Florida Power & Light Company, P. 0. Box 029100. Miami, FL 33102-9100

FPL

ATRBORNE EXPRESS

January 14, 1994

Mr. Steve Tribble, Director
Division of Records and Reporting
Florida Public Service Commission
101 East Gaines Street

Fletcher Building

Tallahassee, Florida 32399-0850

Re: Docket No. 940001-EI

Dear Mr. Tribble:

Enclosed for filing with the Commission in Docket No. 940001-EI are
the following:

FPL’s Request for Confidential Classification. Fifteen copies
of FPL’s Request For Confidential Classification of Certain
Information Reported on the Commission’s Form 423-1(a) with
Attachments B, C, D and E are enclosed. The original Request
for Confidential Classification of Certain Information
Reported on the Commission’s Form 423-1(a) with Attachments A,
B, C, D and E is enclosed. Please note that Attachment A is

an unedited Form 423-1(a) and. therefore needs to be treated as
confidential.

If you have any questions regarding this transmittal or the
information filed herewith, you may contact me at (305) 552-2724.

Sincerely,

Mo ] F5l

Steven H. Feldman
Attorney
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2. In applying the statutory standard delineated in paragraph
1, the Commission is not required to weigh the merits of public
disclosure relative to the interests of utility customers. The
issue presented to the Commission, by this pleading, is whether the
information sought to be protected fits within the statutory
definition of proprietary confidential business information,

§366.093, and should therefore be exempt from §119.07().

3. To establish that material is proprietary confidential
business information under §366.093(3)(d), F.S., a utility must
demonstrate (1) that the information is contractual data, and (2)
that the disclosure of the data would impair the efforts of the
utility to contract for goods or services on favorable terms. The
Commission has previously recognized that this latter requirement
does not necessitate the showing of actual impairment or the more
demanding standard of actual adverse results; instead, it must
simply be shown that disclosure is "reasonably likely" to impair
the contracting for goods or services on favorable terms. See

Order No. 17046, at pages 3 and 5.

4. Attached to this pleading and incorporated herein by

reference are the following documents:

Attachment A) A copy of FPL’s October, 1993 Form 423-1(a) with
the information for which FPL seeks confidential

classification highlighted. This document is to be
treated as confidential.




Attachment B) An edited copy of FPL’s October, 1993 Form 423-1(a)
with the information for which FPL seeks
confidential classification edited out. This
document may be made public.

Attachment C) This document is a 1line by 1line justification
matrix identifying each item on FPL’s Form 423-~1(a)
for which confidential classification is sought,
along with a written explanation demonstrating that
the information is: (1) contractual data, that (2)
the disclosure of which would impair the efforts of
the utility to contract for goods or services on
favorable terms.

Attachment D) The affidavit of Dr. Pamela Cameron. Dr. Cameron’s
affidavit was previously filed with FPL’s original
Request For Confidential Classification Of Certain
Information Reported On The Commission’s Form 423-
i1(a) on March 5, 1987, 1in this docket. It is
refiled with this request for the convenience of

the Commission. Attachment E updates Dr. Cameron’s
affidavit.

Attachment E) The affidavit of Eugene Ungar.

5. Paragraph 3 identifies the two prongs of §366.093(3) (d),
F.S., which FPL must establish to prevail in its request for
confidential classification of the information identified by
attachments A and C. Those two prongs are conclusively established
by the facts presented in the affidavits attached hereto as
Attachments D and E. First, the identified information is
contractual data. Second, disclosure of the information is
reasonably likely to impair FPL’s ability to contract for goods and

services, as discussed in Attachments C, D and E.

6. FPL seeks confidential classification of the per barrel
invoice price of No. 2 and No. 6 fuel, and related information, the
per barrel terminaling and transportation charges, and the per
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barrel petroleum inspection charges delineated on FPL’s Form 423-

1(a) Fuel Report as more specifically identified by Attachments A

and C.

7. The confidential nature of the No. 6 fuel oil information

FPL seeks to protect is easily demonstrated - once one understands

the nature of the market in which FPL as a buyer must operate. The

market is No. 6 fuel oil in the Southeastern United States and that

market 1is an oligopolistic market. See Cameron and Ungar

affidavits. In order to achieve the best contractual prices and

terms in an oligopolistic market, a buyer must not disclose price
concessions provided by any given supplier. Due to its presence in
the market for No. 6 fuel oil, FPL is a buyer that is reasonably
likely to obtain prices and terms not available to other buyers.
Therefore, disclosure of such prices and terms by a buyer, like FPL
in an oligopolistic market, such as No. 6 fuel oil, is reasonably
likely to increase the price at which FPL can contract for No. 6

fuel o0il in the future. See the affidavits of Cameron and Ungar.

8. The economic principles discussed in paragraph 6 and Dr.
Cameron’s affidavit are equally applicable to FPL’s contractual
data relating to terminaling and transportation charges, and

petroleum inspection services as described in E. Ungar’s affidavit.

9. The Commission need only make two findings to grant

confidential classification to the No. 6 fuel o0il information




identified as confidential in Attachments C and D, to wit:

(a) That the No. 6 fuel oil data identified is contractual
data.

(b) That FPL’s ability to procure No. 6 fuel oil, terminaling
and transportation services, and petroleum inspection
services is reasonably 1likely to be impaired by the
disclosure of the information identified because:

(i) The markets in which FPL, as a buyer, must procure
No. 6 fuel o0il, terminaling and transportation
services, and fuel inspection services are
oligopolistic; and

(ii) Pursuant to economic theory, a substantial buyer in
an oligopolistic market can obtain price
concessions not available to other buyers, the
disclosure of which would end such concessions,
resulting in higher prices to that purchaser.

10. The confidential nature of the No. 2 fuel o0il
information, identified in Attachments A and C as confidential
information, is inherent in the bidding process used to procure No.
2 fuel oil. Without confidential classification of the price FPL
pays for No. 2 fuel oil, FPL is reasonably likely to experience a
narrowing of the bids offering No. 2 fuel oil. The range of bids
is expected to converge on the last reported public price, thereby
eliminating the probability that one supplier will substantially

underbid the other suppliers based upon that supplier’s own

economic situation. See Ungar affidavit. Consequently, disclosure

is reasonably likely to impair FPL’s ability to negotiate future

No. 2 fuel o0il contracts.



11. FPL requests that the Commission make the following
findings with respect to the No. 2 fuel oil information identified

in attachments A and C:

a. That the No. 2 fuel o0il data identified is
contractual data; and

b. That FPL’s ability to procure No. 2 fuel oil is
reasonably likely to be impaired by the disclosure
of the information identified because:

(i) the bidding process through which FPL obtains
No. 2 fuel oil is not reasonably expected to
provide the lowest bids possible if disclosure
of the last winning bid is, in effect, made
public through disclosure of FPL‘’s Form 423-
1(a).

12. Additionally, FPL believes the importance of this data to
the suppliers in the fuel market is potently demonstrated by the
blossoming of publications which provide utility reported fuel data
from FERC Form 423. The disclosure of the information sought to be
protected herein will no doubt create a cottage industry of desktop

publishers ready to serve the markets herein identified.

13. FPL requests that the information for which FPL seeks
confidential classification not be declassified until the dates
specified in Attachment C. The time periods requested are
necessary to allow FPL to utilize its market presence in
negotiating future contracts. Disclosure prior to the identified
date of declassification would impair FPL’s ability to negotiate
future contracts.

14. The material identified as confidential information in
attachments A and C is intended to be and is treated by FPL as
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ete, and has ns

®L’s knowledge and belief.

WHEREFORE, FPL respectfully requests that the Commission
sify as confidential information the information identified in

“hments A and ~ which appears on FPL’s unedited Form 423-1(a).

= January 14, 1994

Steven H. Feldman

Attorney

Florida Power & Light Company
P. 0. Box 029100

Miami, Florida 33102-9100
(305) 552-2724 ;
Florida Bar Nc. 0869181




PAGE 1 OF
FpsSc FORM

1. REPORTING MONTH:

2. REPORTING COMPANY:

(A)
LINE
NO.

N e

=]

15
16
17
18
19
20
21
22
23
24
25

FPSC FORM

2
NO. 423-1{3})

ATTACHMENT B

EDITED COPY

MONTHLY REPORT OF COST AND QUALITY OF FUEL OIL FOR ELECTRIC PLANTS
DETAIL OF INVOICE AND TRANSPORTATION CHARGES

NAME, TITLE, ¢ TELEPHONE NUMBER OF CONTACT PERSON CONCERNING DATA

OCTOBER YEAR: 1993 3,
SUBHITTEO ON THIS FORM: K.M, DUBIN, nsc%@"ronv AFFAIRS, (305)-552-4910
FLORIDA POWER & LIGHT COMPANY 4. SIGNATURE OF OFFICIAL SUBMITTING n:mnr:_{_k Sadau LA ST
S. DATE COMPLETED: 11-Jan-94 ‘jl m:f-
(8) () (D) {3) (F) (G) (H) (I (J) (K) (L) (4) (N) (0} (P) ({1} (R}
PLANT DELIVERY DELIVERY TYPE VOLUME INVOICE INVOICE DISCNT NET AMT NET PRICE QUALITY EFFECTV. TRANSP. ADD’L  OTHER DELIVERED
NANE SUPPLIER  LOCATION DATE OIL (BBLS) PRICE AMOUNT (3} (S)  (S/BBL) ADJUST. PUR PRICE TO TERM TRANS CHGS CHARGES PRICE
-- --- -—- === ($/8BL} {$) ===-- - seeeeee ------- (S/BBL}  (S/BBL) ($/BBL) (s/BBL) (S/BBL)  ($/BBL)
MANATEE COASTAL PORT MANATEE 10/07/93 FO6 105996 0.0000 13.4565
SANFORD ENJET JACKSONVI LLE 10/03/93 FO6 169418 0.0000 34,1852
CAPE CANAVERAL ENJET PORT CANAVERAL 10/21/93 FO6 169626 0.0000 13,2247
CAPE CANAVERAL ENJET PORT CANAVERAL 10/30/93 FO6 169700 0.0000 12.2977
MANATEE PHIBRO PORT MANATEE 10/03/93 FO6 117732 0.0000 13,7945
MANATEE STINNES PORT MANATEE 10/10/93 FO6 118525 0.0000 13.7195
MANATEE STINNES PORT MANATEE 10/19/93 FO6 119863 0.0000 13.8445
TURKEY POINT  STINNES FISHER ISLAND  10/28/93 FO6 119021 0.0000 14.2659
PORT EVEKGLADES STINNES PORT EVERGLADES 10/29/93 FO6 119275 0.0000 12.9894
SANFORD vVITOL JACKSONVILLE 10/20/93 £06 250644 0.0000 14,1252
PORT EVERGLADES CLARENDON PORT EVERGLADES 10/14/93 #¥06 146300 0.0050 14.0744
TURKEY POINT CLARENDON FISHER ISLAND  10/14/93 FO6 116730 0.0000 15.2089
RIVIERA COASTAL PORT PALYM BEACH 10/07/93 K06 74704 0.0000 11.9044
RIVIERA COASTAL PORT PALM BEACH 10/12/93 FO6 74250 0.0000 11.9044
FORT MYERS ENJET BOCA GRANDE 10/06/93 FO6 139026 0.0000 12.8837
MARTIN ENJET PORT PALM BEACH 10/16/93 FO6 134721 0.0000 15.6611
PORT EVERGLADES GLOBAL PORT EVERGLADES 10/05/93 FO6 211334 0.0000 14.0744
TURKEY POINT GLOBAL FISHER ISLAND  10/06/93 FO6 56107 0.0000 15.1089
PORT EVERGLADES J ARON PORT EVERGLADES 10/02/93 FO6 127335 0.0000 14.0244
TURKEY POINT J ARON FISHER ISLAND  10/03/93 FO6 151681 0.0000 15.0589
MANATEE JARON PORT MANATEE 10/26/93 FO6 120280 0.0000 13.4775
PORT EVERGLADES JARON PORT EVERGLADES 10/31/93 FO6 264698 0.0000 14.3744
MANATEE RIO PORT MANATEE 10/707/93 FO6 122276 0.0000 14.2745
MANATEE RIO PORT MANATEE 10/12/93 FO6 118019 0.0000 13.7045
HANATEE RIO PORT MANATEE 10/13/93 FO6 119549 0.0000 13.9045

NO. 423-1(a) (10/93})




PAGE 2 OF 2
FPSC FORM NO. 423-1(a)

1. REPORTING MONTH: OCTOBER

YEAR?

1993

2. REPORTING COMPANY: FLORIDA POWER & LIGHT COMPANY

EDITED COPY

MONTHLY REPORT OF COST AND QUALITY OF FUEL OIL FOR ELECTRIC PLANTS
DETAIL OF INVOICE AND TRANSPORTATION CHARGES

3. NAME,

TITLE,

¢ TELEPHONE NUMBER OF CONTACT PERSON CONCERNING DATA

ATTACHMENT B

SUBMITTED ON THIS FORM: K.M. DUBIN, REGUE?;DRY AEFAIRS, (305)-552-4910

\
4. SIGNATURE OF OFFICIAL SUBMITTING REPORT:

S. DATE COMPLETED:

(n

(J)

11-Jan-94

(K)

(L)

M)

), 0%,

i

(N)

VOLUME INVOICE INVOICE DISCNT NET AMT NET PRICE QUALITY EFFECTV.

(A) (B) ) (D) {E) (F) (G) (H)
LINE PLANT DELIVERY DELIVERY TYPE

NO. NAME SUPPLIER LOCATION DATE OIL (BBLS) PRICE AMOUNT
oo < o (s/BBL)

26 PORT EVERGLADES RIO PORT EVERGLADES 10/20/93 FO06 103915

27 FORT MYERS RIO BOCA GRANDEL 10/21/93 FO6 112250

28 FORT MYERS RIO BOCA GRANDE 10/28/93 FO6 116060

29 SANFORD STEUART JACKSONVILLE 10/13/93 FO6 56148

30 RIVIERA TEXACO PORT PALM BEACH 10/03/93 FO06 104540

31 RIVIERA TEXACO PORT PALM BEACH 10/14/93 FO6 102835

32 RIVIERA TEXACO PORT PALM BEACH 10/24/93 FO06 103918

33 HARTIN INDIANTOWN PORT PALM BEACH 10/06/93 PRO 11 29.2600

34 PORT EVERGLADES PETROLANE PORT EVERGLADES 10/20/93 PRO 12 35.5%242

3% FOHT MYERS PETROLANE BOCA GRANDE 10/20/93 PRO 6 34.1383

36 SANFORD SUBURBAN JACKSONVILLE 10/13/93 PRO 12 34.4667

FPSC FORM NO. 423-1(a) (10/93)

(s)

322
426
205

(s)

(s)

© o o o

322
426

414

(s/BBL)

29.2600
35.5%242
34.1383
34,4667

ADJUST. PUR PRICE

(5/BBL}

0.0000
0.0000
0.0000
0.0000

(s/BBL)

29.2600
35.5242
34.1083
34.4667

(Q)

(R)

OTHER DELIVERED

(s/BBL)

0.0000
0.0000
0.0000

(0) (P)
TRANSP. ADD’ L
TO TERM TRANS CHGS CHARGES
($/BBL) ($/8BL}

0.0000
0.0000
0.0000
0.0000
0.0000
0.0000
0.0000
0.0000 0.0000
0.0000 0.0000
0.0000 0.0000
0.0000 0.0000

0.0000

PRICE
($/8BL)

14.3244¢
13,1337
13.3337
13.0782
11.9204
12.1664
12.1904
29,2600
35.5242
34.1383
34.4667




ATTACHMENT C

Docket No. 990001-E1
January, 1994

Justification for Confidentiality for October, 1993 Report:

FORM LINE(S) COLUMN RATIONALE
423-1(a) 1-32 H (1)
423-1(a) 1-32 I (2)
423-1(a) 1-32 J (2), (3)
423-1(a) =i32 K ()
423-1(a) 1-32 L 2)
423-1(a) 1-32 M (2), (4)
423-1(a) 1-32 N (), (5)
423-1(a) 15532 P 6), (7)
423-1(a) 1-32 Q 6), (7)
423-1(a) N/A H LK LNR (8

Rationale for confidentiality:

(1)  This information is contractual information which, if made public, "would impair the
efforts of {FPL} to contract for goods or services on favorable terms." Section
366.093 (3) (d), F.S. The information delineates the price FPL has paid for No.
6 fuel oil per barrel for specific shipments from specific suppliers. This information
would allow suppliers to compare an individual supplier's price with the market

quote for that date of delivery and thereby determine the contract pricing formula
between FPL and that supplier.

Contract pricing formulas generally contain two components, which are: (1) a
markup in the market quoted price for that day and (2) a transportation charge for
delivery at an FPL chosen port of delivery. Discounts and quality adjustment
components of fuel price contract formulas are discussed in paragraphs 3 and 4.




(2)

(3

(4)

(5)

(6)

Disclosure of the invoice price would allow suppliers to determine the contract
price formula of their competitors. The knowledge of each others' prices (i.e.
contract formulas) among No. 6 fuel oil suppliers is reasonably likely to cause the
suppliers to converge on a target price, or follow a price leader, effectively
eliminating any opportunity for a major buyer, like FPL, to use its market presence
to gain price concessions from any one supplier. The end result is reasonably
likely to be increased No. 6 fuel oil prices and therefore increased electric rates.
Please see Dr. Cameron's affidavit filed with FPL's Request for Confidential
Classification which discusses the pricing tendencies of an oligopolistic market and
the factual circumstances which identify the No. 6 fuel oil market as an oligopolistic
market in the Southeastern United States. As Dr. Cameron's affidavit discusses,
price concessions in an oligopolistic market will only be available when such
concessions are kept confidential. Once the other suppliers learn of the price
concession, the conceding supplier will be forced, due to the oligopolistic nature
of the market, to withdraw from future concessions. Consequently, disclosure of
the invoice price of No. 6 fuel oil paid by FPL to specific fuel suppliers is

reasonably likely to impair FPL's ability to negotiate price concessions in future No.
6 fuel oil contracts.

The contract data found in Columns | through N are an algebraic function of
column H. That is, the publication of these columns together, or independently,
could allow a supplier to derive the invoice price of oil.

Some FPL fuel contracts provide for an early payment incentive in the form of a
discount reduction in the invoice price. The existence and amount of such

discount is confidential for the reasons stated in paragraph (1) relative to price
concessions.

For fuel that does not meet contract requirements, FPL may reject the shipment,
or accept the shipment and apply a quality adjustment. This is, in effect, a pricing
term which is as important as the price itself and is therefore confidential for the
reasons stated in paragraph (1) relative to price concessions.

This column is as important as H from a confidentiality standpoint because of the
relatively few times that there are quality or discount adjustments. Thatis, column
N will equal column H most of the time. Consequently, it needs to be protected
for the same reasons as set forth in paragraph (1).

This column is used to mask the delivered price of fuel such that the invoice or
effective price of fuel cannot be determined. Columns P and Q are algebraic
variables of column R. Consequently, disclosure of these columns would allow a
supplier tc calculate the invoice or effective purchase price of oil (columns H and
N) by subtracting these columnar variables from column R.




(7)

Terminaling and transportation services in Florida tend to have the same, if not
more severe, oligopolistic attributes of fuel oil suppliers. In 1987, FPL was only
able to find eight qualified parties with an interestin bidding either or both of these
services. Of these, four responded with transportation proposals and six with
terminaling proposals. Due to the small demand in Florida for both of these
services, market entry is difficult. Consequently, disclosure of this contract data

is reasonably likely to result in increased prices for terminaling and transportation
services.

Petroleum inspection services also have the market characteristics of an oligopoly.
Due to the limited number of fuel terminal operations, there are correspondingly
few requirements for fuel inspection services. In FPL's last bidding process for
petroleum inspection services, only six qualified bidders were found for FPL's bid

solicitations. Consequently, disclosure of this contract data is reasonably likely to
result in increased prices for petroleum inspection services.

(8) This information is contractual information which, if made public, “would impair the

efforts of [FPL] to contract for goods or services on favorable terms." Section
366.093 (3) (d), F.S. The information delineates the price FPL has paid for No.
2 fuel oil per barrel for specific shipments from specific suppliers. No. 2 fuel oil is
purchased through a bidding process. At the request of the No. 2 fuel oil
suppliers, FPL has agreed to not publicly disclose any supplier's bid. This non-
disclosure agreement protects both FPL's ratepayers, and the bidding suppliers.
As to FPL's ratepayers, the non-public bidding procedure provides FPL with a
greater variation in the range of bids that would otherwise not be available if the
bids, or the winning bid by itself, were publicly disclosed. With public disclosure
of the No. 2 fuel oil prices found on FPL's Form 423-1(a), the bids would narrow
to a closer range around the last winning bid eliminating the possibility that one
supplier might, based on his economic situation, come in substantially lower than
the other suppliers. Non-disclosure likewise protects the suppliers from divulging

any economic advantage that supplier may have that the others have not
discovered.



Date of Declassification:

FORM LINE(S) COLUMN DATE
423-1(a) 1 H-N 3/31/94
423-1(a) 2-4 H-N 3/16/95
423-1(a) 5 H-N 10/30/94
423-1(a) 6-9 H-N 10/30/94
423-1(a) 10 H-N 3/15/96
423-1(a) 11 - 32 H-N 4/30/94
423-1(a) 1-32 P 3/31/99
423-1(a) 1-32 Q 06/30/96
423-1(a) N/A H, |, K, L, N, R 06/10/94
Rationale:

FPL requests that the confidential information identified above not be disclosed until the
identified date of declassification. The date of declassification is determined by adding
6 months to the last day of the contract period under which the goods or services
identified on Form 423-1(a) or 423-1(b) were purchased.

Disclosure of pricing information during the contract period or prior to the negotiation of

a new contract is reasonably likely to impair FPL's ability to negotiate future contracts as
described above.

FPL typically renegotiates its No. 6 fuel oil contracts and fuel related services contracts
prior to the end of such contracts. However, on occasion some contracts are not
renegotiated, until after the end of the current contract period. In those instances, the
contracts are typically renegotiated within six months. Consequently, it is necessary to
maintain the confidentiality of the information identified as confidential on FPL's Form

423-1(a) or 423-1(b) for six months after the end of the individual contract period the
information relates to.

With respect to No. 6 fuel oil price information on the Form 423-1(a) or 423-1(b) for oil
that was not purchased pursuant to an already existing contract, and the terms of the

4
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agreement under which it is purchased are fulfilled upon delivery, FPL requests the price
information identified as confidential be kept confidential for a period of six months after
the delivery. Six months is the minimum amount of time necessary for confidentiality of
these types of purchases to allow FPL to utilize its market presence in gaining price
concessions during seasonal fluctuations in the demand for No. 6 fuel oil. Disclosure of
this information any sooner than six months after completion of the transaction is
reasonably likely to impair FPL's ability to negotiate such purchases.

The No. 2 fuel oil pricing information appearing on FPL's Form 423-1(a) or 423-1(b), for
which confidential classification is sought, should remain confidential for the time period
the contract is in effect, plus six months. Disclosure of pricing information during the
contract period or prior to the negotiation of a new contract is reasonably likely to impair
FPL's ability to negotiate future contracts as described above.

FPL typically negotiates its No. 2 fuel oil contracts prior to the end of such contracts.
However, on occasion some contracts are not negotiated, until after the end of the current
contract period. In those instances the contracts are typically renegotiated within six
months. Consequently, it is necessary to maintain the confidentiality of the information
identified as confidential on FPL's Form 423-1(a) or 423-1(b) for six months after the end
of the individual contract period the information relates to.




BEFORE THE
FLORIDA PUBLIC SERVICE COMMISSION

) AFFIDAVIT
DISTRICT OF COLUMBIA ) ss Docket No. $70001 -El

)

Before me, the undersigned authority, Pamela J. Cameron appeared, who

being duly swora by me, said and testified:

L INTRODUCTION

My name is Pamela J. Cameron; my business address is 1300 M Street,
N.W., Suite 600 South, Washington, D.C. 20036. I am employed by the National
Economic Research Associates, Inc. (NERA) as a Senior Analyst. 1 received my B.S.
in Business Admianistration from Texas Tech University in 1973, my M.A. in
Economics from the University of Oklshoma ia 1976 aad my Ph.D. in Economics
from the Uaiversity of Oklshoma ia 198S. My major fields of study have been
Industrial Organization, Public Finance and Econometrics.

Since xéaz, I have been omployed by ecomomic and regulatory consulting
firms providing services relating to utility regulatioa. [ have directed numerous
projects including market analysis, gas acquisition and cootract aegotiation, and
alternative {uels evaluation.

I have been asked by Florida Power and Light Compaay (FPL) to evaluate
the market in which FPL buys fuel oil and to determine what impact, if aany, public
disclosure of certain fuel transaction data is likely to have on FPL and its
ratepayers. Specifically, the data ! will address is the detailed price information

reported on Florida Public Service Commission Form 423s.
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The i:ﬂpiﬂ of public disclosure of price jaformation dupmndl Ju 04

structure of the markets iavolved. [a the following sections | dlscuss (NE EewaGmit

framework for evaluating the structure of markets, the rol8 of JisCloenss (O

olizopolistic markets and review the circumstancss of FPL's fuel 0il purchases using

this framework. The final section summarizes my conclusicos.

[I, THE ECONOMIC THEORY OF MARKETS

Economic theory predicts that the behavior of jgdividual f[irm3 aad ne

consequent market performance will tS determined largely by the structure of (he

relevant market. Tha structure of marksts range from highly competitive to vicrrual.

monopoly depending upon such fastars as the number aad siza of firms 0 the

market, the heterogeneity of products and  distributios channels, the ease with

which firms can enter and leave the markst, and ths degres to which firms and

consumers possess information about the prices and products.

eSS

Using thess four basic critaris or chsracteristics, eccoomist  distinguish

competitive, oligopolistic and monopelistic markests, For ezample, a compstitive
market is characterizad by ths follewipg (1) firmes produce .4 homeogensous product

(2) there ars unnly buyers and sellers so thst snlas or purchases of each ars mali
in relation to the total market (3) entry inte or exit from the marksi is nct
constrained by economic or legal barriers; and (4} firme .10d coZsumen have §cdd
information regarding alteroative products and the pricss at whica (hgy are
available. Under these circumstances individual. buyers apd sellsiz Myve omy i
imperceptible influence om the market prics or the actiens of otheiz n the ™Akl
Each buyer and seller acts independently since thess acticse will pet affect g
market outcome.

An oligapolistic industry. is one in which the aumber of selisrs 8 small

enough for the activities of sellers to affect each othe;, Changst the quipat or

*
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the price of on® firm will affect the amouats which other sellers can sell and the

prices that they can charge. Oligopolistic industries may sell either differentiated
or homogeneous products and are usually characterizad by high barrviers to entry.
Because of the interdependence of suppliers, the extent to which they are informed
with respect to the actions of other parties in the market will affect their behavior
and the performance of the market.

A monopolistic market i3 one in which a single seller controls both the
price and output of a product for which there are no close substitutes.

There are

also significant barriers to preveat others from entering the market. Ia this

instance, the seller knows the details of each transaction and there is no clear

advantage to the buyer in keeping these details confidential.

It is clear even from this brief discussion that a determination of the
likely effect of the disclosure of the terms and conditions of transactions depends
on the type of market involved. In determining the structure of FPL's fuel oii
market, | have reviewed the sellers and buyers operating in these markets, the
homogeneity of the product, the factors governing eatry or exit from the markets
and the role of informatioa. The review indicates that the fuel oil market in which

utilities in the Southeast purchass supplies is oligopolistic. That is, the actions of

one (irm will affect the pricing and output decisions of other sellers. The
interdependence among fuel oil suppliers is compounded by the preseace in the
market of a few very large purchasers, such as FPL. The following sections
describe the details of sn elaboration of the consequences of transaction disclosure

in this type of market, my mzrket evaluation and my coaclusions.
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111, EFFECT OF DISCLOSURE IN OLIGOPOLISTIC MARXETS

A brief review of the role that secrecy plays in oligopoly theory is
helpful in understanding the pricing policies of oligopolists and the predicted impact
oa fuel costs.

An oligopolistic market structure i3 characterized by competition or

civalry among the few, but the number of firms in a market does not determine

conclusively how the market functioas. Ia the case of oligopoly, a number of

outcomes are possible depeading upon the degree to which the firms act either as
rivals or as cooperators. Sellers have a common group interest in keeping prices
high, but have a coaflict of interest with respect to market share.

The management of oligopolistic firms recognizes that, given their mutual
interdependeace, profits will be higher whea cooperative policies are pursued than
whea each firm acts only in its owa narrow self-interest. If firms are offered the
opportunity to collude, oligopolistic markets will tend to exhibit a tendency toward
the maximization of collective profits (the pricing behavior associated with
moanopoly). However, coordinatioa of pricing policies to maximize joiat profits is
not easy, especislly where cost and market share differences lead to conflicting
price and output preferscces amoang (irms. Coordiastion is coasidarably less
difficult whea oligopolistsa cas commuaicate opealy and" freely. But the antitrust
laws, which are concerned with inhibiting monopoly pricing, make overt cooperation
ualawful. There are, however, subtle ways of coordinating pricing decisions which
. are both legal and potentisily effective if discipline can be maintained.

One means of coordinating behavior without running afoul of the law is
price leadership. Price leadership can generally be viewed as a public signal by

fiems of the changes in their quoted prices. If each firm koows that its price cuts

will be quickly matched by its rivals, it will have much less incentive to make them.
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By the same logic, esch supplier koows that its rivals can sustsia a higher price

Quote oaly if other firms follow with matching prices.

Focal point pricing is another example of oligopolistic pricing that ailows

coordination without violating the antitrust laws. Here, sellers tead to adhere t©0

accepted focal points or targets such as a publicly posted price. By setting its

price at some focal point, a firm tacitly encourages rivals to follow suit without

undercutting. The posted price published for various grades of fuel oil by region

would serve as a focal point for that area. Other types of focal points include

manufacture associations’ published list prices or government-set ceiling prices. By

adhering to these accepted targets, coordination is facilitated and price warfare is
discouraged.

While oligopolists have incentives tc cooperate in maintaining prices
above the competitive level, there are also divisive forces. There are several
conditions which limit the likelihood and effectiveness of coordination, all of which
are related to the ability of a single firm t0 offer price concessions without fear of
retaliation. They include (1) a significant number of sellers; (2) heterogeneity of
products; (3) high overhesd costs coupled with adverse bdusiness conditions; (4)
lumpiness and infrequency in the purchase of products; and (3) secrecy and retalia-
tion lags.

A. The Namber and Size of Firms

The structural dimension with the most obvious influeace oa coordination
is the number and size distribution of (irms in the market. The greatsr the number
of sellers in a market, everything eise the samae, the more difficult it i3 to maintain
2 noncompetitive or above-cost price. As the number of firms increases and the

market share of each declines, firms are increasingly apt to ignore the effect of

their pricing and output decisions on the actions of other firms. Ia addition, as the
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number of firms increases, the probability increases that at least oae firm will have

lower than average costs and 2o aggressive pricing policy. Therefore, an oligopolist

in an industry of 1S firms is more likely to offer secret discounts and less likely to
be discovered than an oligopolist in an industey of only three firms.

B. Product Heterogenelty

If products were truly homogeaeous or perfect substitutes in the

consumer's mind, price would be the only variable with which firms could compete.

This reduces the task of coordinating, for C(irms must consider only the price

dimension. When products are differeatiated, the terms of rivalry become

multidimensional and coasiderably more complex.
C. Qvarhead Costs

The ability of oligopolists to coordinate is affected in a variety of ways

by cost conditions. Generally, the greater the differences in cost structures

between firms, the more trouble the firms will have maintaining a common price

policy. There is also evidence that industries characterized by high overhead costs

are particularly susceptible to pricing discipline breakdowas whea a decline in

demand forces the industry to operate below capacity. The industcy chanacterized
by high fixed costs suffers mors when demand is depressed because of strong

inducements toward price-cutting and a lower floor (marginal cost) to price

decreases. (Price-cutting will be checked at higher prices when marginal costs are
high and fixed coets are relatively low.)

D. Lumpiness and Infreauency of Orders

Profitable tacit collusion is more likely whea orders are small, frequent

and regular, 3ince detection and retaliation are easior under thess circumstances.

Any decision to undercut a price on which industry members have tacitly agreed

requires a balancing of probable gains against the likely costs. The gaia from
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cutting the price derives from the increased probability of securing & profitadle
order and larger share of the market. The cost arises from the increased
probability of rival reactions driving dowa the level of future prices and, therefore,
future profits. The probable gaing will obviously be larger when the order at stake
is large. Also, the amouat of information a firm coaveys about its pricing strategy
to other firms in the market increases with the number of transactions or price
quotes. Clearly, the less frequently orders are placed, the less likely detection
would be.
E. Secrecy and Retallatios Lags

The longer the adverss consequences of rival retaliation can be delayed,
the more attractive undercutting the accepted price structure becomes. One meaas
of forestalling retaliatior is to grant secret price cuts. If price is above marginal
cost and if price coacessions can reasonably be expected to remain secret, oligopo-
lists have the incentive to engage in secret price shading.

Fear of retaliation is not limited just to fear of matched price cuts by

other sellers in the market. A disclosure of secret price concessioas to oane buyer

may lead other buyers 0 demand equal treatmeat. The result would be an erosion
of industry profits as the price declines t0 ccommodate other buyers or a with-
drawal of price coacessions in general

The aumber and size distribution of buyers in the market is a sigaificant
factor where fear of retaliation is an importaat market element. Where oae or a
few large buyers represent a large percent of the market, the granting of secret
price concessions to those buyers by a seller is likely to imposs significant cosws
(that is, result ia significant loss cf sales) for the remsining sellers. Since dis-
closure of secret price concessions in this case is more likely to prompt immediate

reaction than would knowledge of price concessioas to smaller, insigaificant firms,
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it follows that rather thas risk am unprofitable price battle firms may cease

offering coacessioas.

It is not in the loag-run interest of the (firm coasideriag price
concessions to initiate price cuts which would lead to lower market prices generally
or ruinous price wars. If koowledge of price coancessions leads other seilers to
reduce price accordingly, the price-cutting firm will lose the market share

advantage it could have gained through secret price shading. Industry profits will

be lower due to the lower price levels. Therefore, givea that any price concessions

will be disclosed, the most profitable strategy is more likely to be to refrain from
offering price concessions. Eliminating opportunities for secret actiona (by disclosing

price, for example) would greatly reduce the inceative to oligopolists to offer price

concessions.

IV. MARKET EVALUATION

After reviewing the theoretical ct"iterin used by economists to evaluate
market structure with FPL persoonel knowledgeable in the ares of fossil-fuel
procurement, [ requessed and was provided with essential market data necessary to
analyze the market ia which FPL purchases No. 6 fuel oil (resid). These data,
together with other published information, were ussd to determine the structure of
the market.

A. Macket Sirustare

The product under consideration is resid and its primary purchasers are
utilities. FPL is located in the Southeast and, becausd of its geographical location,
purchases resid primarily from refineries in the Guif Coast area or the Caribbean.
Transportation costs limit the market to these areas, although it may be possible to
pick up distressed cargoss from other locations on the spot market. Other major

purchasers of resid from the Gulf Coast and Caribbean are utilities in the
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Northeast. Due to the additionsl transportation costs, however, utilities ia the
Southeast would be unlikely to purchase resid from northeastera refineries. The
Northeast does not have adequate refinery capacity to meet the demand ia that area
and is, therefore, a net importer of resid from the Gulf Coast and foreign suppliers.
Therefore, the Northeast and Southeast are separate, but related, markets.

FPL purchases resid ia very large quaatities, usually in barge or ship lots
(100,000 to 200,000 barrels or more). In 1986, FPL purchased 25,460,637 barrels of
low-sulfur resid, the majority of which (68 perceat) was under medium-term (one-
to two-year) coatracts. The remainder was purchased om the spot market. There
are very few buyers of resid in the market who purchase quaatities approaching the
levels consumed by FPL. Table | shows the relative sizs of purchases for the
major consuming utilities in the Southeast and the Northeast. Of the 10 utilities
who had purchases of more than 500,000 barrejs oAk month for the July through
September 1985 period, FPL is clearly the single most important buyer in terms of
size. Only one of the other utilities is located ia the Southeast.

The entry requirements for sellers ia this market are substantial. Sellers
must be capable of meeting all of the utility's specifications inciuding quantity and
quality (for example, mazimum sulfur, ash aad water coateat). Suppliers must either
refine or gather 3ad dblead cargom from refineries to marketadle specifications.

The capital requirements associsted with building or buying a refinery are
certainly substantial. Another viadble optioa for eatry into this market would be as
a reseller, bdlender or trader. All of thess participation levels would require a
financial position in the oil to be sold. At this level, the entrant would gather
cargoes from refiners or other traders and blend (if required) to marketable
specifications. The primary facilities requirement would be storage tanks to hold oil

for resale or to blend cargoes. Assuming the eatrant intends to sell to utilities,
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the miaimum purchase Qquaatity would be approximately 100,000 to (10,000 barrels.

This would represeat oae barge lot. [t i3 possible to [ease tanks with agitators for

blending. The most flexible approach would de to leass a 250,000 barrel tank. This
would accommodate two barge loads or oge medium capacity vesssl. The cost for
250,000 barrels of leased storage would be approximately 3001 per barrel per day or
$0.30 per barrel per month. Total tank cost (assuming full utilization) would be
approximately $75,000 per month.

The prospective reseller would also need to have opea lines of credit to

finance oil purchases until paymeat was received from the customer. Assuming the

entrant intended to move a minimum of 1,000,000 barrels per month, it would be
necessary to finance approximately $15,000,000 for 35 to 40 days.

Although the current barriers to entry into this carket as a refiner or
reseller are substantial, they would be evea higher except that the depressed state
of the oil industry has created surplus refinery capacity and increased the storage
tank capacity available for leass. The cost of these facilities will increase as the
oil industry improves and the curreat surplus availability diminishes. Thus, it is
reasonable to aanticipate that future entry coaditions will dbe more, rather than less,
restrictive, -2

A pew company could also enter the market as a broker selling small
cargo lots to utilities. 1a this case, the broker would oot have to take a financial
position with the product and would sct as a middlemaa between refiners and/or
resellers and customers. The primary barrier to entry at this level would be the
need t0 have established contscts with refiners, traders and potential customers
normally active in the market.

However, this may not dbe a very viable approach if

an entering company expects to make utility sales. For example, FPL has informed
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me that they are hesitant to deal with a broker who does not actually hold title to

the oil being sold as this would be considered a high-risk source.

Table 2 presents a list of currently active firms capable of supplying

resid to the southeastera utility market oa a cootract basis. This list represeats

the firms presently capable of supplying the southeastera utility market. Some of
these firms also supply resid to the market in the Northeast. The list of potential
contract suppliers to FPL is somewhat shorter. For example, becauss of the low-

sulfur requirement, Lagoven S.A. is oot 3 pressnt supplier to FPL, but could supply
other area utilities with less restrictive sulfur specificatioos. Lagoves refines

VYenezuelan crude oil which has a high-sulfur conteat. Others, such as Sergeant Oil

and Gas Company and Torco Oil Company, sell primarily to U.S. Guif Coast
resellers, but could supply utilities that have their own transportation and buy io
sufficiently large quantities. Io its last request for bids to supply requirements for
1987 and/or 1988, liPul‘. received 12 proposals. Under circumstances where oaly 12 to
20 firms compbte for'_rsgles in a market dominated by a few large purchasers, each
firm will be conceroed with the actions or poteatial reactions of its rivals. The
loss of a large sale, such as an FPL coauact, would undoubtedly have a significant
effect oa the market share of thst firm.

Some refiners or resellers, though not ordiparily capable of or willing to

commit the resources necessary (0 meet utility specifications in order to compete in

the contract market for low-sulfur resid, may be potential spot market suppliers.

Table 3 lists firms in this category. The oumber of firms in this category is also

small enough that they must be aware of and consider the prices offeced by the

others ia their decisionmaking process.

The primary characteristic which distinguishes oligopolistic markets is the

interdependence of the sellers in the market.

Clearly, in view of the relatively
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small number of sellers, the restrictions on eatry and the small aumber of large
buyers, the bids and prices offered by one fuel oil supplisi~ ill have aa effect on
the pricing policy and the quantity sold by ihe remaining sellers. A firm wishing tc
sell resid to FPL in this market cannot ignore the actions or priciag decisions of
other firms 2ad reasonably expect to profit in the long term.
B. Effsct of Disclosure

In Section III, the roie of disclosure and the factors conducive to price-

cutting in oligopolistic industries was discussed. Tha anslysis indicates that ihe

factors which [facilitate secret discounting are alsc preseat in the southeastern

market for resid. As discussed, there are curreaily 12 to 20 firms capabis of

supplying resid in this market, Reseliers or brokers will have different cost

structures thaan refiners. The oil industry is typicaily claseified as a high overhead

cost industry. Contracts for resid are large and infrequeant. The prodbable net gains

from discounting are greater where orders aré large and infrequent. in the ibsence
of public disclosure, price concessions couid reasonably bLe expected to remain secret

for at least one to two years under a long-term contract. And finally, the expected
gains to uudcrcutti_ng the industry price to a large buyer such a8 FPL would be
large if secrecy could be assumed. Aii of thsse markst ~.haracteristics which are
present in the southeastern resid market are conducive to the gragting of price
concessions. A limiting factor, however, may be disclosurs or the lack of secrecy
since price concessions to a singular large Dduysr such as FPL couid meaa 3

significant loss of sales for the vemaining seilers.

The analysis of the fuel market in which FPL competes indicates that
sellers have a strong incentive to grant price coacsssions, but are most likély @

grant them oanly if secrecy can be assured.
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V.  CONCLUSION

Theory predicizs that to the extent (fuel supplies and services are

purchased i oligopolistic markets, pudic discliosure of detsiled pricing information

will greatly limit opportusities for secisi price concessions., This theorv is even

stronger whea applied te & largool iyer rin relation to the size of the macket. My

analysis of the actualm_arket indicutes that FPL is a very large buyér pucchasing

fuel oil in an oiigepolistic market whera interdependence is a key characieristic, it
follows that thé expected consequence of greater disclosure of the dewils of (uel

transactions is fewsr peice concessioas. Price coacessions in fuel contracts resuit

in lower oversii elactricity (:08k to ratepayers.  Consequently, public disclonure is

likely to be detriraanta! to FPL.a nd iis ratepayers,

Ll Cdies

Swora before me this ﬁ '
Columbia.
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NORTHEASTERN AND SOUTHEASTERN
UTILIT1ES CONSUMING APPROXIMATELY
500,000 pARRELS PLUS PETROLEUM PERE MONTH

July throush Stntember 1243

Number of Average
Delwm Barrels Sulfur
(Percent)
(1) (2) (3) (4)
Florids Power and Light
Company
July 8 Florida 2,920,000 0.83%
Auguss 9 Florida 1,068,650 0.84
September 9 Florida L2545 0.8!
5,302,055
Canal Electric Company
July 1 Massachusetts 868,000 2.0
Auguss I Massachusarts L093.8G6 2.09
1,963,500
Ceniral Hudien Gas and
Elec.‘r".' Company
Juiy 2 New York 902,000 1.32
August 2 New York 1,012, K% 1.3!
September 2 New York _S9z.Kie 1.23
2,506,358
Commonwesalth Edison Company
Juiy 3 lllinois 547,700 0.67
Congnecticut Light and Power
Company
Augnust 3 Connecticut 696,000 0.99
Consolidated Edisca Company of
New York
Juiy 9 New York 1,220,000 0.29
Auguat 9 New York a'.sa.oog 0. ".9
September ] Mew York LG75.08% 0.2¢
3,183,068
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TABLE |
Page 2 of 2

NORTHEASTERN AND SOUTHEASTERN
UTILITIES CONSUMING APPROXIMATELY
500,000 BARRELS PLUS PETROLEUM PER MONTH

July through September 1985

Number of

Average
Delivery Barrels Sulfur
— Utility/Moneh _ _Pointn  ._State Purchazed  _Conisag.
(Percent)
(1 (2) (3) (4)
Florids Powsr Cornoration _
July 7 Florida 730,500 1.25%
September 7 Florida 543,500 1.14
1,374,408
Long Islaand Lighting Company
July 4 New York 1,499,000 2.20
August 4 New York 1,638,000 2.20
Septamber 4 New Yark R 2.30
4,007,050
New England Power Company
Juiy 2 Massachusetts 591,000 1.50
September 2 Massachuseis 64,000 2,04
1,234,060
Penasylvania Power and Light
Company
Juiy 6 Pennsylvania 506,000 0.91
August § Peansylviais 1,393,008 0.89
Sepiemiber § Peansyivania _GOIES 0.89
2,508,608
TOTAL 23,976,800

Source: US. Department of Energy, Energy laformstion Administration, Electric
Pawer Quacterly, Table 14, Third Quarter 1983,
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POTENTIAL SOUTHE
LONG-TERM CONTRACTS

Active ngn.nx

Amerada Hess Corporation

Amoco Qil Company

Apex Oil Company

B. P. North Acerica

Belcher OQij Compasy

Challenger Petrcloum {USA), Ine.
Chevron Intersationat Ol Company
Clarendon Marksting, Inc,

Eastern Seabosrd Feiroleum Compuny
Globa! Petroisum Cerparation

Hill Petrolsum Compzae

Koch Fueis, ize.

Lagoven $.A.

New Engiand Patrelaum Company
Petrobras {Brazil;

Phibro Distrivuiors Cazporation
Scallop Petrsiaum Company
SergeantO il and Ga:s Compaany, ine.
Stinnes Interaii, iac.

Sua Qil Trading Company

Tauber 3il Compasgy

Torco Gii Compasy

AST RESID SUPPLIERS

Loog-Term
Traasportation
Refiner W
(1) (2)
Yes Yes
Yes Yes
No Yes
No Yes
No Yes
No No
No Yes
No No
Ne No
No No
Y& No
Yes No
Yes Yes
No No
Yes Yes
No No
No Yes
No No
No No
Yes No
No No
No No

Current or
Previous

(3)

Yes (currant)
Yes
Yes (current)
No
No
No

Sourcet Data provided by Florida Power and Light Compaay.
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SPOT MarkeT

——ActiveComoany

) )
merada Hess N 2
moco Qil C :::
x Oil Con Yas
. North A,
xcher Qil C
milenger Pa No
=vron Inte Yeu
wendon M~ Na
mern Seabc No
= Petroleum No
=h Fuels, 1 Mo
soven S.A. Yes
w Englandd No
=ro Distrill No
Flop Petroln Yes
=eant Oil = No
Eoer Qil Ca No
=sworld On No

Source: Data provided by Florida Power and Light Company.
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ATTACHMENT E
BEFORE THE
FLORIDA PUBUC SERVICE COMMISSION

STATE OF FLORIDA) ss AFFIDAVIT
COUNTY OF DADE ) Docket No. 9%0001-El

Before me, the undersigned authority, Eugene Ungar appeared, who being duly sworn
by me, said and testified:

My name is Eugene Ungar; my business address is 9250 W. Flagler Street, Miami, Florida 33174.
| am employed by Florida Power & Light Company ("FPL") as a Principal Fuel Analyst in the Business
Systems Department. | received a Bachelor's Degree in Chemical Engineering from Cornell University in
1972. In 1974, | received a Master's Degree in Business Administration from the University of Chicago.

From 1974 to 1984, | was employed by Mobil Oil Corporation where | served as a Senior Staff
Coordinator and Supervisor in the Corporate Supply & Distribution Department, and the Workdwide Refining
and Marketing Division’s Strategic Supply Planning and Controller's Departments in positions of increasing
responsibility.

In January of 1985, | joined FPL as a Senior Fuel Engineer and was responsible for the fuel price
forecasting and fuet-related planning projects.

In January of 1988, | was given the added responsibility for being Team Leader for FPL’s Forecast
Review Board Task Team.

In September of 1988, | was named Principal Engineer.

In June of 1989, | was given the added responsibility for the Regulatory Services Group in the Fuel

Resources Department.

In July of 1991, | was named Principal Fuel Analyst.

| have reviewed the affidavit of Dr. Pamela J. Cameron, dated March 4, 1987. The conditions cited
In Dr. Cameron's affidavit, that led to her conclusion that the market in which FPL buys fuel oil is
oligopolistic,
are stlll true today. The reasons for this are as follows:

A. Table 1 attached hereto is an updated version of Dr. Cameron's Table 1 showing the relative

size of residual fuel oil purchases for the major consuming utilities In the Southeast and the
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Ungar Affidavit
Page 2

Northeast. Of the 10 utilities who had residual fuel oil purchases of more than 6 million barrels
in 1990, FPL is clearly the single largest buyer, especially in the Southeast.

B. Table 2 attached hereto is an updated version of Dr. Cameron's Table 2 (Contract Supphers)
and Table 3 (Spot Market Suppliers). It identifies those firms currently capable of supplying
residual fuel oil to the Southeastern utility market on a contract or spot basis. Circumstances
today do not require a differentiation of suppliers between the contract and spot (one delivery
contract) markets. Since some of these suppliers cannot always meet FPL's sulfur
specifications, the list of potential contract suppliers to FPL is somewhat shorter. In 1986, there
were 23 potential fuel oil suppliers to FPL; in 1991, there are currently 27 potential fuel oil
suppliers. Inits currentrequest for bids to supply a portion of FPL's fuel oil requirements under
contract for the 1991 through 1993 period, FPL received 9 proposals. Under circumstances
where only 25 to 30 firms compete for sales in a market dominated by a few large purchasers,
each firm (supplier) will be concerned with the actions or potential reactions of its rivats.

The information shown in columns P and Q of the 423-1(a) report includes information on the
terminaling and transportation markets and the fuel oil volume and quality inspection market. In 1987, FPL
was only able to find eight qualified parties with an interest in bidding terminaling and transportation
services. Ofthese, four responded with transportation proposals and six with terminaling proposals. Due
to the small demand in Florida for both of these services, market entry is difficult. Consequently, disclosure
of this contract data is reasonably likely to result in increased prices for terminaling and transportation
services.

Petroleum inspection services also have the market characteristics of an oligopoly. Due to the
limited number of fuel terminal operations, there are correspondingly few requirements for fuel inspection
services. In FPL's last bidding process for petroleum inspection services in 1991, only five qualified bidders
were found for FPL's bid solicitations. Consequently, disclosure of the contractual information (i.e., prices,
terms and conditions) of these services would have the same negative effect on FPL's ability to contract
for such services as would the disclosure of FPL's prices for residual (No. 6) fuel oil delineated in Dr.

Cameron's affidavit. That is, pursuant to economic theory, disclosure of pricing information by a buyer in
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an oligopolistic market is likely to result in a withdrawal of price concessions to that buyer, thereby impairing
the buyer’s ability to negotiate contracts in the future.

The adverse effect of making information of this nature available to suppliers is evidenced by the
oil industry's reaction to publication of FERC form 423. That form discloses a delivered price of fuel oil.
Because of the importance of this information to fuel suppliers, several services arose which compiled and
sold this information to suppliers that are only too willing to pay. We expect that a similar “cottage
industry” would develop ifthe FPSC 423-1(a) or 423-1(b) data were made public. Therefore, the publication
of this information will be made readily available to the fuel suppliers, and this will ultimately act as a
detriment to FPL's ratepayers.

The information which FPL seeks to protect from disclosure is contractual data that is treated by
FPL as proprietary confidential business information. Access within the company to this information is
restricted. This information has not, to the best of my knowledge, been disclosed elsewhere. Furthermore,
pursuant to FPL's fuel contracts, FPL is obligated to use all reasonable efforts to maintain the confidentiality
of the information identified as confidential in Attachments A and C of FPL's Request for Specified
Confidential Classification.

The pricing information appearing on FPL's Form 423-1(a) or 423-1(b) for which confidential
classification is sought should remain confidential for the time period the contract is in effect, plus six
months. Disclosure of pricing information during the contract period or prior to the negotiation of a new
contract is reasonably likely to impair FPL's ability to negotiate future contracts as described above.

FPL typically negotiates new residual (No. 6) fuel oil contracts and fuel related services contracts
prior to the end of existing contracts. However, on occasion some contract negotiations are not finalized
until after the end of the contract period of existing contracts. In those instances, the new contracts are
typically negotiated within the next six months. Consequently, it is necessary to maintain the confidentiality
of the information identified as confidential on FPL's Form 423-1(a) or 423-1(b) for six months after the end
of the individual contract period the information relates to.

With respect to residual (No. 6) fuel oil price information on the Form 423-1(a) or 423-1(b) for oil

that was not purchased pursuant to an already existing contract, and the terms of the agreement under




Ungar Affidavit
Page 4

which such fuel ail is purchased are fulfilled upon delivery, FPL requests the price information identified as
confidential in Attachments A and C of FPL's Request for Specified Confidential Classification be kept
confidential for a period of six months after the delivery. Six months is the minimum amount of time
necessary for confidentiality of these types of purchases to allow FPL to utilize its market presence in
gaining price concessions during seasonal fluctuations in the demand for residual (No. 6) fuel oil.
Disclosure of this information any sooner than six months after completion of the transaction is reasonably
likely to impair FPL's ability to negotiate such purchases.

In summary, it is my opinion that the conditions cited by Dr. Cameron in her affidavit are still valid,
and that the markets in which FPL buys fuel oil, and fuel oil related services, are oligopofistic.

In addition, this affidavit is in support of FPL's Request for Confidential Classification of No. 2 fuel
oil price information found on FPL's Form 423-1(a). The No. 2 fuel oilinformation identified on Attachments
A and C in FPL's Request for Confidential Classification is proprietary confidential business information as
that term is defined in §366.093, F.S. As such, disclosure of this contractual data would impair FPL's ability
to contract for No. 2 fuel oil on favorable terms in the future.

No. 2 fuel oil is purchased through a bidding process. At the request of the No. 2 fuel oil suppliers,
FPL has agreed to not publicly disclose any supplier's bid. This non-disclosure agreement protects both
FPL's ratepayers, and the bidding suppliers. As to FPL's ratepayers, the non-public bidding procedure
provides FPL with a greater variation in the range of bids that would otherwise not be available if the bids,
or the winning bid by itself, were publicly disclosed. With public disclosure of the No. 2 fuel oil prices found
on FPL's Form 423-1(a), the bids would narrow to a closer range around the last winning bid eliminating
the possibility that one supplier might, based on his economic situation, come in substantially lower than
the other suppliers. Nondisclosure likewise protects the suppliers from divulging any economic advantage
that supplier may have that the others have not discovered.

The No. 2 fuel ail pricing information appearing on FPL's Form 423-1(a), for which confidential
classification is sought, should remain confidential for the time period the contract is in effect, plus six
months. Disclosure of pricing information during the contract period or prior to the negotiation of a new

contract is reasonably likely to impair FPL's ability to negotiate future contracts as described above.
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FPL typically negotiates its No. 2 fuel oil contracts prior to the end of such contracts. However, on
occasion some contracts are not negotiated until after the end of the current contract pericd. In those
instances the contracts are typically renegotiated within six months. Consequently, it i5 necessary to
maintain the confidentiality of the information identified as confidential on FPL's Ferm 423-1(=) for six

Tatall

mcnths afier the end of the individual contract period the information relates to. Disclosure of this

information any sooner than six months after completion of the transaction is reasonably likely to impair

FPLs ability to negotiate such contracts.

Further affiant sayeth naught.

State of Florida )
) S8
County of Dade )

The foregomg instrument was acknowledged before me this _“_ day of January, 1994 in Dade
County, Florida by Eugene Ungar, who is personally known to rpe and who did take an oath.

- 2
=
b- 3 4
Serial Nu pu.,,p-
lhvln-u.
Notary

Public Title




TA 1

NCORTHEASTERN AND SOUTHEASTERN
-1

UTILITIES PLURCHASING APPROXIMATELY
6 MiLLION BARRELS PLUS PETROLEUM IN 1091
Average
Sulfur
Utiay/Month State Bamels _Content
(000) (Percent)
Floiida:”ower & Light Flerida 31,782 1.2
Company
Bosten Edison Company Massachusetts 6,871 0.73
Cane! Elsctric Company Massachusetts 10.286 21
Cantrs! Hudson Gas and New York 10,008 13
Electiic Company
Connecticut Light & Power Connecticut 7,578 0.85
Cun-',.‘a!!‘,'
Conselidated Edison New York 11.864 0.26
Caompany of New Yoik
Fiorida Power Corparation Florida 10,112 1.49
Long island Lighting New York 14,038 0.87
Com ipany
Niagara Mohawk Power New York 6,924 1.21
Corperation
Sourgs; U.S. Department of Energy, Energy Information
Adiministration, Electric Power Monthly, Aprii 1992, Table

€5.




POTENTIAL SOUTHEAST RESID SUPPLUERS

& Company

merada Hess Corp.
~arey Energy Fuels Corp.

fhevron Intemationai Gii Co.

=larendon Marketing, inc.
Bark Oil Trading Company

mwastal Fuels Marketing, Inc.

=njet Inc.

=slobal Petreleum Company
—ternor Trade, Inc. (Brazil)
wohn W. Stone Qil Dist.
=och Fuels

-agoven S.A.

-as Energy Corp.

-~yondell Petrochemical Co.
wletallegelischaft Corp.

~lew England Petroiaum Co.

=lortheast Petroieum
=enndel Energy Corp.
Setro-Diamond, Inc.
“hibro Energy inc.

Rio Energy Internationai
Stevart Petroleum Corp.
Stinnes Interoil, Inc.
Sun Oil Trading Company
Wauber Qil Company
Worco Oil Comjpariy
Wransworld Oil USA
w/itol S.A. Inc.

Previous
Supplier of FPL

Refiner Contract/Soot
YES ES/YES
NO NOMO
NO NO/YES
NO YES/YES
NO NO/YES
NO YES/YES
NO NO/YES
NO NO/NO
YES NO/NO
NO NO/NO
YES NO/IYES
YES NOIYES
NO NQ/NO
YES NO/NO
NO NO/NO
NO YES/YES
NO NO/NO
NO NO/YES
NO YES/YES
NO NO/YES
NO NO/YES
NO NO/NO
NO YES/YES
YES NO/NO
NO NO/YES
NO NO/YES
YES NO/NO
NO NO/YES

Remarks

Cuiient Contract Supplier
Has bid on FPL supplies

Has bid on FPL supplies

Has bid on FPL supplies

Has bid on FPL supplies

High Sulfur Sales

High Sulfur Sales

Has bid on FPL suppiies

Has bid on FPL suppiies

Current Contract Supplier
Current Contract Supplier

Has bid on FPL supplies

Has bid on FPL supplies
Current Contract Supplier

Source: Data provided by Florida Power & Light Company/ (January 10, 1994)

Note: 1) Parent

2) This table serves as the list for bath contract and spot suUPBIIEFE | [ABIE 2 & |dBie 3)




CERTIFICATE OF S8ERVICE

I HEREBY CERTIFY that (i) a true and correct copy of Florida
Power & Light Company’s Form 423-1(a) for October, 1993, and (ii)
a Request for Confidential Classification of the Form 423-1(a) for
October, 1993, were forwarded to the Florida Public Service
Commission via Airborne Express, and Item (ii) was also mailed to

the individuals listed below, all on this 14th day of January,
1994.

Mr. Prentice P. Pruitt

Barbara A. Balzer Florida Public Service
Florida Public Service Commission Commission

101 East Gaines Street 101 East Gaines Street
Fletcher Building Fletcher Building
Tallahassee, FL 32399 Tallahassee, FL 32399
John W. McWhirter, Jr., Esquire Jack Shreve, Esquire
Joseph A. McGlothlin, Esquire Robert Langford, Esquire
Lawson, McWhirter, Grandoff & Reeves Office of Public Counsel
201 East Kennedy Boulevard 624 Fuller Warren Building
First Southern Plaza, Suite 800 202 Blount Street

Tampa, FL 33601 Tallahassee, FL 32301

G. Edison Holland, Esquire Lee L. Wills, Esquire
Beggs & Lane James D. Beasley, Esquire
P. 0. Box 12950 Ausley, McMullen, McGehee
Pensacola, FL 32576 Carothers & Proctor

P. O. Box 391
Tallahassee, FL 32302

Major Gary A. Enders USAF Lee G. Schmudde, Esquire
HQ USAF/ULT, STOP 21 Reedy Creek Utilities, Inc.
Tyndall AFB, FL 32403-6001 P. O. Box 40

Lake Buena Vista, FL 32830
Robert S. Goldman, Esquire James A. McGee, Esquire
Vickers, Caparello, French & Madsen P. O. Box 14042
P. O. Box Drawer 1876 St. Petersburg, FL 33733

Tallahassee, FL 32302



ori G. Ferkin, PEsquire Josephine Howard Stafford

atherland, Asbill & Brennan Assistant City Attorney
275 Pennsylvania Avenue, N.W. 315 East Kennedy Blvd.
=h Floor Tampa, FL 33615

ashington, D.C. 20004

nthony G. Tummarello

Erector of Energy

Scidental Chemical Corporation
J05 LBJ Fresway

- 0. Box 889050

allas, TX 75380-9050

Steven H. 'Feldman

4F/ssk

—tif2.oct



