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TESTIMONY OF QAVID P. WHEELER 

3 a. ~ould you please state your name and bus1ness address? 

4 A. 1My name is David P. Wheeler: 2540 Shumord Oa~ Boulevard . Tal lahassee . 

5 Flor ida 32399-0850 . 

6 a. By whom are you employed and 1n what capac1ty? 

7 A. I am ~loyed by the Florida Public Serv1ce Corrm1ss1on as a 

8 Regulatory Analyst in the Bureau of Electr1 c Regulat1on . Div iSion of 

9 Electnc and Gas . 

10 a. Please give a brief descript1on of your educat1onal bacKground and 

11 professional experience . 

12 A. I graduated from the Un1versity of Ka nsas 1n 1982 w1th a Bache lor of 

13 Science Degree in Business Adm1 ni strat 1 on . In 1984 I was awarded a Master 

14 of Business Administrat1on Degree w1th a concentrat ion 1n f 1nance by the 

15 University of Florida . From 1984 to Janua ry . 1990 I wa s C'lllployed by the 

16 Florida Department of Bus iness Regulation as a f1nanc1al analyst 

17 I began my employment w1th the Flor1da Publ1c Serv 1ce CommlSS lOn 1n 

18 February of 1990. and have held various pos1t10ns 1r the Burc'•J of Electr1c 

19 Regulation s ince that time . My pr1ma ry job respons1b1ltt1es are 1n the 

20 areas of electric utility cost of serv1ce and rate des1gn 

21 a. 
22 A. 

What is the purpose of your testimony? 

The purpose of my test imony 1s to discuss alternative regu latory 

23 treatments for Tampa Electric Company ·s <TECO> rec~nt wholesale sal es to 

24 the Florida Municipal Power Agency <FMPA) and the C1 ty o f LaKe land 

25 (Lakeland). and to discuss TEco·s proposed treatment of these transacLlons 

l 
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1 Q. Could you br1efly descri be the wholesdle sale to Lakeland? 

2 A. The sale to Lakeland began on October 19 . 1996. and end~ ~eptemter 

3 30 . 2006 . The sale is a f1rm 10 HW sale under Long- Term ~erv1ce Schedule 

4 D. and is made from TECO's system generating resources The sale has 

, 

5 priority equal to that of TECO 's f1rm nat 1ve load There 1s al~o tJrovlSIOn 

6 for an additional 10 MW w1th a pr1or 1ty subordinate to TECO ' s nat 1ve load 

7 and ex1st1ng wholesale commitments . 

8 Q. Could you briefly descr1be the wholesale sale to the FMPA7 

9 A. The sale to the FMPA began on December 16. 1996. and ends March IS . 

10 2001. This sale is a f1rm Schedule 0 sale of capacity and energy froo 

11 TECO's B1g Bend Units 2 and 3. and Gannon Un1ts 5 and 6 The FMPA 1s 

12 entitled to th is capac1 ty any ttme these un1ts are able to supply It For 

13 the 1n1t1al year of the agreement . the sale IS for 35 ~ of capacity and 

14 1ncreases annually over the term of the convact to a level of 150 H~ by 

15 the end . The contract also makes prov1s1on for the supply of supplemental 

16 capacity at the same rel 1ab1l1ty as the base capacity . once 1t 1s 

17 scheduled. 

18 Q. 

19 A. 

Has TECO made simil ar sales 1n the past? 

Yes . TECO has made long term f 1 rm Schedu l r 0 ~a 1 e~ to vJ n ou!. 

20 entit les from 1t s 819 Bend GPnerat1ng Stat 1on 

21 Q. How were these sales treated 1n TECO' s las t rate case 1n Docket No 

22 920324-El? 

23 A. The sales were separated from the retail Jun sdlCtlon and placed 1n 

24 the wholesale jurisdictiOn . The separati on al located the genera t1on and 
25 

transmission rate base and non -fue l expenses (1 e Operattons and 
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Ma intenance (Q&M) . deprec1 at1on. taxes. etc >between the reta1 1 Jnd 

2 wholesale jurisdict ions. based primarily on each Jurl ~dl ct lon · s 

3 contr ibut ion to the 12 monthly system peak demand~ The var1a~le O&M 

4 gPnerat lon expenses were allocated on an energy . or per kilowatt hour . 

5 basis . Retail rates were then set based on the rate ba~e and expenses 

6 allocated to the reta1l s1de . whi le on the wholesal e side TEco·s revenues 

7 and the resulting return were dictated by the ag r~?ments they negot 1a ted 

8 wi th the separated wholesale customers . subject to the FERC s approvdl 

9 Revenues from separated sales (with the exception of furl revenues. wh 1ch 

10 are addressed in the Fuel and Purchased Power Cos t Recovery (F uel l Cl ause >. 

U are retained by the stock ho 1 ders . 

12 0. How are the fuel revenues from separated sales treated for regula tcry 

13 purposes? 

14 A. The fuel revenues are cred1 t ed to the reta1l Fuel Cl ause to reduce 

15 the total system fuel cost s pa 1d for by the ret a1l ratepayPrs The 

16 Commission recent ly addressed the treatment of fuel revenues for wholesale 

17 sales in Doc~et 970001-ET. Order No. PSC-97 -0262-FOF -El . dated March 11 . 

18 1997 . The Commission estab llshed a p~l1cy for new separated sales wh1ch 

19 requi res that the fuel revenues returned to the ratepayers be equal to the 

20 system average fuel cost . regardless of how the fuLl was pr1ced nursuant to 

21 the wholesa le contract . unless the ut 1l1 ty could demons t ra te net bene f1 ts 

22 to the ratepayers from the sale . 

23 o. How did TECO propose to treat the Long -term F1rm Schedule 0 

24 transactions in the rat e case 1n Docket 920324-EJ? 
25 

A. TECO proposed t hat t he sales be 1ncluded ln the retail jurl~d1Ct1on 
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When whole~ale sal ~s are retdlned 1n the reLa1l JuriSdiCti On. the reta1l 

2 ratepayers support through thei r rates the ent i re cos t of the plant and 

3 expenses associated with the sales . 

4 In addi tion. TECO proposed that 60% of the non -fue l revenues f r~ the 

5 Big Bend ScheduleD and other interchange sa les be ret a1ned be low the l 1ne 

6 by TECO's stockholders. and that the rema1n1ng 40% be returned to the 

7 ratepayers through the Fue 1 Clause. 

8 Q. 

9 A. 

Did the Commiss ion approve thi S treatment? 

No . The Commission reJected TECO' s proposed shar1ng of non -fue l 

10 revenues 1n Order Nos. PSC-93-0165- rOF-EI and PSC-93·0664- FOF -El The Long . 

11 term Firm Schedule D sales were separated . and the1 r cos ts and revenues 

12 were placed in the wholesale JUri sdiction . 

13 For those interchange sales wh1ch were reta ined 1n t he reta1 1 

14 j urisdiction (with the exception of bro~er sa les). t he ComniSSIOn ordered 

15 TECO to credit a 11 of the non· fue 1 revenues back to the ratepayers through 

16 the ad justment clauses . the O&M revenues througll the fue ~ adJustment 

17 clause . and the capac1ty revenues through the capac1ty cos t recovery 

18 clause . 

19 Q. Does TECO 's proposed reta1l Jur tSdiCtlonal treatment of the FMPA and 

20 Lakeland sales comport with exist 1ng CommiSSion pol icy for these types of 

21 sales? 

22 A. Absent a demon~tra tl on that TECO · s ra tepayers ber1e f 1l t rom the 

23 propos-ed treatment. it does not . TECO's proposal would retain the sales 1n 

24 the reta i l jurisdict ion . wh ich does not appear to establlst1 a fa1r ba lance 
25 

between ratepayers and stockholder~ The FMPA and Lakel and sales do not 
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differ substantially from t hose f1 rm ScheduleD sa lrs wh1 ch are current ly 

2 separated into the wholesale JUr1Sd1ction . They are all f1 rm . long- term 

3 (i .e . longer than one year) sales that requ1re TECO to comm1t capac1ty fr om 

4 either spec1fied units or syst em generating resources . The capac1ty thus 

5 commi tted is no longer available for use by the reta1l ra t epayers 

6 Further. since the revenues derived from the sales are less than the 

7 embedd€d average cost of the sales. inclusion of these sales 1n the reta1l 

8 jurisdict ion allows TECO to subsidize its wholesa le sales at the expense of 

9 the captive reta il ratepayers . 

10 Based upon Comm1ssion policy establ ished 1n T(CO s last rate case. 

11 any new long-term f i rm sales shou ld be separated 1nto the wholesale 

12 jurisdiction based upon average embedded costs in add1t1on . pursuant to 

13 the Commission's recent Order No PSC-97 -0262-FOF·EI 1n Doc~et 970001 -EI . 

14 the reta il ratepayers should be cred1ted wi th no less than an amount equal 

15 t o the system average fuel revenues from these sales. r·egard less of the 

16 actual fuel revenues received. Any exceptions to these pol1c,es shoul d be 

17 addressed on a case-by-case basis . where it can be demonstrated that an 

1B alternat ive treatment is 1n the best 1nterests of the ratepayers 

19 Q. Has TECO demonstrated t hat t he1 r proposed trea~ment of the FMPA and 

20 Lakeland sales 1s 1n the best 1nterest of the rat epayers? 

21 A. TECO has sought to 1nclude the FMPA and Lake land sales wlthln the 

22 retai l jurisdiction because they believe that they can no longer compete 1n 

23 the wholesale market by pr1cing sales based upon the1 r average embedded 

24 cost . With the addition of the Polk IGCC un it (whlch has resulted 1n a 58 
25 

percent increase in TECO's tota l net generat 1on plant 1n service between 
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year end 1995 and 1996> future whole5ale 5ale5 ba5ed on TEco·s 5y5 t em 

2 average cost appea~ to be particularly threatened TLCO believes that 

3 requ1r1ng separat1on under these c1rcumstance5 create5 a st rong 

4 d 1 s' 11cent lVe t o make such 5il 1 es. s 1 nee the s tockho 1 der5 are requ 1 rt•d to 

5 absorb the entire shortfall between average embedded co5t s and the revenue~ 

6 from the sales . 

7 TECO reasons that as long as the revenues from whol e5ale 5ales are 

8 greater than the incrementa l cost of produc1ng the energy sold . the 

9 ratepayers are better off. TECO has f1led a cost ·effecllveness ana iys1s of 

10 the FMPA and Lakeland sales which purports to show that tt1e sales w1 11 

11 produce net benefits to the r-atepayers . However . th15 anol y51 s 15 ba5ed on 

12 pr0jected incremental co5t5 and revenue5 assoc1 ated with the FMPA and 

13 Lakeland sales and there 15 no assurance that they w1ll cor. t 1nue to be 

14 cost -effect ive throughout the term5 of the contract 5 hove further 

15 concerns regard1ng TEco·s e5t1mate of the po551ble 1mpact of these 5a le5 

16 upon l Eco ·s generat1on expans1on plan. Because of the need of further 

17 

18 

19 

20 

21 

22 

23 

24 
25 

discovery to determ1ne the reasonablene55 of T[C0 .5 Incremental co5t 

benefit analysis. I cannot make a determ1nat1on a5 to whether the 5ales 

provi de net benefit5 t o TEC0 .5 reta il ratepayer5 

0. Do you believe TEco·s proposed stockholder >har1ng o f t hP rrvrnues 

from these sales 1s appropriate? 

A Absolutely not . While it may be appropr1ate to remove the 

dis incentive caused by requiring TECO to separa te the sale5. 11 1s entirely 

inappropriate to prov ide any further incentive to make these sale5 

Based on TEco·s test1mony . the1r proposed trea tment of the rpvcnues 
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for the FMPA sale result in the stoc~holders reta1n1ng Sl l 2 m1ll 1on or 

2 about .82% of the total Sl3.7 million in NPV non -fuel revenues tha l are 

3 projected to be rece1 ved over the l 1 fe of the contract 

4 If the sales remain in the retail JUrisdiCtion . the retail ratepayers 

5 are fully support ing the costs assoc1ated wlth these sales through the1r 

6 rates . As a consequence. they should rece1ve the ful l benefit of all the 

7 revenues which result from them . All energy charge revenues. including 

8 fuel. should be credited to the ratepayers through the Fuel Clause The 

9 capacity charge revenues should be credited through the CapacltJ Cost 

10 Recovery Clause . 

11 It is incumbent upon a prudent ut1l1ty to attempt to max1m1ze 

12 wholesale revenues from temporary surplus capac1ty for the Deneflt of the 

13 retail ratepayers who are responsible for the costs of supporting that 

14 capacity . Pursuant to the "regulatory CCJITl>act" . TECO has been granted the 

15 exclusive right to serve the reta il customers in 1ts serv1ce terr itory. and 

16 the opportunity to earn a fair return on the investment requ1red to serv(' 

17 those customers . In return. they must provide rel iable serv1 ce to all 

18 customers who request it at the lowest possible cost TECO should not 

19 requir'e additional incentive to fulf ill this obligation to lower coHs to 

20 its retail ratepayers by engaging in cost effective wholesale transaction~ 

21 0. Are there any existing incentives for TECO to engage 1n whol esale 

22 transactions of thi s type? 

23 A. Yes . The sales will result in benefits to wholly owned subs1d1ar1es 

24 of TFco·s parent CCJITl>any. TECO Energy Inc These aff1l1ates provide coal 
25 

and waterborne coal transportation to TECO Increases 1n energy sales by 
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l TECO will resul t in increased revenues to these af f1l1 ates 

2 o. Do you belteve 1t 1s appropnate for TE CO to retatn for 1t ~ 

3 stoc~holders all of the revenues attributable to transmiS510n servtce' 1 

4 A. No . Pursuant t o Federa l Energy Regulatory Comn1sston <FERCl orders 

5 888 and 889 . utilities are now requ1red for wholesale sales to charge 

6 themselves for t he use of thei r transm1ss1on sys t ems j ust as they do any 

7 other user . Accordingly . a portion of the revenues from the FHPA and 

8 Lakeland sales must be identified as relating to transm1ss 1on Th1s 

9 requirement does not justi fy TECO ' s proposed treatment under whtch tts 

10 stockholders would retain all of the transmisston revenues Although tt1e 

11 wholesale market for generat ion 1s now becoming more compet 1t1ve wholesal e 

12 transmission rates rema in a regulated monopoly . subJect to the JUrl sdtct lon 

13 of the FERC . This would argue for the separati on of all of these 

14 transmiSSiOn related COStS and revenueS lntO t~e wholesale jUJ"lSdiCt 10n e 
15 o. 
16 A. 

17 

18 

19 

20 

21 

22 

23 

24 
25 

Does this conclude your test imony? 

Yes . 
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