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Re : Deter11ination of appropriate cost allocation and 
regulatory treatment of total revenue• assoc iated witn 
wholeaale aalea to Florida Municipal Power Agenc y and 
City of Lakeland by Tampa Electric Company; 
FPSC pocket No. %1@171-EV 

Dear Ms . Bayo: 

Enclosed for filing in the above docket, on behalf of Tampa 
Electric Company, are the original and fifteen (15) copies of each 
of the following: 

1. Rebuttal Testimony ot Douglas R. Bohi. 

2 . Rebuttal Testimony and E.xhibit (JBR-1) of John B. Ramil. 

Please a c knowledge receipt and filing o f the above by stamping 
the duplicate copy of this letter and returning same to this 
vrite.r. 
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Thank you for your assistance in connection with this matter. 
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Hs. Blanca s. Bayo 
Hay 23, 1997 
Page Two 

CEBTIFICATE Of SERVICE 

I HEREBY CERTIFY that a true copy or the roregoing Rebuttal 

Testimony of Douglas R. Bohi and John B. Ramil, riled on behalt or 

Tampa Electric Company, t~ been furnished by u. s. Hail or hand 

delivery (*) on this ~~~day or Kay, 1997 to the f ollowing : 

Ms. Leslie Paugh* 
Staff counsel 
Division of Legal services 
Florida Public Service 

Commission 
2540 Shumard Oak Boulevard 
Tallahassea, fL 32399-0850 

Kr . Gary Lawrence 
City of Lakeland 
501 East Lemon Street 
Lakeland, FL 33801-5079 

Hs. Vicki Gordon Kaurman 
WcWhirter, Reeves, McGlothlin , 

Davidson, Rief ' Bakas, P.A. 
117 South Gadsden Street 
Tallahassee, FL 32301 

Hr. John w. Mc Whirter 
McWhirter, Reeves, HcGlothlir•, 

Davidson, Rier ' Bakas 
Post orrice Box 33~0 
Tampa, FL 33602 

Mr. Robert Williams 
FHPA 
7201 Lake Ellinor Drive 
Orlando, FL 32809 

Mr . John Roger Howe 
orrice or Public Counsel 
c/o The florida Legislature 
111 West Madison St., Room 812 
Tallahassee, FL 32399-1400 
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i: .. I Glt4AL 
UXPA ELECTRIC COXPAHY , 1 r r.opy 
DOCKET MO • • 71~71-10 1 

IOIMITTID roa PILIMO 1 / 22 / t? 

I:UOU lfU PUBL.IC IZRVIC! COKMISS IOM 

PRDAJlED J.DUTTAL TESTIMOJITY 

or 

JODI. RUIL 

Plaaaa atata your name, addreaa, occupati~n and employer. 

My name ia John B. Rami l. My bua i neaa address ia 702 North 

Frankl i n Street , Tampa, Florida 33602. I am employed by 

10 Tampa Electric Company in the po aition o! Vice President-

11 Enarqy Service• ' Planninq . 

12 

13 g. 

14 

15 A. 

16 

17 

18 Q. 

19 

20 A. 

21 

22 

23 

24 

25 

Do you have any exhibits? 

Yea. I have one exhibit, Document No . 1 of Exhibit (JBR-

1), au.aarizinq Tampa Eloctric 's proposal. 

What la the purpose of your t estimony? 

The purpoae ot my teatiaony ia to d ispel the notion 

au99eated by Meaars. Pollock and Larkin th~t Tampa 

Electric's propose d requlatory treatment of the FMPA and 

Lakeland vholeaale contract revenue sales causes r e tail 

ratepayers t o aubsidize whol .. ale sales transactions. The 

aultiple errors in their respec tive positions are a 

OOCUH[ N' '• " .n• . OfT£ 

05 t 92 Ht.Y 23:;; 
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8 g. 

9 

10 

11 A. 

function ot their tund•••ntal miaunderatandinq ot Taapa 

Electric'• propoaal, how it compares to Florida broker 

tranaactiona, and a diareqard ot baaic economic theory. 

The tact b that Tupa Electric 'II proposed treatment ot the 

FMPA and Lake land sa lea will yield aignit icant berae!i ta to 

tht 91neral body ot ratepayers . 

You aaid that there waa a a iaunderatanding o! the proposal. 

can you plea•• explain your p~opoaal? 

Exhibit {JBR-1)_, OOCUIIent No. 1 , i llustrates our 

12 proposal . 

13 

14 lbarin; Onder t•apa llegtrig'• Propowal Verwu1 BrL~tr &baring 

15 g. 

16 

17 

18 

19 

20 A. 

21 

22 

23 

2-4 

J5 

Both Mr. Larkin and Hr. Po llock make a comparison o! the 

PMPA and Lakeland aalea to tht Florida Energy Broker. How 

would you coapare the Lakeland and PMPA sa lt.:<s with economy 

trana actiona? 

The aalea r e venuea aswociated with e conomy transactions 

fr011 the Florida Energy Broker a re ahared 80/20 with 80\ o! 

the revenuea c redited through the !uel claus.:a to lower 

retail rat .. , and 20t credited t or the exclusive benefits 

of s hareholder• bllow tb• line. Tampa El e c tric'• proposed 

treataent ot the r evenuea a aaociated with the f'M.PA and 
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24 

25 

Lakeland sales is to credit so' ot net revenue• to retail 

clau .. a and 50' to operating revenu•a aboye the l i ne atter 

o!!setting all expenses. This 50' treetment above the line 

cannot be compared with the 20' treatment trom broker 

tranuctiona. Thia is because ratepayers can and will 

benet it !rom the 50t above the lirae in Tampa Electric • s 

propoaal, but the 20' allocation in economy sales is 

exclusively tor the benefit ot the company 's ahareholdera. 

In tact, Mr. Pollock goea ao tar aa to say Tampa Electric 

Company haa !lip !lopped the 80/20 formula t o its benetit. 

Pleaae elaborate . 

On page 2 ot Hr. Pollock's teatimony, he claims 78' o! the 

net bene!ita are retained by Tampa Electric Company and 22' 

would !low to retail customers. 

Mr. Pollock 

statementa. 

has misinterpreted the data in these 

He ignores the tact that Tampa Electric 's 

proposal results in 100' ot the sales r e venue associated 

with these eales being either immeJiately passed throuqn 

retail clause• or credited to operatinq revenues above the 

line and not below the line as in the c.::1se ot economy 

broker aalea. Thia above the line treatment serves to deter 

the need tor a qeneral rate increase , or potentially lower 

3 
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revenue requirements in the next general rate adju&tlDent 

tiling. Under Tampa Electric's current rete stipulation, 

any contr~bution to operating revenue also contributes to 

potential additional refund• in 19~9 and 2000 beyond the 

quaranteed $50 million. 

In addition to thia lack ot understanding ot the general 

formula proposed by Tampa Electric, M.r. Pollock does not 

underatand how to calculate net benefits to retai l 

cu.tomera. 

Plaaae elaborate. 

Mr. Pollock aaaerts later on page 8, that it incremental 

fuel costa are understated by J.Jt, the net benefits to 

retail customers would disappear. This is absolutely 

incorrect. He haa miainterpreted t .he proposal and 

miaapplled the mech.anics o! how the bene! ita are 

calculated . The syat .. incremVttal fuel would have to 

increaae over 6.5\ before the retail c ustomers' i mmedi ate 

50t ahara of benefits diaappear . In tact, i ncremental fuel 

would need to incraaae 15t tor all benefits to operating 

revenue• to diaappear . In Mr. Po llock's exa mple, it 

incr .. ental fuel is actually J.Jt h igher over the term ot 

the aale , the retail cuatomers would in !act still receive 

_j 



1 $1.2 million as an imwadiate benefit under the clauses and 

2 a total of $7.7 aillion net benefit ~aking into account 

3 above the line credite. 

4 

!5 Q. 

6 

7 

8 ~. 

g 

Other than the matbeaatica associated with Mr. Pollock'• 

testimony, do you accept his analysis? 

No. His approach i.s too narrow . Weighh:q benefits and 

costs is the primary factor in business decision makinq. 

10 When the benefits and costs ot the transaction arb compared 

11 a benefit to coat ratio ot .LJt tor the flU>A transaction and 

1.2 ~ tor the Lakeland tran.aaction is calculated. Any ratio 

1.3 qreater than 1.0 demonstrates benefits outweitJhing cost. 

: 4 The qreater the ratio the greater the benefits and leas 

1.5 risky the decision. This s ame approach is used in 

1.6 evaluatinq conservation programs. conservation proqrams 

1.7 which have a benefit cost rati o gr eater than 1. 0 are 

1.8 considered in the beat interest o! rate payer• and are 

1.9 approved. The FMPA and Lakeland sales coJDpare very 

2 0 favorably to this standard. 

21 

22 

23 

Retail Ratap•J•r• lU•l co•t• Are Dnattecte4 

Q. All of the intervenors express concern about the 

24 possibility ot the retail customer paying higher rates 

25 through fuel due to the u.nderstatement o! the •:rate• 
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incremental tuel in t he forecast. 

justified? 

Is this concern 

No, it is not. These witnesses have misunderstood Tampa 

Electric's proposal to credit the actual aystem incremental 

fuel coat to the fuel clause. They h&ve contused thia 

credit with a credit tor the tuel revenues collected troa 

the wholesale cuato•era. They have also contused the 

effects ot creditinq system incremental tuel coats with 

system average fuel coat. 

Explain the difference between Tampa Ele,ctric 's propoaal 

and crediting the fuel clause with the actual wholesale 

fuel revenues received. 

Tampa Electric's propoaal i a quite simple, and quarantees 

that the retail cu.ata.er wi ll not pay higher ratea through 

the fuel clause. 

Ravenu .. equal to actual system incre•ental tuel cost will 

be credited to tbe fuel adjustment clause regardless of the 

fuel revenues actually collected from the wholesale sales 

or the projected level of ayatem incremental ruel co•t. 

Revenues equal to system incremental S02 allowance cost 

will also be credited to the environmen tal clause. 

6 
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Therefore, retail r atepayers will pay tuel and 

environmental coat recovery ~lause rate• HQ higher than 

they would have been have had the sales not been made. 

Explain next, the difference between crediting t o the tuel 

clauae ayatu incruental tuel cost and ayatam average tuel 

coat. 

In contraat to Tampa Electric's proposal, it revenuea equal 

to ayatea average tuel coat were credited in connection 

with these wholesale aalea the retail customer would be 

attected. For example, in the sale to Lakeland, fuel is 

priced at system average fuel cost . It revenues equal to 

syataa average fuel ware credited to the fuel clause aa is 

suggested by Mr. Pollock, Mr. Larkin and Staff, the retail 

customers, would pay 1.0 mi llion net present value more 

through the fuel clause over the period of this 

trenaaction, as shown in Oocum~nt 5, Exhibit No. KAB-1. 

Lakeland ia expected to be served during the peak periods 

ot Tampa Electric's own native load. While Tampa Electric 

Co•pa.ny•s overall i ncremental fuel coat is below syat8ll 

average fuel cost , during peak periods they may be higher 

than system average fuel cost . 

7 



1 CAUOit.! COPiQtDtl 

2 g. Do the vholaaale aalea to f"KPA and Lakeland require the 

3 co•itment of Tampa Electric generating c apacity? 

4 

5 A. 

6 

7 

8 

Yea. The aale ot of:f-ayatUI enerqy and capacity obviou.ly 

requires the coiiiJIIitlllent of qene.ratinq reaourcea, but as Ma. 

Branick baa expl ained in bar direct testimony, there were 

no cbanqea to Taapa Electric'• expanaion plan as & reault 

9 of aervinq tbaaa two aalaa. The next planned generation 

10 unit ia acheduled for the year 2003. The sale to FMPA ends 

11 in the year 2001. The Lakeland sale does encompass a 

l!.2 period of time during which new Caf'.llC:ity will ~ addaiS. 

13 However, expansion planning analysis has shown that the 

14 Lakeland aale doea not attect the timing of the current 

15 Tampa Electric expansion plan. The 2003 planned capacity 

16 addition occurs, reqardl .. s of including the Lalce.land aale 

17 or not. In a conservative approach , a coat tor new 

18 capacity was incorporated in the onalysis ot the Lalceland 

1.9 aale. 

20 

2:1 Q. 

2.2 

23 

24 

25 A. 

What factors were considered in making the determination 

there waa no need to add c.apaci ty to serve the FMPA and 

La1taland aalea? 

Tbe factors considered were aaintaining an adequate ::-esarve 

8 
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10 

margin to serve Tampa Electric ' s native load a.nd the U.pact 

ot the FMPA and Lakeland sale- on that margin. Tampa 

Electric monitors two criteria to assure reliable and coat­

ettective electric aervice !or ita retail rate payers . 

Theae two criteria include a 1 5 ' reserve margin and a 1t 

o.xpected unserved energy quidelinCl. The 15t reaerve JDAr~Jin 

addr••••• peak load daaand. 

The addition ot theae aales does not cause Tampa Electric 

to tall abort ot mee:ting these criteria. Thus, while the 

11 total level ot reae:rvea are reduced by the addition ot 

12 theae aalea, the minimua reaerve criteria have not been 

13 violated anc1 are not affected. In essence, Tampa Electric 

1~ haa merely maximize:d the utilization ot capacity above the 

15 required reserve margin. This utilization contributes to 

16 tixec1 costa thereby benefitting retail customers. 

17 

18 Furthermore, there ia no need to find replacement capacity 

19 either from the units on the syatem or through a purchaae. 

20 It makes no sense to incur additional, unnecessary costs in 

21 optimizinq capacity . 

22 

23 fh•r• it •o lubtidy ot theta lalct by Retail cuttoaert 

24 Q. 

25 

Both Mr. Larkin and Mr. Pollock express concern that the 

company is proposing a aubsidy by retail cust omers for 

9 



1 

2 

3 A. 

wholesale &ales. Do you agree? 

No. If the FHPA and Lakeland sales suddenly went away, the 

4 rate paid by retail cuatomera would not auddenly drop, by 

5 any 8uppo•ed "•ubsidization" amount . Baaed on thia tact, 

6 it is clear that the retail customer11 cannot be aubaidi&ing 

7 the•• wholesale aalea and Mr . Larkin and Mr. Pollock have 

8 clearly miainterpreted the !acts . Specifical ly, Mr . 

9 Larkin'• summary of the company'• justification tor ita 

10 propo8al on linea 24 through 29 on page 3, ana lines 1 

11 through 7 on page 4 clearly demonstrates a misunderstanding 

12 of the baaic economic theory outlined in Dr. Bohi 's 

13 teatimony. The economic theory o! making incremental sales 

14 troa the company'• reaourcea as long as incremental costs 

15 are covered is not being applied by the company where it 

16 baa an obligation to serve . It is being applied to sales 

17 where there is a choice to serve or not to serve as in the 

18 caae of wholesa le power sales. Dr. Bohi has justified thia 

19 applic.ation in his testimony. I simply want to add that 

20 any contribution wholeaala sales make to embedded eoats 

21 leasena the burden of retail cuat:.omers. 

22 

23 Play ip Cp•t-lhittipg Arrzua•nt 

24 0· 

:.25 

Are there !lawa in Mr. Pollock'• comparison o! fuel costs 

in bia Document No. 2 of Exhibit 1 where he claims there 

10 
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12 

13 

l4 

15 

16 

17 

18 

19 

2'0 

2:1 

22 

23 

24 

is "cost-shifting" between competitive and regulated 

operations? 

Yea. Hr. Pollock ' s conclusion is based on the comparison 

ot three numbers that are not "apples to applaa• . Firat, 

the syat .. average fuel and net purchase power cost ia tor 

a system operatin9 at a 60' load factor, compared to the 

purchased enerqy payments to Hardee tor enerqy taken at 

approxiaat~ly a 6\ load factor. Secondly, t he system 

average fuel costa include sunk coats aaaooieted with 

providing service to retail customers while supplemental 

!uel revenues from sales tor resale are baaed on unit 

increaental !uel costa. Lastly, t .he energy component tor 

the Hardee purchase contains the operat i on and maintenance 

expa.n .. , thereby inflating the value relative to t:he other 

two columna which are essentially tuel only. 

Mr. Pollock baa made an invalid comparison ot these rates 

to conclude "coat-shifting" exists. In following Hr. 

Pollock • a loqic further, one could conc l ude that "cost-

shittin;" exists since Tampa Electric's retail 

interruptible customers pay approxi mately $39/HWh, tar leas 

than the average retail rate ot approximately $70/MWh. 

Clearly, this would be an invalid conclueion because o! the 

11 



1 

2 

3 

4 

5 

6 

7 

8 

9 

difference in the baoia for the number a. Furthor, Mr. 

Polloclc'a example is exacerbated by his error ot incll:.dinq 

coata in one set ot numbera that are not in the other 

nUJD.bera. 

Claarly, Mr. Pollock'• attempt to demonstrate "coat­

abifting• betwee~n competitive and regulated operations must 

be diacarded. 

10 XpqeDtiyt XI• DiaipQIDtiyt 

11 g. 

12 

13 

14 A. 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

How do you rea pond to Mr. Pollock 1 a recomm.end 'lt ions un the 

regulatory treatment of theae sales? 

On page 3, line 8, and paqe 12, line 11, Hr. Pollock arques 

for separation. On paqo 15, line 8, Hr. Pollock arques 

that lOOt of the non-fuel revenues !rom these sales be 

returned to r etail customers. 

There are two problema with Mr. Pollock's proposal. The 

first problem is an internal inconsistency. It wholesale 

sales are separated at average embedded cost, the revenues 

will not ba available to the retail jurisdiction tor flow 

th.rough to retail customers because they will have bee.n 

allocated to the wholesale jurisdiction. 

12 
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5 Q . 

6 

7 

8 
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10 

11 A. 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 Q. 

The second problem ia that there will be NO r•venuea to 

allocate to either juriadiction becauae there will be NO 

wholeaale aalea under prevailing market conditions. 

It appears all o! the intervenor~ ~Ue8tion the validity o! 

an incenti va !or the coapany to make these types of nlea. 

Basically, they aay that a prudently managed utility should 

use ita beat efforts to market power irrespective o! an 

incentive. How do you reapond? 

The Florida Energy Broker ia a very good analogy here. The 

broker ia a voluntary system representing a real market 

baaed on i.ncremental prici.ng and incentives. As mentioned 

earlier, the benefits to the customer are that 80\ of the 

sales r e venues are credited through the tuel clause. 

Significantly a 20\ incentive exists that is credited below 

the line tor the exclusive benefit of shareholders. I 

believe all parties would agree that the broker system has 

provi.ded tr ... ndoua benetita, in excess o! $800 million, to 

retail ratepayers in Florida. The 20\ i ncentive to 

stockholders haa been a key t o this r.acord . We should 

learn !rom this aucceaa and recognize that the desirability 

ot an incentive as prese.nted in this proceeding. 

Some intervenors have arqued that an incentive would result 

13 
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1:5 g. 

16 

17 

18 ... 

19 

20 

21 

22 

23 

24 

25 

in a double recovery to Tampa Electric. 

respon.d? 

How do you 

These arqwu nts reduce to an issue o! allowed returns. 

They both ignore the tact that Tampa Electric's proposal 

credita all ot the vholeaale revenues to retail customers 

titrough "paas-through" clauses or oboye the line to 

operating revenues. Thus, there is no opportunity tor 

Taapa Electric to earn an excessive or double return . Ita 

incentive ia lilllited to an improved chance to earn ita 

allowed rate o! return. As 

aoreover, the retail custo111er 

wholesale sales. 

previously pointed out, 

will benefit trot: these 

What will be the e!!ect o! rejecting Tampa Electric's 

proposal? 

The coapany wil l be disincented to make wholesale sales 

like PMPA and Lalteland where there are more bene!ita to be 

captured tor the retail customer than in economy broker 

sales. This is so because the company will be incanted t o 

toreqo these typea ot· aalu in favor o! broker transactions 

an4 thereby deny CWJtomera the benefit ot s ellinq capacity 

in addition to energy. 



1 Q. 

2 

3 

.. &. 

5 

Ia the concept of ;enerating additional revenue !rom 

wholesale sales to minimize retai l ratea new? 

No. Aa I just pointe4 out this Commi ssion recoqnized the 

benefit of such act!vity when the enerqy br oker and the 

6 associated revenue treatDiant polic ies were aet . Mora 

7 apecifically for Tacpa Electric, in a 1985 rate order, the 

8 Collaission provided for the company to aggreaai vely Dlarket 

9 wholesale rower and achieve revenues (retained l OOt aa 

10 oparatin; revenuaa above tha line) ao that retail ratea 

11 could be minimized. 

12 

13 Q. 

14 

15 &. 

16 

17 

11 

What vas the result ot this action? 

entrepreneurial spirit among 

acbieve additional revenues 

the company employees to 

through the agc;rassi ve 

The Company ~as entcrud into 

19 90od business tranaactiona producing the beat possible 

20 u.rvina allowed by the coapetitive Wholesale market . Thue 

21 aar(Jins help ainiaize reta!l prices. 

22 

23 Moreover, in introduc ing this entrepreneurial spirit into 

24 the Coapany, our -ployaaa hcve aou9ht Dlany waya to 

25 increase revenue through other aeana, raaultin9 i n lese 

15 
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6 g. 
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8 
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10 

11 

12 A. 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

cost burden tor our retail customers. For example, the 

Coapany aggressively aarxet8 steam trom generatinq units, 

training prograas developed tor its T 'O employees and 

pre11iua lighting to new and existing electric customers. 

Bow does Tampa Electric'• proposal tor the treatment ot the 

PMPA and Lakeland Whol ... le saloa r evenue compare ~ith the 

exiating regulatory trutme.nt ot these other revenue 

generating activities which help to lower retail electric 

pricea? 

Tampa Electric'• proposal compares tavorably and is totally 

consistent vith the regulatory t .reatment ot other sources 

ot additional revenue. For example, the revenues trom the 

activities listed in my previous exa111ple are credited lOOt 

above the l ina . 

When Tampa Electric'• propoaal is viewed in this context, 

it is readily evident that CollllDissi-'>n approval would be 

totally fair to all involved and consistent wi th existing 

revenue treatment . The intervenors have strived to create 

an illusion that -wholesale• sales carries with it severe 

coaplications and the need tor extraordinary review . To 

our retail custoaera it is siaply a.nother source ot revenue 

troa a third party that helps to minimize the i r rates. 

16 
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00.1 thi1 conclude your t eatt.ony? 
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Revenue Treatment Under Proposal 
4 

Total Revenue 

f 
Credit 

Operating 

f 
Net 

Benefit 

T l"»""-"'%'"-""'"'"'"";~'~'&'\1 Revenues 
Variable O&M 

Incremental I Incremental sol I ·· 
Costs Credit ·-

Incremental Fuel 

to 
Keep 

Clauses 
Neutral 

+ 

LEGEND 
Immediate 
Benefit To Retail 

~ Defray Cost To 
~ Retail 

D g:ts Variable 
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~~~~~~ 
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