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July 14, 1994

Ms. Blanca Bayo, Director
Division of Records and Reporting
Florida Public Service Commission
101 East Gaines Street

Fletcher Building

Tallahassee, Florida 32399-0850

Re: Docket No. M-ll

Dear Ms. Bayo:

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,

A b, —
}(,L:‘{-. 4. 4 (’JL« _‘R e " .
Steven H. Feldman

Attorney rlkzzof
f

SHF: sk R
Enclosures

Letter2. May

I JJJ = - Ind @0

an FPL Group company

>




Cost

In re:s Fuel and PurChasec Wz
Recovery clause aOC eneratT iIn pocket
Incentlive Factaor

pert

ormance

f f

EBgCEST goR COSFID TIAL
CZ}SS:YZZI!::H ¥ CERTAIS :I?C!HATIOH
jos-S FORM 423-1(a)

lorida Ad:;nistrative Code

“FPL") requests that

Rule 25-22.9W% riorida Power S 1 igitr Company
the Florigca publ ic Service ~omm 1SS 100 »commission”) classify as
confidential informatlon -grTalm 17 ~rmatlon reported on FPL'’s May,
1994 423-1(a) Fo= aecort 2s SELINE ved below. 1R support of its
request FPL states

y s fIoBTIO0N pf the below Specified

~omf 13 x iness in!ormatiOn

w0

RN

-t t_—z‘:"_ 2.'3*6-0931 F.S.

other PpeIrsce  Sa! 2 2 - L
yhich are shown ana uT t mm ion to be
;::;r.eter ~zn? ldent ) informa n shall be
rept ~ont iSestial an ) - st from S 19.07(1) -

business




-__—

2. 1In 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 pe protected fits within the statutory
definition of proprietary confidential business information,

§366.093, and should therefore be exempt from §119.07(1).

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 wreasonably likely" to impair
the contracting for goods oOr 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 May, 1994 Form 423-1(a) with the
information for which FPL seeks confidential
classification highlighted. This document is to be

treated as confidential.
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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 likely 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 oil
information, identified in Attachments A and C as confidential
information, is inherent in the bidding process used to procure No.
2 fuel o0il. Without confidential classification of the price FPL
pays for No. 2 fuel o0il, 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 jdentified

in attachments A and C:

a. That the No. 2 fuel oil data identified is
contractual data’ and

b. That FPL’S ability %o procure No. 2 fuel oil is
reasonably likely toO be impaired by the disclosure

of the information 1dentif1ed because:

(i) the pidding process through which FPL obtains
No. 2 fuel oil is not reasonably expected to

provide the lowest bids possxble if disclosure

of the last winning pid is, in effect, made

public throuch disclosure of FPL’'s Form 4213~
1(a)-

12. Additionally, FPL believes the importance of this data to
the suppliers in the fuel market is potentlYy demonstrated py the
plossoming of publications which provide utility reported fuel data
¢rom FERC Form 423. The disclosure of the information sought to be

protected herein will no doubt create 3 cottage industry of desktop

publishers ready to gerve the markets herein jdentified.

13. FPL requests that the information for which FPL seeks
confidential classification not be deCIASSifind until the dates
specified in Attachment €. The time periods requested are
necessary to allow FPL to utilize jts market presence in
neqotiatinq future contracts. Disclosure prior to the 1dentified
date of declassification would impair FPL'S ability to negotiate
future contracts.

14. The material identified as contldential information in

attachments A and C 1S intended to pe and 18 treated DY FPL as
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ATTACHMENT C

Docket No. 940001-El

June, 1994

Justification for Confidentiality for May, 1994 Report:

FORM LINE(S) COLUMN RATIONALE
423-1(a) 3 -39 H (1)
423-1(a) 3-39 ! (2)
423-1(a) 3-39 J (2). (3)
423-1(a) 3-39 K (2)
423-1(a) 3-39 L (2)
423-1(a) 3-39 M (2). (4)
423-1(a) 3 -39 N (2). (5)
423-1(a) 3-39 P (6. (7)
423-1(a) 3-39 Q (6). (7)
423-1(a) 1-2 H. LK L NR (8)

------------------------------------------------------------- Rationale for confidentiality:

Ihis information is contractual information which, it made public. "would impair the
eftorts of {FPL}) to contract for goods or services on tavorable terms.” Section
366.093 (3) (d). F.S. The information delineates the price FPL has paid tor No.
6 tuel oil per barrel for specific shipments trom 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.

Contr_ct pricin i

. g jormulas generally contain e ae -
collfuil GUEARG ¢ A y tm,o compon®nts, which “r~: (1)
} g \ ; ket QuOtgd price for that day and (2) @ transportation ch®¥e for
gV y at gn FPL choggn port of delivery. Discounts @nd quality @dhS'm®nt
omponn,. of fugl pricg contract formulas are discusSSed in paraQrdghs 3854 4




)

(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
Classitication 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. That is, column
N will equal column H most of the time. Consequently, it needs to be protected
tfor 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 to caiculate the invoice or effective purchase price of oil (columns H and
N) by subtracting these columnar variables from column R.
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Terminaling and rransportation services in Florida tend to have the same, it not
more severe, oligopolistic attributes of tuel oil suppliers. In 1987, FPL was only
able to find eight qualitied parties with an interestin bidding either of both of these
services. Of these, tour responded with transportaton proposals and six with
rerminaling proposals. Due to the small demand in Florida tor both ot these
services, market entry is ditticult. Consequently, disclosure of this contract data

is reasonably likely o 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 tor fuel inspection services. In FPL's last bidding process for
petroleum inspection services. only Six qualitied bidders were found for FPL's bid
solicitations Consequently. disclosure of this contract data is reasonably likely to
result in increased prices tor petroleum inspection services.

(8) This information 1is contractual information which. it made public, -would impair the

efforts of [FPL] t0 contract tor goods Of services on tavorable terms.” Section
366.093 (3) (d), F.S. The information delineates the price FPL has paid for No.
2 tuel oil per barrel for specitic shipments from specific suppliers. No. 2 tuel 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 vanaton 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 tfrom divulging

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




Date of Declassification:

FORM LINE(S) COLUMN DATE
423-1(a) 3-7 H-N 3/16/95
423-1(a) 8 H-N 3/15/96
423-1(a) 9 -39 H-N 11/30/94
423-1(a) 3-39 P 3/31/99
423-1(a) 3-39 Q 06/30/96
423-1(a) 1-3 H.LK LN, R 03/31/95
Rationale: T

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.

prior to the end of such contracts. However, on occasion some contracts are not
renegotiated, until atter 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 penod the
information relates to.

With respect to No. 6 tuel 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

these types of Purchases to allow FPL 1o 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 tuel 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.
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The impect of pudblic disclosure of prica jaformation depends on the

str¥cture of the markets iavolved. [a the following sectioas | discuss the economic

framewoik for evaluating the structure of markets, the role of disclosyre 10

oligopolistic markets and review the circumstances of FPL's fuel oil purchases using

this framework. The (ioal sectioa summarizes my coaclusioas.

i. THE ECONOMIC THEORY OF MARKETS

Economic theory predicts that the bdehavior of individual firms and the

consequent market performance will be determined largely by the structure of the

relevant market. The structure of markets range from highly competitive to virtual

monopoly depending upom such factors as the number aad size of firms ia the

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

which firms can enter and leave the market, and the degree to which firms and
consumers possess information about the prices and products.

Using these four Ddasic criteria or characteristics, ecooomists distinguish

competitive, oligopolistic and mosopolistic markets. For example, a competitive
market is charscterizad by the followiag (!) firms produce a homogeneous product;

(2) there are maay buyers and sellers 30 that sales or purchases of esch are imall
in relation to the toml market (3) eatry iato or exit (rom the market i oot
coastruioed by ecooomic or legal darriers; and (4) firms aed cotsumers have good
informatioa regarding alternstive products aod the oprices at which they are
available. Under these circumstances individual buyers and sellérs have only an

imperceptible influeoce oa the market prite or the nctioas of othees In the Market.

Each buyer and seller acts independently since those actiofs will fot affect the

market outcome.

Aa oligopolistic ipdustry is one in which the oumber of %elirs s small

enough for the activities of sellers to affect esch other. Changes ia the output or

nera ||
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tivaley imong the fow, pye the aumber

mpetition or

of (irms ia 3 Market doey not determ;ne

conclusively phow the markee fuactioas, In the cagq of oligopoly, , Number of
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difficult wheg oligopolinty ‘28 communicany opealy ang lreely, py, the anticruse

price leadership. Price leadership Ca0 gesennily e viewed a3 public signal by

firms of the changes in their quoted Prices. If sach firm knowy that i price cuts
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dumber of (irms increases, (ne probadility increases thac at least ooe firm will have

lower than average costs and 38 aggressive pricing Policy. Therefore, 4o oligopolist

io an industry of 1S firms i8 more likely to offer lecret discounts and ey likely 1g

be discovered thag a0 oligopolist ia ag iadustry of only three (irms.

B. Product Heterogeneyry

I products were truly homogeoeous or perfect  substitutes

N the
consumer’'s miad, price would be the only variable with which firms could compete.
This reduces the task of coordinatiag, for (irms Must coasider only (ne price

dimeasioa. Whea products are differeatiated, the terms  of rivalry become

multidimeasional and coasiderably more complex.

C. Quarhead Costs

The abdility of oligopolists to coordinate is affected in 3 variety of ways

by cost coaditioas, Generally, the greater the differences in COost  structures

between firms, the Mmore trouble the (irms will have Mmaintaining a common price

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

are  particularly susceptidle to pricing discipling breakdowns whea g declioe in

demand forces the iodustry 1o operate below capecity. The iodustry charxcterized

by Nhigh fized coses suffers more whea demand is depressed because of stroag

inducemeats toward Price-cuttiog 284 a1 lower Noor (margioal cost) 1o price

decreases. (Price-cutting will be checked at higher prices whea margioal cosa are
high and fixed costs are relatively low.)

D. hnllnm.hlnnnu.n(.m:ﬁn
Profitable tacit collusion is more likely whes orders are small, (requent
and regular, since detection and retalistion ire ecasier under thess circumstances.
Any decision to undercut 3 price om which industry members have tacitly agreed

reQquires a balancing of probable 83i08 against the likely costs. The gaia from

nera
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cutting the price derives (rom the increased probability of securing & profitable
order aod 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 gains will obviously be larger when the order at stake
is large. Also, the amount of iaformation a firm coaveys about ita pricing strategy
to other firms in the market increases with the oumbder of transactions or price
quotes. Clearly, the less f(requently orders are placed, the less likely detection
would de.
E. Saczecy aad Retallation Laga

The longer the adverss consequeaces of rival retaliatioa caa be delayed,
the more attractive uadercutting the accepted price structure becomes. One means
of forestalling retaliation is to grant secret price cuts. If price is above marginal
cost and if price coocessions can reasonadly be expected to remain secret, oligopo-
lists have the incentive to engage in secret price shading.

Fear of retaliation is not limited just to (ear of matched price cuts by
other sellers in the market. A disclosure of secret price coacessions to oae buyer
may lead other buyers to demasd equal treatmeat. The result would be aa erosion
of industry profis as the price declines to accommodate other buyers or 3 with-
drawsl of price concessioas ia genersl

The aumber and size distributioa of buyers ia the market is a sigaificant
factor where fear of retalistioa is aa importaat market elemeat. Where one or a
few large buyers repressat a large percent of the market, the granting of secret
price concessions to thoss buyers by a seller is likely t0o impose significant costs
(that is, result in significant loss of sales) for the remaining selltrs. Siace dis-
closure of secret price coocessions in thig case i more likely to prompt immediate

reaction than would koowledge of price concessioas to smallfe, insigaificant firfMg,

nersga
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Northeast. Oue to0 the additiongs| transportatiog costs,

however, utilities g the

Southeast would be unlikely 0 purchase resid from 0ortheastern refinaries, The

Northeast does ot have adequate reficery Capacity 10 meat the demand ia (hge areg

3ad i3, therefore, a get importer of resid from the Guif Coast aad foreign suppiiers.

Therefore, the Northeast and Southeast are separate, but related, markeqs.

FPL purchases resig ia very large quaatities,
(100,000 to 200,000 barrels or @ors).

usually ia barge or ship lots

la 1986, FPL purchased 25,460,637 barrels of

low-sulfur regid, the majority of which (68 perceat) was yader Medium-term (one-

10 two-year) contracts. The remginder way purchased on the spot market.

are very few buyers of resid in the market who purchase Quaatities ipproaching the

levels consumed by FPL. Taidle shows the relative 5ize of purchases for the

major consuming utilities in the Southeast and (ne Northeast. Of (ne 10 utilities

who had purchases of @ore thaa 500,000 anummh for the July

September 198$ period, FPL js clearly the single moet important buyer

through

in terms of
size. Only one of the other utilities ig located ia the Southease.

The eotry requiremencs for sellers ia this @arket are subsiantial, Sellers
must de capsbdis of meetiag all of the utility's soecifications including Quantity aad
Quality (for example, Dazimum sulfur, ash sad Waler conwar). Supplien must either
refioe or gather and blead Argony (rom refineries 10 markerabie soecfications.

The capital reQuirements amociated wiey buildiag or buying a refinery are
certaialy substastisl. Asother viable option for 0y isto this market would be a
3 reseller, blender or trader. All of these participation levels would require 2
financial positioa ia the oil 10 be sold A¢ this level, the entrant would gather
cargoes from refiners or other traders and blead (if required) 10 marketable
specifications. The primary facilities requirement would be storage tanks 1o hold ol

for resale or to blend CArgoss. Asuming the estrane intends o seil 1o utilitaps,

nersga
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the minimum purchase Qquaatity would be approximstsly 100,000 to 110,000 bdarrels.
This would represeat ooe barge lot. It is possible to leass tanks with agitators for
blending. The most flexible approsch would be to lease 3 250.000 barrel tank. This
would accommodate two barge loads or ooe medium capPacity vessel. The cost for
250,00C barrets of leased storage would de approximately 30.01 per barrel per day or
$0.30 per barrel per month. Total wak cost (assuming full utilization) would be
approximately $75,000 per mooth.

The prospective reseller would 3130 need t0 have opes lines of credit to
finance oil purchases until psymeat was received from the customer. Assuming the
entrant intended to move 3 misimum of 1,000,000 barrels per month, it would be
necessary to finance approximately $15.000,000 for 33 to 40 days.

Although the curreat dasTiers o entry into this market as a refiner orf
reseller are substantial, they would be even higher except that the depressed state
of the oil industry has crested surplus refinery capecity and increased the storage
tank capacity available for leass. The cost of these facilities will increase as the
oil iodustry improves and the curreat surplus aveilability dimisishes. Thus, it 8
reasonable o aaticipate that (urare eatry coaditions will be more, rather thao less.
restrictive.

A oew compasy could also eoter the market a8 3 broker selling small
cargo lots to utilities. Is this case, the broker would oot have to ke 3 finsncisl
position with the product and would sct 8 3 middleman berweea reliners aad/or
resellers and Customers. The primary bartier t0 eotry at this level would be the
geed (0 have established contacts with refiners, traders aod potentisl customen

normally active ia the market. However, this may not bs a very viable approach if

in entering compsny expects to make utility sales. For example, FPL has informed




contrace Uppliers (o FPL s Somewhy, shoriey,

sulfye feQuiremeq, Lagoven SA. is 80t 3 presen: Subplier 1o FPL
Other areq Utilities With  |egg restrictive sulfye Specificatioas, Lagoveg refines

Venuuclu crude oj| which hgg 8 high-syify, conteaq. Othery

ressllers, py, couid Supply utilitiag that have their own
surricicnuy large Quaacities. |, i lage réQuest (o bids

1987 and/o¢ 1988, FrL feceived |2 Progomaly Under circumuncu where only )2 o

20 firmg complte (o sales ia , Market domingeq by a2 few large Purchasers, eqcp

Some refiners of resellers, though noc ordiaarily capadle of or willing (o
commit the re3ources Becessary o Deet uriliry Pecifications ig order 1o compete in
the coatraee ®arket for low.syify, resid, may pe Potential spoq Market suppliery,
Tadle 3 jiyey firms g this Category. The Qumber of (irmy 18 thig Category is algo
smaj| €fough ¢hge they muge b awary of ang consider the prices offereq Oy the
others ia their d«isionmakinl Procem.

The Primary characteristic which diuin.uiahu oligopolistie markets is (e

Interdependence of the itllery jq the marker. Clearly, ;o view of the relatively




D——

“12-

iDall oumber of sellers, (ng restrictions oq ‘olry ang (p, 128l oumber of large

Duyers, the bids a9g Prices offered by oae

Cutting g oligopolistie industrieg Y8  discusseq. The analygis indicateg that the

factory which facilitace secret discounn’ng are  3isq Presear g the Southeascern

market fop resid. As discusseq, there a9 Curreadly |3 10 20 firms

Supplying regig 10 thig market, Resgllery or  brokers will

Capadble of
have differen cont

Structures thgq refinery, The il industry ] typically classified 8 a high Overhead

cost industry, Cootracy for resid e large ang inlrequear, The probabie net gaing

from discounn'n. are greater where ordery e large ang infrequent. In the absence
of public disclosure, Price Concessions coyjg r¢230nadly pe ¢Xpected 10 remgain secret
for 3t least oge 10 (wo yeary vader 3 long-term contract Apog fiaaly, the ezpecteq
Saing o vodercurring the industry brice w , large buyer sucp ¥ FPL woulg be
large if secrecy could bo Mumed. 4 of these ®arket characteristicy which are
Preseat o g 0uthenstorn rogig @arket are coaducive 19 (g Snatiag of price
Coocemsions, 4 limiting factor, howevey, @y be disciogure of the lack of secrecy

3ince  price Coscemions 19 , siogular large buyar Such a3 FpL could mega ,

sellers nayve 3 strong inceatjve 10 gramt price concessions, by are most likely 1o
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V.  CONCLUSION

Theory predicts that to the exteat (uel supplies and services are

purchased ia oligopolistic markets, public disclosure of detailed pricing informatioa

will greatly limit opportuaities for secret price concessioas. This theory is evea

stronger whea applied to a large buyer ia relatioa 10 the sizs of the market. My

analysis of the actusl market indicates that FPL i3 a very large buyer purchasing

fuel oil ia aa oligopolistic market where interdependence is a key charcteristic. It
follows that the expected coansequence of greater disclosure of the details of (uel

transactions is fewer price coocessions. Price coocessioas ia (uel coatrscts result

ia lower overall clectricity cost to ratepayers. Consequeatly, public disclosure is

likely to be detrimental to FPL and its ratepayers.

AoV

PAMELA J. CAMERON

Sworas before me this 2/“' day of March, 1987 ia the District of
Columbia.

/Jd;;;z&«.ﬂ Sy

NOTARY PUBLIC

My commission npim@f édf /7 3‘7

nersa




IABLE |
Page 1 of 2

NORTHEASTEIRN AND SOUTHIASTIRN
UTILITIES CONSUMING APPROXIMATELY
500,000 BARRELS PLUS PETROLIUM PEIR MONTH

July through September 1985

Number of

Average
Delivery Barrels Sulfur
—ltility/Month  _Pointa. St Purchased  _Content
(Percent)
) (2) ) (O))
Florida Power and Light
Company
July s Florida 2,920,000 0.83%
August 9 Florida 1,088,000 0.84
September 9 Florida 1.294.000 081
$.302,000
Canal Electric Compaay
July | Massachusetts 368,000 203
August I Massachusetts 1.095.000 2.09
1,963,000
Central Hudson Gas and
Electric Company
July 2 New York 902.000 1.32
August 2 New York 1,012,000 1.31
September 2 New York 3592000 1.23
2,506,000
Commoawealth Edisoa Compaay
July (| lllisoi 547,700 0.67
Conanecticut Light and Power
Compaay
August 3 Counoecticut 696,000 0.99
Consolidated Edisoa Compeay of
New York
July 9 New York 1,220,000 0.29
August 9 New York L;:lm %i:
] New York 23.000 .
September 314).000

ners#







Previous

mnhﬂ.ﬂ‘
(8))

Yoo
tio
Yes

Yes
Yes (c\“(ﬁﬂ“
No
No
No
No
No
No
No
o
Yes
No

No
Yes (c“".hn

Yes
Yes (curreot)
No
No
No




POTENTIAL SOUTHEAST RESID SUPPLIERS
SPOT MARKET

Long-Term

: L Transportation
—ASlive Comoany Rafinar (Qun ot Leass)
(1) (2)

Amerada Hess Corporation Yes Y

Amoco Oil Company Yes Y“
Apex Oil Compsay No Y:
B.P. North America No Yes
Belcher Oil Company No Yes
Challeager Petroleum (USA), loc. No No
Chevron Internationsl Oil Compaay, Inec. No Yes
Clareadon Marketing, Inc. No No
Eastera Seaboard Petroieum Company No No
Hill Petroleum Company Yes No
Koch Fuels, loc. Yes No
Lagoven S.A. Yes Yes
New England Petroleum Compeany No No
Phidbro Distributors Corporstion No No
Scallop Petroleum Company No Yes
Sergeant Oil and Gas Compaay, loc. No No
Taubdber Oil Compeay No No
Transworld Oil (USA), loc. Yes No

Source Data provided by Florida Power and Light Compeny.
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BEFORE THE
FLORIDA puBUC SERVICE COMM\SS\ON
STATE OF FLORIDA) S AFF\DAV!T
COUNTY OF DADE ) pocket No- 940001-E!
ndis(s-qned autnority. Eugene ungar’ appeared who beng duly sworn

Florida 33174

gefore Me. theé U
py Me said and \es\ified

My name is Eugene ungar. My pusiness adorass 'S 9250 W Flagler Swaed! Miam,

g Light Company (FPLY) as a Forecasingd gpeciakst " the BusINess

Eng\neenng from cornell University

Chicago

a Powel
Chem\cal

e n

\ness Agministe

by Flond
\ recived @ Ba

|\ am emp\o\mo.
chelof 5 Degre
ation trom ne unwersty of
anor Statt

Systems pepantment
1972. 0 1974, \ recevad Masters Degree in Bus
From 1974 10 1984, | was employed DY mobit O Corporation whare | served as 2 S
Coordinatof and Supery isor in the Corporal® supply & Distributio” Dapanm ent, and 1Ne Worlawae Ratinng
and Marketing Division S girateg\c Supply planning and Controfiers Departments n positions ot \ncreasing
(asponsioily
n January of 1985 joined FPLAas @ senior Fue! Enginee! and was (asponsiDe for the fuel prnce
1orecasting and 'uH—le\a\ed planmng projects
\n January of 1988, | was given e added rasponsioiity 1o paing 1ear gade’ P racas
RaVIowW goard Yask Team
in Sr—p\nmb‘:_ar of 1988, | W as named PrnC\P Al Enginesr
\n June of 1989, | was given the added resp nsibility for ¥ aguiatory 29" @ the
R@asources papantment
n ng‘,"ﬂ‘*' wa ~amed PN pal Fue Analys!
nar of 199 wa

ha awed the jav 3 ) M 38 ndition

tigavit, that 1 . . - - ¢s tue
10§ yday yasons | i are at )W
dated i ameron = rable 1 show ng the relative
ing utilities e Southeast and theé




Ungar Affidavit
Page 2

Northaast. Of the 4 utilities who had residual fuel oil purchases of more than 6 milhon barrels
in 1993, FPL is clearly the single largest Duyer. especially in the Southeast
8. Table 2 attached hereto 1S an updated version of Dr. Cameron's Tabks 2 (Contract Suppli@rs)
and Table 3 (Spot Market Suppliers). It dentifies those firms currently capabie of supplyng
residual fuel oil to the Southeastarn utility market on a contract or spot basis Circumstanceés
today do not require a ditterentiation of suppliers between the contract and spot (one delvery
contract) marikets. Since some of these suppliers cannot always meet FPL's sultur
specifications. the list of potential contract suppliers to FPL 1S gsomewhat shorter. In 1986, there
were 23 potential fuel oil supplers to FPL: in 1994, there are currently 29 potential fue! oll
suppliers. Inits current request for bids to supply a portion of FPL's fual ol requiremants under
contract for the 1993 through 1995 period. FPL received 5 proposais Under circumstances
where only 25 to 30 firms compete for sales in a market dominated by a tew large purchasers.,
each firm (supplhier) will be concerned with the actions of potential reactions of its nvals
The information shown in columns P and Q ot the 423-1(a) repont includes information on the
tarminahng and transportation markets and the fuel oil volume and qualty inspaction market In 1987, FPL
was only able to find eight qualhied partigs with an interest In bioding tarminaling and transportation
services. Of thase, tour responded with transportation proposats and six with tarminaling proposals Due
to the small damand in Florida for both of these services, markat antry 1S diticult. Consequently disclosure
of this contract data 1S reasonably kaly t0 rasull In increased prices for tarminahng and transportation
SrvICes
Patroktum inspaction Services also have the market charactaristics of an olgopo’y Du® to the
limited numider of tuel tarminal operations, there are correspondingly few rex jirements for tuel inspaction
services. In FPL'S last DIJng process for patrokdum inspaction Servs es in 1991, only five qualified bidders
wara found for FPL'S g solicitations Consequently, disclosure of the contractual information (i.@., Pnces
terms and conditions) of these services would have the sama negative effect on £PL's ability o contract
for such services as would the dgisclosure of FPL's prices for residual (No. €) fuel oil delineated in Dr

ameron's affidavit. That s pursuant to aconomic theory. disclosure of pncing information by a buyer in

———
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an oligopolistic market is Icely to result in a withdrawal of price concessions to that buyer, thareby impainng
the buyer's @ity to negotiate contracts in the future

The adverse ettect of mak
ol industry's reaction to Publication ot FERC torm 423 That form discloses a deliverad prica of tuel oil

Because of the Importance of this information to fuel suppliers, saveral Sérvices arose which compiled and

sold this intormation to suppliers that are only 0o willing to Pay. We expect that a similar “cottage

FPL as Proprietary contidential business intormation Access within the company to this intormation Is
restncted. This information has not, to the best of My knowledge, bean disclosed elsawhgre Furthermore,
Pursuant to FPL's tyel contracts, FPL is obligated to use ail reasonabla ettorts to maintain the conhdantuahty
of the information identitied as confidential in Attachments A ang C of FPL's Request for Specified
Contigential Classitication

The prcing information appearing on FPL's Form 423-1(a) or 423-1(b) tor which confidential
ciassification s sought should remain conhdential for the time period the contract 1s in etiact, plus six
months. Disciosure of pricing information during the contract Perod or prior to the negotiation of a new
contract is réasonably likely to impair FPL's ability 10 negotiate tuture contracts as described above

FPt typically negotiates new residual (No. 6) tuel oil contracts and fuel related Services contracts
prior to th& and of ex1sting 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

'S necessary 1o maintain the contidantiaity

of the information identified as confidential on FPL's Form 423-1(a) or 423 1(b) tor six months after the end
of the individual contract period the information relates to

With respect to residual (No. 8) fuel oil price information on the Form 423-1(a) or 423-1(b) tor oil

that was not purchased pursuant 1o an already existing contract, and the terms of the agreement under
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confidantia| for a Period of gjx months afer the delivery Six months s 1hg miimym d@Mount of time
necessary yor oonhaentuai:ty of thesg types of Purchasgs 1o alow Fp( o utilize its Mmarket presence in
ganing price concessions during Seasongy) Huctuations in the demang for résidual (No 6) tuel ol
D:sclosure of this information any soonar than six months afer complation of the transaction IS reasonab'y

ikely to 'Mpair Fp( g ability 10 Negotiate sych Purchases

In addition, 1p;s affidavit ig i Support of FP( g Request for Contidenya) Classificanon of No. 2 g

ol price information found on FPLg Form 423-1(a). The No_ 2 fuel g information [dentified on Altachments

10 contrzet for No. 2 tuel oil gn tavorabie terms in thg future

No. 2 tug ol ig Purchaseg through a o-oumg Process. At the r8quest of the NO. 2 fyel o Suppliers
FPL has 40r¢ed 1o not Publicty disclose any suppliar's bid. Thig Non-disclosyre agreemen; Protacts pot
FPL's ratepayers and the biading Suppliers Ae to FPL'g ‘alepayers. the floNn-publiic bigg N9 procegurg

Providas Fp with a graate, variation in jhg fange of bigs that would o eIwise not be ava able if the by«

or the winning big by itsay warg Pubiciy disclosag With pub disclosyre of the N fue es
on FPL'g Form 423-1(a), the biIs woyig NATOW 10 a closer range a @ las wiThinating
the Posstility thay one suppligr might, basg 8 Situa ¢ ‘ntially lower tha
he other SUDDbars ‘-onda‘-_cfosur»‘- Kewise prote IS the « pphers fron Iivulgir J any a fm...r"a‘_}v
that Suppher may have 1 al the othere Nave not disey verad
The N fue ] informat Appearing for wi identig

'‘assificatior ug [ Jential 8 De M tract is in effect Plus sx

Months SClosure g Quring the ACt pe the Negotiation of 4 Naw

nira s ‘-‘r]'\')"d" Yy K@iy 1 NO&ir FF > ability 18001 ate { (1] f 1ICIS as deser be

d above
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FPL typically negotiates its No. 2 fuel oil contracts prior to the end of such contracts. How@ver, on
occasion some contracts are not negotiated until after the end of the current contract pernod. In those
instances the contracts are typically renggotiatad within six months. Consequently, it is n@cessary to
maintain the confid@ntiality of the information identified as confidential on FPL's Form 423-1(a) for six
months after the end of the individual contract period the information relatés to. Disclosuré of this
information any soonér than six months after completion of the transaction i1s reasonably lkely to impair

FPL's ability to negotiaté such contracts

Further affiant sayeth naught.

<

Lugg i Uneg,
Eugeng/Ungar

State of Florida )

) SS
County of Dade

The toregoing instrumant was acknowledged before me thBTH day of June, 1994 in Dade
County, Florida by Eugene Ungar, who is personally known to me and who did take an oath

Name of Notary

CLlo2H 4

Serial Number

Notary

—TrRY
Public Title .~ susmoN 1FNOV. M 198
€ ') CENFRAL INS. UND




JABLE)

NORTHEASTERN AND SOUTHEASTERN
UTIUTES PURCHASING APPROXIMATELY
§ MILLION BARRELS PLUS PETROLEUM IN 1993

__Utiliny/Month Stae __Bamels
(000)

Florida Powar & Light Flonda 37.902
Company
Canal Electinc Company Massachusetts 7.688
Florida Power Corporation Florida 10.786
Long Island Lighting New York 9,747
Company

SQ [CE apartmer ' 't Enerq

Administration, j

Average
Sulhsr

LCongent

(Percent)

1.57

Energy ntormation

A




—————f

JABLE 2

POTENTIAL SOUTHEAST RESID SUPPLIERS

Previous
Supplier of FPL
Active Company Betiner —Contrac/Spot.

Amarada Hess Corp. YES YES/YES
BP North America YES YESIYES
Cheavron international Oi Co. NO NO/YES
Clarendon Marketing, Inc. NO YES/YES
Clark Oil Trading Company NO NO/YES
Coastal Fuels Marketing, Inc. NO YES/YES
Enjet Inc. NO YES/YES
Global Petroleum Company NO NO/YES
Internor Trade, Inc. (Brazil) YES NO/NO
John W. Stone Oil Dist. NO NO/NO
Koch Fuels YES NO/YES
Kerr McGee YES NO/YES
Las Energy Corp NO NOIYES
Lyondell Petrochemical Co. YES NO/NO
Metallegelischaft Corp NO NO/NO
Northeast Petrol@um NO NO/NO
Petrobras YES NO/NO
Petrolea NO NO/YES
Phibro Energy Inc. NO NO/YES
Rio Energy International NO YES/YES
Stewart Petroleum Corp NO NO/NO
Stinnas Interoil, Inc. NO YES/YES
Sun Oil Trading Company YES NO/NO
Tauber Oil Company NO NO/YES
Texaco YES NO/YES
Tosco Oil Company YES NO/YES
Transworld Oil USA YES NO/NO
Trintoc YES NO/NO
Vito! S.A. Inc. NO NO/YES

Source: Data provided by Florda Power & Light Company (June 21, 1994)

Note: 1) This table serves as the list for both cortract and spot suppliers (Table 2 & Table 3)
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gori G. Ferkin, Esquire
sutherland, Asbill & Brennan
1275 pPennsylvania Avenue, N.W.
gth Floor

washington, D.C. 20004

Anthony G. Tummarello

Director of Energy

Occidental Chemical Corporation
5005 LBJ Freeway

P. 0. Box 809050

pallas, TX 75380-9050
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Assistant City Attorney
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