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1 •aoc••oi•o• 

2 (Hearing reconvened at 7:20 p.a.) 

3 (Tranaoript tollowa in aequa.nce troa 

4 Volu.e 3.) 

5 awann• JCWJII081 We Ire qoinq to go ahead 

6 and go back on the record. 

7 D. LOIIQa Chainlan Johnson, I have juat two 

8 queationa on redirect. 

9 MDDD• JOII'WIIWI Okay. Let aa -- another 

10 prelillinary aatter, did you all have a opportunity to 

11 90 over the tiae that it ai;ht take juat in oaaa we're 

12 able to ooaplete? We'r• trying to gauge whether we'll 

13 be able to atay and coaplete tonight. 

14 a. WJLLI8a We think ve' ll be ablo t o 

15 oa.plete toni;bt. 

16 MDDD• .TCJ11110"1 By 9 o•olock? 

17 

18 

19 

20 

21 

22 

23 

24 

25 

D. ULLI81 Yes. 

u. noaa statt aqreea. 

~RDJI JOIIJIIOIII Very wall. 



1 n•n a. BIWIICS 

2 reauaed the stand as a vitneas on behalf of Taapa 

3 Electric c~y and, havinq been previously avorn, 

4 taatifiad as follows: 

5 llSD~ WDXTD'r%011 

6 n a. LCIIIQa 

7 Q KJI. Braniclc, comdaaioner Clark asked 

415 

8 whether revanu .. troa all nonseparated wholesale sales 

9 is crec:Utad baclc through the fuel clause. Do you 

10 r .... bar that qu .. tion? 

11 A I do. 

12 Q With that question in aind, hov are the 

13 aalea ucSe over the broker treated? 

14 A sot of th• gain froa those salec will ba 

15 paaaad through the fuel clause and 20\ retained balov 

16 the line by Taapa Bleotric. 

17 Q Thank you. Nov, Staff counsel aalced you to 

18 read a aante.nca froa Exhibit 16 which v~s TaApa 

19 Electric •a responae to Staff's Third Sat of Producti on 

20 of DooUIIant Requests, I t- No. 9, do you recall that 

21 question? 

22 A Yea. 

2 3 Q She asked you to r e ad the laa: t ae.ntence i n 

24 the answer that appaara . 

25 Yea. 



1 

2 

Q 

A 

What vaa ..ant by that laat aentance? 

Wall, Ta.pa Blactric did not do any 

416 

3 sensitivity analyaaa tor the PMPA aale aiaply because 

4 the aale ia taken around the cloak for every hour. So 

5 the qroaa fluotuetion potential in fuel that aiqht be 

6 seen froa a paakinq aale vaa not a consideration here; 

7 it waa not a concern. You noticed by the reaarve 

8 aarqina in tho.a year• that there did.n 't ae.. to be a 

9 concern with inadequate raaarva aarqina, and all of 

10 the coat• that ara aaaooiatad with aakinq the aale 

11 vera in.clude4 in the coat/benefit analyaia of th••• 

12 sales, so I didn't tael it vaa necaaaary to run a 

lJ sensitivity analyaia for the PMPA aala. 

14 ID. u.ril '1'bank you. Chairaan Johnaon, I 

15 have no further redirect. 

16 

17 D. ~~ Yea. I aove that Bxhibi ta 10 and 

18 13 be admitted into evidence. 

19 a-ann• JODaOifa Show those acbai t ·ted 

20 without objection. 

21 (Bxhibita 10 and 13 received in evidence.) 

22 

23 

... KA~I FIPOG would aove Exhibit 9. 

D. JICIIrlla Public Counaal would aove 

24 Exhibit 11. 

25 ,...un• '"*IIOIIa Show 9 and 11 adaitted 



1 without objection. 

2 (Exhibit& 9 and 11 received in evidence . ) 

3 u. noaa Staff would aove Exhibit• 12 1 

4 14, 15 and 16. 

5 ••••ua• JOVSOPI 14 i• a late-fil•d1 but 

6 we'll aove 12, 15 and 16. 

7 

8 

U. RDCIIII '1'bank you. 

a. LC*Gt Chairaan, I would object to 

417 

9 Exhibit Ho. 12. It you'll recall, Exhibit 1::11 wa• the 

10 curve that Staff prepared for cro•• axaaination. And 

11 the wit:Deaa indicated that the qrapb waa incorrect 1 

12 and in reaponae to a\!Mequent queationin;1 provided 

13 Exhibit 13, which wu ber u.nd•r•tancSinc;r of hov the OF 

14 pay.ent 1a aade. 

15 Ci van that 1 I don't thinlt that it w.ould be 

16 appropriate to edait IXbibit 12 into evidance aince it 

17 baa no evidantiary value. 

18 Staff? 

19 u. ROCIIIt In •o far aa the witneas ia 

20 going to provide ua with the actual nuabera we'll 

21 valve that exhibit. 

22 mraun• JOPY'IOilt Show Exhibit 1::11 then 

23 withdrawn. 

24 (Jbehiblta 1::11 withdrawn.) 

25 (Bxh1b1ta 15 and 16 received in evidence.) 



1 QIDUD• Jomnul"l Thank you. You can be 

2 exauaed. 

3 (Witn-• Braniclc excuaed.) 

' - - -
5 C"'AUDW JOIDlaOJII Kr. Larkin. 

6 IIUGII r IRitJI, a. 

7 wa• called ea a witneaa on behalf of the Citizen• ot 

8 the State of Ploric1a and, haVinliJ been c1uly .worn, 

9 teatitied •• follove: 

10 DI-..a!' ~011 

11 na . ..,.., 

418 

12 Q Kr. Larkin, woulc1 you pl .. •• atate your name 

13 and bwlinaaa ac14r-• fo.r the recorc1? 

14 & My naae ia Buqh Larkin, Jr. My busineae 

15 ac:tdr ... ia 15728 Parainqton Roac1, Livonia, Mi·chiqan 

16 48154. 

17 

18 

Have you been .worn in, KT. Larkin? 

Y-, I have. 

19 Q Are you the .... Huqh Larkin who cauaec1 to 

20 be prepared the c1irect t .eatiaony of HUqh Lark in, Jr . , 

21 that'• been filed in thia c1ocket7 

22 

23 

Y-, I ... 

If I were to aak you the .... queationa --

24 well, firat I ahoulc1 aak, c1o you have any corrections 

25 to ll&ke to your t-tbaony? 
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2 
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6 

7 

8 
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& None that I ltnov ol. 

0 I f I vera to ask you the ...,. qu-tions, as 

llhovn in that testiaony, Mr. Larkin, would your 

anavers be the saaa? 

& Yes, they would. 

g This t-tillony vas prepared under your 

direction or supervi sion; i s that correct ? 

It vas. 

D. ..,.., Chairaan Joblwon, there' a an 

10 appendix to the direct testiaony of Hugh Lark..i.n, Jr., 

11 consiatinq of llr. Larkin's qualifications. I ' d uk 

12 that be -sicpled an exhibit nuaber . 

13 

14 

C'DDMI• .70111180111 Where is that? 

D. ..,.., The baclt of his testiaony has an 

15 appendix consisting of his qualifications. 

16 CJRDQW .TOJIII80I'I We will identify that as 

17 Exhibit 17 and short title is , "Larkin 

18 Qualifications.• 

19 (Exhibit l7 aarkad for identification . ) 

20 D. aowll Cbairaan Johnson, I'd ask 

21 Mr. Larkin's prsfilad direct testiaony ba ins,erted 

22 into the record aa thQugh read. 

23 

24 

25 

Ml'lDMI• .1~1 It vill ba so inserted. 

~D& roBLIC 8DVIC• COM¥1881011 
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DIRECT TESTIMONY OF HUGH Lt.RKIN. JR 

ON BEHALF OF THE CITIZENS OF FLORIDA 

BEFORE THE FLORIDA PUBLIC SERVIC£ COMMISSION 

TAMPA ELECTRJC COMPANY 

DOCKET NO. 970171- EU 

INIROPUCIION 
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WHAT IS YOUR NAME, OCCUPATION AND BUSINESS ADDRESS? 

My name is Hugh Larkin, Jr I am a Certified Public Accc:.mtant licensed in 

the States of Michigan and Florida and the senior partner in the firm of Larkin 

& Associates, Certified Public Accountants, with offices at 15728 Fanning\On 

Road, Livonia., Michigan 48154. 

PLEASE DESCRIBE THE FIRM LARKIN & ASSOCIATES 

Larkin & Associates is a Certified Public Accounting and Regulatory 

Consulting firm. The firm performs independent regulatory consulting 

primarily for public service/utility commission staffs and consumer interest 

groups (public counse.ls. public advocates, consumer counsels. attorneys 

general, etc.) Larkin & Associates has exten~ive experience in the utility 

regulatory field as expert witnesses in over 400 regulatory proceedings 

including numerous wa.ter and sewer, gas, electric and telephone utilities 
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9 

10 

I I 

12 

13 

14 

15 

16 

17 

Q. 

A. 

Q 

A. 

4 2 1 

HAVE YOU PREPARED AN APPENDIX WHICH DESCRIBES YOUR 

QUALIFICATIONS AND EXPERIENCE? 

Yes. I have attached Appendix I, which is a summary of my experience and 

qualifications. 

BY WHOM WERE YOU RETAINED, AND WHAT IS THE PURPOSE OF 

YOUR TESTIMONY? 

Larkin & Associates was retained by the Florida Office of Public Counsel 

(OPC) to respond to Tampa Electric Company's request in this docket 

Tampa Electric has requested that the Commission approve regulatory 

treatment of the wholesale sales at issue in this docket based on the following 

reasons: 

I . The sales are consistent with well established economic theory 

2. The sales are consistent with past Commission precedent 

3. The sales are sound public policy 

My testimony will explain why the Company's testimon)' purponedly JUStifying 

the proposed regulatory treatment is incorrect 

Consistent With Well Est.abljshed Economic Th~ 

2 
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4 2 2 

HAVE BOTH MR. RAMIL AND DR.. BOHI CONCLUDED THE 

WHOLESALE SALES AT ISSUE lN THIS CASE ARE CONSISTENT 

WITH ESTABLISHED ECONOMIC TIIEOR Y? 

Yes, they have. Mr. Rami! and Dr. Bohi have concluded that these sales meet 

economic principles which justify their approval by the Commission However. 

the theory which they have both concluded justifies these sales could not and 

would not be applied by t.his Commission in establishing rates to be charged 

retail customers, nor would they be applied by any business in completing sales 

to its customers. 

WOULD YOU PLEASE EXPLAJN? 

As I understand it, the justification for the approval of the subsidy by retail 

cu.stomers, as proposed by the Company witnesses in this case. is as follows 

When establishing base rates, the Commission covers all the fiXed costs of 
operating the Company's utility system. It also separately establishes a fuel 
cost which flows through a recovery mechanism. which is charged to 
customers based on the average cost of fuel for all customers on the system 
Thus, the use of aven~ge cost in establishing base rates and the fuel cost 
mechanism is justified because customers on average utilize the system 
capacity, and customers, on average, incur average fuel cost or cauS<' t~verage 
fuel costs. Thus, in establishing base rates and the fuel clause, the average cost 
allows the Company to recover all of its fixed costs and its average fuel cost of 
providing service to ratepayers. 

However, after establishing base rates, any additional sale does not incur any 
fixed costs, because those fixed costs have aJready been covered '::y those 
ratepayers who are on the system or consuming a certain level of energy at the 
time the base rates were established. The same would be true fo r fuel costs. 
the avcrasc fuel cost would be recovered from those customers ur cost causers 
at the time the fuel clause was established Since additional sales after base 

3 
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10 

I I 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

Q. 

A. 

4 2 3 

rates are established are in effect incremental, then the only cosu that they 
bring to the eystcm or cause the system is the incremental increase in 0 & M. 
transmission and other costs which might vary with increases m production 
The Company's theory then concludes that if one were to make additional sales 
over and above those necessary to cover bue rate coJtS, tt.~se sales would be 
economic if they covered t.heir incremental colts and .;ontributed anything to 
reducing fixed costs. 

WHAT IS WRONG WITH THIS JUSTIFICATION? 

There are essentially two things wrong with this theory The first is that the 

Commission. ifit followed this theory, would allow eve-ry customer which 

entered the system after the establishment of base rates to pay only the 

incremental cost lS usociated with t.bAt customer's addition to the system This 

of course would be discriminatory because you would have retail customers. 

including resident.ial, commercial and industrial, who would be added to the 

system after bue rates wne established and who could claim, under this 

economic theory, that they should be required to pay only incremental costs 

plus a margin of profit because all the fixed costs had already been covered by 

customers who were on the system at the time base rates were established Of 

course, this Commission does not follow that theory because im discriminates 

against customers who happen to be on the system when base rates arc 

established. 

Clearly, incremental !>ales have to be determined on the same boasis as sales to 

the original group of customers who were on the system when base rates were 

4 
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7 

8 
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10 

II 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

Q. 

A. 

4 24 

estabLished This principle is also true when one looks at wholesale customers 

The same cost causative principles are neceuary when establishing rates for 

those customers. While this Commission can not dict.ate to Tampa Electric 

bow it establishes rates for wholesale customers, which are under the 

jurisdiction of the Fed~al Energy Regulatory Commission, it can establish how 

the segregation of fuel costs are determined u it affects retail customers under 

the jurisdiction of the Florida Public Service Commission Under the 

Company's proposal, there would be a subsidy of these sales because costs 

would not be credited against fuel costs. Only revenues received would be 

credited against fuel costs, and those revenues would be at less than the 

average cost of fuel This clea:ly would be di~erimi r.ation against retail 

customers result ing in subsidies to wholesale customers. 

WHAT IS THE OTHER PROBLEM WITH THE THEORY BEHIND THE 

JUSTIFICATION? 

The second reason that this theory is not workable is that. in a 1.:0mpetitive 

business or one that is an oligopoly such as the automobile industry. pnccs of 

products are not established in this manner For example. in t:;.J: automobile 

industry capacity costs might be covered by the production of say 400,000 

Jeep Grand Cherokees. Chrysler Corporation does not price the next unit of 

product at its incremental costs because it has recovered all of its fixed costs in 

its sale of the first 400,000 units. It establishes a product price and charges 

5 
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that price consir.tently for that product Clearly, no one can go to a Chrysler 

dealer and argue that Chrysler has covered ita fixed cost in its current level of 

sales, and therefore, lhould pay o nly the incremental cost plus a profit That 

customer would clearly be laughed out of the ahowroom Neither can a 

customer who lives next door to the Chrysler plant that manufactures Jeep 

Grand Cherokees argue that he should not pay the destination charge on such a 

vehicle because he lives next door and would be willing to walk over and drive 

his new purchase home. Automobile manufacturers. as do all manufactures. 

establish a pri~ and generally maintain that price for all customers This is the 

pricing policy that this Commission follows. It in effects says that demand will 

equal the price charged for this product at ita average embedded costs, and 

therefo re it establishes rates to recover that average embedded cost. both tuel 

and capacity cost The only exceptio n to this principle generally is fo r 

economic transactions which occur on an hourly basis and require no long

term corrurutment o f capacity The sale that is proposed in both instances by 

Tampa Electric are not economy sales These sales do not meet any econom1c 

theory used to establilh utility rates. either base rates or lo ng-t-=nn capacity 

sales, which both of these transact ions are 

While the economic theory that the Co mpany witnesses expound is a theory 

that is applied when a company may be contemplating the sale of a waste 

product such as slag from coal units which :night be utili1-Cd for cinder block 

6 
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manufacturing. it i' an economic theory that one would not utilize in 

establishing how sales would be made to addtt ion.al customers consuming the 

~ product in the ~ time period If an automobile company were to 

apply this t.hcory and sell automobiles at incremental costs plus profit at the 

end of a model year, no one would buy the product at the beginning of the year 

because it would be clear the price would drop as soon as the company 

covered its fixed costs. 

DO THE TWO SALES AT ISSUE fN THIS DOCKET REQUIRE THE 

COMMlTMENT OF TAMPA ELECTRJC CAPAC ITY'> 

Yes, they do. Although it is not included in Dr. Bo!li 's discussion of economic 

principles., Tampa Electric is committ ing capacity to these sales. includmg both 

base load capacity and peeking capacity The discussion by Dr Bohi of the 

application of an incremental cost principle in detennining whether these sales 

should be completed or not completely ignores the fact that the capacity which 

is committed to these sales will no longer be available for use oy retail 

customers. Clculy, the commitment of capacity to any sale shout~ require the 

assignment of cost related to that capacity to that sale 

SHOULD THE COMMlSSION BE CONCERNED ABOUT HOW 

WHOLESALE PRICES ARE ESTABLI SHED AS DISTI NGUISHED FROM 

RET AIL PRICES? 

7 
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4 2 7 

In general, no The Florida Public Service Commission does not have the 

authority to establish wholesale prices. but. as I have previously pointed out, 

this Commission does have the authority to eatabliah how wholesale prices 

might affect retail customers. That is. if such sales are impacting retail 

customen as a result of how costs are flowed through the fuel adjustment 

clauses or if capacity costs are borne by retail customers with profit going to 

stockholders, then the Commission should take action to protect ratepayers 

CAN THE THEORY ESPOUSED BY DR. BOHI BE RECONCILED WITH 

THE COMMISSION'S POLICY OF ESTABLISHING FUEL COSTS FOR 

RET AIL CUSTOMERS BASED ON THE AVERAGE FUEL COST 

INCURRED BY THE SYSTEM IN SERVING BOTH RET AIL AND 

WHOLESALE CUSTOMERS? 

I do not believe it can. The Florida Public Service Commiuion establishes fuel 

costs for retail customers by calculating the total average fuel costs incurred by 

the entire system that serves both retail and wholesale customers It does not 

calculate a cost to serve only retail customers based on attempting to segregate 

kilowatt hours generated from each unit which is utilized to serve retail 

customers. Customers on the retail system pay the average cost of fuel 

whether that fuel was util ized 10 serve a retail or wholesale customer Retail 

customers do not pay incremental fuel cost based on the next increment which 

is utilized to serve them. rather they pay average fuel costs Lased on what the 

8 
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system generates to serve either a wholesale or retail customer Thus, 

incremental costs is not used in establishing fuel costs flowed through the fuel 

adjustment clause; average cost is used To take a whole~e sale and attempt 

to segregate the cost by saying it is incremental and therefore less than the 

average would be directly opposite to what the Commission has done in 

establishing fuel costs for retail custorr.ers. 

ON PAGE 9, LINE 7, OF DR. BOHI'S TESTIMONY HE STATES 

" TAMPA ELECTRIC'S CAPACITY REQULREMENTS ARE THE SAME 

WHETHER THE SALE TO FMPA IS CONSUMMATED OR NOT .. DO 

YOU BELIEVE THAT STATEMENT IS CORRECT? 

No, 1 do not. When additiunal sales are added to any utility system, even if 

capacity is available to service those sales, there are reserve requirements 

which must be met. If the sales are being made out of Tampa Electric ' ~ 

reserve requirements, then Tampa Electric must replace those reserve 

requirements by either finding new capacity within its own units or purchasing 

capacity from out: ide the system Incremental sales will always affect reserve 

requirements, decreuing the amount of the reserve, and may require the 

addition of capacity or purchase power in o rder to maintain adequate reserves 

ON PAGE 10, LINE 9, DR. BOHl STATES· " THE FIRM SHOULD 

PRODUCE EACH rNCREMENT OF OU TPUT THAT INCREASES ITS 

9 
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Q. 

PROFIT OR REDUCES ITS LOSSES" WOULD YOU PLEASE 

COMMENT ON THAT STATEMENT TN REGARD TO THESE 

TRANSACTIONS? 

429 

If both Dr. Bohi and the Company believe every transaction which covers 

incn:mental cost and contributes something to fixed cost ought to be 

completed, then the Company should be satisfied with the profit it obtains from 

this tranaaction without uking for a subs.idy through the fuel adjustment 

clause. The retail ratepayer would be subsidizing this transaction to the extent 

that fuel costs wen not crcdit.ed with the average fuel cost and to the e"tent 

that they are asked to subsidiz.e the transaction via the payment through base 

rates of capacity C0!.1S, but were credited with only a poni!:'n of the incrementaJ 

revenues which Tampa Electric received from this wholesale If we are to 

believe Dr. Bohi'a statement, then the wholesale transaction would be 

beneficial to the Company if it received only its incrementaJ costs plus any 

margin of profit. 

DR. BOHJ. ON PAGE 13, UNE 14, STATES -- TN A REGULAl ED 

CONTEXT, THE FIRM'S AVERAGE COSTS ARE COVERED BY 

REVENUES FROM RET AlL SALES AND THE ISSUE IS WHETHER TO 

PRODUCE AN ADDITIONAL AMOUNT FOR SALES IN THE 

WHOLESALE MARKET IF TNCREMENT AL COSTS OF WHOLESALE 

SALES ARE COVERED BY TNCREMENTAL P.EVENUES, RETA IL 

10 
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CUSTOMERS Wll.L NOT BE SUBSIDIZING WHOLESALE RATES " IF 

THE SALES UNDER CONS.IDERA TION IN THIS DOCKET ARE TRULY 

INCREMENTAL SHOULDN'T IT BE INCREMENTAL ONLY IN THE 

WHOLESALE JURJSDICTION WITHOUT HA VlNG ANY EFFECT ON 

RET AIL JURlSDICTIONAL CUSTOMERS? 

I would think so. lf these wholesale &ales are being made out of separated 

capacity for wholesale customers, and the fuel costs are related to capacity not 

considered in the fuel adjustment clause, then there would truly be no subs1dy 

by retail customers. However, that does not appear to be the case. Retail 

customers are apparently supponing the capacity which will be utilized to 

make these sales. In addition, fuel costs are calculated for fuel adjustment 

clause purposes in a manner that does not segregate whc!~le sales 

Therefore, the Company is asking that only incremental fuel revenue be 

credited to the fuel adjustment clause, requiring a subsidy by ratepayers who 

continue to pay average fuel costs while these wholesale sales would i..e 

charged something less than average. In addition, the capacity cost will be 

paid for to some extent by retail ratepayers, thus the sale will be subsidized 

both through fuel and capacity costs 

WON'T RATEPAYERS RECErvE SOME CREDIT FOR CAPACITY 

COST THROUGH THE SO I 50 SPLIT OF MARGINS FOR THESE 

SALES? 

I I 
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Yes., but they will still be subsidizing a aale to the extent that those capacity 

costs have not been completel-y removed from retail rates The capacity will no 

longer be available for use by retail customers. yet they will still be paying 

carrying costs auociated with the capacity 

BASED ON DR. BOHJ'S TESTIMONY, WOULD THE COMPANY NEED 

ANY INCENTIVE TO MAKE THESE SALES OTHER THAN COVERING 

ITS INCREMENTAL COST AND CONTRIBUTING SOMC 

CONTRIBUTION TO FIXED COSTS? 

No. Even though the Company is askjng for a 50/50 split in the profit 

associated with these aales, if one were to follow the theory of Dr Bohi's 

te.."timony, the Company would make this sale regardless of whether there wet e 

any split in the profit associAted with these sales if it were able to cover 11: 

incremental costs and contribute some revenues to covering overhead Thus. 

when the Company argues that it needs some incentive to make these sales 

through the sharing of margins, that does not compon with Dr. Bohi's 

testimony. 

ON PAGE 8 OF MR. RAMlL'S TESTIMONY. HE STATES THAT BY 

ASSESSfNG COSTS EQUAL TO fNCREMENT AL FUEL AND 

CREDITING THAT TO THE FUEL AND PURCHASED POWER 

RECOVERY CLAUSE .. . ANY IMPACT OF MAKING THESE SALES 

12 
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ON THE RET All CUSTOMER HAS BEEN ELIM INATED " DO YOU 

BELIEVE THAT TO BE CORRECT? 

No. Whenever additional sales are made or sales are lost. there is an impact on 

the average cost of fuel. When the capacity utiliz.ed to make these: sales is 

unavailable to e1ther the retail customer or the wholesale customer, additional 

capacity is utilized to service both the retail and the wholesale jurisdiction 

Generally, if the system had been operating at an efficient level, additional sales 

will cause the average cost of fuel to increase: because less efficient capacity 

would come on line to service: increase$ in sales oyer and above the sales at 

question in this docket Most lilcely, average fuel costs would increa.se This 

wouJd increase average fuel costs both to retail customers and full requirement 

wholesale customers such as Sebring. 

ON PAGE 10, LINE 22, OF MR. RAMIL'S TESTIMONY, HE STATES 

.. SECONDLY, THESE SALES WILL CONTRIBUTE TO LOWERING 

THE REVENUE REQUIREMENT IN TAMPA ELECTRIC'S NEXT RATE 

PRECEDING, . . " WHAT DOES THIS STATEMENT INDICATE TO 

YOU? 

This is an indication that Tampa Electric is earning a retail rate of return 

through itJ retail customers on these sales If they were in fact not being 

subsidized by retail customers, it would have no affect on future rate cases and 

13 
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future retail rates. The fact that Mr Ramil recognizes that it will is an 

indication to the Commission that there is cross-subsidi:-ation 

4 3 3 

ON PAGE 14, LINES 16 THROUGH 22, MR. RAMIL TRIES TO 

DIFFERENTIATE TAMPA ELECTRIC FROM OTHER FLORIDA 

UTILITlES. IS THERE ANY RELEVANT DrFFERENCE BETWEEN 

TAMPA ELECTRIC AND OTIIER UTfLITLES IN THE STATE OF 

FLORIDA, OR FOR THAT MA ITER. ANYWHERE ELSE? 

Not to my knowledge. Every utility has different cost structures. different 

units, and different mixes of customers. There is no uniqueness to Tampa 

Electric that would set it apart from other utilities who have diffenng 

geographic areu or cost structures. It is a distinction without a difference and 

should not be used to justify a:ny special treatment 

THE FMPA CONTRACT WELL BE SATISFIED FROM GENERATION 

OUT OF SPECLFIED GENERATING UNITS. WOULD YOU COMMENT 

UPON THE FUEL COSTS ASSOCIATED WlTH THOSE SPEC IFIED 

ASSETS? 

It has been indicated that the FMPA contract will have a priori ty claim to 

generation coming out of cenain specified senerating units Generally, Tampa 

Electric's fuel supply consists of a combinatio n of long-tem1 contract and spot 

market purchases. In the past, the long-term contracts have had higher fuel 

14 
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costs because they provide reliable long-term supply and are subject to 

escalation clauses within the contract. The spot market price has generally 

been lower than the long-term coal price because spot masket purchases are 

made for shon-term periods and are based on buying coal at the lowest price at 

the time. Consequently, the cost of the coal on the spot marke1 has. in general, 

been lower than the long-term contract price. These contracts, however, will 

always price fuel at a lower incremental fuel cost which would reflect the 

lowest spot market price, even though this contract will require a priority claim 

on these units by the FMPA contract. Therefore. one would think that since 

the capacity first used out of these units will be used to serve the FMP A 

contract, the fuel used would be that from a long-term higher price source 

rather than the spot market lower fuel costs. However, this is not the way the 

fuel is being priced. 

WHO WILL PAY FOR THE CAP A CITY UTILIZED TO SERVE THE 

FMP A CONTRACT? 

As I understand it, the capecity costs are currently being paid by the retail 

ratepayers. However, ifthe Commission were to approve the Company's 

proposal, the ratepayer would only receive 50% of the amount that the 

Company collects from the wholesales sales which exceed the purponed costs 

associated with those sales. This would be true even though the retail 

ratepayers are paying I 00% of the capacity cost If Dr Bohi 's theory were 
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followed to its ultimate conclusion. then Tamj)a Electric would make this sale 

regardless of whether it received any of the profits The only limitation would 

be that it must contribute something to reducing fixed costs. Thus, if all of the 

contract profits were credited to the retail ratepayer, it would meet Dr Bohi's 

criteria; it would reduce fixed costs, and therefore, stimulating sales to that 

group of ~stomers. 

lF THE COMMISSION WERE TO APPROVE THE SALE AS 

CURRENTLY REQUESTED BY TAMPA ELECTRJC, WILL TAMPA 

ELECTRIC RECEIVE A HIGHER RETURN ON THE CAPACITY 

UTILIZED IN COMPLETING THJS SALE THEN IT OTHERWlSE 

WOULD? 

Yes, it would This is bow it would occur. Assume currently that Tampa 

Electric is receiving a S I ,000 return on the capacity which will be ~.o;:Jized to 

complete this sale. ThAt return is being provided by retail ratepayers This 

same capacity is then utiliz.ed to make the wholesale sale at issue 1n this case 

Assume the Company receives an additional $500 return on this capacity from 

the wholesale customer In total, the Company has rcc:ei ... ;;d a S 1,500 return 

on this capacity. The Company agr~ to split the return on this capacity by 

crediting half of the return it received from the wholesale ratepayer through the 

fuel adjustment clause. This would be $250 under this example. Thus, the 

retail ratepayer provides a net return of$750 However. Tampa Electric ha.s 

16 
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still received $500 from the wholesale customer It has. in total. after the 

2 credit, received S 1,250 in return. This is $250 higher then the Commission 

3 determined was appropriate in the Company' a last base rate cue and above the 

4 wholesale return FERC intended when they approved the contract The 

5 Company is $250 better off then it was prior to this sale Clearly. the full 

6 amount of the return received from the wholesale customer could be credited 

7 to the benefit of the ratepayer and Tampa Electric would still receive the full 

8 return requirement on this property 

9 The Sales Are Consittent With Past Commission Precedent 

10 

I I 

12 

13 

14 

15 

16 

17 

18 

19 

20 

Q. 

A. 

Q. 

A 

THE SECOND ARGUMENT MADE IN MR RAMIL 'S TESTIMONY IS 

THAT rnESE SALES ARE CONSISTENT WITH PAST COMMISSION 

PRECEDENT, DO YOU AGREE? 

No, I do no t. While in the Company's last rate case the Commission separated 

some capacity for wholesale sales and left some capacity in retail rates which 

was not being utiliztod by retail customers, there was no precedent set in that 

decision which would state that retail ratepayers should subsidize wholesale 

sales on an ongoing basis 

HOW WILL THE RETAIL JURISDICTION SUBSIDIZE THESE SALES? 

Ratepayers are providing a subsidy through the fuel adjustment clause in two 

ways. First, the FMPA contract gives FMPA the right 10 receive energy from 
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specific units on a priority basis while those units are running This means that 

when these units are running at low capacity factors, they will be incurring high 

fuet costs because they are not running at their most efficient level Thus, they 

will be incurring higher than average fu::l cosu for these units FMPA will only 

pay incremental fuel cost or the high efficient costs of these units when they are 

running at high capacity factors. Thus, the difference between the lower 

capacity less efficient fuel costs incurred when these units run at a 30, 40, or 

500/o capacity factor will be borne by the retail ratepayer while FMPA receives 

fuel costs charged at the incremental, or high efficiency level Another way 

that the ratepayer is charged is that because the efficient use of these units, 

where the incremental fuel costs is at its lowest, is segregated for sale to 

FMP A. As a result. the averase total fuel cost will be higher because lower 

fuel costs is talcen out of total fuel costs, therefore, raising the average 

The second way that the retai~ jurisdiction is subsidizing these sales is • hat 

retail ratepayers are currently paying the capacity cost associated with 

servicing these sales They will receive some reduction through the sharing of 

revenue proposed by the Company However, if one were to follo w the 

Company's theory to its ultimate conclusion, retail rat .. ..,ayers should receive 

100% of the credit because these sales meet the incremental cost recovery 

requirement and contribute something to overhead. That overhead is being 

18 
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paid by ret.ail ratepayers Thus, retail ratepayers should receive the credit for 

the recovery of that cost. 

4 Additionally, if this contract has been approved by FERC. the retu.m allowed in 

S tl-.at contract shoul4 not be subsidized by recovering pan :Jf the cost through 

6 t~ fuel adjustment clause or having ratepayers pay pan or all of the capacity 

7 cost. 

8 The Sales Are Sound Public Po!jcy 

9 

10 

I I 

12 

13 

14 

15 

16 

17 

18 

19 

20 

Q. 

A. 

WOULD YOU DISCUSS THE PUBLIC POLICY ISSUES WHICH THESE 

SALE REPRESENT? 

Yes. If the Commis:ion were to approve thia type of sale, it would place itself 

in the business of making-up for lost returns in the wholesale market 

necessitated by competition. This is outside ofthejurisdiction of the Florida 

Public Service Commission. The Florida Public Service Commission should 

not be concerned about wholesale contracts and whether or not the Company 

receives full compensation for such contracts The Commission should be 

concerned that retail ratepayers are fully compensated for any utilization of 

capacity and that they never pay more than the average system-wide fuel costs 

Additionally, they should be concerned that there is no cross-subsid.ization of 

the wholesale market by retail customers 
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As I have previou&ly pointed out in the prior doclcet, if the Commission were 

to approve this type .:~f cross-subsidization, there is nc reason that every utility 

in the State of Florida would not engage in the same type of sale If it is 

appropriate to reduce fuel cosu for wholesale sales and to require the retail 

ratepayers to maJce-up for the difference between the incremental cost and the 

average cost by excluding the lower incremental fuel costs when calculating the 

average in determining the fuel recovery mechanism. then there is •10 reason 

that any utility should not engage in that type of sale. We would then have 

utilities competing with each other not on the buis of cost incurred to service 

the sale, but on the basis of how much of a subsidy they could get for the sale 

from retail customers. This is not good public policy, nor is it good economic 

policy. 

The Commission should keep in mind that Tampa Electric conceded that it 

would always sell in the wholesale market at fully compensatory rates if it 

could, but that it must offer discounts to get the business. That should be the 

concern ofthe Company and not the concern of the Florida Public Service 

Commi.aion. Ratepayers must be protected from subsidizing such sales 

Ther..e contracts appear to be such a subsidy. 

HOW WOULD THE COMMJSSION TREAT THESE SALES IN A RATE 

CASE PROCEEDING? 

20 
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The Commission would fully separate these amounts and would not permit any 

subsidy from retail ratepayers. 

DOES THAT CONCLUDE YOUR TESTIMONY., 

Yes it does. 

21 



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

D • ...,.., Mr. Larkin, vould you pleaae 

an ... riza your teatillony? 

a Ya•. Let M •tut out by not thank in9 you 

tor not beillCJ hera at 7:30 at niqbt, but I will 

au .. ariza ay taatiaony. 

Baaentially, what ay t .. tiaony aaya ia that 

ve really don't care what Taapa Bleotric aella paver 

at to vbol ... l• cuatcmera. What ve do care, though, 

ia how that aala ia treated and how it atfeota retail 

cuatoaera. 

We would aay that it it looka like a duck, 

it valka like a duck and quaoka like a duck, it'a a 

duck. An4 tbi• 1a a tira Schedule P aale; it ahould 

be -parated and the coat related to it ahould not 

affect retail ratepayer• in any way. 

'l'hnt when you coaait capacity to a aale a.nd 

you reaova froa the retail ratepayer the abi lity to 

uae that capacity, even if he vaan•t uainq it, then 

the fuel coat that ahould be aaaiqned to that ahould 

be no lea a than the average fuel coat. And it the 

actual fuel ooat ia higher, then the actual fuel cost 

ought to be aaaiqnad to it. 

To pretend that th .. a Hl.. are ao .. thi nq 

like brokerava aalaa Which are abort tara, which 
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co .. it nc capacity, which can be atoppad or atartad at 
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1 any point in tiaa, and give that benefit to or take 

2 that benefit away froa the retail ratepayer of having 

3 that capacity available to th .. ia not fair. 

4 We would look at thia u the ratepayer 

5 exchanging $3 aillion, or $3.1 aillion o! brokerage 

6 aalea for a guarantee of $2 aillion with ao .. 

7 poaaibility at aoae point aaybe of receiving aoaewhere 

8 around 4 or $4.5 aillion in oredita i! and when the 

9 return that the Coapany earna ia over the return in 

10 the atipulation. Tbat•a not a guarantee and to give 

11 up the availability of havinq thoae unit• available to 

12 tbe retail ratepayer we don't think ie ! a ir . 

13 And we would look ot it in te~ of you 

14 VCNld.n't treat an increaental cuatoaer on the retail 

15 ayatea thia way. You wouldn't let hia have or pay 

16 only incr...ntal coat. You would inaiat that he pay a 

17 fully allocated e•be4ded coat, even tbouqh be'• 

18 incr ... ntal and that all of tbe capacity coat had 

19 already ~ covered by other retail ratepayer•. 

20 Tbere waa alao a oo~iaon ot what 1• 

21 b.appeni.nq on the telephone aide with what ia happening 

22 bare with thia aale. Well, •• I underatand it, I 

23 don't know What ia qoinq on in Florida, but aoet 

24 juriediotiona, the ooat atw1ie5 are called TSLRIC 

25 atu41 .. and that aoronya atanda for 



1 a. DJl'l'l Madaa Chairaan, thb b not in 

2 hie teat!Jiony, and we haven 1 t bean vary harah about 

J that. Moat of hia au...ry haa not bean in hi a 

4 teati.Jicny. 'l'hia ia way bay oneS Vbat' • in hia 

5 taatill.ony. 

6 

7 

cmanpw JODia.l Mr. Howe? 

D. ~~ Chairaan Johnaon, Mr . Hart ia 

8 partially ri9ht . Mr. Larkin ia putting on our caaa. 

9 Be baa the ri9ht to acSdr .. a anythinq that caaa out in 

10 the C~y'a cSiract caaa, whether in their prafilad 

11 direct, their anawara to croaa axaaination quaationa , 

12 their anawara to quaationa froa coaaiaaionara, or 
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ll their anwera to redirect. 'nah ia our opportunity to 

14 confront avarythinq they have put into the record . 

15 And on that baaia I cSon't think Kr. Larkin ia 

16 ad4raaainq anything that haa not co.. out in the 

17 Coapany•a cSiraot caaa. 

18 xa. aaa'J'a I would r .. pactfully auqqaat the 

19 CO..iaaion not ac1opt aucb a policy. What it will aean 

20 in the future ia that intervenor• only need lo tile a 

21 couple of paq .. ancS than they could praaant all of 

22 their taatiaony live with raqarcS to raapondinq to the 

23 c~y and the coaaiaaionara' quaationa. I aaan, it 

24 va•ra qoinq to continua to havinq prafiled taatiaony 

25 by intervenor• aa vall aa the other paxtiea, than they 



1 have to do it. otherviae, there will be no point in 

2 prefilecS t.eatillony of i .ntervenon. 
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3 I'• 9oinq to auatain the 

4 objection aa it relate• to the TSLRIC diaouaaion. To 

!I the extent that a co-iaaioner, or anyone, or Staff, 

6 would like to bave that iuue ad4reaaed, then I '• aure 

7 you' 11 get the quaation. 

8 ~ J,a•KTWa All riQbt. Tben I gueaa 

9 I'a finiabed. 

10 D. .,... we tender llr. Larkin tor cro•• 

11 exawination. 

12 ... ~~ In an atteapt to not aak any 

13 unneceaaary quutiona, we woul4 again requeat that our 

14 chance to oro•• axaaine attar the partie• vho have the 

15 .... poaition on tbaae 1aauea bave aake4 their 

16 queationa. 

17 •:waun• J010141()1fa staff, do you have any 

18 queationa? 

19 u . .a.uGIII Staff baa an objection to the 

20 characterisation of St:&ff ' • poaition a• beinq the • a11.e 

21 aa the partiaa. Statt•a rol e ia adviaory . Start d o4& 

22 not take a poaition . Staff 1a juat trying t o 

;n 4• t.naine all of the facta . Tbat • • tv i ce in to·••• 
24 prooe.csinga ve have been cbaracterize4 in that 

25 faabion, and I do take exception to that. 
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1 No, Staff doea not b.ave any oro••. Th.anlt 

2 you. 

3 QIDJllDM JOIDiaOII& Thank you. 

4 a. Bat'& I vaa ai.Jiply ref$0'inq to Staff •a 

5 po~~ition in their prebearinq atate.ent and in the 

6 Prebearin9 order, not Staff'• role in a general sanae. 

7 mnun• JQ11118011a Certainly. Do you have 

8 any queationa? 

9 a. DJl'fl No, I do not. 

10 u. DUI"Dil& I bava no queationa, 

11 Cbairaan Jobneon. 

12 

13 CCWIIfTUIOIID DDSOII& Lat ae ask a question. 

14 Kr .. Larkin, have you had any experience in the 

15 Tel~unioationa Act of 1996? 

16 

17 

WI'fiiJI88 t·••KDa Yea. 

18 incr..antal coat? 

19 WI'l'IIU• L&JlKIJI& We have advised the 

20 De~avare staff, ve•re ourrantly adviain<J the --

21 Delaware Coaaiaaion tbe North Dakota Co-iaaion. 

22 We're participating in the dockets in Connecticut 

23 r•latad to tbeaa iaauaa. 

24 CQMQUIOII'D DDaOIIt Explain to .. vhy it 

25 incr..-ntal coat is good for developing co~tition in 



1 telephone, utilization of incr..-ntal coat and 

2 increaantal revenue• are not appropriate for 

3 utilisation in the electric induatry in davalopinq 

4 coapatitiva aarkata or addreaainq coapetitiva aarkata 

5 at the vbol ... la laval. 

6 nsua r.aaxua sura. Wall, firat, you 
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7 bava to atart vith a definition of what ia uaad i n the 

8 telephone indu.atry. AncS TSLRIC atancSa for total 

9 a.rvice lonq run increaantal coat. That doea not aean 

10 only tbe fuel ~nant or that doea not .. an only the 

11 linea; that ..ana the total capacity. That aaana 

12 central officea, awitohaa and averyt.hir.q aaaociatad 

13 vith 1t. That'• unlike thia at all. 

14 «*"!Uta.D DD'C*I IAt .. interrupt you 

15 juet a aaoond. now, are you aayinq total aarvice in 

16 the aenae ot a total packaqa ot aervicea aa provided 

17 by the inouabant telephone coapany? 

18 WI~ r.aaw:ua Wall, it can provide total 

19 aervice. You oan buy piacea of it. 

20 O!WMIUIOIID DDIOIII Riqbt. Wa ~.-va a 

21 TSLRIC coat that va•va triad to eatabliah for varioua 

22 ooaponanta of tha ayatea dapendinq upon what 

23 ~nanta en ALBC viahaa to purchaaa froa tha 

24 incuabent X..C; ia th.at correct? 

25 WX~I Lt•Ktwa Tbot'a riqbt. But that 



1 inclu4aa only that oo.ponant; it'• not part of that 

2 coaponent. It'• not I'a qoin9 to uae the central 

3 office but only pay for the linea. And that'• vhat 

4 thia ia. Thia ia a aituation where you're qoinq to 

5 qat to use the capacity, but you're only qoinq to pay 

6 the fuel ooet. And the lol\9 run incr ... ntal coat ia 

7 declining because --

8 o ••tUIOIID DD80111 Who ia only qoinq to 

9 pay fuel co.ta? 

10 WI'I"'IU8 '•'•lUll Wall, theae people. Theae 

11 tvo contracts are not qoinq to have any capacity coat 

12 a•.aoiated vitb the&. 

13 

14 beincJ 9enerat.d in exoeaa of fuel coat or •1•• there 

15 would not be any net present value benefit. 

16 WX'I"'IUa r,a•llJia Yeah. But that revenue i• 

17 aa.aoiated with tranaaiaaion. Tbe great aajority of 

18 it ia aaaociated vith tranaaia•ion. Ther•'• a alll.llll 

19 piece that'• over and above that , but that•• not by 

20 any aeana the total capacity coat ~~t would be 

21 aaaiqned to the aale. It ia not coapenaatory and 

22 that • a bean adaitted by th.e Coapany ti .. and tiae 

33 again. 

24 c-•MTUia.D DD•OIIr It • a not coapenaatory 

25 if you do it on eabedded avera9a coat, ia it? 
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U'I"JJUa xaasx•a Well, if you aaaiqn any 

coat. If you -- aa I underatan4 it, they 1 ve aaaiqned 

notbinq for capacity to their analy•ial and, 

therefore, it abowa ao .. aarqine above incr ... ntal 

coat. 
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owwuaxomm oneoara But their analyab 1a 

~ upon the a.aauaption -- and you aay diaaqree vith 

the aaau.ption but it 1 a baaacS upon the aaauaption 

that the •beddacS capacity coat, eabeddo;:S inveataant 

coat ia a aunk coat and ia not relevant in an 

increaantal coat analyaia. I a that correct? 

n.....a I a•KIWI It i• a aun.k coat I but then 

that ia true vitb every retail cuatoaer that coaea on 

the ayat-. That' a a aun.k coat, too, but ve vouldn' t 

NY to that retail cuato .. r whether it 1 
• a -- an 

induatrial ratail cuatoaar, that you're entitled to 

only pay - - or you ahould only pay the incr ... ntal 

coat, but that'• all that the Coapany ia incurrinq. 

SO the retail ratepayer ahould not ba diaadvantaqed 

20 becau.e the coata are aun.k. 

21 O"WIIUIO.U DD80Jf1 TBCO baa to 11-erve 

22 retail cuatoaera within ita territory; haa th.e 

23 ®l19ation to aerve. If they au tor aarvice they 

24 have to provi4e it. If there' • any extenaion of 

25 facilitiaa, there aay have to be a contribution, but 



1 navertbal .. •, tbay have to provide aarvice. 

2 WIYI!Ua u,auvra I aqraa vitb that . An.d 

3 they o l•o have to aarva thia aala. They' ra 

4 contractually obliqatad to aarva it . So that in ay 

5 ain4 tbara'• no difference. 

6 cc••tUIOIID DDI<WI But tbay didn't have 

7 ~ •arv• it before they deoicSad that the :::ontract 

a offered benefita, incr ... ntal benefit• above 

9 iDcr...ntal oo.t. I aean, that vaa their deciaion, 

10 a&ft&9..ant•a deoiaion to do that. 

11 WIYI!Ua Taawxw, Y .. , and ve'r• not 

12 cUeputinq that. We're juat diaputinq how it b 

13 tr-ted aa it effecta the fuel clauae and how it ia 

14 .. para ted for r*JUlatory purpoa... They can do 
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15 vb.atever they want. They can qive it away. They juat 

16 ahouldn't be able to affect the fuel clauae and it 

17 llbould be a .. para ted aale. 

18 OO"MXUIOIID DPI80PI Well, do you aqrea 

19 that if fro. a requla tory perapective we required it 

20 to be accounted tor an4 treated tor requlatory 

21 purpo• .. aa if it vere required to be done at full 

22 ••bedded co•t, there•• no inoentive for aanaq ... nt to 

23 enter i.nto tb ... type oontracta? 

24 WIUU. n•lfTJia Why a.rUlinly then 1a . 

25 It' • re4uci.nq -- they are qettinq i.ncreaental revenue; 



1 thay are juat not qattinq the additional aub8idy fro• 

2 tba retail ratepayer. 

3 00"1 Jaaia..a D...O.a Wall, aaauainq that 

4 tba aarltet ia auch that tha incr ... ntal ravanua would 

5 not cover an allocation of .. bedded coat, than there 

6 VO\Ild be no incentive to enter into a contract. 

7 WIDUa t.a••m• Wall, it I underatand your 

8 quaation, va don't care it they antar into the 

9 contract; they can aalta that daciaion. We juat don't 

10 want that deciaion to iapact tha fuel adjuataent 

11 clauae. And if thia aala 1a aada out ot aaaiqned 

12 cap.city traa a unit that they have tirat call on, 

13 tban tba fuel coat that ia aaaiqned to it, or abould 

14 be aaaiqned to it, ia not increaantal, but it'• tb~ 

15 baae fuel coat that that unit operata• on and that 

16 abould be taltan out of tba tual clauaa; either that 

17 actual or the average. 

18 cc• aaaia.a DD80111 Bven it 

19 WIDUa la•••xwa That'• where we object. 

20 '!'ben ¥ban you qat to the aaparated aida of it , va 

21 would .. y that you ouqbt to aaparate it. 

22 oo••taata.D DDICWI So you di-qraa that 
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23 even if it can be abovn that tha :pot purch•••• baa an 

24 affect of racS~.&eing the ••bedd~ averaqa inventory 

25 price of fuel on a lonq-tar. baaia. 
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1 Wit'llua t.a•KTJia I ..an, vhat it '• done b 

2 $2 aillion veraua 3 aillion, that'• the only thinq 

3 that'• guaranteed. They're .. yinq it va vould have 

4 uaed the brokera9a •Y•tu, va project th.at ve would 

5 have had $3 aillion worth ot .. 1.. . But becauae we 

6 forced you, or beoauaa you quya forced ua, we're going 

7 to quarantee you 2 aillion. But va wouldn't have even 

8 CJU&r&nteed you that had you not bald our teet. to the 

9 fire. And then the r .. t ot thi• aonay ia if they 

10 excee4 their requlated rate ot return, then the 

11 ratepayer voulcS CJet 60t ot that. But, boy, it I 

12 couldn't CJet rid ot $8 aillion in a coapany thi• •ize 

13 vit!aout baVintJ it tlov to the bot toa line, I'd turn in 

14 ay CPA oertitioata. 

15 ('l••xuta.a DD8011a Would your 

16 reco.aendation be cSittarent or be indifferent it there 

17 vera $3 aillion quarant .. aa oppoaed to 2 aillion? 

18 Wit'llua t,a•II•a No. I think when you talc• 

19 avay troa the ratepayer that capacity and you change 

20 tbe aix and you .. y tbia aale ia not aada out ot the 

21 increaent, that thi• capacity i• not alway• available 

22 for the retail ratepayer, than you change the nature 

23 of tba tranaaotion and you aaka it a tira aale, and it 

24 aboulcS be treated the vay you treat all tira •alea and 

25 tbe v•y you treat fira retail cuatoaar•. You ahould 



1 .. parate it an4 •••iqn a capacity coat to it, avan i! 

2 tho .. capacity coat• are already covered in retail 

3 ~rat ... 

4 oc.w•xula.D DDIOMa But to tha extent 

5 inar...ntal revenue axcaada incr .. ental coat there' • 

6 the potential that there'• 90ing to ba ravanuaa that 
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7 could ba uaad to halp cover thoaa capacity coat• which 

8 are already beiD9 funded by exiatinq retail ouato .. ra. 

9 lrlril*l t.••I'I•a Sura, but that potential b 

10 there froa inoraaaad in qrowth in retail cuatoaara. 

11 0 ••IUla.D DDIOMa 'l'hanlc you , Kr. Larkin . 

12 CDQUD• JOBII8011a TBCO, did you have any 

13 follow-up? 

14 

15 

16 

D. Da'fa No. 

mraun• .JomriOMr Exhibita? 

D. aow.a We would aove the adaiaaion o! 

17 Exhibit 17. 

18 CIQnD• .JOHMII.OIIa Shov it adaittad without 

19 ol)jaotion. 

20 (IXbibit 17 racaivad in evidence.) 

21 CDUQW JOIIJIIIOIII Thank you 1 Kr. L5rk in , 

22 (Witnaaa Larkin axouaad.) 

23 - - -

24 

25 

mnnn• .JOBXS.IJlfa Kr. lfbaalar . 



1 D&YXD • • WI '"·D 

2 vaa called •• a vitne•• on behalf of tha Suff of the 

3 Florida Public &ervio. CO..i••ion and, bavinq been 

4 duly •worn, ta•tifiad aa follow• : 

5 DDJIC'f WQMTJD'l'IOJI 

6 BY D. •avaa 

7 

8 

9 

Q 

& 

Q 

Plea•• •tate your naae for the record . 

David WhMlar. 

And what 1• your buain••• adclr-•, pleaee, 

10 Kr. llbeelsr? 

11 & 

12 32399. 

13 Q 

2540 Sbuaard oak Boulevard, Tallaha•H• 

Are you the •ponaor ot eight paq .. ot 

prafilad ta•ttaony in tbia prooeadi~? 

& Y-. 
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14 

15 

16 

17 

Q Are there any chang•• or corrections to your 

prafilad ta•tiaony? 

18 CuMfl'88IOJID UULDQa Actually before you 

19 CJO any further, I have a problaa. P'or soae r•a•on the 

20 copy that ia in ay fila ia only Paqa• 1, 3, 5 and 7. 

21 u. ~uaaa I'll giva you ay copy. (Counaol 

22 Banda 4oc::\ment to eo.a!••ionar.) 

23 COIDC'IIIOIID ltiULDIGa Thank you. 

24 Q (DJ .. • •a\ICJil) Kr. Wh .. ler, are tbarQ any 

25 aban9•• or corrections to your ta•tiaony? 

I'LOIUD& .vaLIC 8DV%C11 CQMMI88IOJI 



1 I have two ainor additiona. The tirat one 

2 ia on Page 7, LJna 1, following the word •retaining,• 

3 I would lilca to adc1 the phra .. •throuc;Jh acWitiono to 

4 operatinq revenuu. • 

5 

6 

Q 

a 

Are there any other changu or correction•? 

Yu. On Page 8, Line 3, after the tirat 

7 word •atockholdara,• I'd like to add the aaa• phraae 

8 •through ac14itiona to operating revenue.• 

9 

10 

11 

Q 

a 

Q 

••• thia t .. tiaony prepared by you? 

Y ... 

With thaaa chanqaa, it I aaked you thea• 

12 qu .. tiona today, would your anawara be the •••a? 

13 Yea. 

14 ... •aOGBa Staff would raqu••t to aove 

15 Kr. Wheeler'• teatiaony into the record •• though 

16 r .. d. 

17 

18 

19 

20 

21 

22 

~3 

24 

25 

CWJ,DQM JOIDISO.& It will be ao acfaitted. 

454 
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1 TESTIMONY OF DAVID P. WHEELER 

2 

3 Q. Would you please state your name and bus1ness address? 

4 A. My name is Dav1d P. Wheeler: 2540 Shuma rd Oa~ Boulevard. rallahassee . 

5 Florida 32399-0850 . 

6 Q. By whom are you employed and in what capacity? 

7 A. I am e111>loyed by the Florida Public Service Connnssion as il 

8 Regulatory Analyst in the Bureau of Electric Regulation. Div1sion of 

9 Electric and Gas . 

10 Q. Please give a brief description of your educational background and 

11 professional experience. 

12 A. I graduated from the University of Kansas 1n 1982 with a Bachelor of 

13 Science Degree in Business Administration. In 1984 I was awarded a Ma ster 

14 of Business Administration Degree with a concentrat1on 1n f1nance by the 

15 University of Florida . rrom 1984 to January. 1990 I wa s employed by the 

16 Florida Department of Business Regulat1on as a financ1al analyst 

17 I began IllY etJllloyment with the Florida Public Serv1ce Coom15510n 10 

18 February of 1990. and have held var1ous pos1tions in the Bureau of Electrlc 

19 Regulation since that t ime. Hy pr1mary Job respons1b1l1t ie~ are 1n the 

20 areas of electri c ut ility cost of serv1ce and rate des1gn 

21 Q. What is the purpose of your test1mony? 

22 A. The purpose of IllY testimony is to d1 scuss alternat1ve regulatory 

23 treatments for Tafllla Electric Company's <TECO> recent wholesa le sales to 

24 the Florida Municipal Power Agency <FHPA> and the Ci ty of Lal<elana 

25 <Lake 1 and) . and to discuss TECO · s proposed treatment of these transact 1 ons 
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a. Could you briefly describe the whol esale sale to Lakeland7 

2 A. The sale to Lakeland begdn on October 19 . 1996 . and ends September 

3 30 . 2006. The sale 1s a firm 10 HW sale under Long ·Term Serv1 ce Schedule 

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

5 prior1ty equal to that of TECO's fi rm natlve load There 1s al~o prov1s1on 

6 for an additional 10 MW with a pr1ority subordinate to TECO's nat1ve load 

7 and existing wholesale commitments. 

8 a. Could you briefly descr ibe the wholesale sale to the FMPA? 

9 A. The sale to the FMPA began on December 16 1996. and ends March 15. 

10 2001 . Thi s sale is a firm ScheduleD sale of capacity and energy from 

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

12 entitled to th is capacity any time these un i ts are ab le t o supply 1t For 

13 the initial year of the agreement. the sale is for 3S MW of capaclLy . and 

14 increases annually over the term of the contract to a leve l of 150 MW by 

15 the end. The contract also makes provis ion for the supp ]y of supplemental 

16 capac~ty at the same reliability as the base capac1ty. once 1t 1s 

17 scheduled . 

1s a. 
19 A. 

Has TECO made similar sa les in the past? 

Yes . TECC has made long-term firm Schedule 0 sa les to va r1 ous 

20 entities from its Big Bend Generating Stati on . 

21 a. How were these sales treated 1n TECO's last rate case 1n Docket No 

22 920324-EI? 

23 A. The sales were separated from the reta1l JUrl sdJCt Jon and placed 1n 

24 the wholesale jurisdiction . The separat ion allocated the generat1on and 
25 

transmission rate base and non-fuel expenses (i .e . Operations and 

- 2 -
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1 Maintenance (O&Hl. depreciation. taxes. etc. ) between the reta1 1 and 

2 whol esale jurisdictions. based primarily on each Jurl sdict lon ·s 

3 contribution to the 12 monthly system peak denldnds . The var iable O&.M 

4 generation expenses were allocated on an energy , or per kllOrlatt hour . 

5 basis . Retail rates were then set based on the rate hase and expenses 

6 allocated to the retail side. while on the wholesale side TECO's revenues 

7 and the resulting return were dictated by the agreements U1ey negot 1ated 

8 with the separated wholesale cus tomers . subject to the FERC' s approva 1 

9 Revenues from separated sales (wlth the except ion of fuel re.~nues. wh 1ch 

10 are addressed in the Fuel and Purchased Power Cost Recovery (Fuel) Clause). 

11 are retained by the stockholders . 

12 Q. How are the fuel revenues from separated sales treated for regulatory 

13 purposes? 

14 A. The fue 1 revenues are cred1ted to the ret a 1l F ue 1 C 1 a use to reduce 

15 the total system fuel costs paid for by the reta1l ratepay2rs The 

16 Commission recently addressed the treatment of fuel revenues for wholesale 

17 Sdles in Docket 970001-ET. Order No. PSC ·97-0262·FOF ·EI . dated March 11 . 

18 1997 . The Commission established a policy for new separated sales wh1ch 

19 requires that the tuel revenues returned to the ratepayers be equal to the 

20 system average fuel cost. regardless of how the fuel was pr1 ced pursuant to 

21 the wholesale contract. unless the utility could demonstrate net bene f1 t s 

22 to the ratepayers from the sa 1 e. 

23 a. How did TECO propose to treat the Long-term Firm Schedule 0 

24 transactions in the rate case in Docket 920324 -EI? 
25 

A. TECO proposed that the sales be included in the reta1l Jurl sdlct10n . 

. 3 . 
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1 When wholesale sa1es are retained 1n the retail jur1 sdict1on. the retail 

2 ratepayers support through their rates the entire c0st of the plant and 

3 expenses associated with the sales . 

4 In addition. TECO proposed that 60% of the non -fuel revenues from the 

5 Big Bend ScheduleD and other interchange sales be retained bel ow the l1ne 

6 by TECO's stocKholders. and that the remaini~g 40% be returned to the 

7 ratepayers through the Fuel Clause . 

8 Q_ Did the Commission approve th is treatment? 

9 A. No. The Commission rejected TECO's proposed shar1ng of non -fue l 

10 revenues in Order Nos . PSC-93 -0165 -FOF-EI and PSC-93-0664 -FOF -EI . The Long-

11 term Firm Schedule 0 sales were separated. and their costs and revenues 

12 were placed in the wholesale jurisdiction . 

13 For those interchange sales wh ich were reta ined 1n the reta 1l 

14 jurisdiction (with the exception of broKer sales). the Commission ordered 

15 TECO to credit all of the non -fuel revenues back to the ratepayers through 

16 the adjustment clauses : the O&M revenues through the fuel adjustment 

17 clause. and the capacity revenues through the capaci ty cost recovery 

18 clause. 

19 Q. Does TECO' s proposed retail jurisdictional treatment of the FHPA and 

20 LaKeland sales comport with exist1ng Commi ss ion policy for these types of 

21 sales? 

22 A. Absent a demonstration that TECO's ratepayers benefit from the 

23 proposed treatment. it does not . TEco ·s proposal would reta1n the sales 1n 

24 the retail jurisdiction. which does not appear to establish a fa 1r balance 
25 

between ratepayers and st ocKholders . The FM~A and Lakeland sales do not 

- 4 -
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differ substantially from those flnn Schedule D sales wtn ch are current ly 

2 separated intc the wholesale JurlsdlCtlon . They are all f1rm . long -term 

3 (i. e. longer than one year> sales tha t require TECU to comm1 t capac1 ty from 

4 either specified uni t s or system generat ing resources The capac1 ty thus 

5 committed is no longer ava ilable for use by the reta1l ratepayers . 

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

7 eobedded average cost of the sales. inclusion of these sal es 1n the reta1 1 

8 jurisdiction allows TECO to subs id1ze 1ts wholesale sales at the expense of 

9 the captive retail ratepayers . 

10 Based upon Commission policy established in TECO ' s last rate case. 

11 any new long-term firm sa les should be separated into the wholesale 

12 jurisdict ion based upon average eroedded costs. In add1t1on . pursuant to 

13 the Commission 's recent Order No. PSC -97 0262 -FOF -El 1n Docket 970001-EI. 

14 the reta1l ratepayers should be credited wi th no less than an amount equal 

15 to the system average fuel revenues from these sales. regardless of the 

16 actual fuel revenues received. Any exceptions to these pol1c1es should be 

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

18 al ternat ive treatment is in the best 1nterests of the ratepayers 

19 Q. Has TECO demonstrated that their proposed treatment of the FMPA and 

20 Lakeland sales is in the best interest of the ratepayers? 

21 A. TECO has sought to inc lude the FMPA and Lakeland sa les w1th1n the 

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

23 the whol esa le market by pricing sales based upon their average embedded 

24 cost. With the addition of the Pol k IGCC un1t (which has resulted 1n a 58 
25 

percent Increase in TECO 's total net generatiOn plant tn serv1cc between 

. 5 . 
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1 year end 1995 and 1996) future wholesale sa les based on TEco·s system 

2 average cost appear to be particularly threatened TECO bel1eves that 

3 requi ring separation under these circumstances creJtes a strong 

4 disincentive to make such sales. since the stockholders are required to 

5 absorb the entire shortfall between average f:lo·.bedded costs and the revenues 

6 from the sales. 

7 TECO reasons that as long as the revenues from wholesale sales are 

8 greater than the incremental cost of producing the energy sold . the 

9 ratepayers are better off. TECO has filed a cost -effect iveness ana 1 ys 1 s of 

10 the FMPA and Lakeland sales which purports to show that the sales w~ll 

11 produce net benefits to the ratepayers . However . th1s analys1s 1s based on 

12 projected incremental costs and revenues associated with the FMPA and 

13 Lakeland sales and there is no assurance that they w1ll continue to be 

14 cost-effective throughout the terms of the contract s. I have further 

15 concerns regarding TECO's estimate of the possible 1mpact of these sales 

16 upon TECO's generat ion expansion plan . Because of the need of further 

17 di scovery to determine the reasonableness of TECO's incremental cost -

18 benefit analysis. I cannot make a determination as to whether the sales 

19 provide net benefits to TECO's reta1l ratepayers . 

20 Q. Do you believe TECO's proposed stockholder shar1ng of the revenues 

21 from these sa les is appropriate? 

22 A. Absolutely not . While it may be appropriate to remove the 

23 disincentive caused by requ1r1ng TECO to separate the sa les . it 1s ent1rely 

24 inappropriate t o provide any further incentive to make these sales . 
25 

Based on TECO's testimony . the1r proposed treatment of the revenues 

. 6 . 
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3 

4 

5 

6 

7 

8 

4 6 1 
,-;. A add;~ ;of1S +o 
~~.·r1 9 revowes. 

for the f MPA sale result in the stockholders retaimnysl1 .2. 1nl llion . or' 

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

projected to be received over the life of the contract . 

If the sales remain in the retail juri sdi~tion. the retail ra tepayers 

are fully supporting the costs associated with these sales through the1r 

rates. As a consequence. they should receive the full benef1t of all the 

revenues which result from them. All energy charge revenues. includ1ng 

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

9 capacity charge revenues should be credited through the Capacity l.ost 

10 Recovery Clause. 

11 It is incumbent upon a prudent ut1lity to attempt to max1m1ze 

12 wholesale revenues from t~ra:ry surplus capacity for the benef1t of the 

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

14 capacity. Pursuant to the "regulatory compact". TECO has been granted the 

15 exclusive right to serve the retail customers in its serv1 ce terr1tory . and 

16 the opportunity to earn a fair return on the investment requ1red to serve 

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

18 customers who req~est it at the lowest possible cost TECO should not 

19 require add itional incentive to fulf1ll th1 s obl1gation to lower costs to 

20 its retail ratepayers by engaging in cost effective wholesale transact ions 

21 Q. Are there any existing i ncent 1 ves for TECO to engage 1 n who 1 esa 1 e 

22 transactions of this type? 

23 A. Yes. The sales will result in benefits to 1vho lly owned subs1d1ar1es 

24 of TECO · s parent company. TECO Energy. Inc . These a f f 111 a tes prov 1 de coa 1 
25 

and waterborne coal transportation to TECO. Increases 1n energy sales by 

- 7 -
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1 ltCO wi ll resul t in increased revenues to these af f1 l1ates 

2 Q. Do you believe it. js appropriate for TECO to retain for Its 
y)Jr~ ~i"-iof\S i.o cP~09 re~..ru.1~.s 

3 stoc~holders/al l of the revenue·s attributable to transrr1Ss1on servi ces? 

4 A. No . Pursuant to Federal Energy Regulatory Commission CFERCl orders 

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

6 themsel ves for the use of their transmission syst ems Just as they do any 

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

8 La~eland sales must be identified as relat1ng to transmiSSIOn This 

9 requi rement does not justi fy TECO's proposed treatment under wh1ch 1ts 

10 stoc~holders would reta in all of the transmission revenues . Although the 

11 wholesale mar~et for generation is now becoming more compet1t lve . wholesale 

12 transmission rates remain a regulated monopoly. subject to the Jurl sdl Ctl on 

13 of the FERC. This would argue for the sepa ration of all of these 

14 transmission related costs and revenues into the wholesale Jurl Sdl Cllon 

15 Q 

16 A. 

17 

18 

19 

20 

21 

22 

23 

24 
25 

Does this conclude your test imony? 

Yes . 

. 8 -
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1 Q ,., ... Pauqb) Kr. Wh .. ler, would you 

2 plea- provide ue wit!l a an..,.ry of your teatiwlony? 

3 A Y... The purpoae of ay teatlfy 1a ·to 

4 di.au.aa alt ernative requlatory treat:Jienta for Taapa 

5 Blectric'a recent wholeaale sal .. to the City of 

6 Lakeland and the Florida Municipal Power Agency. 

7 In addition, ay taatiaony addreaaea bow 

8 aiailar aalea have been treated in the paat a.nd alae 

9 the appropriateD .. • of Taapa Electric'• propoaad 

10 treatMnt of th ... aala.. 

11 The two aalaa wbicb are tbe aubjeot of thia 

12 docket are long-tar. fir. aalea of capacity and 

13 anergy. In Taapa Blectric'• laat rate caae they were 

14 required to -parate aucb lon9-tar. tir. aale.a into 

15 the vholaaale juriadiction. An4 the affect of 

16 .. paratinq aalaa in tbia aanner raaulta in tba plant 

17 and axpana .. uaociatad with the aalu oeinq remov.:d 

18 from the retail juriadiotion, and than aa a reault the 

19 retail ratepayer• do not aupport throuqb their baa• 

20 rata& the ~t• aaaooiatad with thoae aalea. 

21 For tb ... aalaa, thaaa aeparated aalea the 

22 nonfuel revanuaa aaaooiatad with the aalea are 

2 3 retained by the Cow.pany. 

24 FUel ravenuoa fro• the aalea ~re credited 

25 baoJt to the ratepayer• through the fuel adjuataent 
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1 clauae. TECO baa contended in their t ... ti . .o.ny in this 

l caN that this .. paratad traataant ia no lonqar 

3 appropriate becauaa in the incraaainqly coapatitive 

4 wholaaala aarltat TBCO can no loncjJer aalta th .. a aalas 

5 by pricinq th- at their full -Mdded coat. 

6 Tbair taatiacny, in fact, indicates that the 

7 nonfual rovanu .. froa the two aalaa cover on l y about 

8 2U of the full aaMd'iad coato of tba aalaa. TECO 

9 alao contenda that if the Coapany ia required to 

10 abeorb thia entire difference between the reduced 

11 ravanu .. froa the aalaa and their full aabaddad costs 

12 that they will not aaka au.ch sales. 

13 TBCO baa, thua , raqueated that they be 

14 allowed to retain tb••• aalas in the retail 

15 juriacUction. 

16 Ky tutiaony 4oaa acltnovladqa that requiring 

11 TBCO to aaparata £alas of this type into the wholesale 

18 jurisdiction doe~ create a stronq disincentive to them 

19 for aaking auch sal .. qivan TECO'a currant hiqh 

20 eabeddad ~t relative to the prices at vbiah they can 

21 obtain in the currant wbolaaala aarkat. 

22 Acoordinqly, it aay be appropriate to allow 

23 retention of th ... aalas in the retail jurisdic tion 

24 provi4.ad that Ta.pa Blaotric can daaonatrata that tile 

25 ravanuaa froa th ... aalaa exce ed the inor...ntal coats 



1 aaaociated with the aalea. 

2 However, onoa thia 4iaincantive ia removed, 

3 I 4o not believe any further i ncentive should be 

4 accorded to TBCO to aake theae type ot aalea. 

5 By inoludinq tbeae aalea l n the retail 

6 jurisdiction, the ratepayers are tully supporting 

7 through their baae ratea the coat• ot the facilities 

8 used to aake tbeae aalea. 

9 TBCO' a propoaed treataent ot the revenue a 
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10 troa the aalea repreaanta a aiqnitioant departure from 

11 the treat:Jaent ordered in their laat rate caae tor 

12 thoae aalea which are retained in the retail 

13 jurisdiction. 

14 With the exception of broker aalea, all ot 

15 the revenu .. froa TBOO'a nonaeparated aalea are flowed 

16 41reotly back to the ratepayer• tbrou.gh the fuel and 

17 purcbaaed power and capacity ooet recovery c lauaea. 

18 Tbia treataent provi4ea i .. ediate and cert3in rate 

19 reduction• to the ratepayer• who are aupporting the 

20 coat of theae aalea through their ratea. 

21 TBCO'• treataent include• the oreditinq ot a 

22 lar<J• peroenta;e of the revenue• fro• the aalea to 

23 operatinCJ revenuea. Thia treataent doea not provide 

24 the aure and !.mediate ratepayer benefit• which are 

25 provided by crediting the revenuea through adjuatment 
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1 clauaaa. 

2 If it ia 4eterwine4 that it ia appropriate 

3 to allow TECO to retain thea• aalea within the retail 

4 juriadiction, it ia ay belief that all of the revenues 

5 froa tb .. e aalea be returned i.aediataly to the 

6 ratepayera throu9h a4juataent clauae aacbaniaaa. The 

7 anarqy revanuaa froa the aalea ahould be credited to 

8 tbe fuel and purchaaed power coat recovery clauae. 

9 Tba capacity revenue ahould be credited to the 

10 capacity coat reoova.ry olauae. 

11 

12 

13 

14 

u. •&VCIIII Thank you, Kr. Wheelar . 

We offa.r bia for croaa. 

mD"MIW JOBJUIOIII TBCO? I believe Public 

15 CowDaal and FIPOG 3aid they bad no quaationa . 

16 

17 

18 

19 quaationa? 

D. Bat' a We have no queationa. 

mATIMa• JOKM.awa co .. iaaionara? 

cawa.NIOIID CT 'PK a Yea. can I aak aoaa 

20 Your rationale for -- it'a oorract to eay 

21 that your rationale for allowinq -- tor a daoiaion to 

22 allow it to r ... in unaeparated ia if you aaparata it 

23 tban they are at riak tor the diftaranoa in the 

24 incraaental fuel and the avera9• tuel? 

25 WX'r081 WIIV·•• No. I think the rationale 



1 for -- the oaae that TBCO '• preaented ia that the 

2 they cannot recover anywhere near what the full 
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3 .-bedded oo•t of the•• aale• are. In other worda, the 

4 rate --

5 CCIID'I88IOIID m.a•x1 If you aeparate 

6 everything out, then you can't 9et what you would have 

7 qotten troll the retail ratepayer•. 

8 U'I'IIU8 WI car,p 1 Riqht. and they are 

9 8aYin9 that by doinq that you're creatin9 a atrong 

10 di•inoentive for th81l to make th .. e type• of aalea. 

11 CCW¥1'88IOIID m.a•x1 All ri9ht. so your 

12 au;q .. tion 1• that we reaove that di•inoentive by 

13 allowing it to reaain in the retail rate baae? 

14 WI'I'IIU8 ... nu 1 Provided they can 

15 de110nstrate -- aqain, their arCjl\m8nt ia predicated on 

16 the fact that the inor ... ntal -- the revenuea from 

17 thi• aale are qoinq to exceed the incr81l8ntal coata o! 

18 the tranaacti on. 

19 CCIID'I88IOIID OloaPKa Yea. That there are 

20 •oae net benefit.. 

21 

22 

uuua ... nn1 Ri9ht. 

O(WMTNIOIDIIl m.a•x1 They are better ott 

23 that the Hl .. are aade than if they veren' t aade. 

24 Ye•. It'• ba•ioally the 

25 contribution to fixed coata arquaent that we've heard 



1 before. 

a ('(N•XIIlOIID m,aPJtl Do you aqrae that what 
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3 they have done bera doe• rapraaent " contribution to 

4 fixed coata? 

5 Wl'fi*8 1 WM*"·DI No. It'a not the purpoae 

6 ot wy teatillony to aaka that judCjii8Jlt. I '• not in a 

7 poaition to expru• an opinion. I think the coapany 

8 ba• developed their ca .. tbrou9b tbair vitn••••• and 

9 tbrou9b croe• and pra•uaably that dateraina tion will 

10 be aada in thi• dooket. I '• not villinq at thia time 

11 to expre•• an opinion ~etber tbay bava aade tbat caae 

12 or not. 

13 O(NMJAXOIID <vaPKI Wall, if they do aake a 

14 contribution to fixed oa.t•, than they ahould r ... in 

15 ~parated ao you oan --

16 Wl'filll W"ii.D 1 Rella in unaeparatad. I '• 

17 tryi"9 -- ri9ht. Be retained in the retail 

18 juriacliction. 

19 OCWXTUXOIID cx.a•Jta And that '• tor the 

20 purpoaa of ra.ovinq a diainoentive. 

21 Wlftl&ll ... JILDI Yea. I believe that that 

22 i• a fairly convinoi"9 arqmaent. I ..an, it --

23 forciN) that Mparation and qiven what tb.ey can 9et 

24 froa tbaM Nlu, I believe it 1• hi9bly unlikely that 

25 they will aeek th ... typa• ot aale• . 



1 O'*""UI<*D M .JII'I It that b, in tact, 

2 tba oa .. , do ve al•o need to provide or to raaova a 

3 cUainoentive to eptar into thb contract becau•• -

' let .. put it differently. 

5 I• there al•o a di•inca_nti va tor th- to 

6 enter i.nto thi• contract baoau•e they would gat aore 

7 J10DeY on a broker •ala? 

8 WlBUa ft 1 11rDI Well, it'• ay te•.tiaony 

9 that they abouldn't require any other incentive• . 
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10 once you•va aada that daoi•ion that tba•• •ala• •hould 

11 r ... in in the retail juri~iation, •inca the cu•to .. rs 

12 are payin9 for tba plant and, in tact, th••• •alaa are 

13 a co.aita&nt of capacity, I believe it'• incuabent 

14 upon the utility to utiliae their ba•t ettorta to 

15 aaxiaiae the ravenu- troa tb-. type. ot aaloa. so, 

16 no, I 'a not 8U9CJe•ti"9 that they need any further 

17 ~tive. 

18 In teru ot the broker, your queation waa 

19 would they be teapted to ahitt Hl- troa tbaae types 

20 of tranaactie>na to the broker? Tbtlt aay be the caae, 

21 but then, a9ain, that aay be an arvuaent tor no longer 

22 incentive broker Hle• anyaore. I think you could 

23 take care of tbe probl- by eliainatincJ the bro.ker 

24 incentive. 

2!5 OC*IIUIOII'D cuu;a Okay. 
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1 ('!!*MXN%a.D DDIOWa Well, let .. follow up 

l on that . 

3 Un4er your r~atioP you would., it 

4 there are net benet i te , you would want tho•• ~nat i t• 

5 to be i_..,iately paaaed through to retail cuatoaer• 

6 through the clauae .. cb.ani••· I• that correct? 

7 trl~ uwu.g a Yea. 

8 «••tUia.D DDPCWa Okay. Givan that, 

9 vbat incentive doea '1'BCO or any other inv-tor-ovned 

10 utility have to puraue theM type co.ntra~s? 

11 ~ WIII'·D a I believe it 'a part ot 

12 their obligation aa a wall-aanaqed utility, once they 

13 have co .. to tne co.aiaaion and aaked that tbi• plant 

14 be included in rata baM, and once they are allowed to 

15 recover the 00111: of that plWlt tbrou~b the retail 

16 jurisdiction, I baliava it'• inC\mbant upon thea at 

17 that point to try to c1o everything they can to 

18 ainiaiaa the ra\Aa to their cuatoaer•. In thia 

19 incraaainqly caapetitiva anvironaent I think everyone 

20 would aqraa that tbe utility baa atronq incent ive• to 

21 try to keep their retail rat- aa lov a• they can. 

22 o••xuta.a DD'O"a What about, then I 

2 3 think you proably anawwed tbia in reaponaa to 

24 ca.ai•aioner Clark. There ia an incentive un4a.r the 

25 currant arra.nqa.ent for broltar ealu. Why would the 



1 c~ny then juat not continue to try to aell on the 

2 broker aDCS not try to achieve the greater aarqin• 

3 under 11011o1 type ot a contract vbiah ia iu queation in 

4 tbi• caM? 

5 WOitiiU8 *''"·Dt Aqain, I teal very 

6 atronqly that they, in tact, probably abould not be 

7 recei v!nq an incanti ve on the broker, either. An<l 

8 that aay be aa.etbinq the ca.aiaaion aay inveatiqate 

9 at 80M point1 whether the broker incentive haa 

10 outlived ita uaetuln••• in that reqarcS. 
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11 ~·xaaxOIID D ... OIIa Well, tro• a practical 

12 atandpoint, if v• eliainated all incentive• wbataoever 

13 and juat relied upon TBCO to puraue th .. • becau•• it 

14 helpa keep their rater.a low, it'• your t .. taony that 

1!5 you fMl lilt• tba ca.petitive pr .. aur .. that &re 

16 coaincJ in thb inc!uatry are enouqb incentive in and of 

17 th .... lv .. to incant TBOO to puraue th••• type 

18 contracta? 

19 n~ n•"·DI Yea, I beliove utilitiea 

20 have aacle qreat •trieS .. in tryinq to keep their 

21 utility ratea low. I think that 1a -- given the 

22 potential tor chang .. in the atructure ot the induatry 

23 that they do have a atronq incentive to keep their 

24 ratea low. 

2!5 oo••xatOIID DD'OIII TBCO baa teatitied, I 
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1 believe Kr. Raail, that be beliav .. bia coapa.ny baa no 

2 atranded coat probl-, vbiob would .. - to indicate to 

3 - that they auat a • lov coat provider' and that in 

4 a rully retail aoJ~P&titiva aituation that they 

5 probably could .. 11 at aarket and or .. ta aore reve.nue 

6 than they currently do. Do you have any feel for that 

7 aitution? 

8 

9 

WlWt•• UII'·DI No. I really don.•t. 

OO""lUlamla DDMIII If they have no 

10 atranded inv .. tllant, that .. ana apparently their 

11 qeneratiJ\9 ia in line vith the aarket. Would you 

12 aqr .. vith that? If you aooept that they have no 

13 •tran4ed invutaent li&Dility. 

WlTM"'• WII"·D 1 In te.naa of their aabadded 

15 coat or incr...ntal coat, or --

16 OQM¥IUlomla Da.oJII I •a jut going by the 

17 atat...nt that ~ aanaq~t believe• that they 

18 don't have any •tranded coat or will n.ot have any 

19 atranc1ec1 coat. Doea that .. an , then, that their 

20 genaratinq ia pretty auob in line with vbat the aarket 

21 ia qoinCJ to be if and when we ever qat to a tully 

22 ooapatitiva retail aarket? 

23 wraua wum..a• lfua. 

24 (IOM¥1'881011D DDaOJII If you have n.o opinion 

25 juat ny that. 



1 W%'!11U8 W"**'·DI At thia ti .. .:;f night I 

l have no opinion. 

3 

4 

5 exhibita? 

6 

7 

8 

9 

10 

11 

(X*MIUlOIID »DeoMI Okay. 

mral•n• .JOIDI•mu An4 there wore no 

u. »a.DGIIa No exhibita. 

mrann• JODIOMI You 1 re excuaed. 

(Witn .. a Wh"ler excuaed.) 

•• WlLL%81 Cell Hr. Rallil. 

Joml a. llUaL 

12 v- oalled aa a rebuttal vitneaa on behalf of Taapa 

13 Electric Collpany and, having been duly aworn, 

14 taatified •• followa: 

15 D:mJIC'f WD•JJD'I'lOII 

16 .... •• WlLLl81 

17 

18 

0 

& 

Would you atate your name and addreaa? 

My na.. ia John B. RaJaH. My buaineaa 

19 addr .. a 1a 702 North Franklin Street, Taapa, Flor ida 

20 33602. 

21 0 Did you prepare and cauaad to be prstilad 

22 tbe prepared rebuttal taatiaony ot John B. Raail? 

23 

24 

& 

0 

Y .. , I did. 

Did you alao aubait an exhibit which ia 

25 attached to your teati110ny which waa prepared under 
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1 your direction and euperviaion? 

l 

3 

Yea, I did. 

D. WILLI• 1 We requ-t that Mr. RA.ail' • 

4 rebuttal exhibit be identified aa Exhibit 18. 

cnnun• Jomg()lll It will be identified as 

6 Exhibit 18. 

7 (Bxbibit 18 aarked for identification.) 

8 a. ULL%8 1 we would request Mr. RA.ail' • 

9 rebuttal teatilaony be inaerted into the record as 

10 though read. 

11 CDDUD• .1'011111801'1 It will be inserted aa 

12 though rea.d. 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 
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1 

2 

3 

5 

6 Q. 

7 

8 A. 

!'ADA llLBCTJliC COKPAM'Y 
~ •o. t70171-•o 
•UUI'l"l'.O FOR riLI.CJ !J./2S/t7 

OJ' 

JOJDI B. llUUL 

Pleaae atate your na.e , addreaa, occupation and ••ployer. 

My nue ia John B. Rutil. My buaineaa addresa is 702 North 

9 Franklin Street, Ta.pa, Florida 33602. I am employed by 

10 Taapa Electric Co•pany in the poaition ot Vice Preaident-

11 Enerqy services ' Planninq. 

12 

13 Q. 

l4 

15 A. 

16 

17 

18 Q. 

19 

20 A. 

Do you have any exhibits? 

Yea. I have one exhibit, Document No. 1 ot Exhibit (JDR-

1), auaaarizinq Ta.pa Electric'• proposal. 

What ia the purpose ot your teati•ony? 

The purpoae ot ay teatiaony ia to dispel the notion 

21 auqqeated by M.eaa.ra. Pollock and Larkin that Tampa 

22 Electric'• propoaed r egulatory treatment ot the FMPA and 

23 Lakeland wholeaale contract revenue aale• c au••• retail 

ratepayer• to aubaidize wholesale aalea tranaactiona. The 

25 multiple errore in their reapective position• are a 



1 

2 

3 

4 

5 

6 

7 

8 0· 

9 

10 

11 ~. 

12 

13 
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function of their fundaaental miaunderatandinq ot Tampa 

Bleotric • 1 propo1al, hov it compare• to Florida broker 

tran•actione, and a di•raqard ot ba1ic econoaic theory. 

Tbe tact i1 that Tampa Electric • • propoaed treatment ot the 

FKPA and Lakeland aalea will yield aiqni!icant benetita to 

the general body of ratepayer•. 

You •aid that there wa1 a ai1underetanG.!.nq ot the propoaal. 

can you plea•• explain your propolal? 

Exhibit (JBR-1)_, Document No . 1, illu•trates our 

propo1al. 

14 lbaripg Dp4ar Z•BD• llagtrio•• Prapoeal v•r•u• Broker lbaricg 

15 0· 

16 

17 

18 

19 

20 ~. 

21 

22 

23 

24 

25 

Both Mr. Larkin and Mr. Pollock make a compari1on of the 

I'MPA and Lakeland 1ale1 to the Florida Enerqy Broi<er. How 

would you coapare the Lakeland and FMPA aalea vith economy 

transaction•? 

The •ale• revenues associated vith economy transactions 

fr011 the Florida BneE"9Y Broker are lhared 80/20 with Svl ot 

the revenue• credited through the tuel clauae to lover 

retail rate•, and 30' credited tor the excluaive benetita 

ot shareholders bllow tb• line . Taapa Electric'• propoaed 

troataent of the revenu81 a .. ociated with the FMPA and 



4 7 7 

1 Lakeland aale• ia to c redit 50' ot net revenuea to retail 

2 claus .. and 50t to operatinq revenue• obpye the line after 

3 oftaettinq all expeneea. Tbia 50t treatment above the line 

4 cannot be coJDpared with the 20t treataent froa brolcer 

5 tranaactiona. Thia ia beoawae ratepayers can and vill 

6 benefit troa the 50t above the line in Taapa Electric '• 

7 propoaal, but the 20t allocation in econoay aalea is 

8 exclusively tor the benefit ot the company's ahareholdera. 

9 In tact, Mr. Polloc)c qoea so tar aa to aay Ta11pa Electric 

10 Coapany haa flip flopped th.e 80/20 tol"lDula to ita benefit . 

11 

12 Q. 

1 3 

14 A. 

15 

Please elaborate. 

on paqe 2 ot Hr. Pollock's teatiaony, he claims 78t ot the 

net benetita are retained by Ta~ Electric Co11pany and 22t 

16 vould tlow to retail cuatoJDera. 

17 

18 Mr. Polloc)c haa aiainterpreted the data in these 

19 atateaenta. He iqnorea the tact that Taapa !:lectric 'a 

20 propoaal results i n lOOt of the aales revenue associated 

21 with theae aalea bainq either imaediately passed through 

22 retail clause• or credited to operatinq revenue• above the 

23 line and not belov the line a a in the case ot economy 

24 brolcer ulea. Tbia above the line treatae.nt ••rvea to deter 

25 the need for a qeneral rate increaae, or potentially lower 

3 
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1 revenue requirement• in the next general rate adjustment 

2 tiling. Under Tampa Electric's current rate atipulati~n, 

3 any contribution to oparatin1 revenue also contributes to 

4 potential additional rotunda in 1999 and 2000, beyond the 

5 quarantoad $50 million. 

6 

7 In a4dition to tnia lack of underatanding o! the general 

8 foraula proposed by Tampa Eloctr ic, Kr. Pollock doe a not 

9 understand how to calculate net benefits to retail 

10 custoaors. 

11 

12 0· 

13 

14 A. 

15 

16 

17 

18 

19 

Please olaboreto. 

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

tuol costs are understated by 3.3t, the nat benefit• to 

retail cuatoaora would diaappear. This ia absolutely 

incorrect. 

aiaappliad 

calculated. 

Ho haa misinterpreted t .he 

tho aechanic a ot how the 

proposal 

benet ita 

and 

are 

Tho ayste.m incr-ental fuel would hav e t o 

20 increase over 6. 5\ before the retail customer•' i-ediate 

21 50\ ahara of benofita disappear. In tact, incremental fuel 

22 would need to increase 15\ tor all be nefits to operating 

23 rovenuea to diaappear . In Mr . Po llock'• example, it 

24 incremental fuel is actually 3.3\ highec over the term ot 

25 the aale, the retail cuatomers would in tact still receive 
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6 

7 

8 ~. 

9 

10 

11 
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$1.2 aillion as an t.aediate benefit under the olausas and 

a total of $7 . 7 aillion net benefit takinq into account 

above the line c redits. 

Other than the mathematic s associated with Mr. Pollock's 

testimony, do you accept his analysis? 

No. His approach is too narrow . Weiqhlnq benefits and 

coats is the primary factor in bus iness decision makinq. 

When the benefits and costa of the transaction are compared 

a benefit to coat ratio of 1.a for the FMPA transaction and 

~ for the Lakeland transaction is calculat ed. Any rat io 

13 qreatar than 1. 0 daaonstratea benet its outweiqhinq coat . 

14 Tha qreatar the ratio tha qreater tha benefits and l ess 

15 risky the decision. This same approach is used in 

16 avaluatinq conservation proqrams. Conservation proqrams 

17 which have a benefit coat ratio qreater than 1. o are 

18 considered in the bei't interest of rate payers and are 

19 approved. The FHPA and Lakeland sales compare vory 

20 favorably to this standard. 

21 

22 letail lat•P•7•r• Pye1 Costa Ar• Doaffaota4 

23 Q. All of the intervenors express concern about the 

24 possibility of the retail cuato.aar payinq hiqher rates 

25 throuqb fuel due to the under•tateaent of t he system 

5 
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2 

3 

4 ... 

5 

6 

7 

8 

9 

10 

11 

12 Q. 

13 

H 

15 

16 A. 

17 

18 

19 

increaental tuel in the forecast . 

justified? 
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Is this concern 

No , it ia not. These witness .. have aiaunderstood Taapa 

Electric's proposal to credit the actual ayatea incremental 

fuel coat to the tuel olauae. 'l'hey have contused this 

credit vitb a credit tor the tuel revenues collected !rom 

the vbolesale customers. They have also confused the 

effect• ot crediting s yataa incremental fuel coats with 

ayatea averaqe tuel coat. 

Explain the difference between Tampa Electric's proposal 

and crediting tbe tuel clause vith the actua l wholesale 

fuel revenue• received. 

Tampa Electric's proposa l is quite simple , and quaranteea 

that tbe retail cu.toaer will not pay hiqher rates through 

the tuel clauae. 

20 Revenue• equal to actual system i ncremental tuel coat will 

21 be credited to the tuel adjustaent clause regardless ot the 

22 fuel revenues actually collected trom the wholesale sales 

23 or the projected level ot ayataa incremental fuel coat. 

24 Revenue• equal to ayatea incraaental 801 allovance coat 

25 vill alao be credi ted to the environmental clause. 

6 
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7 

8 
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10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

4 8 1 

Therefore, retail ratepayer• will pay fuel and 

environmental coat recovery cl3use rates 1fil higher than 

they would have bean have bad the aalaa not bean aada. 

Explain next, the difference between craditinq to the fuel 

clauae .yatea incr..antal fuel coat and ayatea average tuel 

coat. 

In contraat to Taapa Electric • • propoaal, it revenues equ.a l 

to ayat .. average fuel coat ware credited in connection 

with these wholeaale aalea the retail cuatomar would be 

affected. For exaapla, in the aale to Lakeland, tuel ia 

priced at ayataa average fuel coat. If revenue• equal to 

ayat .. averaqe fuel were credited to the !uel clause as is 

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

cuatoaera, would pay 1.0 aillion net present value mora 

through the fuel clauaa over the period ot this 

tranaaotion, aa ahown in Oocuaent 5, Exhibit No. KAB-1. 

Lakelan.d ia expected to be aerved during t h e peak periods 

of T&llpa Electric'• own native load. While Tampa Electric 

Coapany•a overall incre.mantal fuel coat ia below syatea 

average fuel coat, during peak periods they may be higher 

than ayat .. averaqe fuel coat . 

7 



482 

1 aaMait;r C t t;aeph 

2 g. Do the Wbole•al• •oba to I'Xl'A and LaJceland require the 

3 ooaaitaant ot Taapa Electric generating capacity? 

4 

5 A. Yea. The aale ot ott-ayat .. enarqy and capacity obviously 

6 re;uiru the cx-ai taent ot qeneratinq reaourcGa, but a a M.a . 

7 Braniek haa explained in her direct t .. tiaony, there were 

8 no ohanqea to Taapa Electric'• expansion plan aa a raault 

9 ot aarving these two aalea. The next planned generation 

10 unit ia acheduled tor the year 2003. The aale to FMPA end• 

11 in the year 2001. The Lakeland aale doea encoapaaa a 

12 period of tiae during which new capacity will be added . 

13 Bovever, expanaion planning analyaia haa ahovn that the 

14 Lakeland aele doaa not affect the timing ot the current 

15 Ta.pa Electric expansion plan. The 2003 planned capacity 

16 addition occura, regardless ot including the Lakeland aale 

17 or not. I n a conaervative approach , a coat for new 

18 capacity waa incorporated i n the analyaia ot the Lakeland 

19 aale. 

20 

2l g. What taotora were conaidered in aakinq the determination 

22 there wae no need t o add capacity to serve the PKPA and 

23 Lakeland aalea? 

24 

25 A. Tbe factor• conaic:Sered were maintaining an ac:Sequate reserve 

8 
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JN.r9in to aerva TUip& Blectri o•a native load and the bpact 

ot the PMPA ancS LakelancS tales on that aargin . Tampa 

Bleotric .anitora tvo criteria to aasure reli~ble and coat-

effective electric service for its retail rate payo.r1. 

Thaae two criteria include a 15t reserve aarqin ancS a 1' 

expected unserved enarqy quicSeli.ne. The 15\ reserve aarqin 

acScSru... pea.k load cSeaancS. 

The acScSition of these sales cSoes not cause Tampa Electric 

to fall abort ot aeetinq theae criteria. Thus, while the 

total level of reserves are reduced by the addition ot 

these ealea, the ainimua reterve criteria have not been 

violated and are not ~tfected. In essence, Tampa Electric 

haa aerely aaxiaized the uti lization ot capacity above the 

required reserve aarqin. This utilization cont.ributes to 

fixed coats thereby benef1t~1nq retail customers . 

18 Furthermore, there is no need t o find replacement capacity 

19 either from tha unit. on the system or through a purchase. 

20 It aaku no aenae to incur additional, unnecessary cost.s in 

21 optiaiaing capacity. 

22 

23 Dare il IIQ IU)add:J pt tbeae lalea U let,aU cutt,paere 

2' Q. Both Mr. Larkin and Mr. Pollock •xPr••• concern that the 

25 coJIIpany i• propoaing a aubsidy by 1.etail custoaers tor 

9 
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1 wholeaale aalea. Do you agree? 

2 

3 A. 

• 
No. If the PMPA and IAJtelancS aalea suddenly went away, the 

rate paid by retail cuatoaera would not suddenly drop, by 

5 any auppoaad •aubaidization• amount. Baaed on this fact, 

6 it ia clear that the retail customers cannot be subsidizing 

7 these vboleaale aalea and Mr. Larkin and Mr . Pol lock have 

8 clearly aiainterpreted the facta. Specifically, Mr. 

9 Larkin'• aUJiaary of the coapa:ny•a justification tor ita 

10 proposal on linea 24 through 29 on page 3, and linea 1 

11 tbrouqh 1 on paqe 4 clearly demonstrate s a misunderstanding 

12 of the basic ec onomic theory outlined in Dr . Bohi'a 

13 teatiaony. The economic theory o! maltinq increaental sales 

14 froa the company's resources aa long aa incremental coots 

15 are covered ia not being applied by the coapany where it 

16 baa an obligation to aerve. It ia being applied to aalea 

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

18 ca .. ot wholesale power sales. Dr. Bohi haa justified this 

19 application in hia testimony. I simply want to add that 

10 any contribution wholesale aalea make to embedded costa 

21 laaaena tha burden of retail ouatomera . 

22 

2 3 rlax iD Cg•t.-llliftin; Arguaent 

24 Q. 

25 

Are there flaws in Mr. Pollock"• oompariton of fuel costa 

in hia Ooouaent No. 2 ot Exhibit 1 where he claims there 

10 
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14 
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4 8 5 

is ·~ost-ahiftingi between competitive and regulated 

operations? 

Yea. Mr. Pollock'• conclusion ia based on the comparison 

of three nuabera that are not "apples to apples· . Firat, 

the syateJI average fuel and net purchase power coat J.a tor 

a ayat .. operating at a 60\ load factor, compared to the 

purchased energy payaents to Hardee for energy taken at 

approxiaately a n load factor. Secondly, the ayatea 

average fuel costa include sunk costa associated with 

providin9 service to retail customer• while supplemental 

fuel revenue• fro• sales for resale are bAaed on unit 

incr .. ental fuel costa. Lastly, the energy component tor 

the Hardee purchase contains the operation and maintenance 

expenae, thereby inflating the value relative to the other 

two coluuns which are essentially tuel only. 

Mr. Pollock has aade an i nvalid comparison ot these rates 

to conclude "ooat-ahittinq" exists. In f o llowing Hr . 

Pollock • • loqic further, one could conclude that "coat-

ahittingi exists since Tampa Electric ' s retail 

interruptible cuatoaera pay approximately $39/MWh, far lus 

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

Clearly, this would be an invalid conc lWiion because ot the 

11 
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ditrerence in the baaia tor t he numbers. Further, Kr. 

POllooJt'• example ia exacerbated by hie error o! including 

costa in one set o! nUlllbera that are not in the other 

nwabera. 

Clearly, Mr. Pollock's attempt to demonstrate •coat-

7 ahittinq- between competitive and regulated operations must 

8 be discarded. 

9 

10 lpgegt;ba ya. Dhbgeotiye 

11 Q. How 4o you re~nd to Mr. Pollock'• recoiD.IDendations on the 

12 raqulatory treatment o! these aalea? 

13 

14 &. 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

on page 3, line 8, and page 12, line 11, Mr. Pollock argues 

for aeparation. On page 15, line 8, Hr. Pollock argues 

that 100• of the non•tuel revenues trom tiieae aalea be 

returned to retail customera. 

There ara two problems with ~. Pollock's proposal. The 

tirat problem ia an internal inconsistency. I! wholesale 

aalea are separated at avera9e embedded cost, the revenues 

will not be available to the retail jurisdiction tor !lo~ 

through to retail customer• because they vill have been 

allocated to the wholesale jurisdiction. 

12 
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The second problem is that there will be NO revenues to 

allocate to either jurisdiction because there will be NO 

wholesale sales under prevailing market conditions . 

It appears all ot the intervenors question the validity ot 

an incentive for the ccmpany to make these types ot sales . 

Basically, they say that a prudently managed utility should 

use its best ettorta to market power !=respective ot an 

incentive. How do you respond? 

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

broker is a voluntary syste.m representing a real market 

based on incremental pricing and incentives. As mentioned 

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

sales revenues are credited through the tuel clause. 

Significantly a 20\ incentive exists that is c redited below 

the line for the exclusive benetit ot shareholders. I 

believe all parties would aqree that the broker system has 

provided tr ... ndoua benefits, in excess ot $800 million, to 

retail ratepayers in Florida. The 20i incenti·te to 

stockholders has been a key to t his record. We should 

learn from this success and recognize that the desirability 

ot an incentive as presented in this proceed ing. 

Soae intervenors have argued that an incentive would result 

13 
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16 

17 

18 ... 

19 

20 

21 

22 

23 

24 

25 

in a double recovery to Tampa Electric. 

rea pond? 

4 8 8 

How do you 

Theae arqumenta reduce to an issue ot allowed returns . 

They both ignore the tact that Tampa Electric's propoaal 

credits all ot the vholeaale revenues to retail customers 

through jpaaa-through• c lauaes or abpyo the line to 

operating revenues. Thus, there iu no opportunity tor 

Ta.pa Electric to earn an excessive or double return. Ita 

incentive is liaited to an improved chance to 2arn ita 

alloved rate ot return. Aa previously pointed out, 

JIOreover, the reta i l cuatoaer will bE-netit trom these 

wholesale sales . 

What vill be the ettect ot rejecting Tampa Electric 'a 

proposal? 

The company vill be diaincented to make wholesale sales 

like FHPA and Lakeland where ther e are more benetita to be 

captured tor the retail cuatoaer than in economy broker 

Hlea. Tbia ia so because the company will be incanted to 

tor~o theae type• ot sales in tavor ot broker transactions 

and thereby deny cuatoaers the benetit ot selling capacity 

in addition to energy. 

14 



1 0· 

2 

3 

4 A. 

5 

Ia the concept of g e nerating additional revenue froa 

vbolea&le aales to ainiai&e retail rates new? 

No. Aa I just pointed out tbia co .. 1as1on recognized the 

benefit of auch activity when the energy broker and the 

6 asaociated revenue treat.J!Ient policies were set. More 

7 apecifically tor Taapa Electric 1 in a 1985 rate order , the 

8 Comaission provided for the company to aggressively market 

9 wholesale power and achieve revenue• (retained lOOt aa 

10 operatin; revenue• above the line) ao that retail rates 

11 could be ainiaized. 

12 

13 0· 

14 

15 A. 

16 

17 

18 

What waa the reault of this action? 

The reault ot this Coaaisaion action was to spark an 

entrepreneurial spirit among 

achieve additional revenues 

aarketing of wholesale power. 

the company employees to 

through the aggressive 

The Company has entered into 

19 good business tranaactiona producing the beat possible 

20 aarqina allowed by the competitive wholosale market. Thaae 

21 aargina help ainiaize retail prices . 

22 

23 Moreover, in introducing thia entrepreneurial spirit into 

24 the Coapany, our -ployaaa bava sought many ways to 

25 increaae revenue through other aaana, resulting in lass 

15 
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1 coat burden tor our retail customers. For exaaple, the 

2 Coapany agqreaaively aarketa steam from generating units , 

3 trainlnq prOCjJr ... developed tor ita T'D eaployees and 

4 pr .. iua lighting to new and existing electric c uatoaera . 

5 

6 Q. Bow doea Taapa Electric's proposal tor the treatment of the 

7 PMPA and lAkeland wholesale aalea revenue oo•pare with the 

8 exiatinq requlatory treata.e.nt of these other revenue 

9 generating activities which help to lower retail electric 

10 prices? 

11 

12 &. 

13 

Taapa Eloctrio•s proposal coaparea favorably and ia totally 

conaiatent with the regulatory t reatment of other sources 

14 of additional revenue. For exaaple, the revenues fro• the 

15 activit! .. liatad in ay previous example are credited 100\ 

16 above the l ine. 

17 

18 When Tuapa Electric's proposal is vie~ed in this context, 

19 it is readily evi dent that CoJDisaion approval would be 

20 totally fair to all involved an~ consistent with existing 

21 revenue treat.ent . The intervenors have strived to create 

22 an illusion that "Wholesale• sales carrtoa with it severe 

23 coaplicationa and the need tor extraordinary review . To 

24 our retail ouatomera it ia •illlPlY another source ot revenue 

25 froa a third party that helps to •ini•ize their rates. 

16 
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4 9 1 

Doe• thi• conclude your te•timony? 

Ye•, it doe• . 

17 



1 Q (~ •· WUlia) Pleaae auaaarize your 

2 rebuttal tutt.ony. 

3 & Ye•, •ir. GQod evening, coaaiaaionara. 

4 I 1 v... .aratcl:led up ay au.aary in bopea of being very 

5 brief. I knov it'a been a long day , ao I'll try to 

6 get through it quickly. 
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7 Co-ai .. ionera, our benefit/coat analyses are 

8 ba.-4 on sound as•uaptiona uainq traditional 

9 analytical techniques and tools that b~ve bean proven 

10 in aany prooeedinqs. Our confidence in our analysis 

11 1• ~trated in our villin;neas to stand behind the 

12 $2 aillion benefits quarantee that I gave thia 

13 110rniDCJ. 

14 In our proposal what we illustrated for you 

15 this aorninq, Taapa Blectrio is, indeed, foraqoing its 

16 below-the-line Florida Bconoay Broker incentive of 20' 

17 without guarantee of any benefits to iapleaant these 

18 PKPA and Lakeland sal... The Coapany is willing to do 

19 this because we believe the Lakeland and PMPA sales 

20 offer greater benefits than the broker. The resulting 

21 i.noentive to Taapa Bleotrio, after foregoing that 

22 broker opportunity in our propoaal, is the opportunity 

23 to, indeed, earn the returns that are allowed in our 

24 stipulation. 

25 Obviously , this inoanti~e is auoh loas 



1 direct than tha broker incentive. Tbia co .. i••ion 

2 should not coapoun4 tba Coapany ' • now foreqone broker 

3 opportunity by al•o requiring ••paratinq the•• •ales 

4 at avara9a oo•t, •• •uqqa•ted by Kr . Pollock and 

5 Kr. Larkin. It aaka• no aen•e to taka •uch action 

6 wbiob i• clearly punitive to ebareholdere •• a ra•ult 

7 of oo.pany actione Which produce benefit• to 

8 ratepayer•. 

g Let .. ju•t quiclcly •uaaariza our propoaal 

10 once a9ain and biqbliqbt tha kay pointa. Thera will 

11 be no increa.. in fuel ooata for ..na clau••• to our 

12 retail ouatoaara. I believe thia clearly •••t• the 

13 •tancSarcS JCr. Larkin artioulat~ juet a taw ainuta• 

14 a9o. All of tha variable OUC oo•t of tha eala• will 

15 be covered with a credit of operating revenue• above 

16 the line. 

17 Aa I .. ntionad thia aorninq, wa•ra prepared 

18 to quarant .. and pay out over tha raaxt t wo fuel 

19 clauaea a total of $2 aillion in benefit• that we 

lO projaot to be •••ooiatad with the•• aalae directly to 

21 cuataaar•. 

22 Thi• 9WU'antea would leave unchanged our 

23 ori9inal propoaal tbat 50' ot tho•• benefit• would be 

24 rat\.lr'neCS to ou•toaer• and vhan it axceade $2 aillion 

25 ~· 11 do eo. 
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1 Tba balance of the benefit• beinq credited 

2 above operating ravanuaa vill be banaticial to 

3 cuatcmar• in teru ot belpinq inoraa•• tba probability 

4 ot potential retunda durinq a tar. ot the •tipulation 

5 and, a;ain, in po8tponinq the need tor nav rata 

6 proceec:tinq•. 

7 Ca.ai••ionar• , I believe tbi• propo•al i• 

8 fair and rea•onabla to all, and I, onca again, atr••• 

9 that you approve it. Thank you. 

10 D. WD.LI8a Tender the vi tn•••. 

11 o•naimra c:x.a•Ka can I aak a qua•tion 

12 firat? Mr. Raail, h~ cUd thue contract• coaa about? 

13 Did you ;o to PMPA and Lakeland or did tbay coae to 

14 you? 

15 WIDUI' JtMILr They vera both iaauad 

16 raquaat tor propo•ale out into the aarkat. 

17 0 ••IUia.D CLiaK a Who bid on tho•• or who 

18 ruponded beaidea you? 

19 WI'I'IIUa aalaLr My recollection with 

20 Lakeland i a they had probably 8 or 10 biddara . I 

21 don't knov wbo they all vera. I knov that BNRON and 

22 Taapa Blaotrio Coapany aada tba ~ort liat. With FMPA 

23 they alae received aany bide. I believe ouraalvaa, 

24 orlando, and tvo other aunioipaliti•• aada the abort 

25 li•t. But that' • tba beat I can r ... abar right now. 

1 



1 cc•wtUIOIID m•••a Your eatiaate of 

3 potentia l broker aale• 

3 

4 

1fl..._. au&XLa Ye•. 

o••I••Ia.a cr.•••• -- that you ua.d in 

5 cSevelopin; th ... contract., dieS it a••u.ae that the 

6 ..aunt of capacity that tb ... two entitiea were 

7 reque41tin; would no lof)9er be i n the aarket 1 f you 

8 didn't 9et the contract? 

9 WlfiiW ••vLI I can't aay it apecifically 

10 did becauae you know -- if you look at the otate of 

11 Plorida -- and it can be aa aucb aa, I think, a 
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12 30,000-.agawatt aarket to be able to define thin9• ao 

13 cloaely to identity it 100 a.;avatta waa there or not. 

14 I'a not •ure v. can 9et that 9ooc! in our eatiaatea . 

15 OQMMIUI<*D maRK a Okay. 

16 WI.,._. I'ULa But, you know , our 

17 expect.tion on broker •ale• ia we do have lov aarqinal 

18 oo•u, and ve will be able to aake th- aa aore and 

19 aore player• oo.e into the aarket, at leaat until that 

20 turnaround and the need for capacity in the atate 

21 turn. around, the aarqina are probably 90109 t.o 

22 •ufter. 

23 

24 

25 

o••IUIOIID CT.a••• Tb&nk you. 

QKIIJD• o7omi.O.t PIPUG? 

u. DUnlalla Thank you, Chairaan. 
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1 caa.1 wn"T"iorta. 

2 n u. DDftDJia 

3 Q Kr. Raail, I juat have a rev brief que•tionQ 

4 for you. You ..ntion in your •~ry, and you alao 

5 .. ntion on the bottoa of Paqe 3 of your rebuttal 

6 taati.Jaony that you believe that there'• a ben.efit 

7 beinq qivan to the ratapayara, the retail ratepayer•, 

8 by your areditinq aoae of the .. revenue• to operating 

9 revenuea1 i• that correct? You think that'• a benefit 

10 

11 

12 

13 

to the retail ratepayer•? 

& Y ... 

Q And it I under•tand your teatiaony on Page 3 

you think it'• a benefit beoauae it aiqht ~eter the 

14 need for the next rata caae. I• that one ot the 

1!5 benefit• you .. e? 

16 & Yea. 

17 Q And it aiqht lover the revenue requireaenta 

18 in tbe next rate oa•• it you have one. te that 

19 another benefit that you •••? 
20 & Y ... 

21 

22 

23 

24 

25 

Q And the third benefit you ••• ia that it 

aight r .. ult in a refund under our eerninqa 

atipulation? 

& Correct. 

Q Nov, it you vare to tlov theae revenue• 
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1 tbrouqb to the retail ratepayer• they would receive an 

2 t.,...iate reduction in their fuel olau .. adjuat.JMnt 

3 pay.enta, voulc:tn • t they? 

4 & Of courae. 

5 Q I want to 9ive you a copy of Order No. PSC 

6 970262 vbiob the Ca.aiaeion haa talten official 

7 r8COCjJnition of. (Handa docuaant to vitnesa.) 

8 You're faailiar vith thia order, aren't you, 

9 JCr. R.uil? 

10 & Y ... 

11 0 'l'bia ia the order froa the paat tuel 

12 adjuataent caH that addr .. aed aoae ot the iaauea 

13 we're talkinq about hare, ian't it? 

14 & Y .. , I believe it ia. 

15 0 Would you turn to Pa9e 3, pleaae? Kould you 

16 look at the aecond full paraqrapb th.at begin• 

17 •Whenever a utility,• and I'd like you to read into 

18 the racort'l, plaaae, the aantenoa and the ra.aainder ot 

19 the paraqraph that boqina •When fuel price• are 

20 di800Unte4.• I believe that'• the aecond tull 

21 aentenca in that paragraph . 

22 & Pa9e 3? 

23 0 Riqbt. Pa9e l, aeoond tull paragraph . 

24 Start with the aaoond aantanoa of that paraqraph. 

25 •When fuel prioea are cUcoounted , and that 

ftOIIIDA RU.IC IDVIC. C!(WMXIIIOII 



1 

2 

3 

4 

5 

6 

7 

6 

g 

10 

11 

12 

13 

14 

1 5 

16 

17 

18 

498 

di.count 1• autoaatically paaae4 through to the retail 

ratepayer, and the other nonfuel revenue• go to the 

util1ty 1 8 ab&rehol4.r8 t.8e4iately, there'• an 

inareaeed poeaibility of gaaing th• •yet ... • 

Q 

pleaao? 

& 

If you'd read the reet of the ~aqrapb 

"'l'bia concern ia heightened by the fact that 

the retail ratepayer•• ooat r-pon.aibility ia reduced 

only at the tiae of the util ity ' • next ba•e rate caae 

or wban the utility ia overearninq and the continued 

aontbly aurveillanca adjuataent generate additional 

funda aubjeot to ca.aiaaion diapoaition. Abaent a 

rate caH or overearninq• •1tuation, the additional 

nontuel revenue flow directly to the coapany•a 

ahareholcSar• ... 

u. DUI'DIII Thanlt you. We have no further 

queationa. 

mraxan• .romreow a Public coun.ael? 

19 D. _,.., lfo quea tiona. 

20 mraun• .roa8011a staff? 

21 cao.a WDMTD.'l'IOJI 

22 ·~ U • .avGill 

23 Q Kr. Raail, plea•• turn to Page 9 , Line• 4 

24 through 7 of your rebuttal teatiaony. In that aection 

25 I believe you atate tbat TBOO aonitora two criteria to 



1 aaaure reliable and coat-effective electric a,ervice 

2 for it• retail ratepayer•. What ar011 thoaa two 

3 criteria? 

4 

5 

6 

7 

A 

Q 

A 

Q 

A 15t raaarva aa~in an~ lt BUB qui4elina. 

And that 1 • expeot.e4 unearve4 anergy? 

Correct. 

An4 the biqhar that nUJlbar i• the wor.:a it 

8 ia for thoae aervecS; ia that correct? 

9 A on the raaerva aarqin the lover the ~uaber 
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10 ia the aore you're i~~P&ctinq reliability. on EUE the 

11 higher the nn•ber ia the aore you • r• iapacting 

12 reliability. 

13 Q That'• vhat I aeant, but thank you tor the 

14 clarification. 

15 Bov lonq baa TECO uaed th .. e reserve aarqin 

16 criteria? 

17 A We've uaad theae criteria, developed them 

18 over the laat •evaral •ontha. Previoua to that we 

19 uaed a dual criteria of a 20' winter peak, and a loee 

20 of load probability criteria to handle the broader 

21 ::-elia.bility view. 

22 Q so you have reduced your raaerve aa.rqin 

23 c~iteria froa 20' t9 15t in the laat year; is that 

24 correct? 

25 Y .. , we have, to bring it in line with what 



other utiliti .. are planninq for. 

Q Do you know it TBCO baa aver projected a 

ra.aarva aarqin and not planned for axpanaion? 

5 00 

1 

2 

3 

4 

5 

6 

7 

8 

9 

A Y... We project r .. arve aarqin• at laaat 

avery year in the tan-year aita plan and we don't plan 

axpanaion avery year. 

10 

11 

12 

13 

14 

15 

16 

Q Have you ever projected a reaerva aarqin 

~low your criteria and not planned for axpanaion? 

A I don't know. I don't know that we have . 

But let .. explain bow tbeaa criteria are uaad and 

alvaya viaved. 

Tbay are quidelinaa, and they indicate when 

capacity aboulcS be acScSad, but they are by no aeana 

hard, faat and abaoluta under all teraa and 

oonditiona. 

I undaratand that, Kr. Raail. But ay 

17 concern ia that you've already reduced your raaarve 

18 aarqin froa What it vaa la•t year, and ba•ed on the 

19 taatiaony that va• brouqbt forth throuqb Ka. Branick , 

20 wa•va indicated that you have violated thi• criteria . 

21 And I u.ndaratand it'• juat a quidelina, but our real 

22 concern ia will thi• incr•a•• the probability that 

23 Taapa Blaotric eo.pany vill co .. back to thia 

24 ccmaiaaion for incraaaed capacity, aay, in the year 

25 2000 to 2001? 
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a No. We've taatifiac:l to that. In the 

interrogatory exhibit that you paaaad out durinq 

1111. Braniolt'• oro•• axaaination, I think that clearly 

ahowa tbat of all the tan yaara looked at aa a reault 

of th ... two .. 1 .. , I think in tvo of tboae year• the 

reserve aargin b rac:lucad by n. And in none of thoae 

yeara ia the aJ~ar9ency unaervad energy nwabar even 

~ad because the effect ie ao aaall you don't even 

... it in the caloulat iona with or without the aal•. 

MI. JaDGit Staff would raqueat a late-filed 

exhibit tbat vould reflect any inatance wbere Ta.pa 

Blectric Ca.pany baa violated ita reaerve aarqin 

criteria and not ••ked for additio.nal capacity. 

mrann• .,...,... can you provide that? 

Ummll ••MTT.t Hov tar in the hbtory do we 

16 need to go? I •a oonfued by tbb, because I •ve 

17 taatifiad in three need bearing• an4 nobody baa ever 

18 been worried about our reliability ori~eri• beinq too 

19 lov. 

20 MI. •AUG• our concern bare ia -- our 

21 concern ia, in fact, that you've violated your ~ 

22 criterion. Tbe oriterion baa recently been reduced 

23 and ve•re tryin; to vet a ban4le on vbether you' 11 be 

24 baolt requ .. tincJ .ora capacity here before thia 

25 C iaaion eaaentially aa a reault of tb .. e eal••· 

n.oaxoa .aLXO a~~~rnoa a ••xuiOif 
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1 If you could 90 baalc ten year• and ju•t •how 

2 ws that in instance• vbera you bava viol~ted your 

3 criterion, Vb.atever that ie, aven thouqh it u.ed to be 

4 biqber , and not coae to tha eo .. i••ion and requa•t 

5 ac141tional capacity, that'• all wa•ra looking tor . 

6 U""'' auii.1 Okay. Wa' 11 look back over 

7 ten year• and ... what tbat tell• u.. 

8 OWOUiamat CT,a••a Let •• a•k •oaething. 

9 Ac I r .. d tbe exhibit thar a waa only ona -- wa•n't 

10 tbara only one year, 2001, that you •tand to violate 

11 that criteria by beinq at 14 or 15? 

12 

13 

14 qoea up. 

15 

Ut'IIUa llUI.Ilol Yaa. 

C(WUUIC:.U CT,aa•a But then 1'\tter that it 

Ut'IIUa RIMILI Right. 8ecaU8& the I'MPA 

16 aal«, it would not -- the ra•erv• aarqin would not ~o 

17 froa 15t without tba aala to 14t with the •ale, it not 

18 tor tba tact tbat tha •ala •pill• over thraa aonth" 

19 i.Dto 2001. And wa aada the judqaant that j uat tor 

20 tbraa 110ntba out ot tha year, and looking at the 

21 aaerqanoy u.naervad 8Nar9Y1 which 1a a reliability 

22 criteria tor tba entire yaar -- it waa vary •trong; I 

23 think it va• only 60t ot tha •tandard tbat ve look at 

24 -- wa .. id thi• i• a riak vall vortb taking. It'• 

25 aliiO•t no riak to qat tha banetita. 



1 t'O"'Q'Ula.D m,aa•a Okr:•. 

2 a. WlLLl81 Ie thia exhibit neceaaary in 

3 l iqbt of that diacuaaion? 

4 It ..... to .. that all of Tampa Electric'• 

5 capacity aince Biq Band 4 baa bean dataraine<S to be 

6 neecSttd by the COlllliaaion. It 1 a aubaaquantly bean 

7 included, found to be prudently incurred inveataant. 

8 If we qo back and raqueat to build any additional 
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9 plant it baa to be aubject to a deteraination of need. 

10 And I juat eee thia aa irrelevant. 

11 Staff? 

12 U. .auG I I believe we• ve aade our point 

13 and we'll withdraw the raqueat. 

14 Q (~ ... •aQ91l) Kr. R.aail, what ia your 

15 currant return on inveataent? 

16 our currant return on inv-tllent, I don ' t 

17 Jcnov. 

18 Q I' a eorry, return on equity. The hour ia 

19 lata. What ia your current return on equity? 

20 I believe, the aidpoint of the ranqe ia 

21 11. 75'. And any dol lara that contribute t o return 

22 above that are tr•atecS in the atipulation. 

2 3 Q I • a aorry, I don't uncSeratand your anawer . 

24 Your current return i a what? 

25 I •a IJOrry. I • a ana war inq what our curr•nt 
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1 allow~ return b. What our current return i•? 

2 

3 

4 

Q 

a 

Q 

Tbe actual, yea. 

I d.on • t know. 

Do you have any idea what iapact on your 

5 return on equity would be if th ... aals• w•re 

6 .. parated and fuel was credibd at ayatea ave.raqe 

7 purauant to current co .. illaion policy? 

8 a I knOW froa ay direct teatiaony our 

9 calculation 1• that that'• about a $50 aillion loa• to 

10 the abareholdera over the time of the contract•. I 

11 don't J-.nov bov that tran.latea into a return on equity 

12 effect. 

13 u. .uaa Thank you. No further 

14 qu .. tiona. 

15 CC)MIITUla.D CT~IP•a Kr. Raail, can I juat 

16 aak you a qu .. tion? Have there been other reque•t• 

17 tor propoaala for fira capacity in the atate that you 

18 have not r .. ponc2ed. to? 

19 

20 

URUI ••M'U.a Yea, th.re have bee.n. 

O(W¥TIIlc:.D CT~IUI What w.re thoaae? 

21 U'l'IIUI OJaLa In the la•t aonth the City 

22 of Lakeland bad one, I believe, requeatil\9 starting in 

23 the year :aooa an4 2003 and qoi119 to~ ten year·•. we 

24 abo .. not to reapond to that one becauae ve think that 

25 people vill be r .. pondinq to that --
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1 CCWI!TMla.D ar.aaxa Let .. aak it a 

2 different vay. Any near tena request•. Thia one, the 

3 two requ .. ta that are the subject of thia proceading, 

4 they vera fairly near tena requuts for t'ira capacity. 

5 wrl'JIU8 ll&IUL I Yea. 

6 "•naiOIID ar~a•ta Have there been any 

7 like that that you haven't reapon4ed to? 

8 Wl~l'l aaMTLa That ve haven't? I don't 

9 think there have bean any ve haven ' t responded to. 

10 There have been ao .. that ve have not bean aelected 

11 for. 

12 OfW¥TMla.D ar~a•Ka Would it be -- to the 

13 extent you have the excess capacity to provide that 

14 power, in your opinion, would it be iaprudent tor you 

15 not to r .. pond? 

16 WIDUI niiTJ.a I think it would -- 1 think 

17 va should rupond if ve think we can handle the 

18 capacity, and if va feel we can be coapetitive and 

19 produce net benefits for tbe syst ... 

20 our dil .... , and, quite frankly, the reaaon 

21 we want this transaction to qo on is to this 

22 bearing to go on and gat a decision, ia to aae what i s 

23 tb• proper regulatory traat.Jaent vben we do that . 

24 We've got a dil..... We're atuck between the 

25 aeparat ion and the broker and what do we do it the 



1 aal•• don't tit either one of tho•• tvo thinga? 

2 

3 

OQMIIIUIOIID ct,apxa "'bank you. 

conn• .JODSOIIa Redirect? 

4 Jtm):m.c'l' PQMID'!'IOJI 

5 BY D. wn.LX8 I 
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6 Q Xr. RaJiil, Ka. Kaufaan directed you to .:.rder 

7 No. PSC-970267 iaaued in Docket 970001-BI, and eaked 

8 you to read a portion ot that order. Do you have that 

9 order in front ot you? 

10 & Yea, I do. 

11 Q Could you turn to Page 4 of that order? 

12 & Y-. 

13 Q could you read the t irat tvo paragraph& ot 

14 that order, pleaae? 

15 •Tber•'• a miqnifioant amount of diacuaaion 

16 in the record regarding the idea the utility aay be 

17 h-itant to enter into a aeparable eale, even it that 

18 aale provide• net benefit• to the retail ratepayer 

19 beoauae the iaputation proc-• ha• the effect or 

20 reducing llhareholder earning•. Moreover, beoauae the 

21 vholeaale aarltet baa become in.creaaingly c011peti ti ve, 

22 it ia difficult tor a utility to collec t the average 

23 aabedded revenuea. 

24 Given th-• cirouaetancea, aoa• diacounting 

25 ot the fuel coat aay be neceaaary to achieve overall 
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1 benefit• for the r etail ratepayera. To r .. edy thia 

2 probl .. , Gulf PoWer and TBCO advocated that the 

3 ca.ai••ion adopt tbe 9ener1c policy that recognize• 

4 the ovarall net ben.etita that a .. parable aale 

5 provide• to the retail ratepayer. Such an approach 

6 would COJIP&re the potentially neqative t.pacta 

7 aaaooiated with creditinq i ncr..antal fuel reve.nuea 

8 tbrouqh the fuel adjuat:Jaent clauae to the poaitive 

9 benefit• to the retail ratepayer• aaaociated with 

10 aellinq capacity. 

11 •we have a lonq biatory of providinq 

12 utilitiea with tbe flexibility needed to aaxiaize 

13 retail benefit•. However, the utility beara the 

14 burden of ahovinq that deviation fr~ eatabliahed 

15 policy ia in the public intereat. Thua, a utility 

16 aball credit average ayat .. fuel revenue• throu~~ the 

17 fuel adjuata.nt clauae unleaa it deaonetratea on a 

18 caaa-by-ca .. baaia that each new •ale d.oea, in !act, 

19 provide overall benefit• to the retail ratepayer•.• 

20 0 Kr. Raail, haa Taapa Electric quaranteed 

21 th3t the Lakeland and FMPA aale• will, in fact, 

22 provi de overall benefit& to the retail ratepayer•? 

23 Yea. We have done that i n two waya. NUJiber 

24 one, we've uaured that there'• qoinq to be no iapact 

25 to the fuel cleuae, anc1 that qoea to th• firat 
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! paragraph that xa. JCaufaan bad aa raacS. And that 

2 paraC)rapb, relative to what we've propoaed, ia 

3 irrelevant bacauaa we aacSe ret:.il cuatoaera whole; no 

4 illpact a• a raault of theae aalea on the fuel 

5 adjuetaant cl.auaa. 

6 Tba other tbinq that we•ve done ia -- and 

7 the way wa•vo propoaad tbe traat.aant of tbe net 

8 banaf ita ia, that wa hava bldaad aaaurad tha cuatoaara 

9 with our quarantae propoaal of at laaat $2 aillion ot 

10 banafita up front. 

11 D. WILLI• a Thank you. No further 

12 radiraot. 

13 

14 

15 

16 objection. 

mnnn• .10BII80" a okay. Bxbibi ta? 

D. WILL%•• Mova Exhibit 18. 

CIQDQM Jomr.cPI Show it actaitted without 

17 ( Bxhibi t 18 racai ved in ev idenca. ) 

18 

19 

20 

21 

mnnn• JOII•OII• You • re excuaed. 

(Witna•• aa.il .xcuaed.) 

D. WILLI•• Co1111iaaionar, I think there ia 

22 one otbar itaa to conclude before we cloae the record. 

23 'l'be Order on Batabliabinq Procedure haa a 

24 tba tiaa tor brief• two weak& attar tbe tranacript and 

25 it'• aatiaatad tbat that would ba July 7tb. July 7th 
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1 fall8, I think, a Monday after the 4th of' July 

2 holiday, and I think that it would be appropriate to 

3 aet tha filin; of briafa for, aay, July lOth. 

4 Staff? 

5 u . •&uaa Staff baa an objection to tl~::t 

6 becauae the raoo ... ndation ia due, I believe, on the 

7 24th. That oondanaaa the tille auoh too abort for ua 

8 to aoooapliab our taalt. 

9 a. wu.LI8a Well, that'• all riqht than. 

10 owaJPMa• JOPXSOMa Wa have two late-filed 

11 exbibita. 

12 u. •ADaa Wa would requaat a tiae frame 

13 froa the co.pany on thoaa late-fileda. In a~dition, 

14 relative to late-filed or Exhibit No. 14, which ia the 

15 lata-filed fuel ooat ooapariaona, va would requeat 

16 that tba vitneaa aa.ka that coapariaon in the fora of a 

17 coat curve aiailar to vbat va vera uaing aa a 

18 hypothetical ox•apla. 

19 Q1111UD• JOIIJI8011a Any indioat;ion aa to how 

20 loD9 it will taka to prepare thoH two lata-filada? 

21 a. wu.LUa I have no idea at thia point. 

22 CIQUD• OJOW"'OIIa Why don't va do thia, 

23 qiva the parti- an opportunity to talk to the -- qive 

24 the coapany an opportunity to talk to the individual• 

25 that will be preparinq that, and than Staff can qat 
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1 back with .. •• to the ti .. certain that we• r e qoing 

2 to bave tor tboae late-tileda, and we'll put everybody 

3 on notice. 

4 a. DDGJII All right. Thank )OU, 

5 Cbairaan Johnaon. 

6 D. ULL%81 Chairaan Johnaon, we vould also 

7 raqueat that the confidential doc:u:aenta that we have 

8 tiled in the docJcet be returned to the Coapany in 

9 acoordanoe with the Prebearinq Order. 

10 c:waun• J~l I didn't bear the last 

11 part of tbat. 

12 a. ULL%81 In accordance with the 

13 Pr4b.ar1n9 Order, the confidential aaterials which 

14 were not uae4 and subaitted should be returned to the 

15 cmapany. 

16 Staff. 

17 a. ~~ Staff has no objection to that. 

18 c:waun• Jaml801'1 Certainly. Any other 

19 aattera? Thank you vary auch; finished a bali hour 

20 ahead of schedule. 

21 

22 steying. 

23 

24 p.a.) 

25 

a. ULL%81 Thank you vary auoh tor 

We really appreciate it. 

(Tberaupon, the hearin9 concluded at B: 27 
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