
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- “He“tbe fue1 adJustment prcceeding.}ﬂiu_'

>‘ f ATIACHMEST.Aufﬁf”

P

b

}"4 The transfer prmces paid by Tarpa E\ectr%c under contracts withbvv

‘:,'Sts:affiliates shal] be reported to thas Commiss1on 1n the normal course ofg

2

X ;"'Gat}iff Coal Corpany fvv.*. i

-’.5 In crder to provade a: benchmark for regu\atory review of the' 2

;coai purchaSed by Tampa Eiettr1c from Ga~11ff Staff Pub1ic Counse1 andf

i3 .:Tampa Electr1c agree that the in1t1al market pr\ce to be used for comput1ng

”i;ishould be>539 44/Ton oa Mine as of Oecember 31,v1937

‘1'§‘jth1s Stipu1ation.;

Vf;tbe regulatory benchmark for Tampa Electric s transactions wmth Gat11ffl.;

‘f-s;, >'For purposes of regu]atory rev1ew.§ihis base prxce shou]d be

fesca1ated/de-esca1ated by a market based 1ndex described 1n Attacnment 1 ‘to

7'; For purposes of reguIatory review the benchmark price sha¥1 be -

.""f:a band of 5% around the adJusted price determ1ned as’ described in paracraph

:E;vﬁ The resuits of this calcu]ation wii] be applied as fo1lows.-

"“:é.’ The benchmark price wi]l be used to evaTuate the average

n'ef'purchased price of coa1 frcm Gat]iff

rzb.f_f;Prices pafd above the benchwark wou1d be d1sa1lowed for
't cost recovery. unless Justified by Tanpa Eiectrzc »
i Cr. An examp]e applicauion of " thms methcdn\ogy is shown in

:Atiachﬁeht:’z ;o tHis Stipulation tit1ed "Public Counsel's Market Price

o  App11ca~ion
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"3‘that the prxces currently paid by Tampa E]ec.ric to IaT are: reasnnab1e.‘ 

: 9.ﬁ\f;Tampa E1ectric. however agrees to the estabiishment of a -
:ffbenchmark pr1ce to be used prospectiveiy for reguiatory rev1ew purposes

_ 1'0;'

'; the two 1nwest cnmparabie pub11cly availab1e rail rates fcr coal 0 other -

\fUti?fthS 1n Fiorida This rail rate w13} be stated nn a cents/ton—mi1ef

xtbas{s representing the comparable totni e1ements (1 e ; ma1ntenan'e, tra1n"
'fs1ze. distance vnership, etc ) for transportation The average cents,*
Tper tnn-m{!e au1t1p11ed by the average rai1 mi1es from a11 coa] sourCes to,
;jfThe resul* Q%I1 become the "benchmark price as shcwn on At achment 3

.fa;;f The benchmark pr1Ce wi!? be used to eva1uate waﬁer’

":  itransportation cf cual serv{ces provided by TTT to Tampa Electr{c.> 

f;fﬁl__ The price paid. for water transpor.at1cn of coal by Tampa

':ijE1ectric above” .he benchmark p—ice wou]d be dlsallowed for cost recovery

fghle;sfjus;1f1éd?bx Tamﬁa:Eieciricng_":":'

“‘f_Generai Prnvxsiong

'fill The approva] of thss St1pula.1on wi11 completeiy resoIve 211 of

: ;vthe issues pending in this matter, 1

12;74 This Stipu%attan is based .an the Unique factua1 circumstances of
'lfthus case and shali have no precedentia1 value in proceedings involving

f'w"o.her u»il{ties before th1s Commlssion The parties to the St1pula.ion

\‘:fé; The par‘ies agree;that the reccrd {n this procaedmng 1nd1cates'a'.sb'

The coa1 transpartat1on benchmark price wi%1 be the ‘average of”~ L

"yTampa Eiectric s power p!ants yieids a price per ton of transportatlon.ﬂf
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reserve the rfght to assert jd fferent pos{tzons on any of the ma.tershlf

f‘».{i;;" The par ies hereto sha11 not unilatera!1y reconmend Jor supporp

~ 7 the” nodification of th{s St1pu1atfon or. d{scourage its acceptance by theff

-LfCommissicn

o 14;}’ The parties heretc shal1 not Eequest reconsxderatlon of orv_,:

t,:sp'peal the order which approves thls S 1pu1ation. B
v11 The part{es urge that the Comm1ssion take f1na] agency actlon at

”-'f}ithe earliest possible Agenda Conference appruving this S 1pu1atinn

;'In the event that the Commission

_,otherwise racifj'd by the parties,_ and that each party may pursue it§
: ;fingerests as those interests ex1st and - that no party w111 ba bourd -to or
';_\make reference to this Stipu?atton befure th1s Commissicn or. any court

“-'f17t: Whi1e Staff for 1nternal reasons prefers fto s:gnify its

lfagreement wizh thxs Stipu1at1on by wr1t1ng a Sta f memorandnm recommend1ng

:.uiiapproval of che S 1pu1at$on, the E1ectric and Gas and Legal Staff of “the

':F10rida Pub11c ' Servsce Commzssion ;ché{:\ reviewed th1s’, Stipu]au1on

: imultaneous]y wzth the signlng' has gaven 1ts approva] of the spec1f1c

: “fﬂ1anguage ccnta{ned hereinv and has Ccmmitted to submlt its recommpndat1on

‘ request1ng approvaI uf this Stipu1ation by the COmm15510n.’ and has

e comm1tted not to un11aterally recommend or 59pport the modsf1cat{on of th1s

';'Stlpuletion or dlscourage 1ts acceptance by thp Comm15510n ~”.f" T

RTTACHMENT AT

_iconta1ned 1n this Stipulat1on ff the Stapulation is noc accepted by thei1{. ﬁ:

This Stipuiation shaii be effective upon COmm1ssion approva] ,jv“
ejects or modifies the St:puiat1on..in e».

: who1e or. 1n part the partfes agree ‘hat this St1pu1ation is void un1ESSm: .
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- DATED'this 13th day of October, 1383,

,f‘l!!:Lzz:_dﬁ?f:?ﬁé;vﬁfl—— C i 'tiﬁch7f42

o ROGERIROWE 00 - L AVIS PAYNE /- . ;

-0ff3€e of Public Ccunse3 ’} iz:"j",'i Office of: Public’ Counse! f'

20 626" Fuller Warren: Butlding : 624 Fuller Warren Bui!ding
L= 202 Blount Street oo 202-Bleunt Street .

"~ -:Tallahassee,” FTor;da 32301 S+ Tallahassee; " Flor:da 32401
'.(9a4) 488-9330. ;~7‘¥'vf(90‘) 488-9330

Aéiﬂuﬁzz-¢,. 537 /’j:;422256/’,

I s N R P S

AZE] UN s % f-73,'WILL1AH N, CANTRELL' v
~_Aus}e Hcﬂu1len. McGehee t o Viece President= Regulatory
\ - --Carothers and Pro:tor ; jf’ 75 “Tampa Electric Company
o t.0ffice Box. 391" £ Post Office Sox 111

" Tallahassee; Flerida. 32301 " “Tampa, Florida 33601 ’.
(904) 224-5115 I .“(813) 228—4332 :
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‘Exhﬂ?is'Bsﬂckﬁhnk_hAkKETfBASED;coaL cALthtATxouj e

i The base price of 539 44 as of December 31, i987 sha]l be adjusted by
~gthe annual- percentage’ change in -BOM.District 8 ‘Data - for .Coal: Shipments &s
‘reported on Form. 423 for the weighted average price:per. million. BTU of
contract. transactions’ (excluding all. spot ‘transactions) ‘which. meet -Tampa
.. Electric's .Gannon Station  specifications. (Note '4):for heat content, sulfur
"content. ash cnntent and pounds su1fur diox1de per m1}1ion BTU S

o _Examp]e.v

R 39 44 x 192 zou (Note 1) c
, ~T88.015 {Note 2) = sau 107

Revised Benchma K40, 10 x 1.05 (Note 3) s4z;1iv

[Notes A

71/ Hypothetical 1ndex value for 1988._lg_
 2/ Actuai 1ndex va]ue for 1987. :
‘5;/ 5% zone of reasonab]eness.‘jj, Lo

8/ '

'@Z;— i» Speczf1cations as foTlows

12,500 BTU/1b ‘minimum
T1.5% maximum .
9.0% maximim
‘2. U pounds per m1111on BTU maximum

Heat Content

= Sulfur Content
§sh Content.
$u1fur Dioxide

I I lﬂl
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- si3/zen

 }.ons pL; 500 000

'szz;soe ono

?i*o al cos.'

510/.on x 300 000 e $20 000,000

c'sallowec ‘etbﬁe'v”

,5szo ooo 000 - szz,:oo ooo =52 sbq[ocqf‘




20208

* ORDER NO. 20 o
. DOCKET NO. 870001-EI-A":

o ATTAChW T Fo o

*TAMPA ELECTRIC COMPANY
“DOCKET NO, §70001-EI-A .

| Exm b Q'E‘u/c'mtikf?mns#dmATI—bhi_tALcuuTmR'ﬁ N

S YAverage Rail ﬁlleage to fampa L
o x Average. ‘of. Lowest. Tva va]icly—Avaiiable >
’ Fiorida Raf} Rages = CoeTxl1.08

-fj+ Costs of Privater Ouned R311 Cars

Transportat{on Benchmark ,_,(Ndié 3y

”‘:Notes

R »;_We\ghted “average . aii( m1ies from ,aI1 coéT’.snﬁrtés’ for“Tampa
P "¥E]gc§ric to p1ants._ This fs expected to be 974 mi]es for 1989 i

&% Cents. per ton-n{ie for pub1ic1y ava1]ab3e' F1or1da ut131ty' rait

i oeoal o transportation rates; . ..For: examp]e Cthe . currant - publicly

:-iavailable rail. . ratesito F}orxda ut121~1es “on. a cents per ton’ miie
g basis for 1988 are s ‘o1luws .

»

'Q'JEA .
~-Qrlando..
'Lake1and :
'fGainesv:IIe

s oW |
o @A

53ndﬁ;;;1f'
Ceeaal
e oa -

'Average of Lowest Two ~7 ii;98f;;:;y2_i'

. 'CaTchated by : mult:p1y1ng average 5 rall : m11eage “to.- Tampz by

T Floridatrail coal. ‘market ‘cost’. (cents per. ton-mile), then adding the

- costs’of- private]y owned ‘rail cars..’ This: benchmark will be: compared

_xt"’.to Tampa ‘Electric's. weighted averagﬂ'water yranspor.atfon cost from
'}v.ali Tampa Electric coa1 _seurces. ”;_ T s .
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