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DIRECT TESTIMONY OF STEPHEN A. STEWART 

ON BEHALF OF AARP 

PROGRESS ENERGY FLORIDA, INC. 

DOCKET NO. 060658-E1 

Please state your name, address and occupation? 

My name is Stephen A. Stewart. My address is 2904 Tyron Circle, Tallahassee, 

Florida, 32309. I am testifying as a consultant to AARP in this docket. 

Please describe your educational background and business experience? 

I graduated from Clemson University with a Bachelor of Science degree in 

Electrical Engineering in December 1984. I received a Master’s degree in 

Political Science from Florida State University in August 1990. 

From January 1985 to October 1988, I was employed by Martin Marietta 

Corporation and Harris Corporation as a Test Engineer. In July 1989, I accepted 

an internship with the Science and Technology Committee in the Florida House of 

Representatives. Upon expiration of the internship I accepted employment with 

the Office of the Auditor General in August 1990, as a program auditor. In this 

position I was responsible for evaluating and analyzing public programs to 

determine their impact and cost-effectiveness. 
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In October 1991, I accepted a position with the Office of Public Counsel (“Public 

Counsel”) with the responsibility for analyzing accounting, financial, statistical, 

economic and engineering data of Florida Public Service Commission 

(“Commission”)-regulated companies and for identifying issues and positions in 

matters addressed by the Commission. I left the Public Counsel in 1994 and 

worked as a consultant for the Florida Telephone Association for one year. 

Since 1995 I have been employed by two privately held companies, United States 

Medical Finance Company (“USMED”) and Real Estate Data Services Inc. I 

worked with USMED for approximately four years as Director of Operations. I 

founded Real Estate Data Services in 1999 and I am currently its President and 

CEO. In June 2006 I purchased Commercial Print and Copy, a business located 

in Tallahassee, Florida. 

Over the last ten years I have worked for the Public Counsel on a number of 

utility related issues. In the last several years I have also served as a consultant to, 

and provided testimony for, AARP. 

Have you previously testified before the Florida Public Service Commission? 

Yes. I have filed testimony with the Commission on ten occasions. 
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Have you prepared an exhibit detailing your qualifications and experience? 

Yes. I have attached Exhibit (SAS-1) which details my qualifications and 

regulatory experience. 

What is the purpose of your testimony? 

The purpose of my testimony is two-fold. First, I provide a brief analysis of the 

case relying on the evidence that has been filed to date. My analysis indicates that 

the Office of Public Counsel, through the testimony of its witness Dr. Robert L. 

Sansom, has made a compelling, and seemingly incontrovertible, case that 

Progress Energy Florida, Inc. (“PEF”) charged its customers at least $143 million 

in unnecessary, imprudent and therefore excessive fuel charges during the period 

1996-2005. 

Second, I provide a recommendation that urges this Commission to impose upon 

PEF a financial penalty in an amount sufficiently large to discourage it in future 

cases from intentionally benefiting its parent/affiliate companies at the expense of 

its customers and in violation of its statutory obligation to provide the most 

efficient service to its monopoly customers. I believe this Commission should 

provide PEF, and all Commission price-regulated companies, with a clear 

disincentive to conduct that intentionally harms their customers to the financial 

advantage of affiliates or their own shareholders. If utilities are merely required 

to return the financial fruits of their intentionally imprudent behavior when it is 

later found out, I would argue that there is, in fact, an economic incentive for 
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them to engage in conflict of interest purchasing because they will perceive no 

financial downside to doing it. 

In 1991 this Commission penalized Gulf Power Company 50 basis points on its 

authorized return on equity for mismanagement in connection with certain 

“corrupt practices” that took place at that utility for eight years during the 1980s, 

a penalty that was subsequently upheld by the Florida Supreme Court. The size 

of PEF’s financial injury to its customers in this case, conduct that took place over 

at least 10 years, dwarfs the injury felt by Gulf Power Company’s customers. The 

Commission imposed the penalty on Gulf Power Company “as a message to 

management that the kind of conduct discussed above, which was endemic for at 

least eight years at this company, will not be tolerated for public utilities which 

operate in Florida.” I believe this Commission has a duty to send PEF a 

“message” that it will not tolerate the self-serving overcharges involved in this 

case. 

THE EXCESSIVE FUEL EXPENSE 

Q. How did you conduct your analysis in this case? 

A. I read and analyzed the various petitions and motions filed by the OPC 

and PEF. This included the Citizen’s Petition filed with the PSC on August 10, 

2006, PEF’s motion to dismiss filed on August 30, 2006, and the Citizen’s 

Memorandum in Opposition to PEF’s motion to Dismiss. I also read and analyzed 

the testimony filed by OPC witnesses Merchant and Sansom. And finally, I 

reviewed the relevant discovery filed in this case and other independent 

documents. 
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Q. What does your analysis of the evidence indicate? 

A. After reviewing the case materials, I have concluded that the evidence 

shows PEF built two coal plants in 1984 and 1985 specifically designed to burn 

two different types of coal: bituminous and sub-bituminous. However, when one 

type of coal, Powder River Basin sub-bituminous, later became the clearly lower 

priced alternative, PEF failed to take advantage of the power plants’ design fuel 

specification so it could pass the fuel savings associated with the sub-bituminous 

coal on to its ratepayers. Instead, PEF intentionally continued to purchase higher 

cost bituminous and synthetic fuel, to the clear advantage of its corporate parent 

and affiliates. According to OPC witness Sansom, the excessive fuel cost 

resulting from the failure to purchase the least-cost coal was $143.5 million, 

excluding interest. 

Q. 

designed to burn two types of coal? 

A. First, the operating instructions authored by the manufacture of CR4 and 

CR5 indicate that the plants were specifically designed to burn a 50/50 mix of 

bituminous and sub-bituminous coal. See Exhibit (SAS-2) And second, 

numerous correspondences addressing the site certification of CR 4 and 5 

reference the ability of the plants to burn the two types of coal. For example, in a 

letter from a principal engineer with Electric Fuels Corporation, dated April 14, 

1978, the engineer shares with Mr. Vierday of the Environmental & Licensing 

What evidence indicates PEF built two plants in the early 1980s 
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Affairs Department of PEF comments about the site certification of CR 4 and 5 by 

PEF submitted to EPA. The comments include the following: 

Our plan has always been, and continues to be, to diversify our coal 
supply by bringing it from different geographical areas of the country. For 
the subject supply of low-sulfur coal, this includes both eastern and 
western coals. The bituminous coals from the Appalachian area from the 
Eastern United States and from the Western States of Utah and Colorado, 
and the sub-bituminous coals from Wyoming currently appear to be the 
most attractive from a cost and availability standpoint. 

The complete document is at Exhibit (SAS-3). 

Q. Did PEF’s motion to dismiss OPC’s petition in this case argue that the 

plants in question were not designed to burn two types of coal? 

A. No. 

Q. 

cost Powder River Basin (PRB) sub-bituminous coal in 1996? 

What evidence indicates that PEF should have switched to the lower 

A. The most convincing evidence that PEF should have taken advantage of 

the low cost PRB coal is that it was less expensive on a delivered, BTU-basis than 

the bituminous coal and synfuel it was purchasing from its affiliates and others. 

The wisdom of switching to PRB coal in 1996 is reinforced by the actions of 

other utilities during this time period. Data from the filed FERC Forms 423 show 

that Georgia Power, Alabama Power, Gulf Power, Mississippi Power, and TECO 

all were purchasing PRB coal and passing the cost savings to their customers 

during this period of time in question here. Exhibit (SAS-4) shows the 

information reported in the FERC Forms 423. Additionally, it is important to 
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note that many of these other utilities had to make capital improvements to 

existing plants so that the PRE3 coal could be used. PEF had no such impediment 

to burning the PRB coal because CR 4 and 5 were specifically designed for these 

fuels. 

Q. 

not the lower cost alternative during the time period in question? 

A. No. 

Did PEF's motion to dismiss OPC petition argue that PRB coal was 

Q. 

this case? 

A. I think the Commission should do for consumers exactly what it has done 

for utilities over the last three years. Over the last three years utilities have 

petitioned the Commission to pass through significantly increased fuel costs that 

have been blamed on market forces that are out of the control of the utilities. Now 

we find that for 10 years when the free-market favored the consumers, PEF failed 

to look out for the consumers' best interest for reasons that appear solely related to 

increasing the bottom lines of its parent corporation and several affiliates. I 

believe basic fairness, and fundamental regulation, dictate that the PEF ratepayers 

receive a refund equal to the excessive fuel costs, plus accrued interest, as well as 

the imposition of a penalty large enough to deter PEF from engaging in this type 

of self-serving fuel purchasing practice in the future. 

Given your analysis, what do you think the Commission should do in 

23 
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Q. How much of refund should the PEF ratepayers receive? 

A. I have not conducted an independent analysis on the required refund. 

However, I have reviewed the amount testified to by OPC witness Sansom 

Merchant and I am comfortable with his recommendation. 

Q. 

OPC witness Merchant? 

A. No. The interest calculation for fuel adjustment under and over recoveries 

is fairly straightforward and simply involves applying the applicable commercial 

paper rate of interest to whatever the outstanding balance is for the successive 

time frames being considered. The appropriate level of interest is essentially a 

“fallout” number that is dependent upon the level of overcharges the Commission 

finds. I do not have any basis, however, for criticizing Ms. Merchant’s 

calculations. 

Do you have any basis for challenging the interest calculation made by 

Do you believe that paying interest on the overcharges that are  alleged by Dr. 

Sansom is a sufficient inducement for PEF not to engage in the similar 

behavior in the future of overcharging its customers by not buying the least- 

cost fuels available to it? 

No, I do not. The payment of interest merely recognizes the time value of money 

and is integral to virtually all situations in which the Commission finds that a 

regulated utility appropriately either overcharged or undercharged its customers 

during the course of a cost-recovery clause hearing. If PEF is not required to pay 
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interest on whatever the overcharges are found to be in this case, then it still 

would have benefited itself, at the expense of its customers, by receiving an 

interest-free loan from those customers. The payment of interest cannot be 

considered a “penalty.” 

On the other hand, if the Commission finds that PEF either (1) intentionally 

overcharged its customers by buying affiliated-supplied bituminous coal or 

synfuel instead of lower-cost sub-bituminous coal, which I believe is the case, or 

(2) that the overcharges resulted by more benign PEF mismanagement, then I 

believe the Commission must impose a financial penalty of sufficient size to deter 

PEF from engaging in behavior resulting in these overcharges again. In my 

opinion, the requirement for a penalty, and its amount, should be significantly 

greater if PEF’s self-serving behavior was intentional, not just inept. Again, I 

believe PEF’s decision to continue purchasing affiliated coal instead of the less 

expensive PRB sub-bituminous coal was clearly intentional and that its decision 

was motivated by a desire to increase its corporate parent’s and its affiliates’ 

profits. 

18 PEF’S IMPRUDENCE 

19 Q. Please summarize the key findings of Dr. Sansom that you believe 

20 demonstrate PEF’s imprudence and the resulting need for a penalty to deter 

21 future such behavior. 

22 A. 

23 

First, I believe Dr. Sansom’s testimony and supporting exhibits conclusively 

demonstrate that the CR 4 and 5 units were specifically designed to bum a 
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“design basis” fuel consisting of a 50/50 blend of bituminous and sub-bituminous 

coals. Dr. Sansom’s exhibits supporting this finding consist primarily of 

engineering documents stating this fuel specification, as well as the Department of 

Environmental Regulation’s (“DER’) operating pennit requiring it. There should 

be no doubt by this Commission with respect to the fact that CR 4 and 5 have 

always been physically and operationally capable of burning 50/50 blend of 

bituminous and sub-bituminous coals. 

I accept Dr. Sansom’s expert opinion that PEF’s decision not to burn the 50/50 

design basis fuel blend in the 1980’s had no adverse economic consequences on 

the utility’s customers because bituminous coal was then more economical than 

sub-bituminous coal. 

I also accept Dr. Sansom’s expert opinion that by the early 1990’s certain 

developments in the mining of sub-bituminous coal led to it becoming a more 

economical choice than bituminous coal. I likewise accept Dr. Sansom’s 

conclusion that this shift in pricing for sub-bituminous coal and its transportation 

was (1) “widely disseminated within the coal and utility markets and industries at 

the time;” (2) “that numerous utilities in the Midwest and Southeast shifted from 

bituminous coal to sub-bituminous coal to take advantage of the clear opportunity 

to lower fuel costs that sub-bituminous coal afforded them;” (3) that PEF knew, or 

should have known, about the price shift at the time other utilities were taking 

advantage of it; (4) that “for a full decade after it should have shifted to a 50% 
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Powder River Basin (PRB) sub-bituminous coal blend with bituminous coal, PEF 

continued to bum bituminous coal and a product of bituminous coal treated with 

oil called synthetic fuel or ‘synfuel’,” which synfuel PEF frequently purchased 

“from companies in which its parent, Progress Energy, Inc. held ownership 

interests;” and ( 5 )  that during the 1996-2005 time frame, “sub-bituminous coal 

was available from the Powder River Basin of Montana and Wyoming at 

delivered prices via the water route to Crystal River Units 4 and 5 cheaper than 

either the bituminous coal or the synfuel that PEF purchased.” 

Earlier you said you believed PEF’s fuel overcharges were intentional, which 

conduct you said compelled a significant penalty. What basis do you have 

for concluding that PEF’s overcharges were the result of intentional acts? 

I believe PEF had a continuing obligation to provide its customers with electric 

service based on the least-cost fuels reasonably available to it. As demonstrated 

by the recent fuel adjustment hearings, generating fuels comprise a very large 

percentage of both a utility’s operating costs and its customers’ total monthly 

bills. Competent utility management must necessarily always be alert to 

opportunities to reduce its fuel costs consistent with fuel supply security. As 

demonstrated by Dr. Sansom’ s testimony and independent documents I have 

examined, PEF either knew, or reasonably should have known, that it could have 

purchased PRB sub-bituminous coals for CR 4 and 5 at a lower delivered cost 

than what it was paying for either the bituminous coal or synfuel it was 

purchasing primarily from affiliates during the 1996-2005 time frame. At least as 
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early as 1996, PEF essentially came to an economic, ethical, and regulatory fork 

in the road where it was required to test the interests of its customers versus those 

of its affiliated companies. In simple terms, PEF was faced with either 

purchasing the lower cost PRJ3 sub-bituminous coals for CR 4 and 5 to the clear 

benefit of its customers or with continuing the practice of fueling those units with 

higher cost coal and synfuel purchased from, and often transported by, affiliated 

companies. Unfortunately, PEF chose to benefit its affiliates by continuing to 

purchase the higher cost fuels. As I said earlier, PEF’s course of action was 

contrary to that of many other utilities that elected to switch to the less expensive 

sub-bituminous coal, even when doing so required expensive capital 

improvements to their generating units to accommodate burning the sub- 

bituminous coal. Again, PEF designed CR 4 and 5 to sub-bituminous coal and 

could have bumt it immediately with no plant modifications. It appears to me that 

PEF was playing a “zero-sum” game and that it chose to ignore its customers’ 

interests in order to help itself. 

What do you mean? 

A. 

and discovery to date, PEF could have exclusively bought its affiliates’ 

bituminous coal and synfuel during the 1996-2005 time frame, or it could have 

bought lower-cost sub-bituminous coal from non-affiliated companies sufficient 

to provide the 50/50 design fuel mix, but it could not simultaneously do both. 

PEF’s fuel purchasing alternatives did not present it with a “win-win” situation 

As best I can tell from the evidence contained in the prefiled testimony 
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whereby it could continue buying from its affiliates, while at the same time 

benefiting its customers. Rather, buying bituminous coal and synfuel from its 

affiliates benefited them by giving the sales revenues to those companies, as well 

as the transportation revenues to the affiliated companies carrying or handling 

these fuels, while also providing substantial synfuel federal tax credits to PEF’s 

parent and other affiliates. This situation, in my view, was somewhat like 

dividing a dessert pie: The more PEF took for itself by way of affiliate fuel 

purchases, the less there was available for the benefit of its customers. 

I believe PEF had an ethical and legal obligation to provide its customers with the 

least-cost electrical service possible by seeking out the lowest-cost fuels for CR 4 

and 5 that it could safely bum. In order to help its corporate parent and affiliates, 

PEF had to hurt its customers, and it elected to do so. Instead of serving its 

customers first, I believe PEF elected to serve its shareholders and affiliates by 

continuing to buy the higher cost fuels. 

PEF PENALTY 

Q. Do you have any recommendations on a penalty for PEF? 

A. Yes. I think the Commission should significantly penalize PEF for their 

actions in this case. To simply return to consumers the monies that were taken in 

the circumstances of this case will provide no incentive for this utility to change 

its behavior in the future. No penalty in this case may actually encourage PEF 

and other utilities regulated by this Commission to be less aggressive in pursuing 

lower cost fuel alternatives. I would recommend that the Commission impose a 
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1 penalty equal to 10 percent of the overcharges it ultimately finds should be 

refunded to PEF’s customers. 2 

3 Q. Do you believe the Commission has the legal authority to levy a 

4 penalty against PEF? 

A. Yes, I do. I recall the Commission used its authority under Section 5 

6 366.095, Florida Statutes, to penalize Gulf Power Company for mismanagement 

during the early 1990s. That statute states: 7 
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20 

The commission shall have the power to impose upon any entity 
subject to its jurisdiction under this chapter that is found to have 
refused to comply with or to have willfully violated any lawful rule 
or order of the commission or any provision of this chapter a penalty 
for each offense of not more than $5,000, which penalty shall be 
fixed, imposed, and collected by the commission. Each day that such 
refusal or violation continues shall constitute a separate offense. 
Each penalty shall be a lien upon the real and personal property of 
the entity, enforceable by the commission as a statutory lien under 
chapter 85. 

Q. What did the Commission do in the Gulf Power Company case and 

21 how do you think that decision is applicable to this case? 

A. In 1990 Gulf Power Company (“Gulf’) filed a rate case with this 22 

23 Commission asking for an additional $26.3 million in annual revenues and a 

24 return on equity of 13 percent. In its final order the Commission found Gulfs 

reasonable range of return on equity lay between 11.75 and 13.50 percent with a 25 

26 mid-point of 12.55 percent. However, the Commission determined that Gulfs 

mismanagement in a number of areas warranted a fifty basis point reduction in the 27 

28 equity mid-point used to establish annual revenues. The Commission discussed 

29 the mismanagement issues, saying: 
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The record is clear: Gulf Power Company admitted that corrupt 
practices took place at Gulf Power Company from the early 1980s 
through 1988, including but not limited to theft of company 
property, use of company employees on company time to perform 
services for management personnel, utility executives accepting 
appliances without payment, and political contributions made by 
third parties and charged back to Gulf Power Company. The 
majority of the unethical/illegal activities involved Jacob Horton, the 
Senior Vice President of Gulf Power Company. Mr. Horton was 
killed in a plane crash on April 10, 1989. 

The Commission went on to conclude that: 

This record reflects a disregard for the ratepayers and public service, 
however. Accordingly, we will reduce Gulf Power Company’s ROE 
by fifty (50) basis points for a two year period. This results in a 
final ROE of 12.05%. 

This final ROE is well within the parameters established as fair and 
reasonable by expert testimony of record. This reduction in the 
authorized ROE for a two year period is meant as a message to 
management that the kind of conduct discussed above, which was 
endemic for at least eight years at this company, will not be tolerated 
for public utilities which operate in Florida. We have limited the 
reduction to a two year period to reflect our belief that Gulf Power 
has turned the corner on dealing with the extensive and long- 
standing illegalhnethical behavior within the company. 

(Emphasis supplied.) I have attached relevant pages of the Commission order 

imposing the penalty as Exhibit (SAS-5) and the Florida Supreme Court 

decision upholding the penalty as Exhibit (SAS-6). 

Q. Do you believe PEF’s conduct in this case rises to the level that it 

warrants a financial penalty comparable to that imposed by this Commission 

on Gulf Power Company? 

A. Yes I do. In fact, I believe the PEF’s behavior and the resulting financial 

harm to its customers is substantially greater than that involved in the Gulf Power 
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Company case and that, therefore, the need for a penalty is even greater. It is my 

view that the evidence clearly indicates PEF intentionally chose to use a higher 

priced fuel when a lower priced fuel was available. While a competent, well 

managed utility would have purchased the least-cost coal, the fact that PEF’s 

parent company profited from the decision introduces a profit motive for its 

actions that trumps mere incompetence and leads me to believe the decision was 

indeed intentional. As demonstrated by Dr. Sansom’s testimony and exhibits, 

while other utilities where retrofitting plants to take advantage of PFU3 coal, PEF 

was “retrofitting” its permit for CR 4 and 5 by excluding the ability to burn the 

less expensive design fuel, while specifying the more expensive, affiliate-supplied 

synfuel. This allowed the parent company to profit at the expense of PEF’s 

customers. 

Q. 

Company case? 

A. 

engaged in a number of “corrupt practices” that could not be tolerated and had to 

be penalized, the fact is that Gulfs  behavior had very little quantifiable direct 

adverse economic consequences on its customers. By contrast, the evidence in 

this case shows that PEF directly harmed its customers in the amount of $143.5 

million, if you accept Dr. Sansom’s calculation, in order to benefit its parent and 

affiliates by a comparable amount. If ever a case cried out for penalty to send 

management a message that conduct disregarding its ratepayers and public service 

Why do you believe this case is more egregious than the Gulf Power 

While this Commission found that Gulf Power Company’s management 
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1 will not be tolerated, this is it. I believe a ten percent penalty would send that 

2 message. 

3 Q. Does this conclude your testimony? 

4 A. Yes. 

5 
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2904 Tyron Circle 
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SUMMARY 
Over the last eleven years I have private sector business experience through the entrepreneurial development of two 
companies. Prior to my entrance into the private sector, I spent approximately five years with the Florida Legislature 
where I was responsible for the analysis and evaluation of financial and economic data. After graduating with an 
engineering degree in 1985, I spent four years as a test engineer with government defense contractors. 

PROFESSIONAL EXPERIENCE 

COMMERCIAL PRINT & COPY, Tallahassee, FL 

As sole owner of 15 employee business my responsibility is to ensure that all functions of the business are successfully 
implemented by the employees. These functions include production, customer service, and sales and marketing. 

REAL ESTATE DATA SERVICES, INC., Tallahassee, FL 

As President of this start-up real estate marketing company, my responsibility is to ensure that all functions of the 
business are successfully implemented by the employees. These functions include production, customer service, and sales 
and marketing. In addition, I have a fiduciary responsibility to the shareholders. 

During my employment at USMed I was involved in all major business functions of this private label cre&t card 
company. The last two years I served as the Director of Operations reporting directly to the CEO. My responsibilities in 
this position included liaison with credit card processing vendor, on-site program implementation, financial analysis, 
client support, business development and supervision of operations staff. 

REGULATORY SERVICES, Tallahassee, FL 

As the owner of this sole proprietorship, my activities included the development and production of Utility News, a news 
information service, consulting services, and real estate appraisals. 

6106-Present 

11199-Present 

UNITED STATES MEDICAL FINANCE COMPANY, Tallahassee, FL 1/95 - 8/98 

3 /94  Present 

FLORIDA TELEPHONE ASSOCIATION, Tallahassee FL 3/94 - 2/95 
I was responsible for developing and evaluating policy positions during rewrite of the Florida Telecommunications 
statute. This included bill analysis and development of presentations to be made at legislative committee meetings. 
Reported to the Executive Director of the FTA. 

OFFICE OF PUBLIC COUNSEL - FLORIDA LEGISLATURE, Tallahassee, FL 10191 - 2/94 
I assisted the Public Counsel in representing the interests of the citizens of Florida before the Florida Public Service 
Commission. Duties included analyzing financial, economic, and engineering data of investor owned utilities. 
Represented the Public Counsel before the Public Service Commission as a Class B Practitioner and have prepared and 
filed testimony on a number of occasions. 

OFFICE OF AUDITOR GENERAL - FLORIDA LEGISLATURE, Tallahassee, FL 8/90 - 10191 

I assisted the Office of the Auditor General with applying auditing, management, and social science research methods for 
the review and analysis of public programs to evaluate their impact, effectiveness, and operating efficiency. 

HARRIS CORPORATION and MARTIN MARIETTA CORPORATION, Orlando, FL 
I was responsible for engineering tasks associated with the development of Test Program Sets for digital and analog 
avionics. My duties included the development of test strategy reports, diagnostic flow charts, interface requirements, and 
computer source code. 

1/85 - 10/88 

EDUCATION 
M.S., Political Science, 1991; Florida State University, Tallahassee, FL 
Principles and Practices of Appraisal, AB - I, October 1998; The Real Estate School, Tallahassee, FL 
House of Representatives Internship Program, 1990; Florida Legislature, Tallahassee, FL 
B.S., Electrical Engineering, December 1984; Clemson University, Clemson, SC 
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Utility Regulation Experience 
Stephen A. Stewart 

Florida Public Service Commission, Docket No. 060038-EI: Florida Power & Light Company’s Petition for 
Issuance of a Storm Recovery Financing Order. 

Provided testimony on behalf of AARP and the Office of Public Counsel. The testimony disputed the level of 
Storm Damage Reserve being requested by the utility. 

Resolution: The case went to full hearing and I provided testimony before the Commission. 

. . . . . . . . . . . . . . . . . . . . .  

Florida Public Service Commission, Docket No. 050078-EI: Petition for rate increase by Progress Energy Florida, 
Inc. 

Provided testimony on behalf of AARP. The testimony disputed the ROE being requested by the utility and 
argued for a lower storm damage reserve than being requested. 

Resolution: The case was settled by the parties prior to hearing. 

. . . . . . . . . . . . . . . . . . . . . . . .  

Florida Public Service Commission, Docket No. 050045-EI: Petition for rate increase by Florida Power & Light 
Company. 

Provided testimony on behalf of AARP. The testimony disputed the ROE being requested by the utility and 
argued for a lower storm damage reserve than being requested. 

Resolution: The case was settled by the parties prior to hearing. 

. . . . . . . . . . . . . . . . . . . . . . . .  

Florida Public Service Commission, Docket No. 050001-EI: Fuel and Purchased Power Cost Recovery Clause with 
Generating Performance Incentive Factor. 

Provided testimony on behalf of AARP. The testimony disputed FPL’s entitlement to between $25 million and 
$30 million in steam generator sleeving repairs as “fuel related” and, thus, recoverable through the fuel clause. 

Resolution: The matter went to hearing and the Commission denied F’PL recovery of the monies sought 
for the steam generator sleeving repairs. 

. . . . . . . . . . . . . . . . . . . . . . . .  
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Florida Public Service Commission, Docket No. 041272-EI: Petition for approval of storm cost recovery clause for 
recovery of extraordinary expenditures related to Hurricanes Charley, Frances, Jeanne, and Ivan, by Progress 
Energy Florida, Inc. 

Provided testimony on behalf of SugarMill Woods Civic Association. The testimony supported an approach that 
would have resulted in a sharing of prudently incurred expenses between the utility and consumers. 

Resolution: The  case went to full hearing and I provided testimony before the Commission 

. . . . . . . . . . . . . . . . . . . . . . . .  

Florida Public Service Commission, Docket No. 001148-EI: Review of Florida Power & Light earnings. 

As a consultant for the Office of Public Counsel, I developed direct testimony addressing the operation and 
maintenance expenses requested by FPL. 

Resolution: The  Office of Public Counsel and 3PL settled the case before testimony was filed with the 
FPSC. 

. . . . . . . . . . . . . . . . . . . . . . . .  

Florida Public Service Commission, Docket No. 010503-WS: Investigation of Aloha Utilities rates. 

As a consultant for the Office of Public Counsel, I provided direct testimony filed with the FPSC that addressed 
the methodology used by Aloha Utilities to project test year water consumption. 

Resolution: The case went to full hearing and I provided testimony before the Commission. 

. . . . . . . . . . . . . . . . . . . . . . . .  

Florida Public Service Commission, Docket No. 000824-EI: Review of Florida Power Corporation Earnings. 

As a consultant for the Office of Public Counsel, I provided direct testimony filed with the FPSC that addressed 
the prudence of the Operation and Maintenance (O&M) expenses requested by Florida Power Corporation 
(FPC). 

Resolution: Testimony was filed with FPSC. The  Office of Public Counsel and F'PC settled the case before 
hearing. 

. . . . . . . . . . . . . . . . . . . . . . . .  

Florida Public Service Commission, Docket No. 930001-EI: Tampa Electric fuel cost recovery case. 

As an employee of the Office of Public Counsel, I assisted lead counsel with negotiations between TECO and 
the Office of Public Counsel. The case centered around TECO's cost recovery from consumers of &el 
purchased by a TECO affiliate. 
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Resolution: The Office of Public Counsel and TECO settled the case before testimony was filed with the 
FPSC. 

. . . . . . . . . . . . . . . . . . . . . . . .  

Florida Public Service Commission, Docket No. 920655-WS: Investigation of Southern Utilities rates. 

My responsibilities as an employee of the Office of Public Counsel included providing direct testimony, 
assisting counsel with formulation of cross examination questions for utility witnesses, and assisting utility 
customers during the hearing. 

Resolution: The case went to full hearing and I provided testimony before the Commission. 

. . . . . . . . . . . . . . . . . . . . . . . .  

Florida Public Service Commission, Docket No. 920324-EI: Investigation into Tampa Electric rates. 

My responsibilities as an employee of the Office of Public Counsel included providing direct testimony, 
assisting counsel with formulation of cross examination questions for utility witnesses, and assisting utility 
customers during the hearing. 

Resolution: The case went to full hearing and I provided testimony before the Commission. 

. . . . . . . . . . . . . . . . . . . . . . . .  

Florida Public Service Commission, Docket No. 910890-EI: Review of Florida Power Corporation earnings. 

My responsibilities as an employee of the Office of Public Counsel included providing direct testimony, 
assisting counsel with formulation of cross examination questions for utility witnesses, and assisting utility 
customers during the hearing. 

Resolution: The case went to full hearing. 
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UNIT DESCRIPTION 

PLANT 

This unit is installed as Unit No. 4 nt the Crystaf River Plant located near Crystal Rivcc, 
Florida. Plnnt elevation is 11 feet above sealevel. 

Tho unit supplies steam to a GE turbine rated at 665 MW. The consulting engineer is Black & 
Veatch, Kansas City, Missouri. 

BOILER 

This is a semi-indoor, balanced draft Carolinu Type R d i m t  Boiler designed for pulverized coal 
firing. The unit has 54 DuaLRegLstes burners nnanged in three rows of n ine  burners each on 
both the front and rear wds.  Furnace dimensions we 79 feet wide. 67 feet deep, and 201 fcct 
from the centerbe  of the lower wall headers to the drum centcrlioe. The stfnm drum is 72 
inches ID. 

Thc mnximum continuous ratiug is 5,239,600 Ibm of main stem flow at 2640 psig and 
1005' F at the superheater outlet with a reheat flow of 4,344,700 lb(hr at 493 psig and 
10059 F w i t h  n normal feedwater temperature of 646'F. This Is a 5% overpressure condition. 
The full lond rating IS 4,737,900 lblhr of main s t e m  flow at 2500 psfg and 1005" F with a 
reheat Qow of 3,959.800 Lblhr at 449 p i g  and 1005 "I": with n normal feedwater tempuature 
of 535 F. Man fiteam and reheat steam temperatures are controlled Lo 1005 P from MCR 
lond down to  half load (2,368,900 lbm) by a combination of gJs recirculation m d  spny 
attemperatton. 

The unit is dcsigned for cycling senice and is piovfded with a full boiler bypass system. The 
unit can be operated with either constant or viuinble tusbine throttle pressure from 63% of 
full load on down. 

The deugn pressures of the boiler, economizer, and reheater nre 2975, 3060, nnd 750 pSig 
respectively. 

S t e m  for boiler soot blowing 1s taken off the primary superheater outlet header. Steam for air 
heater soot blowing ig tnken off the secondnry superheater outlet. 

SCOPE OF SUPPLY 

The mjor  items of equipment suppUed by B&W include: 

ct a 
G 

d 
P; 

e RBC unit pressure parts including boflcr, primary nnd secondary mperhenter, economizer, 
and reheater. 

0 Fifty-Lour DuaLReglster burners nnd lighterg. 

Six MPS-89GR pulverizers and piping to burners. 

0 By-pass system including valves and piphg. 

Two stages of superhent attemperators (first stage tandem) nnd one w e  of r eha t  nttcm- 
perattan (2  nodes) ;  notztes only, no block or control vdves or spray water piping. 

Three Rothemuhle LUI heaters (one p- and two secondary). 

Ducts from secondnry au hedtcts to windbox. rogress Energy 
PEF-FUEL-00 1945 
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Please find enclosed excerpts from Florida Power Corporation Application 
for site certification in Crystal River 4 and 5 .  

. :  . .  
. .  

. .  

. .  . .  



FPCR4/5-TSD3.l/RHTB3-2-2.1 
' 2/28/80 

fable 3.2-2 A l t e r n a t i v e  Florida Power Corporat ion Performance Coals Weight Blends,( 50150 Basis 

1 . b  2 l h 6  1 6 7* 2 h 4  2 &. 6 2 & 7  6 & 7  Type Coal 
. . -  

Moisture, % 
Volatile Matter, Z 
Fixed Carbon, .X 
Ash, X 
Carbon, X 
Hydrogen, X 
Ni t rogen ,  X 
C h l o r i n e ,  ,X 
S u l f u r ,  % 
Oxygen, X 

7.0 
34.9 
49.1 

9.0 
69.1 
4.7 
1.4 
0.05 
0.60 
8.15 

11.0 
32.7 
45.9 
10.4 
62.3 
4 .3  
1 ..2 
0.03 
0.55 

10.22 

18.5 
31.0 
4 2 . 6 ,  

7 .9  
58.8 
3.9 
1.1 
0.03 
0.49 
9.28 

14.5 
36.1 
4 2 . 4  

7.0 
6 2 . 3  
4.5  
1.1 
0.05  
0.60 
9.95.  

11.0 
37.6 
42.0 

9.4 
62.4 
4 . 6  
1 . 2  
0.03 
0.65 

10.72 

18.5 
36.0 
38.6 

6 . 9  
58.8 
4 .2  
1.1 
0.03 
0.59 
9.88 

22.5 
33.7 
35.5 
8 . 3  

52.1 
3.7 
0.9 
0.02 
0.54 

11.94 

'12,225 
45 

"'3 I 

Gross C a l o r i f i c  Value ,  Btu/ lb  
Hardgrove Grindab il it y Index 

11,075 
45 

10.295 
48 

10, $25 
47 

10,850 
45 

8,910 '10 , 060 
48 48 

Ash A n a l y s i s ,  X 

46.0 
23.3 
1 .O 
7.0 

10.5 
1.5 

1.01 
6 .1  
0.44 

2.28  

49.0 
23.3 
1.0 
6.6 
7.1 
1 . 7  
1.31 
1.28 
6 . 2  
0.24 

40.2 
18.2 
1 .o 
'7 .1 

15.3 
3 .7  
1.50 
1.20 
9.3 
1.1 

48.4 
19.8 
0.8 
6 .3  
9 :5 
2 . 6  
2.48 
0.43 
8.1 
0.55 

50.9 
22.5 
1.0 
5.6 
6 .8  
1.2 
3.01 
0.82 
6.3 
0.28 

40.7 
17.8 
1 $ 1  
5 .9  

15.2 
3 .,4 
3.67 
0.60 
9.9 
1.24 

4 4 . 3  

1.0 
5.7 

11.8 
2.6 
2.38 
0.96 
9.8 
1.00 

18.1 

*Performance g u a r a n t e e  shall he based on this blenaT - 

Source: Black and Veach .  J978. _ -  * -  
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KORPORATI ON Response to EPA 
?XI \ -:_7LP% STREETSCJTH P . 1 6 3 x  ;:-I6 ST PETERSBURG. FLORIDA 33733 (ai31 566 5307 

' A p r i l  1 4 ,  1978 

Mr. W. W.  Vierday 
Environmental  & Licens ing  A f f a i r s  Deplr tment  
F l o r i d a  Power Corpora t ion  
P .  0. Box 14042  
S t .  P e t e r s b u r g ,  F l o r i d a  33733 

Dea.r Bud : 

SUBJECT: C r y s t a l  R ive r  4 and 5 
In fo rma t ion  Needs 

At tached  p l e a s e  f i n d  f u r t h e r  i n f o r m a t i o n  r e l a t i n g  t o  p r e v i o u s  
comments on Chapter  8 o f  t h e  S i t e  C e r t i f i c a t i o n / E I S  document.  
T h i s  is i n  r e s p o n s e  t o  y o u r  request o f  A p r i l  1 2 ,  1978,  and I 
have been i n  c o n t a c t  w i t h  P r o j e c t  Eng inee r ing  th rough  F rank  
Fus ick .  P lease  a d v i s e  i f  t h e r e  are  any q u e s t i o n s .  

- 

Very t r u l y  y o u r s ,  

ELECTRIC FUELS CORPORATION 

fl&7&- 
Richard L. Bourn 
P r i n c i p a l .  Engineer  

. .  
. .  RLB/j  c . .  

Attachment 
cc: Mi-. E.. A .  ilpmeyer, I11 

Mr. J .  C; Hobbs, Jr .  

. .  
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TO EPA'S COMMENTS ON CHAPTER 8 
F i l e  Code: E N V I R O N  2-10 

Q u e s t i o n  111 - When i n  f u l l  o p e r a t i o n ,  t h e  t o t a l  a n n u a l . c o a 1  r e q u i r e m e n t s  

f o r  C r y s t a l  River U n i t s  4 and 5 w i l l  be  approx ima te ly  3,300,000 t o n s  p e r  

y e a r  depending on t h e  h e a t i n g  v a l u e  o f  t h e  c o a l .  

p r o v i d e d  f o r  under c o n t r a c t s  of a n n u a l  volumes no less t h a n  t h a t  r e q u i r e d  

t o  meet a u n i t  t r a i n  movement. 

Coal w i l l  g e n e r a l l y  b e  

T h i s  may be as low as 350,000 t o n s  a n n u a l l y  

from a s i n g l e  s o u r c e ,  depending on i t s  g e o g r a p h i c a l  l o c a t i o n .  

We are o n l y  now i n  t h e  p rocess  o f  r e q u e s t i n g  f i r m  b i d s  f o r  c o a l  s u p p l i e s  

and  o n l y  t h o s e  p a r t i e s  w i t h  the a b i l i t y  t o  d e m o n s t r a t e  p roven  e c o n o m i c a l l y  

r e c o v e r a b l e  r e s e r v e s  and mining c a p a b i l i t y  w i l l  be c o n s i d e r e d  s e r i o u s l y  as 

s u p p l i e r s .  

In  a d d c t i o n  t o  o u r  d i s c u s s i o n s  w i t h  s u p p l i e r s  on c o n t r a c t u r a l  ag reemen t s ,  

w e  w i l l  c o n s i d e r  t h e  p o s s i b i l i t y  o f  t a k i n g  an e q u i t y  p o s i t i o n i i n  t h e  owner- 

s h i p  o f  r e s e r v e s  and /o r  j o i n t  v e n t u r e s  i n  mining and p r e p a r a t i o n  facilities. 

Our p l a n  has  a lways been, and c o n t i n u e s  t o  b e ,  t o  d . i v e r s i f y  o u r . c o a 1  s u p p l y  
. . .  . .  

' 'by b r i n g i n g  i t  from d i f f e r e n t  g,eo.g:raphical areas,. o f  t h e  country: .  For ' t h e  
. .  

. , . /  . . - . .  
. .  . . .. -. . ,  

s u b j e s t  s u p p l y  of  low-sulfur  coa' l ,  ' t h i s  i n c l u d e s  $oth- ea'stern and .western 
. -  .. 

c o a l s .  The bi tuminous c o a l s  from t h e  Appalachian area from t h e  E a s t e r n  U n i t e d  

S t a t e s  and from t h e  Western S t a t e s  of  Utah and Co lo rado ,  and t h e  s u b - b i t u m i n o u s  

coals from Wyoming c u r r e n t l y  appear t o  b e  most a t t r a c t i v e  f rom a c o s t  a n d  

a v a i l a b i l i t y  s t a n d p o i n t .  In fo rma t ion  conce rn ing  t y p i c a l  p r o s p e c t s  we a r e  

p u r s u i n g  are  as fo l lows :  
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Area - Appalachia  
Seams - 5-Block, C l a t i o n ,  S tock ton ,  Coa lburg  
Reserves  - I n p l a c e :  120,000,000 t o n s  

Raw Recoverab le :  91,000,000 t o n s  
Clean Coal: 46,000,000 t o n s  

S u l f u r  a n d  BTU ( A s  Received)  Washed 
5-Block: 
C l a r i o n :  
S t o c k t o n :  
Coalburg:  

0 .54% S ;  13 ,080  BTU/Lb; 0 .83 #S02/106 BTU 
0.70% S ;  12 ,580  BTU/Lb; 1.11 #SOz/lO6 BTU 
0.66% S ;  12 ,840  BTU/Lb; 1.03 dS02/106 BTU 
0.73%. S ;  12 ,670  BTU/Lb; 1 .15  #S03/106 BTU 

Weighted Average 0.71% S;  12,717 BTU/Lb; 1 . 1 2  #S0,/106 BTU 

Area - Powder River Basin 
Reserves - Over 400,000,000 t o n s  

S u l f u r  and BTU ( A s  Received)  Raw Coal 
0.33% S ;  8,156 BTU/Lb; 0.81 #S0,f106 BTU 

Area - Powder River B a s i n  
Seams - Roland, Upper S m i t h ,  Lower Smith,  Anderson,  D e i t z  
Reserves - 160,000,000 t o n s  C o n t r o l l e d  (More p o s s i b l y  a v a i l a b l e )  

S u l f u r  and BTU ( A s  Received)  Raw Coal 
. *  

0.36% S ;  8 ,164 BTU/Lb; 0.88 #S02/106 BTU 

Area - C e n t r a l  Utah 
Seams - Upper and Lower O'Connor 
Reserves - 98,000,000 t o n s  C o n t r o l l e d  (More a v a i l a b l e )  

Srr l fur  and BTU ( A s  .Received)  Rsw Coal 

' 0170% S ;  11,870.BTU/Lb; 1 .18 i'lS02/10.6.'BTU, 
. .  . .  . .  . .  

Area - Somerse t ,  __ Colorado 
Seams - D and E 
Reserves - AppZoximate-ly 70,000,000 tons  

Su l fu r  and BTU (As Received) 
Raw . 

Washed 

: 
0 . 4 8 2  S ;  11 ,430  HTU'/T,b; 0 . 8 4  ilS02/106 DTIJ 
0.57% S; 12,327 BTU/Lb;. 0.92 .  BS02/106 BTU 

. .  

Area - Appalachia  . 
Seam - Pond C r e e k  
Reserves  - 40,000,000 tons  r e c o v e r a b l e  
S u l f u r  and BTU ( A s  Received) Washed Coal :: 

0.. 76%.S;  13,148 .BTU/Lb; 1 . 1 6  #SOi / lO6 BTU 

-_ 
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All of t h e  examples l i s t e d  a re  from r e p u t a b l e  compan ies ,  and analyses 

and reserves can b e  suppor t ed  by eng inee red  e x p l o r a t i o n  d a t a  and /o r  

a c t u a l  p r o d u c t i o n  d a t a .  

which t h e  p r i n c i p a l s  have a g r e e d  t o  d i s c u s s  f i r m  o f f e r i n g s  o f  p r o d u c t i o n ,  

These are t y p i c a l  of several s u p p l i e s  from 

sa le  o f  reserves, o r  j o i n t  p a r t i c i p a t i o n  i n  mining.  

Question #3 - Along with d i s c u s s i o n s  o f  c o a l  a v a i l a b i l i t y  and q u a l i t y  

from t h e  v a r i o u s  areas,  w e  have a l s o  t a l k e d  p r i c e .  Although we have not: 

a s k e d  f o r  f i r m  q u o t a t i o n s  y e t ,  w e  do know w i t h i n  a very c l o s e  t o l e r a n c e  

what the b i d  prices would be.  E v a l u a t i o n  of b l o c k s  of r e s e r v e s  t o  be 
r 

c o n s i d e r e d  f o r  p u r c h a s e  have i n c l u d e d  d e t a i l  s t u d y  of mining c o s t s ,  i n -  

ves tmen t  c o s t s ,  p r e p a r a t i o n  c o s t s ,  and t r a n s p o r t a t i o n  c o s t s .  F l o r i d a  

Power C o r p o r a t i o n ' s  s u b s i d i a r y ,  E lec t r ic  F u e l s  C o r p o r a t i o n ,  i s  invo lved  

i n  t h e  c o n s t r u c t i o n  and ownesship o f  a . t r a n s f e r  terminal, o c e a n  going 

coal b a r g e s ,  ocean  go ing  t u g s ,  and c o a l  cars f o r  r a i l  d e l i v e r y .  Through 

t h e s e  c o n n e c t i o n s  and s t u d i e s ,  v e r y  a c c u r a t e  estimates of t r a n s p o r t a t i o n  

c o s t s .  c a n ' b e  deve loped . .  

m 
Obviously,  there a re  many. f a c t o r s  which will ' i n f l u e n c e  .the, :sp.read. 'df '  c o s t  

between low s u l . f u r  'and high  s u l f u r -  coals.  
. .  . .  . .. 

The major c o n s i d e r a t i o n s  i n  

assuming t h e  un i fo rm p e r c e n t a g e  spread i n  t h i s  c o s t  d i f f e r e n t i a l  i s  as 

f o l l o w s  : 

a )  T r a n s p o r t a t i o n  costs  f o r  coa l  d e l i v e r e d  i n t o  F l o r i d a  a r e  3 

s i t b s t a n t i a l  p o r t i o n  o €  the d e l i v e r e d  cost a n d  w i l l ,  i n  some 

cases, exceed the  c o s t  o f  t h e  c o a l  i t s e l f .  F o r  o u r  s i t u a t i o n  

t h e n ;  the f u t u r e  c o s t  of any d e l i v e r e d  c o a l  w i l l  be n e a r i y  as 
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much dependent on ra tes  of  e s c a l a t i o n  on t r a n s p o r t a t i o n ,  a p p l i -  

c a b l e  t o  both high and l o w  s u l f u r  c o a l s ,  a s  t o  t h e  mine c o s t  o f  

t h e  c o a l  i t s e l f .  

b )  IJe a r e  look ing  a.t b o t h - u n d e r g r o u n d  and s u r f a c e  min ing  f o r  bo th  

hi 'gh s u l f u r  and low s u l . f u r . c o a l s .  Mining c o s t s  f o r  s imi la r  t y p e  

o p e r a t i o n s  w i l l  e s c a l a t e  a t  uniform rates  i n d e p e n d e n t  of  s u l f u r  

level .  

c) Many peop le  f e e l  t h a t  t h e  c o s t  o f  l o w  s u l f u r  c o a l  w i l l  . i n c r e a s e  

While coal, of less  t h a n  9.6 pounds v e r y  r a p i d l y  due t o  .demand. 

o f  s r r l f u r  p e r  m i l l i o n  B T U  i s  i n  s c a r c e  supp ly  re la t ive t o  all. 

o t h e r  c o a l s  w i th  s u l f u r  l e v e l s  highe.r than t h i s ,  enactment of 

t h e  1977  Clean A i r  A c t  w i l l  g r e a t l y  reduce t h e  demand f o r  .corn-- 
p l i a n c e  q u a l i t y  co.als .  

b i l i t y  of  very'eco.nomical.1y recovera.ble  , . _-.-..- low..s111 flit, caals ..fram 

t h e  West i s  exceeding deman,d. Th i s  ove r  commitment t o  sup.ply 

and l a c k  of  market  w i l l  h e l p  keep down t h e  p r i ces  o f  v e r y  low' 

s u l f u r  c o a l s .  

. .  

There i s  evidence now t h a t  the availa-. . .  - ... - - -. .-  - - .  
- 

. . . .  -. . . .  . - .  . 

. 
. - .  . - - . . .  . .  ,. ' ' _ .  

. 

. .  

D u r i n g  t h e  c o u r s e  of o u r  d i s c u s s i o n s  w i t h  p roduce r s ,  w e  have from time t o  

time r e c e i v e d  c o p i e s  of p ro  forma c o n t r a c t s .  It i s  n o t  u n u s u a l  t o  f i n d  

t h a t  p roduce r s  of e i t h e r  h igh  s u l f u r  o r  l o w  s u l f u r  coa ls  w i l l  s u g g e s t  t h e  

u s e  of  common i n d i c e s  f o r  c o s t  e s c a l a t i o n .  

Even though t h e  r e f e r e n c e d  f u e l  s t u d y  used equal  e s c a l a t i o n  rates f o r  

b o t h  h i g h  and low s u l f u r  c o a l s ,  t h e  economic c h o i c e  of  low s u l f u r  c o a l  

has been  r e a f f i r m e d  s c a r t i n g  w i t h  1 9 7 8  c o s t  d i f f e r e n t i a l s  as h i g h  a s  
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1 3 . 7 5  pe rcen t  and r each ing  a d i f f e r e n t i a l  a s  h igh  as 25.25 p e r c e n t  over a 

twen ty  y e a r  pe r iod .  

.I Stephen Stewart, Ex. No.- 

r 

Q l e s t i o n  0 4  - E s c a l a t i o n  r a t e s  used t o  p r o j e c t  any c o s t s  i n t o  t h e  f u t u r e  

a r e  h i g h l y  s p e c u l a t i v e ,  and o n l y  time can v e r i f y  o r  d i s p r o v e  t h e  a c c u r a c y  

of any assumed e s c a l a t i o n  f a c t o r .  We b e l i e v e  t h a t  e s c a l a t i o n  o v e r  t h e  

n e x t  two y e a r s  w i l l  b e  high,  about  10 p e r c e n t ,  as t h e  f u l l  impact  o f  t h e  

r e c e n t  UMWA c o n t r a c t  s e t t l e m e n t ,  t h e  F e d e r a l  S u r f a c e  Mining C o n t r o l  and 

Reclamation Act o f  1977,  and The Black Lung B e n e f i t s  Revenue Act of 1977  

a r e  added t o  t h e  c o s t  of c o a l .  These i n c r e a s e s  w i l l  a f f e c t  c o s t  o f  c o a l s  

a t  d i f f e r e n t  r a t e s  dependine o n  mining t e c h n i q u e  and a r e  n o t  r e l a t e d  t o  

sulfur c o n t e n t .  

- 

Beyond t h e  two y e a r  t i m e  f rame,  w e  b e l i e v e  t h e r e  w i l l  be  a l e v e l i n g  o f f  

and r e d u c t i o n  i n  t h e  r a t e s  of  e s c a l a t i o n .  

t h a t  most o f  t h e  e f f e c t s  of  r e c e n t  r e g u l a t i o n s  w i l l  have  a l r e a d y  been  

r e a l i z e d ,  and t h e  c o a l  i n d u s t r y  w i l l  have s t a b i l i z e d  beyond i t s  c u r r e n t  

level of a c t i v i t y .  

T h i s  i s  p r e d i c a t e d  on a b e l i e f  

We b e l i e v e  t h i s  w i l l  r e s u l t  i n  e s c a l a t i o n  r a t e s  o f  

W abou t  5 p e r c e n t  a n n u a l l y .  

. .  

RLB 
EFC 

i'- ..* 

4/14/78 
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Year 

1994 
1995 
1996 
1997 
1998 
1999 
2000 
2001 
2002 
2003' 
2004' 

PRB Sh ipmen t s  To Sou theas t  Plants 
(000 Tons) 

TECO To4 
Georgia Alabama GulWMiss. Mississippi Electro Coal 
Power Power Power Power Terminal 

Scherer Miller Daniel Watson For Gannon 

2,600 0 0 
5,700 2,700 1,200 
6,800 3,600 2,100 590 
5,300 5,200 3,200 970 
6,200 6,000 2,800 464 1,064 
6,800 10,200 2,000 201 430 
9,150 1 1,300 450 285 61 7 
6,600 10,800 542 632 
6,400 10,300 337 
8,400 10,100 Gannon 

14,200 1 1,000 Closed 





ORDER NO. 23573 
DOCKET NO. 
PAGE 2 

Docket No. 060658-E1 
Stephen Stewart, Ex. No.- 
Document No. SAS - 5 ,  
Page 2 of 20 
Order No. 891345-E1 



Docket No. 060658-E1 
Stephen Stewart, Ex. No.- 
Document No. SAS - 5 ,  
Page 3 of 20 
Order No. 891345-E1 

OPBDBR HO. 
DOCKET NO. 

d e . m a . c l *  87 

a * * *  57 

+ * . . Y Y * + ' . . * C I . .  58 

€3 
2 1 1 *  $8 

. a * * * *  59 
+ * * e a e a  60 

. * * f * . . * . L  49. 

. e . #  62 

C I I a * I I B I C . *  63 

I . l * . W . * l *  63 
far $33 CPWtQmaPs * * 4 3  



Docket No. 060658-E1 
Stephen Stewart, Ex. No.- 
Document No. SAS - 5 ,  
Page 4 of 20 
Order No. 891345-E1 



_. 

Docket No. 060658-E1 
Stephen Stewart, Ex. No.- 
Document No. SAS - 5, 
Page 5 of 20 
Order No. 891345-E1 



ORDER NO. 23573 
DOCKET NO. 891345-EX 
PAGE 23 

Docket No. 060658-E1 
Stephen Stewart, Ex. No.- 
Document No. SAS - 5, 
Page 6 of 20 
Order No. 89 1345-E1 



Docket No. 060658-E1 
Stephen Stewart, Ex. No.- 
Document No. SAS - 5, 
Page 7 of 20 
Order No. 89 1345-E1 



ORDER MO. 23573 
DOCKEqq NO. 8!31345-EI: 
PAGE 2 5  

Docket No. 060658-E1 
Stephen Stewart, Ex. No.- 
Document No. SAS - 5, 
Page 8 of 20 
Order No. 891345-E1 



ORDER NO, 23573 
DOCKET Ego, 895345-EX 
PAGE 26 

Docket No. 060658-E1 
Stephen Stewart, Ex. No.- 
Document No. SAS - 5 ,  
Page 9 of 20 
Order No. 891345-E1 



QR5ER NOe 23573 
DOCKET NO. 891345-EI 
PAGE 27 

Docket No. 060658-E1 
Stephen Stewart, Ex. No.- 
Document No. SAS - 5, 
Page 10 of 20 
Order No. 891345-E1 



Docket No. 060658-E1 
Stephen Stewart, Ex. No.- 
Document No. SAS - 5 ,  
Page 11 of 20 
Order No. 891345-E1 



W 

Docket No. 060658-E1 
Stephen Stewart, Ex. No.- 
Document No. SAS - 5 ,  
Page 12 of 20 
Order No. 891345-E1 



Docket No. 060658-E1 
Stephen Stewart, Ex. No.- 
Document No. SAS - 5, 
Page 13 of 20 
Order No. 891345-E1 

XX P 



0" NO. 23573  
DOCKET BBB. 891345-EX 
PAGE 44 

Docket No. 060658-E1 
Stephen Stewart, Ex. No.- 
Document No. SAS - 5, 
Page 14 of 20 
Order No. 891345-E1 

68,343. 

631,085 



ORDER NO. 23573 
DOCKET NO. 891345-EX 
PAGE 67 

Docket No. 060658-E1 
Stephen Stewart, Ex. No.- 
Document No. SAS - 5, 
Page 15 of 20 
Order No. 891345-E1 



Docket No. 060658-E1 
Stephen Stewart, Ex. No.- 
Document No. SAS - 5 ,  
Page 16 of 20 
Order No. 891345-E1 

Accordingly, i t  i o  



Docket No. 060658-E1 
Stephen Stewart, Ex. No.- 
Document No. SAS - 5 ,  
Page 17 of 20 
Order No. 891345-E1 



Docket No. 060658-E1 
Stephen Stewart, Ex. No.- 
Document No. SAS - 5, 
Page 18 of 20 
Order No. 891345-E1 

ORDER NO. 23573 
DOCKET NO. 89f345-EX 
PACE '90 

return on equit 

necessary far 
according to the r 

(Emphasis En 0 
from 1983 tRra 
ItIort~n, Executfvo 
to recount thosf3 
case repeated i 
years by a c4. 
view. This 
MeCrary had r 
tha repeated 
have serisus resesvatians aancarnhg disparate dbsciplinam! 
t r e a t m "  between executive@ and Lowax-levo1 ewplsyeee~. See 
majority loginion at: pages 23-24+ 



ORDER MU, 23533 
DOCKET MQ* 891345-EX 
PAGE 71 

Docket No. 060658-E1 
Stephen Stewart, Ex. No.- 
Document No. SAS - 5, 
Page 19 of 20 
Order No. 891345-E1 

of $3B0813 for acid 
rain research. 



Docket No. 060658-E1 
Stephen Stewart, Ex. No.- 
Document No. SAS - 5 ,  
Page 20 of 20 
Order No. 891345-E1 

or, 5ivfoion of 



~~~~~~~~~~~~ 

597 So.2d 270 
597 So.2d 270, Util. L. Rep. P 26,183, 17 Fla. L. Weekly 5232 
(Cite as: 597 So.2d 270) 

Docket No. 060658-E1 
Stephen Stewart, Ex. No.- 
Document No. SAS - 6, 
Page 1 of 4 
Gulf Power SC Decision 

P 
Supreme Court of Florida. 

GULF POWER COMPANY, Appellant, 

Michael McK. WILSON, etc., et al., Appellees. 
No. 77153. 

V. 

April 9, 1992. 

Utility filed rate schedules with Public Service 
Commission to increase retum on equity. The 
Public Service Commission authorized rate increase, 
but reduced increase for mismanagement, and utility 
appealed. The Supreme Court, Overton, J., held 
that: (1) Public Service Commission was authorized 
to adjust rate of retum for utility within reasonable 
range to adjust for mismanagement, and (2) 
reduction in utility's rate of retum did not violate 
fundamental principles of rate making. 

Affirmed. 

j4J Electricity -11.3(5) 
I45kl i . 3 5 )  Most Cited Caws 
Public Service Commission's reduction in utility's 
rate of return within reasonable rate of retum range 
did not violate rate-making principles, though 
reduction was based on past management 
inefficiency. 
"271 Alan C. Sunctberr, Tallahassee, and Sylvia f l .  

WalboJi and E. Kelly Bitticli. Jr., of Carlton, Fields, 
Ward, Emmanuel, Smith & Cutler, P.A., Tampa, and 
G.  Eclison ilolland. Jr., kffrev A. Stone and Teresa 
E. Liles of Beggs & Lane, Pensacola, for appellant. 

Robert D. Vandiver, Gen. Counsel, and David E. 
Smith, Director of Appeals, Florida Public Service 
Com'n, Tallahassee, and Jack Shreve, Public 
Counsel, and Johii R w e r  HOW, Asst. Public 
Counsel, Tallahassee, on behalf of the Citizens of the 
State of Florida, for appellees. 

OVERTON, Justice. 
West Headnotes 

Electricity -11.3(5) 
14% 1 I 315) Most Cited Cases 
The Public Service Commission's adjustment of 
utility's rate of return, within fair rate of retum range, 
to reduce the rate of retum for mismanagement was 
inherent in the Commission's authority to adjust for 
management efficiency and did not violate provision 
in State Constitution restricting imposition of 
penalties by administrative agencies. West'\ F.S.A. 
Const. Art. 1. G 18; West's F.S.A. 4 366.095, 

Public Utilities -129 
3 17.4k L29 Most Cited Cases 
Regulated public utility is only entitled to an 
opportunity to eam fair or reasonable rate of retum 
on its invested capital, and the Public Service 
Commission must be allowed broad discretion in 
setting utility's appropriate rate of return, 

&3J Public Utilities -129 
3 17Ak129 hfost Cited Cases 
After setting the rate of return range for regulated 
public utility, Public Service Commission can make 
further adjustments to account for such things as 
accretion, attrition, inflation and management 
efficiency. 

Gulf Power Company appeals the Florida Public 
Service Commission's Order No. 23573, which 
authorized a rate increase for Gulf Power. In 
authorizing the rate increase, the Public Service 
Commission (Commission) found that Gulf 
Power's fair rate of return on equity was between 
11.75% and 13.50%. The Commission determined 
that ordinarily it would have approved Gulf Power's 
rate of return at 12.55%, but found that it should 
reduce the return to 12.05% because, as it stated in 
detailed findings, Gulf Power was guilty of 
mismanagement. In this appeal, Gulf Power 
challenges the reduction, asserting that the 
Commission has no authority to make the reduction 
and, further, that this reduction violated the basic 
principles of rate-making. We have jurisdiction 

and, for the reasons expressed, affirm the 
Commission's order. 

F N  I .  Art. V. 6 3(b)(3). Fla. Const. 

This matter commenced in December of 1990 when 
Gulf Power filed rate schedules with the 
Commission which, if fully implemented, would 
have allowed Gulf Power an additional $26.3 million 
in revenue based upon a requested retum on equity of 
13%. An interim rate increase, which provided an 
additional $5,75 1,000 was also awarded pending 

0 2006 Thomson/West. No Claim to Orig. U.S. Govt. Works. 
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formal hearings on the petition. 

In its prehearing statement, the Commission noted 
that it would consider whether the authorized retum 
on equity should be reduced if it was determined that 
Gulf Power had been mismanaged during the 1980s 
due to various instances of misconduct by one of 
Gulf Power's management officials. 

*272 After hearing expert testimony, the 
Commission determined that Gulf Power's 
reasonable rate of return on equity lay between 
11.75% and 13.50%. The Commission then set Gulf 
Power's return on equity at 12.55%, but determined 
that its findings of mismanagement justified a 
reduction in Gulf Power's retum on equity of fifty 
basis points. This placed Gulf Power's rate of 
retum at 12.05%, thirty points above the minimum 
allowable rate of return. 

In its order, the Commission summarized its 
findings of mismanagement as follows: 

The record is clear: Gulf Power Company 
admitted that corrupt practices took place at Gulf 
Power Company from the early 1980s through 
1988, including but not limited to theft of company 
property, use of company employees on company 
time to perform services for management 
personnel, utility executives accepting appliances 
without payment, and political contributions made 
by third parties and charged back to Gulf Power 
Company. The majority of the unethicaliillegal 
activities involved Jacob Horton, the Senior Vice 
President of Gulf Power Company. Mr. Horton 
was killed in a plane crash on April 10, 1989. 

This record reflects a disregard for the ratepayers 
and public service, however. Accordingly, we will 
reduce Gulf Power Company's ROE by fifty (50) 
basis points for a two year period. This results in a 
final ROE of 12.05%. 
This final ROE is well within the parameters 
established as fair and reasonable by expert 
testimony of record. This reduction in the 
authorized ROE for a two year period is meant as a 
message to management that the kind of conduct 
discussed above, which was endemic for at least 
eight years at this company, will not be tolerated 
for public utilities which operate in Florida. We 
have limited the reduction to a two year period to 
reflect our belief that Gulf Power has tumed the 
comer on dealing with the extensive and long- 
standing illegalhnethical behavior within the 
company. 

The Commission concluded: 
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Gulf Power asserts that this is a penalty not 
authorized by Florida Statutes and is the type of 
penalty prohibited by ai'ticle I. section 18. of the 
f: torida fonstitrrtion. Ai-ticie I. section 18, provides 
that "[nlo administrative agency shall impose a 
sentence of imprisonment, nor shall it impose any 
other penalty except as provided by law." Gulf 
Power contends that, because chapter 366, Florida 
Statutes, constitutes the general grant of authority to 
the Commission to regulate utilities and contains no 
express authority to impose a penalty for the type of 
corporate conduct involved in this case, the 
Commission has exceeded its authority. Scction 
366.005, I- lorida Statute5 ( I  (,i?',), which authorizes 
the Commission to impose penalties, provides: 

The commission shall have the power to impose 
upon any entity subject to its jurisdiction under this 
chapter that is found to have refused to comply with 
or to have willjiiIly violated any lawful rule or 
order of the commission or any provision of this 
chapter a penalty for each offense of not more than 
$5,000, which penalty shall be fixed, imposed, and 
collected by the commission. 

Gulf Power relies largely on 
our decisions in F/oritlo Ti>l c'orr,. 1' Curler, 70 
So% SO8 (Fla. 1954.1, and Dcitoriu Coro v i b f a i ~ ,  
342 So 23 5 I O  (Fla. 1977). In Carter, the 
Commission reduced the utility's rate of return below 
the reasonable rate of return range on the grounds 
that the services provided were inadequate and 
insufficient. This Court quashed the order of that 
Commission, holding that its statute did not authorize 
it to impose a penalty because of poor or inadequate 
service that denied the utility a rate increase "which it 
found to be just." ~ ' w / v r ,  70 S0.2d ill 5 10. In Mayo, 
the Commission denied Deltona Corporation a rate 
increase for sewer and water services based on 
Deltona's allegedly fraudulent land sales practices. 
This Court held that "[ilf Deltona has engaged in an 
unfair business practice or committed fraud, 
however, it may be a concem of other state agencies 
or the basis for private law suits ... but it is not a 
matter of statutory concern to the *273 Public 
Service Commission." ,lfn.o. 342 So.2d at 5 12. 

(Emphasis added.) 

Gulf Power asserts that these cases establish that the 
only "penalties" that the Commission may impose are 
those expressly authorized by statute, Le., section 
266.005, Florida Statutes. Gulf Power argues that, 
because it has not violated or rehsed to comply with 
any rule or order of the Commission, the fifty basis 
point reduction violates article 1. section 18, of the 
rlorida Constitution. We disagree. 

The reduction in Carter resulted in a rate of return 

0 2006 ThomsodWest. No Claim to Orig. U.S. Govt. Works. 
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well below the range found by the Commission as 
being fair and reasonable. The effect of that 
Commission's action was to completely deny the 
utility a rate increase within the range it found to be 
reasonable. Similarly, the Commission in Mayo 
completely denied Deltona a reasonable rate of 
return. In this case, however, the Commission did 
not deny Gulf Power a rate increase or impose a 
penalty that would deny Gulf Power a reasonable rate 
of return. On the contrary, the return on equity set 
by the Commission, 12.05%, is well within the range 
found to be fair and reasonable. The reduction was 
neither a penalty, as in Deltona and Carter, nor 
confiscatory. 

It is well established that all a regulated public 
utility is entitled to is "an opportunity to eam a fair or 
reasonable rate of return on its invested capital." 
Ci2ircil T d  Co v. Mmn, 403 So.% 962. 964 
iFIa.1981). See also Gulf POW+ Po. 1' Bc17is. 289 
S0.2~1 10 I (Ha. 1974). What constitutes a fair rate of 
return for a utility depends upon the facts and 
circumstances of each utility, and this Court has 
expressly recognized that the Commission must be 
allowed broad discretion in setting a utility's 
appropriate rate of return. Ih'ililed 7-d  ro 1: Vfm o, 
345 So.3,d 648 (Fla. 1977). In Mann, we explained 
the purpose of setting a rate of return range: 

By establishing a rate of return range in addition to 
establishing a specific rate of retum, the 
commission is acknowledging the economic reality 
that a company's rate of return will fluctuate in the 
course of a normal business cycle. Earnings in 
excess of the authorized rate of return could 
possibly be offset by lower earnings in later years. 
Thus the purpose of having a range is to give the 
commission some flexibility in deciding whether a 
public utility's rates should be changed. The 
existence of the range does not limit the 
commission's authority to adjust rates even though 
a public utility's rate of return may fall within the 
authorized range. For example, if a public utility 
is consistently earning a rate of return at or near the 
ceiling of its authorized rate of return range, the 
commission may find that its rates are unjust and 
unreasonable even though the presumption lies 
with the utility that the rates are reasonable and 
just. The commission's discretion in this matter is 
not annulled by the establishing of a rate of return 
range. 

403 So2d a1 967-68 (emphasis added). 
Furthermore, this Court explained that, after setting 
the rate of return range, "the commission can make 
further adjustments to account for such things as 
accretion, attrition, inflation and management 
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eflciency." Id. at 366 (emphasis added). 
Accordingly, we find that the Commission's 
adjustment of Gulf Power's rate of retum within the 
fair rate of return range falls within those powers 
expressly granted by statute or by necessary 
implication. Citv of C a p  ~,'wal t' <;.A( L t i l i f k .  
281 So 2d 493 (T'Ia.1973). This Court has 
previously recognized that this authority includes the 
discretion to reward, within the reasonable rate of 
return range, for management efficiency. In fact, 
Gulf Power has in the past received a ten basis point 
reward for efficient management through its energy 
conservation efforts. Gulf Power Co. 1'. Cresse. 4 I 0 
So.2d 492 {Fla. 19821. We find that, inherent in the 
authority to adjust for management efficiency is the 
authority to reduce the rate of return for 
mismanagement, as long as the resulting rate of 
return falls within the reasonable range set by the 
Commission. This concept of adjusting a utility's 
rate of return on equity based on performance of its 
management is *274 by no means new to Florida or 
other jurisdictions. TFN2_2 

FX2. LnSulle Tel c'o v Lou 
SCYV. Coiizm'~. 345 I,a. 99. 157 S0.2d 455 
( 1963) (court increased rate of return as 
reward for good management); St<ctr ex pel 
Lri'~/1!w> Conzt~? h 1). Gcrmal  rei. C'o , 285 
h.C. 6711 208 S.E.2d 681 (1974) (court 
afirmed commission's refusal to grant 
otherwise justifiable increase in return 
where indifference of top management and 
personnel caused deterioration of service); 
see also ire. re PmiJic T d .  & T d  <.a, 16 
P lib. I, t i  1. Ren.4 th ("1 3 84 
(Cal. P. t ;.C. I 976 1 (commission reduced 
telephone company's rate of return for 
unreasonable budget management); In re 
West Fla. Natural Gas Co., 86 F.P.S.C. 9:74 
(1986) (commission reduced rate of return 
fifty basis points due to management's 
failure to inform commission of material 
changes affecting validity of rate 
applications); In re Hot-idn Power. Colp.. 
7.3 Pub.Iiti1. Rea.3d (PUR) 295 
(Fla P.S.C. I9681 (electric utility held to 
lower range of return for inability to achieve 
satisfactory degree of efficiency in 
controlling level of rates); In re General 
Tel. Co., 44 Pub.Util.Rep.3rd (PUR) 247 
(Fla.P.S.C.1962) (commission found utility 
operated efficiently and deserved 
recognition through increase in return); r7 
re S(iut,uth Countv Gns C'CI., 53 
Pub.Util.Rep.4th (PUR) 525 (K.I. 
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P.1J.C. 1983) (commission imposed penalty 
on electric utility's rate of return to indicate 
commission's outrage over utility's neglect 
of public service obligation). 

In a competitive market environment, the market 
would provide the necessary incentives for 
management efficiency and corresponding 
disincentives for mismanagement. However, for a 
utility that operates as a monopoly, this discretionary 
authority to reward or reduce a utility's rate of retum 
within a reasonable rate of return range is the only 
incentive available. A commentator on public utility 
regulation has explained: 

While exceptional management is rarely explicitly 
rewarded, and mediocrity infrequently penalized, it 
suggests more systematic and deliberate efforts on 
the part of regulating agencies to distinguish, 
somewhat as competition is presumed to do, in 
favor of companies under superior management 
and against companies with substandard 
management. The distinction might take the form 
of an explicit and publicly recognized differential 
in the allowed rate of return. There is ground for 
the conviction that the opportunity of a well- 
managed utility to earn a return liberally adequate 
to attract capital is in the public interest as 
encouraging rapid technological progress and long- 
run policies of operation. Objection might be 
raised to a substandard rate of return on the 
grounds that it would make bad matters worse, but 
one might hope that the restriction of a company, 
by virtue of a commission finding of inferior 
management, to a minimum rate of return 
measured, say, by a bare bones estimate of the cost 
of capital, could become so intolerable to the 
stockholders that they would enforce a change of 
management. 

James C. Bonbright et al., Principles of Public 
Utility Rates 366-67 (2d ed. 1988). 

Gulf Power's final argument is that the 
Commission's reduction in its rate of return violates 
the fundamental principles of rate-making. Gulf 
Power asserts that the Commission was 
impermissibly setting future rates based on past 
matters that are not part of the test year relied upon 
by the Commission in projecting Gulf Power's future 
expenses and operating costs. Gulf Power argues 
that the Commission may only reward or reduce the 
rate of retum for management efficiency to the extent 
it impacts future service, facilities, or rates. That 
philosophy would effectively exonerate the utility for 
all past management inefficiency, eliminate the 
underlying purpose for consideration of this factor in 
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setting a utility's specific rate of retum within the 
reasonable rate of return range, and require this Court 
to recede from Mann. Gulf Power has benefitted 
from this management efficiency factor in the past, 
and now must accept a reduction for its 
mismanagement. 

The order of the Public Service Commission is 
hereby affirmed. 

It is so ordered. 

SHA W, C.J., and iMcDONAI,D, BARKETT, 
GRIMES, KOGAN and t-iAKDING, JJ., concur. 
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