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1 PROCIIDI.G8 

2 (Hearing reconvened at 12:55 p.m . ) 

3 (Transcript follows in sequence from 

4 VolUJN 1.) 

5 CKl% .... Jo .. ao•a We're qoing to go back on 

6 the record. Mr. MC:Whirter. 

7 D. KGWWI~RI Yes, aa•am. I'm tuning in 

8 right now. 

9 JOD B. RAJUL 

10 resuaed the stand as a witness on behalf of Tampa 

11 Electric Coapany and, having been previously sworn, 

12 testified as follows: 

13 COIITIIIUWD Cli081 IDIIIDTIOM 

14 BY D. Matnll:lt'l'llll 

15 Q Mr. Raail, if would you direct your 

16 attention, once again , to FIPOG Exhibit 3, which is 

17 the annual report, and look at the last page in that 

18 exhibit. And under •Tampa Electric• look at the line 

19 that says "Net System Capability in Megawatts." The 

20 nUIIber "1996," t.hat•s your t otal installed capaci t y 

21 excluding Hardee power pla.nt? 

22 & I ' a not sure whether that includes Hardee or 

23 not. 

24 Q Would you agree then, subject to check, that 

25 it does not? 

FLORID& POBLIC IIRVIC. COIOIIBBIO. 



1 

2 

A 

0 

Subject to check, yes. 

All riqht. In 1996, your peak demand was 

3 3349 aeqawatts. 

4 xa. WILLI8a Excuse me, Madam Chairman. 

128 

5 Mr. McWhirter ia questioning Mr. Ramil about something 

6 that he has not test it iecS to. He has placed this 

7 material in the record, it's been otticially 

8 rocoqnized, it speaka tor itself, there's no need to 

9 continue this line of questioninq. 

10 ... KaDZitftlll MacSam Chairman, the 

11 rationale tor the line of questioning is that we're 

12 trying to detecaine who gets the benefits of the 

13 wholeaale sale, and I plan to tie this l i ne of 

14 questioning in with the ultimate conclusion that TECO 

15 &nerqy qets the benefit ot the sale because it will 

16 enhance the opportunity to sell power from the Hardee 

17 power plant. 

18 

19 testify in providing your explanation. What was your 

20 question? 

21 xa. KoWJalt'fDI Well, the quest ion was the 

22 peak deaand on the system, part of the annual repor~ , 

23 and it he doesn't know what the peak demand on the 

24 eyst .. is, he can say no. 

25 OJmXRDII JOD80MI Mr. Willis. 

rLOiliDA PUBLIC 8al1VIC. OOMMI88IO• 
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1 XR. WXLLI8a I was just pointing out that he 

2 has qone afield from Mr. Ramil's testimony, and that 

3 it'• 1:00 in the afternoon, we are - ·'l the first 

4 witness, and be should stick to what Mr . Ramil has 

5 tutified to. 

6 

7 this wasn't a part of his testi•ony and, therefore, 

8 it's irrelevant and outside of the scope? 

9 XR. WXLLI8a No, it's not something that 

10 Mr. Raail has presented testimony on, these numbers. 

11 CJml:llDII JOD80•a Mr. McWhirter. 

12 XR. KGWIIIU.Ra And my position on that is 

13 the basis of his t .. t!Rony is that the retail 

14 custo•era benefit from this sale. PIPUG'a contention 

15 is that TBCO Energy benefits tro• the sales and it 

16 would be to the detriment ot the retail customers and 

17 be is the one that's sponsored for demonstrating the 

18 benefit. And if the sale is not beneficial to the 

19 retail custo.•ora because ot the liait in the amount of 

20 available reserve •argin, then that would be impugning 

21 the nature of his testimony. 

22 And ao it deala with his direct examination, 

23 and the purpose of it is to impeach what he is saying 

24 in direct examination. 

25 XR. WXLLI8a comaissioner, I'll just 



1 wi thdraw my objection, but the point is we need to 

2 direct questions to the witness that's testified on 

3 the various aatters and qet on with the hearing . 

4 CII&%JUIUI J OD80•a Mr. McWhirter, we ' 11 

5 allow the question, but Mr. Willis i a correct, i t is 

6 already l:OO, and we are still on our tirst witness. 

7 I want to give you every opportunity to ask all the 

lJO 

8 relevant questions that a r e neceasary to develop you r 

9 case a nd conduct your cross exaaination, but I caution 

10 you that you nead to stay on point and be as spacific 

11 and succinct tn your answers as possible -- or your 

12 questions os possible . 

13 OOMMTIIIODa UIILIIIOa I thin!~ you were 

14 right the first time. 

15 KR. WXLLI8a You were correc t the first 

16 ti•e. (Laughter) 

17 KR . Kaw.taraaa I will do my very beat, 

18 Madam Chairaan . 

19 Q (ltJM.r. Kaftirter) Do you recall t he 

20 pending question? 

2 1 a Reqarding the Hardee power station? 

22 0 Yeah. 

23 a I really don't know it it's in here or not. 

24 It you want to know about does a TECO does a Tampa 

25 Electric affiliate benefit through running the Hardee 

WLOJUDA P11BLIC llaVXCll COJOIIIIIO. 
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1 Power Station aore, I might be able to save us all a 

2 lot of tiae if you just want to ask me about t hat . 

3 

4 

5 

6 

7 

0 Go to it. 

A The answe r to that, by Tampa Electric making 

aore aalea, doea the TECO affiliate. TECO Power 

Services that owna the Hardee power plant that the 

output ia ahared by Seainole and Tampa Electric, make 

8 aore aoney , the answer ia no. And the answer is not 

9 in the annual report. But if you look at the FERC 

10 docket approving that transaction after the Commission 

11 approved the need for that plant, you'll find that the 

12 regulated -- the FERC regulated return approved i n 

13 that docket is captured through the capacity charge t o 

14 S-inole and Taapa Electric. So increase in 

15 generation fro• t he Hardee Power Station d~s not 

16 increaae the profitability ot TECO Power services . 

17 Q The queations I want to address with respec t 

18 to Hardee Power Station has to do with the retai l tuel 

19 c lause. And the price that Taapa El ectric pays to 

20 Hardee Power Station, as opposed to the cost ot 

21 running inatalled capacity. And are you confident to 

22 testify in that area? 

23 A I think so it you are talking about how 

24 thing• are done in general principles. 

25 Q All right . I'd l ike you - - Ms . Kaufman is 



1 qoinq to diatribute an exhibit which is part of the 

2 Exhibit No. 1, Madaa Chairaan , but for purposes of 

3 this I would like to call it Exhibit 4. And it's an 

4 excerpt troa the FERC Fora 1 pertaining to Hardee 

5 Power Station. 

6 aa.Iaxa. JO .. .a.a We'll identity it as 

7 Exhibit 4. 

8 

9 Q 

(Exhibit 4 aarked tor identification. ) 

(ay Kr. MoWbirter) Mr . Ramil, this is a 

10 two-paqe exhibit, and Paqe 1 is the '96 · or the ' 95 

11 annual report. And Paqe 2 is tor the year ending 

12 Deceaber 31, 1996. And Line 8 ot that exhibit shows 

13 the plant capability of Hardee Power Gtation, it's 

14 295 aeqawatta. 

15 

16 1 967 

17 

18 

Q 

A 

Excuse ae, are you on December 31, '95, o r 

In both of thell, it's the aaae number. 

Okay. 

19 Q And the peak de.aand on the plant is higher 

20 than that on Line 6. And ia that the winter peak 

21 deaand 

22 A 

or winter capability of the plant? 

The nuaber •6,• I think, ia the ac tual 

13 2 

23 loading of the plant during the winter. And, yea , I 

24 believe that's correct, because of the cold atmosphere 

25 you can get •ore •egawatts out ot the plant i n the 
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l vinterti•e. 

2 Q And on Line 12, the net ~eneration ot that 

3 plant ia 662,000-•egavatt hours, correct? 

4 ~ Correct. 

5 Q can you quickly calculate tor ua the load 

6 factor at which that plant ia operating? 

7 Do you want •e to baae it upon the peak 

8 da.mand on the unit? 

9 Q Baee it on the 295, which is the summer 

10 peak, or au.aer capability. 

11 

12 

a 

Q 

I juat calculated about 26t. 

And nov calculate it baaed on the winter 

13 capability. 

14 

15 

16 1996. 

17 

a 

Q 

About 23\. 

How •ake the aa11e calculations tor the year 

Okay. I calculated 20t tor the 295 rating 

18 and 17t for the 356 rating. 

19 Q So in 1996, the load factor has 

20 deteriorated? 

21 The load !actor -- thia is a plant sc it's 

22 capacity factor, not load !actor. It 's lower in ' 96. 

23 Q And the aalea have dropped ott by some 20t 

2 4 if you co•pare Line 12 on '95 and ' 96? 

25 Correct . 

rLOJUDJ. PUBLIC 8...-ICJI COXJil8SIOM _ _j 



1 Q In the 1993 caae, Tlllllpa Electric Compa ny 

2 ca.aitted to purchase 40\ of the capacity ot that 

Z plant in the au.aertiae . What is that coiDIDitment? 

1J 4 

• Taapa Electric is paying 40\ ot the capac ity 

5 cbarqea on the plant for use throughout the entire 

6 year. 

7 

8 

9 

10 

11 

12 

13 

14 

is 

Q 

A 

Q 

A 

Q 

$206 

A 

Q 

And what is that aaount ot money? 

I believe it's about $12 million a year. 

or is that 12 million every six month .. ? 

Ho, I believe it's a year . 

The cost of that plant, according to this, 

ail lion? 

That•• what this indicatea, yes. 

And what would be the annual carrying cost 

15 on that kind of invest1:1ent it you tried to get 15\ 

16 before taxes? 

17 Are you asking ae to aake a spec ific 

18 calculation? 

19 

20 

21 

Q 

A 

Q 

Yea, air. 

What is that? 15\ fixed charge rate? 

Before taxea, a 15\ return on a $206 million 

22 inveataent. 

23 

24 

25 

A 

Q 

A 

Before taxea? 

Before tax•• --

So vhen you take the --

I'LOJliDA PUJI~C ••anca COJOII88IO. 



1 Q -- at the 15' return to enable you to get 

2 aoaething leaa after taxes . 

Okay. What do you want me to calculate? 

15t carrying coat on $206 aillion . 

135 

3 

4 

5 Okay. So 1St tiaea $206 million is what you 

6 want •• to do? 

7 

8 

9 

10 

11 

12 

Q 

& 

Q 

ia the 

plant? 

Yea. 

That'• $31 aillion. 

Is it fair to •aka a n assumption that that 

carrying coat on that i nvestment from that 

I don ' t know . It's fair under the 

13 aaauaptiona that you've aade that would be the 

14 carrying coat . 

15 Q Does Taapa Electric have a published 

16 aaauaption that it'• trying to reach on that plant, or 

17 return it'• trying to reach on that planti 

18 No. Taapa Electric doesn't have any 

19 ownership of the plant. 

20 Q TBCO Energy, do you know what its desired 

21 return is on that plant ? 

22 The rates were set in the FERC proceeding , 

23 and that ' s what they are.. I don't know what that is. 

24 Q All riqht. In 1995 the average fuel per 

25 unit is $2.73 - - no, it's $2.30 -- no, it's $23 a 
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1 aeqawatt hour, Line 42 . 

2 KR. WILLI8t What ia your question, 

3 Mr. McWhirter? 

0 (a, Kr. Kdllirter) Am I correct that on 

5 Line 42, the average coat of fuel burned in the Hardee 

6 plant ia $23 a megawatt hour? 

7 Yea. Thia ahowa 2.3 cents per 

8 kilowatt-hour, that would be $23 per megawatt hour. 

9 0 And in 1996 that price was $32 a megawatt 

10 hour? 

11 & correct. 

12 0 When Hardee Power sells electricity to Tampa 

13 Electric Coapany, what does it charge for the energy 

14 charge? 

15 & The energy charqe ia an O'M expense charge 

16 baaed on actual expenses a .:: the plant driven by the 

17 fonaula in the contract. 

18 0 I aee. And that would be the tuel price of 

19 23 , or 30, p1ua aomething else? 

20 

21 

22 

23 plant. 

24 0 

Okay. You aaked me energy. Fuel - 

Yeah . 

-- would be the average fuel cost fo,r the 

And then on top of that it would charge 

25 Ta.pa Electric an O'M charqe? 

rLOJUDA PUBLIC 8mtVIO OOIQII88IOJI 
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1 Yea, baaed upon the actual O'H expenses at 

2 the plant. 

3 Q Doe• it aake any other chargee to Taapa 

4 Electric? 

5 A Well, the capacity charge you m~ntioned 

6 earlier. 

7 Q And that'a, what , a aillion dollars a ~onth 

8 or eoaething like that? 

9 A That'• my recollection. 

10 Q All right . Now, ia the price for fuel and 

11 Or.M recaptured troa T .. pa Electric'• retail cuatomers 

12 through the fuel clauae? 

13 

u 

A 

Q 

I believe the fuel coat ia. 

But not the or.x charge? 

15 A I don't recall on the O'M charge. It may be 

16 in the capacity clauae. 

17 

18 

19 

Q 

A 

Q 

But you don't know? 

Yea, I don't know. 

If the fuel reports show that the sua 

20 charged to Tampa Electric tor energy purchased from 

21 thie plant exceed• $23 in 1995 or $32 per megawatt 

22 hour in 1996, woulc1 it be fair to concluc1e tha·t 

23 aoaething elae i• being includad in that co•t, or 

24 would there be another rationale tor the price 

25 ditfer~ntial? 



1 A Well, you have to reme~er two things: one 

2 is the o•M charges on the plant, the other is that 

3 this plant ia aha red between Ta.mpa Elect;.: ic and 

4 Seminole Electric. And it depends upon who calls on 

5 it exactly what it is charged in a given month. The 

6 costa are allocated between the two utilities 

7 depending on bow IIUCh they used the plant during a 

1 38 

8 given aonth. If, say, fuel price• happen to be highe r 

9 in one month than another, or higher than the average 

10 tor the year, but one utility took aore of its energy 

11 durinq that aonth, then the fuel charges would reflect 

12 the actual• tor that aonth , and you might not be able 

13 to coapare it to the annual average. 

14 Q If we were trying to ascertain what Ta~pa 

1 5 Electric waa paying tor ln the charge th.at was made 

16 that's carried in the fuel clause, bow would we figure 

17 that out? 

18 A If you wanted to figure out? I aean, i f you 

19 wanted to audit the nuaber in the fuel charge? 

20 

21 

Q 

• 
Yea. 

I think you'd ask about that nuaber in th~ 

22 fuel adjuataent hearings. 

23 Q I'• not asking when to ask about i t, I'm 

24 asking what you would ask for . 

25 A I don't know what you are asking me t o 



1.3 9 

1 anaver. 

2 Q Is there a kilowatt-hour charge, and i n that 

3 charge there • s a c011pone.nt of fuel and maybe some 

4 other things, where would you fineS the inforaatlon as 

5 to vhat the other things in addition to fue l would be 

6 in the filings that Taapa Elect ric makes? 

7 a It would be in what ' s requested and tiled i n 

8 the fuel adjustaent hearings, just like any other 

9 purchase that we aake . 

10 Q Do the foraa that you presently file inc lude 

ll an explanation of the coaponenta of the charge that' s 

12 made to Taapa Electric by Hardee Power Partners? 

13 I don • t know. 

14 Q For the future you indicate that cus~omers 

15 will be kept wbole in this case because increaental 

16 costa will be tul ly recovered and credited to the fuel 

17 charqe. And that increaental coat i s coapoaed of 

18 what? 

19 a The !ncr-ental cost is coaposed of the 

20 specific cost of fuel to serve the incremental aa lo . 

21 Q So if any time Hardee power plant is on Hue 

22 a nd serving -- is selling electricity to Tampa 

23 Elactrio, and the n Taapa Electric resells t hat power 

24 to PMPA, the price that appears in the FMPA charge 

25 would be the aaae as Hardee Power charges Tampa 
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1 Electric? 

2 a No, you've gone aaking up a deal that 

3 doesn't exist. 

4 

5 

Q 

a 

Okay. Tell ae what the deal is. 

We talked for a long tiae this morning about 

6 how the charges of the contract are struc tured to 

7 PMPA, the PMPA. 

8 Q I'• not talking about that. I'm talking 

9 about what's credited to the fuel charge. 

10 No, no , you juat talked about i t. And the 

11 charges under the contract for fuel for FKPA are based 

12 upon the units specifically identified in the 

13 contract. Okay? 

14 Now, the way this analysis was done looking 

15 forward and each and every hour that we are mak i ng the 

16 sale to FKPA, we'll look at what the inc remental cost 

17 to the systea to serve the sale is . A.nd t o use your 

18 Hardee Power station example here, if Hardee Power 

19 Station is indeed the incremental fuel source , the 

20 inor .. ental generation souree serving the sale . then 

21 the costs associated with that energy purpose wil l be 

22 credited to the custoaer clauses so that customers see 

23 no additional expense as a result of aaking thes e 

24 sales. 

25 Q All right . If I unders tand you than, you 're 

J'LOIUDA PUBLIC 8.-viCJI CODI88IO• 
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1 saying the total price paid by Taapa Electr~c Company 

2 to Hardee Paver tor the energy charge will be the 

3 total credit retail customers receive in the fuel 

4 costs tor that sale that hour? 

5 For the scenario ! described, yes. 

6 Q Now you aentioned "fuel" and I'm talking 

7 about the total price, ~hich includes tuel and m4ybe 

8 soaething else. 

9 xa. W%LLI81 Excuse me, Kr. McWhirter, just 

10 ask a question. 

11 D. IIGWE:IUIIRI All right. 

12 COIOCI88IODR Cl.&UI Mr. McWhirter, let me 

13 a•k hill so .. thing. 

14 

15 

D. Kc~WKiaon.1 Ye•. 

OOIOCI88IOKKR CLARKI I'll tell you what the 

16 answer sounded like to ae. 

17 

18 

W%'1'088 UJIILI Okay . 

OOKM%88IO..a CLARKa That under the basis of 

19 you buying -- Hardee power plant is not owned by Tampa 

20 Electric Coapany. 

21 WI'l'D88 aaKILI Correct. 

22 COKMXUIODR CLARKI And when you buy from 

23 them, you are going to be paying av8rage tu~l costs? 

24 WI'l'D88 RAXXLI Correct. 

25 OOMXX88IO .. a CL&UI And when Tampa Electr 1c 

rwaxoa PO'BLIC aaavxc• OODiaa~o• 



1 sella under thia, the cuatoaera are going to get the 

2 benefit ot incremental tuel, but they a re going to be 

3 paying average tuel . 

4 WX!'D88 I.UIXLt Which custo:ners? 

5 OOMMI18IO .. R CLARKI Tampa El ectric 
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6 cuatoaera are goin9 to be paying average tuel when t he 

7 Hardee power plant ia being used . 

8 WX!'D88 aaKILt correct. 

9 COXWI88IODR CL&RJ:t So t.hey' 11 get the 

10 benefit ot incr .. ontal, but they will be paying 

11 avera9e. 

12 WX!'D88 aaKILt They'll be paying average, 

13 which inclu~ea whenever the Hardee Power station was 

14 run tor the Taapa Electric retail customers. 

15 CODI88IO ... CL&Ut All r i ght . So it it 

16 isn't needed to be run tor the retail customers, but 

17 it is needed to run FKPA, what happena? 

18 W%7088 RAIIILt Good question. W.hat happens 

19 in that caae ia that'• calculated every hour, and the 

20 fuel coat of runninq the Hardee tor that hour is noted 

21 aa a ooat ot thia sale. And tbe revenues tor this 

22 aale will then be credited to fuel adjuataent s o that 

2 3 to the retail ouatoaera 1 t looka 1 iJc.e it never 

24 happened, and they have no !uel cost iapact t roa it. 

25 conxaaiona caua oJtay. 

, 



1 Q cay xr. IIGWhirter) Aaa\Die hypothetically 

2 then that the Sabring plant baa a coat ot $236 a 

3 aegavatt hour for every hour it operates. Are you 

4 saying that any tiae the Sebring plant operated , the 

5 charge aade 

6 

143 

7 C111Ia&ll .JOD801fa M.r. McWhirter , there 'a an 

8 objection. 

9 xa. WILLI8a I object to the line - - that 

10 queation on the grounds that it's irrelevant to this 

11 proceeding and that it'• beyond the scope ot this 

12 witness• teatiaony • 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

.a. ~.raaa The whole essence ot this 

proceeding, Mad .. Chairman, ia that the tue l clause 

will be credited with the incr .. ental coat o t tuel. 

My question is if the increaental coat ot tuel trom 

Sebring is $236 a aegawatt hour, will FKPA be 

charged or will the fuel clause be credited wi th 

that $236 ae though it was a sale to YMPA? 

~ JOIIJI80•a Kr. Willis. 

xa. WXLL%81 Coaaiaaioner, I think that it's 

tille to adaonieb all of ua that the hour is nov 1 : 3 o, 

we are still dealing with tbinge that are rar beyond 

thia witneae' teatiaony, I don't believe have any 

relevance to the proceeding , and that we need to ask 

J'LOiliDA PtmLI:C aaaviC. COIOl188IO. 



1 the question. that are relevant ao we can handle the 

2 other witneaaea. We've got several others that are 

3 here to teatity today, and we need to aove forward. 

4 xa. ~~Ra Thia answer calls !or a yes 

144 

5 or no answer. It could have been given, and we'd have 

6 been d.one three ainu tea ago, Madaa Chairaan. 

7 CDJ:RDJr .JOD.O•a Mr. McWhirter, I 

8 appreciate that, but I do believe it'a outside the 

9 scope or hia teatiaony. Pe rhaps it'a relevant t o some 

10 other witneaa, but I believe it may be outside of the 

11 scope or hia direct testiaony and the issues that he's 

12 been teatitying to. 

13 D. ~ll'I'JIRa Madam Chairaan, I 

14 respectfully auggeat to you that he ' s dealing with 

15 increaental coat and that is an incremental cost of 

16 tuel to Taapa Electric Company. And all I wanted to 

17 know waa is that i nc reaental coat going to be charged 

18 to the tuel coat on P'KPA'a account. That's a simple 

19 question, and it deale exactly with hia tes timony and 

20 no one elae•a. 

:21 CDJ:JUIUI .JOD.o•• The obj• ction was 

22 sustained. 

.23 Q (87 xr. lldllirte r) Mr. Ramil, would i t be 

24 tair to aay that what you want ia an even playing 

25 field i n the wholesale marke t that you will be able to 
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1 co~te equally with independent power producers and 

2 other investor-owned utilities that are t~ing to make 

3 wboleaale sales? 

4 A I think when you co•pete you always want an 

5 even playing field. And w~at we are looking tor is 

6 that when we have an opportunity to make wholesale 

7 sales that produce net benefits to the system, that we 

8 uncSeratand it's our burden of proot to come in and 

9 d .. onstrate to the co-iesion that they are :...enetits, 

10 and I believe we've done that. And then the 

11 Coaaission should give ua !air and reasonable 

12 treatment on the retail side, hov we are go ing to dea l 

13 with that sale. 

14 Q Your answer is, yea, you want an even 

15 playing tield? 

16 In what respect? 

17 Q That you can compete coapetitively in price 

18 with other sellers? 

19 

20 

A 

Q 

Yes. 

And you don't want to get 3 subsidy !rom 

21 your retail austo•ers to enable you to compete 

22 untairly with other investor-owned utilities and other 

23 independent power producers , do you? 

24 The tara •subsidy" has been used s o loosely 

25 in this and other dockets related to wholesale sales 



1 that it's iapoaaible to aak that question. If you 

2 look at it in tera8 ot what are the retail customers 

3 paying right nov and you look at it in terms of the 

4 two specific contract s before this Coaaiasion for 

5 review riqht now, you look at the incremental cost of 

6 aaking those sales, and you look at the incremental 
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7 revenue ot aaking those aalea, you get the $10 million 

8 benefit. And I aubait to you that there's no subsidy 

9 going on because it the contracts aren ' t there , the 

10 cuatoaera are paying the saae prices they are paying 

ll right nov. 

12 Q I vaa asking you tor a coapany policy, and 

13 you don't viab to aay whether the company wants an 

14 unfair trading advantage? 

15 A Well, it you want a coapany policy , I gave 

16 it to you earlier. I t 's, like, if you want directions 

17 to the cafeteria, you go straight that Wa j. I could 

18 also tell you to go around tive block• and get to that 

19 cafeteria. 

20 The coapany policy ia given wholesale s ales 

21 opportunities and given that ve had the resources to 

22 aake thea and given that the custoaer wants to buy 

23 froa us, that we're ooapetitive, if ve can produce a 

2• tranaaotion that produces inoreaental revenue greater 

25 than incr..antal coats , we should do it . If we don ' t 
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1 do it, then we would have aiaaed an opportunity. 

2 That's the policy . You don't have to get into 

3 subsidies; that's the policy . 

4 Q All right. Hardee Power aakea aalea in the 

5 wholeaal• aark•ta, or is it fully subscribed? 

6 A Hardee Power can only provide power to 

7 Seainole and Taapa Electric. 

8 

9 

10 

ll 

12 

13 

14 

15 

Q 

A 

It can't aell to anybody else? 

Correct. 

Q So who are the 8' of other sales that are 

referred to in Exhibit 3? 

A Thoae are broker sales that have been made 

froa the atation of which all the benefito flow back 

to s-inole and to Taapa Electric. 

Q So your firat atateaent waa incorrect, you 

16 can aell to paraona other than s-inole and Taapa 

17 Electric? 

18 A No, ay first atate.aent was correct, you've 

19 just changed tba quGation. You aaked me if Hardee 

20 Power could sell to others, and I told you no. 

21 Saain~l• and Taapa Electric can uae the Hardee Power 

22 Station u.nder their entitlements to aell to others. 

23 OOMMX88IO-.R QARCX&a So that I understand, 

24 the aaae way you would answer that the Big Bond unit 

25 can only sell to Taapa Electric, is that the type of 
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1 

2 

anawer you are giving? 

WU'ID88 llU.IL I 

I juat want to underatand . 

Nc, it's a little bit 

3 different, but it'• a good question, and it givea me 
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4 enother idea. The Hardee Power Station cannot sell to 

5 Florida Power ' Light, for inatanc£ . But i! Plorida 

6 Power ' Light ia quoting to buy power on the broker, 

7 either s .. inole or Taapa Electric can use the Hardee 

8 Power Station tor it to sell to Florida Power ' Light. 

9 The coaplete and full entitlement ot any of 

10 the output tor the Hardee Power station is totally to 

11 s .. inole and to Taapa Electric. Hardee Power Station, 

12 the owner• of Hardee Power Station, cannot go out and 

13 aell that power to others. It'• to the complete and 

14 full entitle.ent of Seainole and Taapa Elec~ric . 

15 COMXTIIIODJl QUCUs Juat to make sure I 

16 underatand where you are going . Just like Polk 1 

17 would be only to Taapa Electric, they can sell that 

18 output to aoaewhere elae, but it would only be to 

19 Taapa. 

20 WI'fDII UJ(ILI Polk is owned by Tam,pa 

21 Electric. 

22 COIOCIIIIODJl GUCUI Right. 

23 WI!'IIIIaa au.ILI Hardee Power Station is 

24 owned by TECO Power Servicea. And one of the 

25 requir .. enta of the PERC transact ion waa that all of 
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1 the entitlement to that plant went to Seminole and to 

2 Tupa Electric. The owners, TECO Power Services, the 

3 owners of Hardee Power Station, cannot go out and make 

4 separate deals to sell output from the Hardee Power 

5 Station to othera. Does that help? 

6 

7 0 

OOIOfTUIODR CIAJtCIAI I think so. 

(By Jlr. McWhirter) And that's a 

8 requirement of law? 

9 

10 

A 

0 

No, that's the transaction. 

And can you explain to ua the rationale 

11 underlying the necessity to route the power sales 

12 through Taapa Electric as a broker, as opposed to 

13 dealing directly with other IOU• or wholesale 

14 cuatoaera? 

15 D. WILLI81 Objection, irrelevant. 

16 CIDIIUDII JODIIO•• There is a relevancy 

17 objection. 

18 D. XCWWI~I He's objected to the 

19 question? 

20 CJIAIIDil JODIO•a Yea , air, on --

21 D. llGWIIIRftRI And what were the grounds 

22 for the objection? 

23 caaiiDil JODIIO•• Relevancy. 

24 ... XGWWIRr••• Well, the witness has just 

25 testified that all aalea must be routed througla, and 
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1 it•a his teatiaony. And I'm only asking him a 

2 question about his testimony, Madam Chairman. I don't 

3 see why it would be irrelevant it he put it in the 

4 record. 

S llll. WILLIII You can 't aake the question 

6 relevant by asking the question to start with. I 

7 mean, we•re trying to be patient and let !'Cr . McWhirter 

8 tiniah his cross exacination, but r think that it 's 

9 time that you should limit the amount of time that he 

10 has to preauae hia crosa examination. He' s had an 

11 aaple opportunity to ask queations, he's chosen to ask 

12 things that are not relevant to this caae. 

13 D. lla1riiXftmll Kadaa Chairman, I' 11 make a 

14 deal with you. It he'll answer this question, it will 

15 be the last one I ask. (Laughter) 

:...6 cau:JUIUf JOD80MI He didn't withdraw his 

17 objection. 

18 COIIIIT88IODR UB8LIIIGI That' a a pretty 

19 attractive otter. 

20 C21IIDII JODIO•• I know. (Laughter) 

21 D. WXLL%81 I accept. 

22 WI~88 RAXILI Thank you . 

. 23 CDZJUIUf Jooao•a The objection was 

.24 vithdrawn. You can answer the question. 

25 wx,...• aMILI TJ . J transaction that was 
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1 aade --

2 OOIIJII88IODA GllCIAI I '• eorry . Could you 

3 give uo the question again, Mr. Mc Whirter , sinc e it's 

4 your last one? 

5 D . JlGDI~as Would you read the question 

6 back? 

7 (Thereupon, the question appearing on Page 

8 149, Linea tO through 14 , wae read back by the 

9 reporter . ) 

10 WX'lD88 llUULI The transaction, the way 

1 5 1 

11 that transaction ie eat up ie the Hardee Power Station 

12 output, the co•plete entitl .. ent ot the output, is 

13 purchased by both s .. i nole and Taapa Electri c . 

14 s .. inole and Taapa Electric have the •eane and 

15 Wherewithal to s ell econo•y power on the br~ker as 

16 part of their regular bueineae. And they have the 

17 full entitle••nt to eell that. 

18 Hardee Power Station, the owners ot Hardee 

19 Power Station, ae I •entioned -- ae ! tried to mention 

20 to avoid a lot of thie queetion 30 minutes ago, has a 

21 require•ent to keep the unit available. That'• 

22 becauee T .. pa !leotric and Seminole uee it tor peak i ng 

23 purpoeee and the value of having it there is tor 

24 availability. The output, the nuaber ot megawatt 

25 houre of ealee aade, hae no bearing on TECO Powe r 



1 Services return on the plant. They earn no aore 

2 money, no aore or leaa aoney, it a lot of sales are 

3 aa~e or a tew aalea are aa~e . And the tull 

1 52 

4 e.ntitl ... nt ot the aalea qoea to Tampa Electric and to 

5 s-inole. 

6 So when it'a not beinq uaed by either c t the 

7 two facilit i es -- the two utilities, and then, are 

8 opportunities to eell that on the broker , one ot the 

9 two utilities do it and then the two utilities share 

10 the broker aarqin on it. 

11 Ka. ~~•• I'a done, Madam Chairman . 

12 mmiiUIUr Jooao•• Thank you. 

13 C11081 IIDJlrD'l'IO. 

14 BY ... PAOG81 

15 Q Mr. Ra.ail, ay naae is Lealie P~·tgh, we 

16 haven't bad th• pleasure ot aeeting before . but I'm 

17 sure this will be aeaorable. 

18 Good afternoon. 

19 Q Good afternoon. I have a couple ot th i ngs 

20 that I would like to clear up troa your summary and 

21 your exobanqe with Mr. Howe from the Office o t Public 

22 Counsel. Waa it your testimony -- I believe it was in 

23 your suaaary -- that these sales improve the company' s 

24 ability to earn a rate ot return1 is that correc t ? 

25 • I think it was it iaproves our chances o t , 
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1 our opportunity to earn our allowed return . 

2 I believe it vas also your testimony that 

3 you, therefore, receive a higher margin; i s t hat 

4 correc t ? I'• just clarifying my understand i ng or your 

5 testiaony. It'• not a trick question. 

6 & I unc1erstand, but you said "therefore . " Are 

7 you tying that to the first question? 

8 0 Uh-huh, inartfully perhaps. fta s it your 

9 teatiaony that you receive a higher margin because of 

10 these sales? 

11 My testimony ia that ve believe i n the 

12 period of ti•• that ve have contracted for these 

13 sales, particularly the FKPA sales, ve receive a 

14 higher aargin than if ve s old the saae coal - tired 

15 energy on the broker. 

16 0 Thank you. It you receive highe~ ma~gins on 

17 these sales, vhy c1o you need t o ahara any of the net 

18 benefit~ fro• these sales as you have proposed in 

19 these proceedings? 

20 Well, ve have proposed a dist ribution of t he 

21 benef.its back to custoaera and the balanco, a ttar 

22 keeping all the clauses to the cuatoaers neutra l , 

23 being c rec1itec1 to operating revenue&. I s that what 

24 you .. an by s haring? 

2 5 0 Yes. The shari ng of the profit s t ha t you 



1 54 

1 propose in these proceedings, the green area "" your 

2 chart, does that help? 

3 Yea. I queas I'• asking who are we sharing 

4 thea between. 

5 0 Between the coapany, company shareholders o r 

6 ahareholder, and the ratepayera. The proposal is tor 

7 a aharing aechaniam. If you receive a higher aargin , 

8 why are you asking tor a sh.aring aecbanism? 

9 A Well, the aargin ve reo•ive should be looked 

10 at independent of any of the aeohanism for the 

11 treataent of the sales. The aargin ve receive has 

12 bearing on our reason for aaking the sales . We think 

13 ve can get higher aargina on these sales than on 

14 broker aalea. Okay? And that's our reason t or 

15 entering into the agreeaents and wanting t o a a ke the 

16 aalea. 

17 0 Correct. 

1& A And nov that ve have done this to c apture 

19 the higher aargin, what happens t o the benefits? And 

20 what ve•ve proposed is a total above-the-line 

21 treataent of benefits with -- with after keeping the 

22 clauaea whole and no cost to ratepayers, c rediting 

23 aoney back to ratepayers through the fuel c laus e and 

24 l e aving the balance as operating revenue. We are no t 

25 proposing in this treataent to share any of the 



revGnue below the line directly with the shareholders 

as is the case with our broker i ncentive. 

0 I understand that. It just didn't make 

sense to ae that if you have higher margins you would 

want to share that, but 

155 

1 

2 

3 

4 

s 

6 

7 

8 

9 

10 

a Well, if we bave higher margins on the sale, 

and then what do we do with that margin? If you have 

that margin, and then given the proposed average 

separation, you take two or three times that margin 

away froa the shareholders because of tha t accounting 

11 treatment, there's a loss. There's a loss in making 

12 the sal••· 

13 0 Okay. With that understanding, why don't 

14 you credit all the benefits through a clause instead 

15 of just as you've proposed? 

16 a Because it creates kind of a gap in the 

17 incentives tor optiaizing the syst .. in bringing in 

18 wholesale revenues. The company, by aoving in the 

19 direction of aaking these sales and capturing the 

20 higher aargin• and net benefit for the system, is 

21 forgoing it's 20\ aargin that goes below the line on 

22 the broker. And the custoaers are forgoing their 80\ 

23 share of that margin. And it we do as you suggest, 

24 100\ of the higher aargin all goes to the ratepayers, 

25 and you have an incentive that's set up so that the 



1 co.pany wouldn't be incentived to aake the h i gher 

2 aarqin aalea , but wait tor the lower aargin sales on 

3 tba broker. And it ki nd of doesn't aatch . 

4 

5 

Q 

6 I don't 

I see. 

COMMIIIIO ... C~t Wel l. Wait a minute. 

on the broker ayat .. , what co••• back t o 

7 you all ia a splitting the .. ving; is that correc t ? 

8 nn.u ltUULa 20t of the savings below --

9 I'a sorry. 

10 COMKIIIIODJt CLa.Jllta Let ae start . When a 

11 broker sale ia aade, there ia a split the savings 
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12 between the buying utility and the selling utility ; is 

13 that rivht? 

14 WI'flmll ltUULa Correct . 

15 OOOIIIIODJt CLa.Jllta And then that aeasure 

16 ot profit that you get as the selling utility, then 

17 goes the 20/60 aplit1 is that right. 

18 WI.,.... aMILa Correct. 

19 OQMMt .. IO .. a CLARKI So that aargin is afte r 

20 you cover your fuel, 802 variable, o•M and 

21 tranaaiaaion, right? I que•• what ~·• trying -- that 

22 aarqiu ia the aaae thing aa what's up there ; is that 

23 right? 

24 

25 

nn.u aMI La Yea . 

OOM¥t .. IODa OL&Ua Why ia it 



1 appropriate -- and when you aaaure youraelves -- you 

2 have aaid that you believe your aargin, you have 
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3 aecured higher aargina by not uaing the broker aystem . 

4 Why ian't it appropriate to continue the 80/20 split? 

5 Why ian•t that enough incentive to you to 11ake that 

6 kind of contract? 

7 wx~•• a&KILa Well, that'• an alternative 

8 traataent, but it•a not there now . I 11ean , right now 

9 in What waa aantioned earlier, juat flowing all the 

10 benefit back, there i• no 80/ 20 aharing on this type 

11 of tranaaction. 

12 COMMI8810Da CLaRKI I quaaa you proposed a 

13 aharinq up at the t op r is that right? 

14 WX~ a&KILI Yea , but the differ ence 

15 ia -- and I think one of the things that a lot o! the 

16 diacuaaion ha• fallen into between the parties among 

17 the docket, in the docket , is sharing here and sharing 

18 i n the broker is not the aaae. 

19 COMIC!G810... ct.aU 1 Well , I que as , I • m 

20 trying to figure out why it isn't. In your shari ng 

21 you are auggeating in this instance that the 

22 shareholder• get 80 end the stockholder• get :l01 is 

:l3 t~at correct? 

24 Wl~8 a&KILI I'a sorry, the shareholders 

25 9et 80 and the stockholders get 20? 



1 

2 

00101%8810 ... CLaJLKa Yeah. What is the 

u~•• aalaLa Did you aean to say the 
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3 cuatoaera? I'• sorry, I should nave asked you what 

4 your question vaa. 

5 001 ¥11110 ... CL&all Yea, you are right, 

6 shareholders and stockholders are probably the same 

1 then, right? 

8 

9 

U~ a&IIXLI Yea. 

OOMMI18IO ... CL&RKI Looking up there, what 

10 ia the percentage in the green box? 

11 U'IDU a&IIXLI The percent in the green box 

12 froa our eattaatea right nov out of the whole 10 

13 aillion ia ~.4 aillion. 

u COMni8IODa C'L&UI Okay. So what 

15 percentage ia that? 

16 WI~I a&KILI That'• a little over 20\. 

17 COMMII8IOO. CLaRKI And who gets the other 

18 8 million? 

19 WI~• aalaLa The other 8 million is a 

20 c~adit to operating revenues. 

21 OOMMII8IO ... CLARKI Do the s hareholder s or 

22 the ratepayer• get the benefit of that? 

23 WI~ a&MILI It goes to contributing to 

24 the ooapany •s overall operations. And in the 

25 stipulation that we are under, it ve are above the 
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1 aidpoint ot our allowed return , there's the sharing 

2 aechani•• and dollars go to the deterred account tor 

3 pot•ntial tuture refunds. 

4 COMMTIIIODJl CLUE I Okay. 

5 WI,_.II aaKIL& It we go above ou~ allowed 

6 return, it all goes into that pot . And the 

7 ditterence -- I .. an, you're riqht on the issue here 

8 and that'• those two very top boxes is equivalent to 

9 the margin on broker sales, okay? It you'll accept 

10 that tor a aoaent. 

11 Nov it we vera sittinq here c:u1d that bar 
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12 represented a broker sale , than 80' ot that, that top 

13 slice, would go to the custoaers, and 20' would gc 

14 directly to the shareholders below the line . 

15 OI)MKIUIODa Cl.o&UI Okay. 

16 W%~11 ...XLI Okay? The ditterence here 

17 is that the sharing is between iaaediate return to the 

18 shareholders and leaving the rest within the company 's 

19 operating revenue. 

20 

21 

OOIOIIUIODa OLIAKt Okay . 

WX~I aaMXLa And the company's upside 

22 hare in this is an iaproved chance ot earning its 

23 allowed ROE within the stipulation. It these oales 

24 vera to be enormously successful and our operating 

25 revenue vas to be so high that we would be, you know, 



1 earninq higher allowed ROBa, the stipulation takes 

2 care of that. And we can't earn any more than what 

3 that stipulation already allows with this atl 

4 above-the-line treatment that we've proposed. 

5 

6 Q 

COJDa88IOua ct.aUa Okay. 

(By Ka. Paugb) Juet to follow up on that, 
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1 ia it fair to say that -- or aren't the higher margins 

8 and affiliate protita enough an incentive tor Tampa 

9 Electric Co.pany without thia ahat'ing mechanism? 

10 If the hiqher margin• all go back to the 

11 retail ratepayer•, there'• nothing tor Tamp~ Electric 

12 aa an incentive, nothing. Plua, the opportunity to 

13 inatead of doing these contracts just let the power be 

14 aold on the ahort-tera economy broker, the 20\ 

15 below-the-line incentive is gone as well . So there's 

1~ nothing in it as an upside tor Tagpa Electric. 

17 With reapect to the affiliates, we've talked 

18 about TECO Tranaport ' Trade, we've talked about coal, 

19 and moat recently we've talked about Hardee. There's 

20 no opportunity for any increase in transportation. 

21 There'• no opportunity tor incret.ae in coal purchases. 

22 And Hardee Power Station ownera, TECO Power Services, 

23 ie aa indifferent with respect to profitability to the 

24 aaount of power that Tampa Electric takes from that 

25 plant, ao there'• no upside with respect to any ot 
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1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

those affiliates. 

Q Mr. Raail, if I understand your answer, the 

coaparison is as between these contracts and broker 

aalea; is that correct? 

a I'• trying to aake that comparison in 

response to Comaissioner Clark's question, yea. 

Q Wh.at is the year ending date ot theae two 

contracts, please? 

a The FMPA sale ends in the third month in 

2001, but there are some things that happened t hat it 

11 can end by the year 1991 -- 1999, I'm sorry . The 

12 Lak•land contract, I ~lieve, goes to 2006, out there 

13 is .a provision that it could end if Tampa Electric 

14 desires so in 2001 , I ~lieve. 

15 Q Mr. Raail, if Tampa Electric Co~pany does 

16 not get the treataent that it's requesting in these 

:i.61 

17 proceedings, are you going to go out and call PKPA and 

18 J..ak,eland and cancel these contracts the next day? 

19 A FKPA and Lakeland are here listening to all 

20 thi•, and we are going to talk to thea. And we are 

21 going to look at all the options under that contract, 

22 and we'd rather not have to do that, we'd rather get 

23 the tair treataent that we a re going to seek, and 

24 we'll look at all r ... dies under that contract. 

25 Certainly, we are not going to do any nev ones and try 
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1 to capture these benetits. 

2 I thin1t just -- the issue or whether Tampa 

3 Electric is saddled with these contracts or not 

4 shouldn't have a bearing on what the rair treatment 

5 is. 

6 CQMMI8810 .. R CLARKI Mr. Ramil, you are 

7 talking about incentives, and you would agree that we 

8 don't need to incent you into entering into the 

9 e xisting contract becaus e you already did? 
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10 WX~88 aaKILI Correct, Commissioner Clark. 

11 COJDU8810 .. R CLaUa And what you are 

12 talking about is your incentive to continue to do that 

13 kind of contract. 

14 WX~88 aaKILa we entered into the contract 

15 with -- and, granted, we ' re here and we took a risk, 

1 6 but we t ook the risk that we would get !air treatment . 

17 And we also know, and it's well docuaented in many of 

18 our own rate case orders, that the Co11111iaaion 

1 9 encourages bringing in this additional revenue through 

20 wholeeale ealea. 

2 1 COKMI8810_.. OLARII Yeo. 

22 Wl~88 aaxiLa And we are in a situation 

23 here vhere if we could have made these sales at full 

24 average eabedded costa -- and, you know, you do the 

25 separation and the revenue trom the sale cove rs the 



1 cost an~ all that, we would go ahP~~ ~ - d d ~ these 

2 sales because we have an incentive. If we go to the 

3 oth•r end, if we go to the other end of kind of the 

4 wholesale sales s~ctrwa to the econoay market, we 

5 aake a sale, we have a 20' below-the-line incentive. 

6 I aean, we can earn our full ROE and get that 

7 incentive on top of it, it's never capped. 

8 COMKI•aiO .. a CLARKI Let me interrupt you. 

9 I understand all that. I just want to be clear that 
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10 as a result of what happens here, you are not going to 

11 ren.ege on your contracts, you are going to fulfill 

12 those contracts, aren't you, the two that are the 

13 subject of this hearing today? 

14 WX~ ~La Not necessarily, 

15 Coaaissioner Clark. 

16 OOIIIfT88IO .. a CL&Ua Okay. 

17 Q (8J xa. •au9b) I believe it was your 

18 testiaony that revenues will be credited above the 

19 line; is that correct? 

20 

21 

& 

0 

correct . 

Is it true that in the s.hort term -- and I'm 

22 referring to aonthly surveillance reports here -- the 

23 treataent TECO has proposed for crediting above the 

24 line increases the coapany's earnings? 

25 It oan increase the coapany ' • earn i ngs 



wiL~in its allowed range of allowed earnings and 

subjec t to all the conditions of the stipulation. 

1 6 4 

1 

2 

3 

4 

5 

Q And by that you aean t he refund stipulation? 

A 

Q 

Correct. 

The refund in those stipulations ia not a 

6 guaranteed refund, ia it? 

7 No, it's not a guaranteed refund, but the 

8 chances of the refund being there are increased to the 

9 e.xtent that the coapany ia aucceaafu l in increasing 

10 ita operating revenues which ia where we are proposing 

11 to put these benefits. 

l:l Q Ia the refund subject to a nuaber of 

13 variables which can ilapact earnings? 

14 A What do you aean? 

15 Q Variables other than just shear dollars in . 

16 hre there dollar• out of operating revenues that could 

17 reduce the likelihood of the ref~~d , for example? 

18 

19 

A 

Q 

Yea. 

Thank you. If I understood your testimony 

20 with Mr. Howe -- and correct me it I'a wrong -- you 

21 state ~hat the aaaet costa t o make these sales arP 

22 presently being borne by the retail ratepayers . Is 

23 that a correct atate .. nt? 

24 

25 

A 

Q 

Yea. 

Is that to say that currently TECO is not 
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1 separating these vholesale long-tera Schedule D sales? 

2 These tvo that we are talking about i n this 

3 docket? 

4 

5 

6 

7 

8 

9 

10 

ll 

12 

13 

l4 

15 

1ti 

Q 

& 

Yea . 

No, of course, not. That's why we're here. 

Q What ie your understand i ng ot the Coamission 

policy relative to long-tara fira wholesale sales 

vie-a-vie ••paration or nonaeparation? 

& The Coaaission policy ie to separate those 

sale• at eyetea average coste vith the opportunity tor 

aore flexible treataent if it's d .. onetrated that 

there are ratepayer benefits . 

Q And TECO is not currently separating; i s 

that correct, the FKPA and Lakeland sales? 

& 

Q 

Ye•, ve have no t currently separated them . 

Thank you. Mr. Rami 1 , vhere is TECO 

17 recording the 0~ and transaission expenses? 

18 & I don't believe there are any transmission 

19 expenses . The O'K expenses are being recorded above 

20 the line. 

21 Q Are you certain about that tra.nsmission 

22 ansver? 

OOMXt••to .. a OL&&Ka That's got to make you 

24 feel uncoatortable. (Laughter) 

25 ... •aua.a That's not ay intent . 
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1 WIU.88 ll&KILI Did you mean to say revenues 

2 or expenses? 

3 0 (ly Ka. Pag;h) Is it your testimony that 

4 there are no transaission expenses? 

5 There are nil -- there are no new 

6 tran .. iaaion expenses associated with making these 

7 sal ... 

8 0 Are there transmission expenses att ributable 

9 to these sales? 

10 

11 

a 

0 

It depends upon how they're treated. 

How doeR Tampa Electric propose to treat 

12 transm.ission ~naes attributable to these sales? 

13 That's really my question. 

14 OQMMX88IO .. a CLaRKa Mr. Ramil, let me ask. 

15 Maybe I can ask it a different way. You have to 

16 transmit this energy to FMPA and to Lakeland. 

17 WI~88 aaKILa Correct. 

18 COIIMT88IOD1l CLaUs And transmissio:n assets 

19 are either allocated to the retail side or to the 

20 wholQ&ale aide, right? 

21 Wlt'lm88 ll&KILI Correct. 

22 OQMMI88IO .. R CLAAXI And we have 

23 jur.isdiotion, at least currently we have jurisdiction, 

24 over the retail transmission, and PERC has 

25 jurisdiction over the wholesale . And I would a ssume 



1 that when FBRC approved this contract, there was 

2 some -- part of it covers transmission costs. When 

3 you figured out what it'• going to cost -- what you 

4 would .. 11 it tor, you would include tran•mission 

5 coats in there, right? 

6 WI~• aaKILa There are transmission 

7 prices included in our pricing und:r the contract. 

8 OO"MI88IODR CL&UI Okay. 

9 WI~•• aaMILa Okay? That doesn't 
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10 necessarily aean that we incur additional transmission 

11 expenses. 

12 OOM1fi88IODR CLaRKa I don't thin.k w.;: are 

13 talking about additional expenses. There's been an 

14 allocation of transmission assets between the 

15 wholesale and the retail market; is that right? 

16 wt~• RAXILa For those sales that the 

17 co .. iasion has separated an average tor Tampa 

18 Electric, there has been an a l location tor the 

19 there'• another category tor the transmission sales 

20 that -- the traruJaission wheeling 'le are provid ing to 

21 third parties. The Commission, I believe, has treat ed 

22 that as a credit to revenue requireaents tor retail . 

23 OOMMI88IO ... CL&a&a Okay. 

24 WI~•• aaxiLa And what we are pr oposing to 

25 do here with the revenue that'• specific ally 
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1 identified for the transmission is consistent with the 

2 treatment of transaisaion service or wheeling for 

3 third parties, because that's what FERC ask.a folks to 

4 do in 888, treat yourael! as a third party. 

5 For inst.ance, we have cogenerators that we 

6 provide trana•iasion wheeling to. And in our last 

7 rate case, the co .. iasion reduced the retail revenue 

8 requirements by the estimated aaount of that 

9 t ranaaission revenue. If we happen to get more in a 

10 given year, that'l'l more money that's above the line in 

11 operating revenue. Or if we give leas -- if we happen 

12 to get leas in a given year, that's less available as 

13 operating revenues. We propose to treat the 

14 traneaission ve get fro• this transaction the same 

15 way. 

16 OOMMI88IODR CL&JUta So the retail asset, it 

17 is a retail asset i n this instance not -- it it's not 

18 separated out. 

19 WI~8 aaKZLI No, it's not separated out. 

20 OOMV1'88IODR CL&JUta Becau8e it 1 s ::lot 

21 treated as a wholesale sale. I 11ean, it's not treated 

22 as separated, therefore, there's no reason to separate 

23 it out from the retail rate baae. 

24 WI~• aaKZLa That • a what we are 

25 suggesting with ou.r proposal. 
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1 OOMMI88IOU. C.r..aDI But in tenaa of 

2 eatilaating the expense for the transaission, you are 

3 using the wheeling rate you charge to your cogenerated 

4 power. 

5 WI~ IAKILa correct. It's actually our 

6 nev P'ERC file tariff unde.r 888. 

7 

8 

9 

10 

11 

OOMMI88IO ... ct.a••a Okay . 

Q (8)' ... PaWJb) Does TECO i ntend to book 

the revenue related to the O'M and transaission as a 

revenue or as an offset to expense? 

I believe as a revenue, but I'a not an 

12 accountinq expert. 

13 Q Is TECO considerinq any other contracts 

14 siailar to those that which are the subject ot these 

15 proceedinqs for which it will seek siailar regulatory 

16 treataent? 

17 a Wa think we have soae opportunities to do 

18 soae aore. They're goinq to have to be relatively 

19 ..all because of our neod to aaintain our reliability 

20 criteria. 

21 Q Mr. Raail, beginning on Pag~ 3, Line 25 ot 

22 your direct testiaony, you state that aaking 

23 co•t-eftective wholesale sales which provide revenues 

24 greater than inor ... ntal coat of aaking suc h aalea is 

25 good tor the coapany'a retaJl cuato••r• as well aa it 
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1 is for the shareholders; is that correct? 

2 

3 

4 

a 

Q 

a 

Which page did you say? 

Page 3, Line 25. 

Correct, a s lonq as en action like 

5 separation at average isn't put into place which would 

6 then hurt the shareholders and provide the retail 

7 cuatoaers even aore bene!ita than what these sales 

8 would produce. 

9 

10 

Q 

a 

What do you aean by wput into place"? 

If the Coaaisaion would rule that we have to 

11 separate these sales at average coat. 

12 Q If you will please turn to Page 11, Linea 10 

13 through 13 of your teatiaony, I believe it states that 

14 TBOO would only aake wholesale sales when the 

15 ratepayers will receive benefits and the stockholders 

16 will not be haraedf is that correct? 

17 

18 

a 

Q 

Correct. 

Do you agr .. that ratepayers would benefit 

19 froa off syat•• sales if they received all or the 

20 revenues whether they were credited through a clause 

21 or as TBC:O proposes? 

22 a Ratepayers would benefit, but stockholders 

23 would be haraed. 

24 Q Tba.nk you. How would the stockholders be 

25 haraed if all of the reve nues were credited through a 
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1 clauae? 

2 A Becauae the aalea could be aade through 

3 another vehicle, i.e. the Florida •n•rvY broker ayatem 

4 where the ahareboldera have an upaide. 

5 Q Pleaae turn to Page 4, Line 3 of your 

6 teatiaony. Therein you rater to TECO'a 1985 rate 

7 where the Co.aiaaion reduced retail revea.-• by 

8 37 million, which TECO waa to aake up through 

9 wholesale aalea1 ia that correct? 

That'• correct. 

caae 

10 

11 

A 

Q can you tell ua why the co .. iaaion imputed 

12 the 37 million? 

13 They really didn't impute it. That revenue 

14 vaa beill9 provided by Florida Power ' L.ight under a 

15 wboleaale contract and that contract atepped down ovqr 

16 a period ot three or tour year•. And a• that -- they 

17 aet the retail ratea given the level of revenue from 

18 FP'L in that contract, in that teat year , and then as 

19 the aale raaped down and the revenue ramped down from 

20 FP,L, aaid •Go replace that revenue with other 

21 wboleaale a2lea.• 

22 Q waan•t it, in tact, becauae TECO bad 

23 acceaaed Big Bend 4 capacity? 

24 It wa. becauae TECO bad juat added Big 

25 Bend 4, a large power plant, which the co .. iaaion had 



1 deterain~ the need tor and reaffirmed that the 

2 capacity vas needed in the '85 rate case, but because 

3 of the block of the capacity put into place as the 

4 coapany grev into that full capacity need, it aade 

5 9ood sense to optiaize th~ capacity need vith the 

6 sales in the interia. 

7 Q Hov vere the revenue• race 1 ved up to, the 

8 37 •illion to be treated in the 1985 rate case? 

9 

10 

a 

Q 

I'a sorry, vhat vae the question? 

The $37 aillion that vere to be imputed in 

11 the 1985 rate caee, how was that 37 aillion to be 

12 treated? 

13 The ~•venue received troa the sales was 

14 treated as op4ratin; revenue to the coapany. 

15 Q So it all went below the line? 

16 

17 

a 

Q 

No, it all ve.nt above the line. 

All right. How were revenues above 

18 37 aillion to be treated in the 1985 rate case? 

19 a It we had exceeded that revenue target with 

20 all that. going above the line and went beyond the 

21 37 uillion, then the saae sharing arrang-ent that 

1 7 2 

22 exists on the broker went into effect, an sot share to 

23 the oustoaere and 20t to the stockholders. 

24 Q Was TBCO eucceseful in aeeting that qoal ot 

25 36 aillion in wholesale eales? 
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1 

2 

A 

Q 

No, we could never get that high. 

If TECO did not reach the target level ot 

3 37 million in wholeaale sales revenues, how was the 

4 difference between the actual revenues and the 

5 37 million accounted for? 

6 It waa less. It waa le•• operating revenue 

7 that the co•pany had. 

173 

8 

9 

Q 

a 

so it waa taken out of operating revenues? 

No, it vaan't taken out of anyplace, it j ust 

10 didn't company co•• in becauae we you know, the 

11 target waa 37 •illion and aaybe we only made 

12 20 million in aalea. The difference of 17 million 

13 

14 

15 

16 

17 

never came in the door. 

Q Didn't TECO raiae the iasue ot aharing 

wboleaale sales in ita 1992 rate caae? 

a Yea, we did. 

And what was the Commission's deci6!on at 

18 that u .. ? 

19 The Comaiasion•s decision was to -- the 

20 specific sales that we had suggested, the 

21 co .. ission -- the parties agreed to a atipulation 

22 'll(hich separated thoae sales at average. FUrther, tor 

23 other sales the co-ission gave us above a target 

24 level an incentive to make sales as an interim 

25 incentive. And if you look at the order, it goes on 
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l to speak highly ot aaking -- havinq incentives t o mako 

2 additional wholesale sales and had suggested that 

3 incentive as an interia until they had a docket t o 

4 ex&Jiine what a aore appropriate long-tera incentive 

5 would be. 

6 Q Wh&t was --

7 a That docket never happened. 

8 Q I apologize tor interrupting . What was 

9 aaount ot that incentive, or what was the ceiling 

10 placed on that incentive in the docket? 

11 a I believe it was $16 aillion. 

12 Q Did TBCO ever reach that ceiling? 

13 a No. 

14 Q M.r. Raail, are you familiar with ~he 

15 Coaaisaion'• toraer oil backout rule? 

16 

17 

18 

19 

a 

Q 

a 

Q 

Soaewhat. 

Would you like a copy ot that rule? 

Sure. (Laughter) 

This aay be subject to review ot the 

20 docuaent, but I'll ask the question to keep the 

21 proceedings aoving. 

the 

22 Would you agree that the oil backout rule 

23 waa designed as an incentive to encourage utilities t o 

24 convert their oil burning generators to alternative 

25 fuels? 
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1 

2 

A 

0 

Yea, I think so. 

Do you agree that according to the oil 

3 backout rule TECO was allowed to recover from i ts 

4 ratepayers the greater of iaprudently incurred costs 

5 or two-thirds of actually e.xperienced fuel savings? 

17 5 

6 I don't r .. eaber all the details , but I know 

7 that a .. ohanialll waa in place related to fuel savings. 

8 0 Perhaps you don't recall, but I'll ask this 

9 anyway and just tell ae if you don't. When two-thirds 

10 of the actually experienced fuel savings exceeded 

11 prudently incurred costa, didn't the oil backout 

12 clause require that the difference be used t o r 

13 accelerated depreciation to shorten the recovery 

14 period? 

15 I don't recall all the details. 

16 0 That's fine. 

17 ~...- Jo .. ao•r Did you want this 

18 identified? 

19 X8. P&UaBa Yes. We'd l ike that i dent i f ied 

20 at Staff's Exhibit 1. 

21 ~...- Jo .. ao•• We'll identity it ~• 

22 Exhibit No. 5. 

23 

24 

X8. DUGJI 1 I '• sorry. 

~...- JoBKao•• That's okay. And short 

25 title •copy of Rule 25-17.016.• 
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1 

2 

3 Q 

(Exhibit 5 aarked !or identification.) 

u. noaa That vorka . 

ca, ... ••ugb) Mr . Ra•il, did ~ny o! the 

1 76 

4 !uel aavinqa gat credited to operatinq revenues as you 

5 propose to treat tran .. iaaion ravanuaa, O'M revenues 

6 and 50' of the reaaining nonfuel revenues in this 

7 case? 

8 .. From oil backout? 

9 Q Yea. 

10 .. I don't know . 

11 Q Will giving the stockholder• 50' o! non!uel 

12 revenues reduce requlatory aaaata? 

13 .. Who•• proposal is it to give 50' to 

14 atockboldara? 

15 Q 

16 aaaeta? 

17 

18 

.. 
Q 

Will your present proposal reduce regulatory 

I don't think so. 

What plana doe• TECO have to reduce 

19 potentially atrandad aaaata? 

20 

21 

.. 
Q 

We don't believe we have atrandad asset. 

Are you faailiar with the generating 

22 performance incentive factor? 

23 

2 4 

.. 
Q 

scmewhat • 

Do you know it there is a li•it to the 

25 amount of incentive that a company can r eceive under 
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1 the GPIP'? 

2 I don't know. 

3 Q Do you know it a coapany can be penalized 

4 under the GPIF? 

5 

6 

7 

& 

Q 

& 

Yea. 

Do you know what aacant that ia? 

No. 

8 Q Ooea TECO face any penalty under its 0urrent 

9 proposal? 

10 & The -- TECO'• current proposal aligns the 

11 benefit for ratep3yera with the coapany'• benefit tor 

12 shareholders. And to the extent that there' • upside 

13 or downside, that ia shared by both. The customers 

14 are getting an t.aediate benefit through the dollars 

15 we have proposed to flow back through the clau¥e, and 

16 then the rest ot the dollars are recorded above the 

17 line aa operating revenues inuring to the long-term 

18 benefits ot ratepayers under the stipulation !~ 

19 deterring tutu.re revenue requireaenta and deterring 

20 future rate caaea, •• ia the case with all the other 

21 operating revenues in all the othe r options we have 

22 tor increasing operating revenues . 

23 Q All riqbt. I have just one aore question on 

24 your prior teatiaony . 

25 QC*'MTUICliiD GA.aCUa Let - ask before you 
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1 •ove on to that. 

2 

3 

U. RUGIIa Sorry. 

OO'O'T .. IODA ..CUI What' a the downaide 

4 for the ratepayer•? 

5 1n7Daa aaKILa Tbe dovnaide tor the 

6 ratepayer•? I don't think there ia any ~nwnaide tor 

7 th• ratepayera. 

8 Q ca, ... Pauqb) Was it your teatiaony - - I 

9 believe in your au..ary -- that auruc capital costs 

10 ahould not be considered? 

11 & For vhat? 

12 Q When you're deciding whether to separate or 

13 not aeparate, I preauae, aince that'• the purpose ot 

14 thia proceedi ng. 

15 & No, that vaan•t my testt.ony. 

16 

17 

Q 

18 point. 

19 

20 

Oh, I auat have written it down incorrActly . 

u. •aaa.a I have no further croas at this 

CB&Iax&M Jo .. .a•a coamiaaionerB. 

OOMMI .. Ia.IR naaao•a I have just a tew 

21 queationa. Mr. Raai1, ae I understand your testimony, 

22 TBCO waa faced with the opportunity or the queation ot 

23 entering into theee contracts or aiaply to continue 

24 aarketinq on the broker; is that correct? 

25 1n7Daa UKILa That's correct. 
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1 COKMI8810 .. R Da&aO•l Nov, I understand --

2 and you also testified that TECO felt that the margins 

3 were greater with the contracts an.d that vas one of 

4 the considerations of entering into theee contracts; 

5 b that also correct? 

6 

7 

Wlftlllaa a&IIILl That's correct. 

CQM¥1 .. 10 ... o...o•a I understand the 

8 difference in the aargina. Why did TECO choose to 

9 enter into these contracts and h.ave all the revenue 

10 accrue to the benefit of cuatoaera, that being booked 

11 above the line, aa opposed to continuing with the 

12 broker when 10' is quaranteed to go directly to 

13 stockholders? 

14 WX'l'lm88 au.ILa Because ve think that 

15 there'• aore net benefit under this contract and it's 

16 the right business decision to make. We a l so feel 

17 that we want to do two things. And those two things 

18 are not necessarily in conflict. We want to keep our 

19 retail rates aa low aa possible to our customers, and 

20 we want a tair shot at earning our a l lowed return. 

21 And we saw aore benefits to making this sale than to 

22 leaving the power on the broker. So that satisfies 

23 the better deal aide of it. 

24 And we fashioned this proposal, which I 

25 think aligns the ratepayer interest and the company 
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1 ahareholder interest together. Let's keep rates as 

2 low aa we can fro• where they are now to retail 

3 custoaers and keep the chances as high as we can that 

4 ve'll be allowed to eacn our allowed return. 

5 OOMMTUIODll DJD.IO .• I Now, in !ormulatinq 

6 your proposal, all of the revenue in soae !orm is 

7 either booked above the line or is flowed through a 

8 clauaeJ ia that correct? 

9 WI'ftla88 llAJULJ That' • correct . 

10 0010178810 ... D.UO•& Okay. Did you 

11 consider vbether any ot those revenues as incrementa l 

12 revenues should be utilized in the torm ot some type 

13 of accelerated depreciation, as opposed to simpl y 

14 including it as revenue above the line? 

15 WI~•• a&MXL& No, we -- I don't recall us 

16 considering chat . 

180 

17 OOMMt88IO ... D.UO•& Well , in response t o a 

18 question troa Stat!, you indicated t .hat it 1 s TECO 1 s 

19 position that you do not have any stranded invest ment 

20 or potential tor stranded invest• ent? 

2 1 

22 

WI~88 aUxLl Yea. 

OOIOII88IO .. a D...O•& So it's your position 

23 then there'• no need tor any type ot accelerated 

24 depreciation for generating assets? 

25 WI~88 RAXZLI I don 't believe s o at t hi s 
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1 point. I think that one ot the things to consider is 

2 that with our proposal you know, these are very 

3 1aportant nuabera, but it we look at this, helping to 

4 contribute to a larger deterred revenue pot, aaybe 

5 there's ao .. thing that could be done with those 

6 dollars, I don't know. 

7 QOMMTaaio .. a n...o•• The deterred revenue 

8 under the stipulation? 

9 WI'l'lmaa llAKILt correct. 

10 OOMMia8IO ... Da&aa•t That's al l. 

11 OlmXIlDII JOIDI80•• Any other questions? 

12 OQMMtaaio .. a CLAR&t I have a qu.~tion. 

13 Mr. Raail, when do these contracta end again? 

WI'l'lm88 JlAKILa The FMPA contract ends in 

15 2001 with aoae issues with respect to pricing that 

16 c ould have it and at the end ot 1999. 

17 OOMMI88Io.a& CLAJU[a And what is the 

l8 Lakeland? 

19 WI'l'lm .. JlAKILI Lakeland goes t~~ough 2006, 

20 but that also includes that froa 2001 on, every year, 

21 Tampa Zlectric can take a look at it and maybe not 

22 continue the contraotr we have that option. 

23 oonraaiO ... CLa.JUta Okay. on what basis 

24 can you exeroi•• that option? 
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25 WI.,.... aaMILt Look at our coats and see if 
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1 it'G no longer eoaathing that wa want to keep doing 

2 with respect to Lakeland. 

3 OOMMI88IODR CLA.JlKI Coats only? 

4 WI~8 RAM%LI Costa only. Because what 

5 if I could explain a little bit. As we view the 

6 aarkat going forward, we•ve identified another need 

7 for capacity, we look around the state. And as we 

8 have aade these type of sales, which are 

9 opportunity-type sa l es, we don't particularly want to 

10 go beyond 2001 or so with this type of sale because 

11 aoaewhere we think a little bit beyond that, capacity 

12 is going to get tighter Jln the state and the m.arket 

13 will shift. So we want to make sure that when that 

14 happens, if we do have resources to sell, we are 

15 getting the aarket prices which hopefully will be 

16 higher, and wa won't be sitting hare having th i s 

17 issue. 

18 So Lakeland-- I'• sorry, FKPA, because it's 

19 a baaeload sale and it's around the cleck, we don't 

20 want to qo beyond that with this type or s a la and 

21 aayba Wh8n thoea aargine on the broker turn around, 

22 we'd rather go on the broker. 

23 Lakeland ie a peaking eala. And as we have 

24 l ooked at, at our incre.aantal coat. with r espect to 

25 that aala, we have eat ourselves a highe r coat bene!it 

WLORIDA PUBLIC 8..VXC8 OOMMISIIOW 



183 

1 ratio. Tha coat benefit ratio of the Lakeland sale is 

2 al•o•t 3, it'a very strong. But there is more risk in 

3 projecting the incr .. ental cost or the peaking sale. 

4 So we negotiated in that look in 2001 t o ~ako sure 

5 this still .ekes sensa to us. 

6 OQMMI88IO ... CLARKa What are the statewid~ 

7 .. rgin of reaervoa for the '98 through 2006? 

8 WI,.._• a&KXLa Statewide? 

9 

10 up. What were the margins of reserve you were l ooking 

11 at for those yeara? 

12 WI~ a&KXLa They kind of range in the 

13 •id teens. They stay pretty steady because - - but 

14 that'• booauae people have plan• to add new capacity 

15 a~ter about 2003 . And that's where - - when you start 

16 getting into the incre•ental cost of new capac ity , you 

17 JaAY start to aee that .arket awing. The FHPA ia short 

18 of that . The Lakeland, we have the look in 2001 t o 

19 help ua. 

20 COKKI88Ia..a CL&aaa Well, then let me ask 

21 you. Do you know what the statewide aargin ot reserve 

22 ia currently projected to be for '98, 1 99, 2000 and 

23 200 1? 

24 WI,.._• auaLa Statewide? No , I don' t. My 

25 recollection ia that it'a probably in the mid tfte ns. 
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1 OOIIXIUIOU. OLa&Ka Do we have a rule on 

2 what the JUarqin of reaerve abould be atatewide? 

3 WI~ a&KXLa I think each utilit y has its 

4 ovn criteria that haa been ex&Ained in need cases. 

5 You have a 15t standard that i g used t or qualifying 

6 tor interohanqe purpoaes, but I tnink the co .. iasion 

7 aade it very clear that that wasn't a atandard tor 

8 reliability to add new capacity. 

9 COMMT88IOKaa CLaRKa But would you say the 

10 atatewide aarqin or reaerve tor the year• 1 98, '99, 

11 2000 and 2001 is a r ound 15? 

12 Wlftm88 a&KXLa I think ao. 

13 OQtiMI88IO ... CLaD I Okay. 

~aDII Jouao•a Any other questions, 

15 ca.aissionera? Redirect . 

16 C<WM't88IODa CL&Ua IAt .. ask one aore. 

17 Why ia it you concluded that the buyer'• aarket will 

18 reaain tor the lenqth or these contracts? 

19 Wiftm88 a&KZLa The real need tor capac ity 

20 is -- we think ia qoinq to be realized by tho entire 

21 aacket. Probably a couple or yeara a fter the end or 

22 the PJIPA contract, aaybe one year afterwards. ~o we 

23 think it'a qoinq to qo on tor a while. 

24 OO"MT .. Ia.aa CL&Ua Can you explain to me 

25 why you believe that? What are the factor• you lookf'~ 



185 

1 at to aake that deteraination? 

2 WI~88 aAKILa Mainly, when people are 

3 starting to add new capacity and all ot the exist i ng 

4 capacity in the stat e beco•es tiraed up, we're 

5 starting to see several people come out with requests 

6 for proposals for capacity in the 2002 through 2008 

7 tille period. Those thinga tell us that in that period 

8 of tiae people are becoaing concerned i t there's go i ng 

9 to be enou9h capacity at that point in time. 

10 And we can't tell you exactly what it is , 

11 but that's the beat indicator that we see right now . 

12 COMXI88IO .. a CLAAKI Is it fair to say that 

13 whether or not this is a good deal f o r the customers 

14 depends on you being right that it is in tac t -- it 

15 will, in fact, reaai n a buyer's aarket for t.he lenqth 

16 ot the contract? 

17 WI~88 aAKXL1 I think that is a part of 

18 it. What we have tried to do with our original 

19 proposal and what we have done with the suggest ion I 

20 aade this •orning for the co-isaion to consider is t o 

21 do two things, one is in our ba sic proposal, with 

22 respect to the clauses and keeping those whole as a 

23 result ot these sales, no iapac t to the custoaera. 

24 And, by the way, when we analyze these sales 

25 looking forward, included in the coat benefit analysis 

J 
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1 tor the custoaers we included the lost broker sales, 

2 80,, in that, so we've considered that , and the 

3 analysis is conaervati ve tro. th.at standpoint. We've 

4 qot no downside to the cuato.era. What we added this 

5 aorning was an addition to no downside , a guaranteed 

6 $2 million benefit. And we feel that our eatiaates 

7 are qood. It's based on qood sound data . 

8 As tar as the utility projecting, qoing t o 

9 about the year 2001, it is not that far away . And 

10 what we're doinq, tore feel confident to the standpoint 

11 that of the 10 aillion in benefit• we ••• in tot al , 

12 we'll quarantee 2 aillion of th ... 

13 COKK%88IO .. R CL&&Kt What was the amount ot 

14 lost broker sales you conc luded would likely be l ost? 

15 WI~• RAMXLI I don't know. Perhaps 

16 Ka. Branick haa that. 

17 OQMMI88IO ... CLaRKI Okay . Thank you . 

18 OOMM%88IO .. R oaaao•a When you said there 's 

19 no downside risk, that's makinq the assumption that 

20 the lost broker sales revenue are l@s s than the 

21 benefits derived fro• your contract sales. 

22 WI~•• aaKZLI In these bene tits that we 

23 calculated that Ks . Branick and I are t estityi ng too , 

24 included in the inc r .. ental cost of aaking the s a l e we 

25 included the so• that would have qone t o the c ustomers 
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1 through the broker, but will not because the resources 

2 are being tied up on this sale. So that's been 

3 captured. To the extent --

4 OOMH%88IO .. R Da&aO•a So the 9 . 9 million is 

5 net of that? 

6 WIIfD88 a&aaLa Net of that . To the extent 

7 that we were high in our broker aarqin projections, 

8 the benefits will be more ; to the extent that we were 

9 low in our broker aargins, the benefits wil l be less. 

10 Kl. WILLI8a No redirect. 

11 

12 

13 

CDIIUQ• Jo111180•• I'm sorry? 

xa. WILLI8a No redirect . 

CD'OQ. JOJDI80•a Exhibits. 

14 (Witness Raail excused. ) 

15 - - -

16 xa. IIGWilY~I FIPUG offers Exhibits 2 

17 through 4. one is already into evidence. 

18 a.ax~ Jo .. .a•• We'll adait 2, 3 , and 4 

19 without objection. 

20 (Exhibit• 2, 3 and 4 were received in 

21 ev idenoe. ) 

22 u. UOGJI& Staff offers Exhibit 5. 

2 3 CDmi..all JOIIII80.l Exhibit 5 w il 1 be 

24 adllitted without objection. 

25 (Exhibit 5 received in evidence.) 
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1 o. WILLI•• Chairaan Johnaon, in the 

2 Prabaarinq Order it waa aqraad that Mr. Pollock would 

3 taatify at auch a tiae aa nacaaaary to aaaura that his 

4 taatiaony ia concluded by 5:00 . I believe that we 

5 ouqht to take Mr . Pollock now. 

6 u. DUWDIII FIPOG baa no objection. 

7 cwaxawaw Ja.IIO•a Vary wall, I think that 

8 will be tina. Mr. Pollock. 

9 

10 

11 

12 

We'll taka a 10-ainute break . 

(Briat reoaaa.) 

c.ax .... Jo.-.o•a Wa'ra qoing to go back on 

13 tba record . Wa had a couple of iaauea, the 

14 praliainary iaaua on tba Staff'• Motion to Compel. I 

15 did bava an opportunity to review Staff's aotion and 

16 alao tha coaaenta and the initial tiling ot TECO and 

17 tha nota• fro• your arguaant today. I'm qoinq to 

18 qrant the Motion to Coapel. I know that you raise as 

19 a procedural aattar that you didn't think that this 

20 waa appropriate, but I can't aee any pr~wdural rules 

21 that Staff violated. You did have the opportunity 

22 today to raapond to that. Your raaponse was similar 

23 to that which you aada earlier, and I believe that was 

24 quite adequate aa it relates to tha iaaue o! 

25 relevance. 



1 It appears to ae in looking at both the 

2 written arquaenta and listening to the oral debate 

3 that baa occurred, that TECO refers t o the incentives 

4 to encourage it to aake the wholesale sales and that 

5 ia an iaaue that has been raised by TECO. I 

6 understand your arquaents as it relate• to that 
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7 ve•ve nov using a aarket baaed pricing methodology and 

8 that ve shouldn't be looking at coat baaed pricing 

9 aethodologiea, but I don't think that's what staff is 

10 doinq through their questioning or how their 

11 queationing baa been traaed. The price that TECO is 

12 paying for the coal and transport isn't at issue and 

13 that isn't Vbere the question or the interrogatory is 

l4 directed. But the interrogatory goes to the bene fit 

15 and the incentive analysis tor the aharehold~r• and 

16 tor the cuatoaera, whether there'• a need tor an 

17 incentive and it there are other benefits . I believe 

18 that in the context of this proceeding that it 1a 

19 indeed relevant, and it will be uaetul to the 

20 co .. isaion in ita analysis of this particular issue . 

21 So with that, you vented it as a late? 

22 ...... oa.a Chairaan Johnson, yea, pleaab. 

23 Staff would request that that be tiled as a late- f i l ed 

24 exhibit and part ot the record ot thes e proceedings. 

25 ClmlllDJI JOD80•a I •a sorry? 

rLORIDa PUBLIC 8UVIC. 00101188IOW 
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1 u. •&oaa And part of the record , ~de 

2 part of the record of ~'le•e procasdinqa . 

3 a.a%..a. Jo .. aa.a Wall, then, let•: qo 

4 ahead at thia point in ti .. and identify it aa give 

5 •• a -- it vill be No. 6, but a ahort title will be 

6 TBCO'a r-ponaa to Interrogatory -- waa it No. 5? 

u. noaa No. s. 7 

8 a.ax..a. Jo .. aa.a No. 5, and will be aarked 

9 a• a lata-filed. 

10 (Late-Filed Exhibit 6 idanti tied. ) 

ll a. WILLI8a co-ia•ionar, we will, of 

12 couraa, coaply vith your order, but we will requaat 

13 that th.at exhibit be treated a• confidential . And 

14 va'll aa.ply vith your rulaa vith raapact t o that. 

15 CJmi..a. Jollll80•: Thanlt you. And I think 

16 aaybe at one of the braaka you can have an 

17 opportunity -- I Jcnov alao in your action you •tated 

18 that it aiqht be burdanaoae and aay take you a while 

19 to coapila that inforaation, it you could then diacuss 

20 that vith Staff and we can talk about how aoon you 

21 voul4 be able to gat that to the C~iaaion . 

22 I think than we are ready for our next 

23 vitnaaa. 

24 u. DorDIII FIPUG vould call Hr . Jeffry 

25 Pollock. 



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

Jl##aY IOLLOCK 

vaa called aa a vitneaa on behalf ot the Florida 

Induatrial Power Uaera Group and, havinq been duly 

avorrt, teatified aa tollova: 

Dial~ IX'KTWa~Io• 

U U. DOIDJII 

Q 

A 

Q 

Mr. Pollock, have been avorn? 

Yea, I havea. 

Would you atate your na•e and buaine,sa 

11 addreaa for tho record, pleaae? 
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12 A Jeffry Pollock. My buaineaa address is Post 

13 Office Box 412000, St. Louia, Kiaaouri . 

14 Q On vhoae behalf are you appearinq in these 

15 proceedinqa? 

16 A I'• appearinq on behalf ot the Florida 

17 Induatrial Power Oaera Group or FIPUG. 

18 Q Mr. Pollock, did you file 16 paqea ot 

19 pretiled direct teatt.ony in Appendix A in this 

20 docket? 

21 

22 

A 

Q 

Yea. 

And do you have any chanqea or corrections 

23 to that oriqinally pretiled teati•ony? 

24 A Yea, I do. 

25 Q Would you qive ua tho .. , pleaae? 

FLOJliDA PUBLIC 8DVXCI COJOII88IO. j 
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1 Yea. The first ia on Page 2 of the 

2 teatiaony. Line 16, strike the nuaber "78\" and 

3 replace it with "80\." Line 17 , strike "22\" and 

4 inaert "20t.• 

5 The next aet of chanqea ia on Page 5. Line 

6 23, strike "22\" and replace it with "20\ . " Also 

7 strike the nuaber "2.2" and replace it with "2.0 ." 

8 Finally, on Line 25, insert another "O" to the right 

3 of the cteciaal point, so that should read "$0.000014." 

10 Consistent with these changes which, by the 

11 way, were proapted by a revision in the coat benefit 

12 analysis that Taapa Electric had aade, I have some 

13 further changes . Page 6 of the teatiaony , Line 1, 

14 a9ain strike "78\" and replace with "80\." 

15 0 Mr. Pollock, let ae interrupt you. Your 

16 revision• to Pages 6 through 8, those are been made 

17 and provided to the parties; is that correct? 

18 a Yea, they have. 

19 ... K&~a So that aight cut that short. 

20 I cto have aoae actctitional eopiea lf tha commissioners 

21 do not have it. Okay. 

22 0 (By .. • butaan) Did you a lao have a 

23 change on Page 15? 

24 a Yea. Page 15, Line 10, strike the word 

25 "further• and replace it with the word 
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1 •alternatively." 

2 CJmXRDJI JOD80•• What was that one? 

3 0 Cay .. • bUfiUUl) Could you repeat tha .. . 

4 please, on Page 15? 

5 & Yes. Strike on Line 10 or Page 15, 

6 strike the word "further" and replace it with the word 

7 "alternatively." 

8 Q And finally, Kr. Pollock, did you have two 

9 changes on revised Page 67 

10 A Yes. On Line 13 in the question, strike 

11 "22\" and replace it with "20t.• And on Line 22, 

12 revise the nuaber which current l.y reads "70. !5 mill i on" 

13 to "71.5 aillion.• 

14 0 How with those changes and your revised 

15 pages, if I asked you the questions in your pretiled 

16 testiaony today , would your answers be the same? 

17 

18 

Yes. 

... El~l I'd ask that Mr. Pollock's 

19 prefiled dir$ot testiaony and his revised pages be 

20 in•erted in the record a• though read . 

21 CBAIIlDJI JOD.O.I It will be inserted as 

22 though read. 

23 Q Cay ... Kaur.a&D) Hr. Pollock, did you also 

24 have an exhibit attached to your testimony consist i ng 

25 of two docuaents? 

FLORIDA PUBLIC ·~C. COXKI •• IOM j 



1 

2 

3 

A 

0 

A 

Yes, I do. 

And did you tile a revised Document No. 1? 

Yes . 

4 0 (By b. butaan) Chairaan Johnson, it we 

5 could have a.n exhibit nuaber tor tho•e two documents? 

6 CJmXIlDJI JOJDI80•a Do you want them 

7 identified as a coaposite exhibit? 

8 a. Donlalla That will be tine. 
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9 CKaXIlDJI Jo..-o•a Exhibit No. 7 and it will 

10 be Jeffry Pollock 1 lil compod te exhibit. 

11 (Composite Exhibit 7 aarked tor 

12 identification.) 

13 

14 

15 

1G 

17 

18 

19 

20 

21 

22 

23 

24 

25 



I Docket No. 970171-EU 

I 1 9 5 

I BEFORE THE FLORIDA PUBLIC SERVICE COMMISSION 

DIRECT TEStiMONY 

I OF 

I JEFFRY POLLOCK 

1 Q PLEASE STATE YOUR NAME AND BUSINESS ADDRESS. 

I 2 A My name II Jeffry Pollock. My bulineu eddreaa Ia 1215 Fem Ridge Par1<way. 

I 3 Suite 208; St. Louis. Mlaaouri 63141-2000. 

4 Q WHAT IS YOUR OCCUPAnON AND BY WHOM ARE YOU EMPLOYED? 

I 5 A I am an energy and regulatory consultant and a principal in the finn of Brubaker 

I 6 & Aaaodates, Inc. (BAI). 

7 Q PLEASE STATE YOUR EDUCAnONAL BACKGROUND AND EXPERIENCE. 

I 8 A I have a Bachelor of Science Degree In Elec::trical Engineering and a Masters in 

I 
9 Bulinen Admlniatratlon from Washington University. Since graduation in 1975. 

10 I have been engaged in a variety of consulting a .. ignments including energy and 

I 11 regulatory matters in both the United States and several Canadian provinces. 

I 
12 More detaillare provided In Appendix A to this testimony. 

13 Q ON WHOSE BEHALF ARE YOU PRESENTING TESnMONY IN THIS 

I 14 PROCEEDING1 

15 A I am appearing on behalf of the Florida Industrial Power Users Group (FIPUG). 

I 16 FIPUG membera are customers of Tampa Elec:tr1c Company (TECo). They 

I 17 porchase substantial quantities of electric power and energy under varioue finn 

18 and Interruptible tannr.. 

I 19 Q WHAT IS THE PURPOSE OF YOUR TESniiONY? 

I 
I 81\laAJCU A .U.X:V.TII, IMc. 
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A I shall assess TECo's proposed retail regulatory treatment of Its new wholesale 

sales to the Florida Municipal Power Agency (FMPA) and the City of Lakeland 

(lakeland). I have al1o conducted a limited review of TECo's cosVbenefit 

analylil, even though I firmly believe that such an analysis is irrelevant in 

determining the appropriate regulatory treatment of the new wholesale sales 

Q HAVE YOU PREPARED ANY EXHIBITS IN CONNECTION WITH YOUR 

TESnMONY IN THIS PROCEEDING? 

A Yea. I am sponsonng one exhibit consisting of lwo documents. a copy of which 

Ia appended to this testimony. These exhlbitl were prepared either by me or 

under my supervislon and direction. 

Summtrv and RtcQmmtndatlont 

Q SHOULO TEC0'8 PROPOSED RETAIL REGULATORY TREATMENT OF THE 

NEW WHOLESALE SALES BE ADOPTED? 

A No. TECo has not provided any a11urances that retail customers will realize 

benefits that outweigh the costa auoclated with the new wholesale sales. Under 
'AO lfo 

ita proposed regulatory treatment. TECo would retain~ of the net benefita. 
~1o 

while retail customers would retain only~. These minimal benefits could easily 

be offset by hlgh~r fuel costa because the dedlcatlon of coal-fired capacity to the 

wholesale mari<et will make It unavailable to retail customera for an extended 

r-erlod. In other words, TECo may have to rely on more expensive resources to 

meet retaU customers' ~. 

However, even assuming that the projected benefita to retail customers 

were to outweigh the costa, the base portions of the transactions ahould be 
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treated as separated sales for both the adjustment clause calculation• and 

earning• monitoring reportl. Aa dlacuaaed In more d:~1il later. 

• Retail cuatomera are paying 100% of the embedded costs of the 
system resources (generation and transmiuion) being used to 
support the FMPA and Lakeland aales. Faimeas demands that 
they allo receive the benefit• derived from the further use of these 
reiOUI'Cel. 

• Separation will prevent cost ahlftlng, enaure that competitive 
wholesale sales .are not b:~1g subsidized by regulated retail aalea 
and create a more level competitive playing field. A regulated 
utility should not be permitted to gain a competitive advantage over 
other wholesale entitles which do not have the luxury of ualrng their 
•captive• customera to auM!dlze discounted wholesale rates while 
providing adequate returns to their shareholde,.. 

Finally, as the electric Industry becomes Increasingly more competitive 

(both at the wholesale and at the reta11 level), this Commission should prevent 

attempta by regulated electric utilltlea to use their market power to thwart 

competition. This can be achieved only by requiring utility investo,.. to bear the 

revenue shortfiU between fully allocated embedded coat.a and the revenues 

derived from competitive sales. 

Tht Naturt of the Ntw Wholmlt Slln 

Q IS THERE ANY DISPUTE THAT THE FliP A AND LAKELAND TRANSACTIONS 

QUAUFY AS "SEPARATED SALES" AS THE TERM HAS BEEN PREVIOUSLY 

DEFINED BY THIS COIIIIl8810N? 

A No. Both of the new wholesale sales are long-term (with a duration greater than 

one year); and according to the Interchange Contracts between TECo and FMPA 

and TECo and Lakeland. TECo Ia committing system resources to suppoll't these 

c:wtomera' base capacity and energy requlrementa. For example. under the 

FMPA agreement: 



I 
I 
I 

1 
2 
3 

I 
4 
5 
6 

I 
7 
8 

9 

I 10 

I 11 

12 

I 13 

I 14 

15 

I 16 

. I 17 

18 

I 19 

I 
20 

21 

I 22 
23 
24 

I 25 
26 
27 

I 28 
29 
30 

I 31 
32 
33 

I 
I 

Contracted capacity and contracted energy shall be served 
from all or any combination of the four (4) generating units 
that comprise the generating resources aalong a a aufflclont 
capacity and energy Ia available from those resources that 
Ia not subject to exlat~ng prior commitments of Big Bend 
Station and Francia J. Gannon Station coal·flred resources 
that Include the generating reaource(a). [TECo Exhibit No. 
_ (KAS.1), Document No. 2, Page 5) 
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Exhibit A of the FMPA agreement identifies the four generating units a a including 

Big Bend Unit Noa. 2 and 3 and Gannon Units 5 and 6. 

Supplemental capacity and allociated energy will be provided to FMPA 

:and lakeland on an .... available baala. This portion of the new wholesale sales 

can be categorized as non.separated aalea. 

TECo II using ita lnlnamlaalon ayatem to deliver the contracted power and 

energy requlrementa under both the FMPA and L.a:.eland agreements. TECo Ia 

charging FMPA and lakeland for the tranamlaalon and ancillary services but not 

sharing the revenue with retailratepayera . 

Q WHAT 18 THE COIIIIISSION'S POUCY REGARDING SEPARATED 

WHOLESALE SALES? 

A The Commission's policy waa articulated In Docket No. 970001.EI. OrdAJr No. 

PSC-97 .0262-FOF.EI, iaaued on March 11 , 1997. The Commission found that: 

. . . as a generic policy, there ahall be uniform coat 
allocation between the wholeaale and retail marl(eta for all 
prospective separable sales. Thus, we ahall Impute 
~nues In the fuel adjustm.nt clause in the event the 
actual fuel revenues a utility rteeNea from a separable sale 
are leaa than average lystem fuel costa. A utlllt:y'a 
aharehokSera wtfl. In affect, ba required to pay for any 
ahortfall aatodatad with fuel revenues if the actual fuel 
reveouet the utility c:ollectJ are leaa than the average 
aystem fuel cotta we Impute. Imputation of fuel revenues 
will protect the retaY ratepayer from automatic Increases in 
fu~l coat •~•ponalblllty. 

J 
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1 ... 

I 2 This process protectt the ,.tail mar1<et from subsidizing ~he 
3 competitive wholesale mar1<et. 

I 4 !d. at 3. 

5 Q WILL THE COMMISSION ALSO CONSIDER ALTERNATIVE REGULA TORY 

I 6 TREATMENTS OF NEW WHOLESALE SALES ON A CASE-BY ~ASE BASIS? 

I 7 A Yes. In the aforementioned order, the Commlaaion indicated that. aa an 

8 exception to the gene I'll rule. it would allow a utility to demonstrate •. on a 

I 9 caM-by-caM balls. that each new aaJe does, ~. provide overall benefits to 

I 10 the retail l'ltepayel'1. (ld. at <4, emphasis supplied). However, it is clear that the 

11 utility haa the burden to prove that the actual benefits of new wholesale salea 

I 12 would dearty outweigh the coata from the retail coatomero' p8rapective. 

I 
13 Colttltntftt Antlvtit 

14 Q HAS TECO SUBMITTED A COST/BENEFIT ANAL YSISIN THIS PROCEEDING? 

I 15 A Yn. This analysia purportedly ahows that retail coatomera would benefrt from the 

I 
16 new wholeaale aalea. Therefore, TECo Is requeating a variance from thio 

17 Commitalon't general Pflctlce of treating new long-term firm wholesale sales as 

I 18 Mp&l'lted for adjustment clause and regulatory monitoring purposes. 

19 Q HAS TECO CONCLUSIVELY DEIIONSTRA TED THAT THE BENEFITS TO ITS 

I 20 RETAIL CUSTOMERS FROM THESE NEW WHOLESALE SALES WILL MORE 

I 21 THAN OUTWEIGH THE ASSOCIATED COSTS? 

22 A No. First, baNd on TECo'a own projections, rettil cuatomera would receive only 

I :PJ'I• ~.0 

23 ~ of the net benefltt del'fved from the new wholeaale aalea or about $2-:2"' 

I 24 million net pntsent vtlue (NPV) over the duration of the agreements. Thia would 
0 

25 tranalate into • benefit of only $0.00014 per kWh sold to retail costomel'1. The 

I 
j I IIUllo\IWl A A.uociA Tl!S, IHC. 
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customers' share of the projected benefits Is small compared to tne 80% that 

TECo's shareholders would retain. This sharing mechanism is virtually the 

opposite of the Commission's longstanding 20/80 shanng of margins from broker 

salas between the utility and its retail customers. respectively 

Second, and perhaps more importantly, whether any benefits will 

materializ8 at all will depend critically on the level of mcremental fuel cost 

auoclated with the new wholesale sales. As the Commlsslc!"! Is well aware. any 

forecast that depends on projections of fuel costs 1s speculative at best. It would 

mot be good public policy to approve a proposed retail regulatory treatment for 

wholesale sales that relies so heavily on projected fuel costs that are subJect to 

extreme fluctuation. 

HOW DID YOU DETERMINE THAT RETAIL CUSTOMERS WOULD RECEIVE 
-;.o'fo 

ONLY JR OF THE NET BENEFITS FROM THE NEW WHOLESALE SALES? 

(o.-.4 " 
The analysis Is provided In Exhibit _:1_ (JP-1 ). Documer>t No. 1. All of the 

information presented In this exhibit was derived from TECo Exhib it __ (KAB-1 ), 

Document Nos. 4, 5, 6 and 7. The amounts shown In Document No. 1 are stated 

on a net pre68nt value (NPV) basis 

The starting point for TECo's cost/benefit analysis is the assumpt1on that 

the new wholesale sales wi ll generate $81 .4 m1lhon (NPV) of Incremental 

revenues. TECo then proposes to determine the mcremental cost of fuel. the cost 

of additional S02 allowances consumed. and the variable O&M expense 
71 ,.; 

associated with these sales These Incremental costs total about $~ m1ll1on 

(NPV). Fuel would comprise $65.9 million (NPV). or 93%. of the incremental 

costs of the new wholesale sales. In addition. because TECo 1s proJecting to add 

BattaAJtllJI .. A3sac'IATIII, II'K' 
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peaking capacity dunng the duration of the Lakeland agreement. TECo has 

est1mated the incremental cost of these capaCitY additions to be $0 8 m1lhon 

(NPV). 

The total Incremental cost of the new wholesale sales 1s projected by 

TECo to be $71 .5 million (NPV). Thus, TECo would denve $9.9 m1lhon (NPV) of 

net benefits. Stated different!~ . the new wholesale sates would prov1de a 

contribution to fixed coats of $9.9 million (NPV). accordmg to TECo's projectiOns 

WHAT PORTION OF THE $9.9 MILLION OF NET BENEFITS IS TECO 

PROPOSING TO RETAIN FOR ITS SHAREHOLDERS? 

TECo Is proposing to retain 100% of the transmission revenue ($5.9 m1llion NPV) 

and 50% of the net non-fuel revenue ($2.0 million NPV) Thus. TECo would 

retain $7.9 million, or 80% ofthe $9.9 million of net benefits denved from the new 

wholesale sates. This inequity is exacerbated by the fact that pnor to the 

wholesale trsnsactlon. TECo'a holding company, TECo Energy. will denve a profit 

from the transaction from its coat company, it' coal transportation company ~nd 

its non-regulated generating company None of these profrts will be shared w1th 

retail customers 

HOW WOULD RET AIL CUSTOMERS BE AFFECTED IF TECO'S PROJECTIONS 

OF INCREMENTAL REVENUES AND ASSOCIATED INCREMENTAL FUEL 

COSTS WERE TOO OPTIMISTIC? 

The benefits to retail customen~ could very well disappear if TECo's 1 0-year 

forecast projection of profitability either overstates the InCremental revenues or 

understates the corresponding incremental fuel costs associated wtth the new 

wholesale sales. As can be seen sn Document No 1. retail customers would 

Ba U&.\JC.l'.& It A.s.5ociA Tl'~. Ill<· 
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receive $2.0 million (NPV) in net benefns baaed on TECo's proJecttons These 

benefits are only 2.5% of tho projoe1od incremental revenues and only 3.0°h of the 

projected Incremental fuel costs In other words. 1f either the projected 

Incremental revenues are overstated by 4.9% and/or the mcremental fuel costs 

are understated by 6.1%, the net benefits to retail customers wou;d dtsappear 

HAVE YOU HAD AN OPPORTUNITY TO EXAMINE EITHER THE 

REASONABLENE3S OR THE SENSITIVITY OF TECO'S PROJECTIONS OF 

INCREMENTAL REVENUES AND FUEL COSTS ASSOCIATED WITH THE NEW 

WHOLESALE SALES? 

No. I am awaiting receipt of discovery responses to determme the 

reasonableness and aensitivrty of the projected annual costs and benefits. how 

theae sales are being modeled and which resources would operate on the margm 

WOULD A MORE IN-DEPTH ANALYSIS CHANGE YOUR 

RECOMMENDATIONS IN THIS PROCEEDING? 

No. First. TECo has the burden of proof to demonstrate that retail customers wtll 

gain a real benefrt from the new wholesale sales. It has failed to do so TECo 

should have provided the Commission with a senaitrvrty analysis to determrne the 

likelihood that benefrts will materialize In each year that the new wholesale 

agreement• are In effect 

Second. even If the sens1tivity studies were to demonstrate thai reta 11 

customers are likely to benefit. TECo has not provrded any guarantee that retarl 

customers will save money Grven the speculative nature of any long-term 

forecast. the Commission should not assume. absent a guarantee from the utrlity 
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that retail customers will ever aee lower rates during the duration of the new 

wholesale agreements. 

In summary, the Commlulon'a policy on the regulatory treatment of 

separated wholesale sales should not be abandoned based on the results of a 

highly speculative coat-benefit analyala like the one 1ubmttted by TECo in this 

proceeding. 

Rtgulatorv Imatmtnt 

Q TECO HAl CHARACTERIZED ITS PROPOSED REGULATORY TREATMENT 

AS A 50110 SHARING OF THE REMAINING SALES PROCEEDS BETWEEN 

TECO AND RET AIL CUSTOMERS, YET YOU HAVE CHARACTERt:!.!:D TECO'S 

PROPOSAL AS A 71122 SHARING. HOW DO YOU RECONCILE THE TWO 

POSmONS? 

A TECo Is aaaumlng that It Ia entitled to retain all of the revenues auoclated with 

the cost of providing nnamlulon and ancillary MNices to FMPA and Lakeland. 

In other words, TECo hu characterized theM tran1mlu lon revenues as a cost 

which It Ia proposing to charge ltMif In accordance with Ita FERC Open Access 

Tariff. 

Q IS IT APPROPRIATE TO CHARACTERIZE THE TRANSMISSION PORTION OF 

THE REVENUES OERJVEDUND£R THE NEW WHOLESALE AGREEMENTS AS 

A COST INCURRED BY TECO? 

A No. To my kn~. TECo 11 not Incurring any additional generation or 

trarwniuion Investment to provide Mrvlce to FMPA and Lakeland. In other 

words, the new wholesale salel represent an Incremental use of TECo's 

tranamlsalon 1yatem (and generation resource• In the caM of ancillary services). 
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The revenues derived from this Incremental use of the transml .. alon system. thus. 

can be used to defray fixed costs. Finally. because the FMPA and Lakeland 

agreements were consummated subsequent to TECo'alaat baae rate case. none 

of the nnamlaaion-related and ancillary costa now beil"'g caused by these 

customers have been allocated either directly to these customers or to TECo. 

For all of the above reasons, it would not be appropriate to characte riz~ 

the transmission charges as additional coats incurred by TECo when these 

increment.! revenues are clearly available to defray TECo's excsting transmission 

and andllery service coats. Consequently, the transmission revenues should be 

treated u net benem. derived from the new wholesale sales. 

Q WAS THE ENVIRONMENT IN WHICH TECO NEGOTIATED THE NEW 

WHOLESALE SALES DIFFERENT FROM ITS NEGOT1A TIO:NS WITH OTHER 

WHOLEU.LE CUSTOMERS? 

A No. The wholesale market has been competitive for some :lme now. A good 

example of the competition TECo has faced occurred In 1991 . when TECo 

participated In 1 competitive solicitation proceas for the opportunity to serve the 

citlea of Fort Meade and Wauchula. TECo was ultimately succesaful in capturing 

these sales from Florida Power Corporation. and it has been Increasing its market 

share ever since. 

Q IS TECO'S PROPOSAL TO SHARE THE BEN~ms DERIVED FROM THE NEW 

WHOLESALE SALES APPROPRIATE? 

A No. The sharing of the benefits asaoc::lated with long-term firm (I.e., separated) 

wholesale sales It Inappropriate because retail customers are supporting ~ 

of the coat of system capacity resources (both generation and transmission) In 

Baua.ucu .t AIIOC1ATD, INC. 
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their baae ratea and through the varioua adjuatment clauaea. The capacity costs 

auoclato(:f with TeCo'l purchaael frQm the Hardee Power Partners, which 1$ 

owned by 1 TECo affiliate, TECo Power Services (TPS), are being fully recovered 

from retail cuatomers In the Capacity Coat Recovery Factor. 

Thus, retail customers are entitled to receive all of the benefits associated 

with the long-term un of the facilities for which they. and they 3lone. are paying. 

This meana that any benefltl derived from theae aalea ahould be uaed to reduce 

rwtall r11tea. To do otherwlae would be tantamount to forcing retail customers to 

aubsldlze TECo'a venturea in the more competitive wholesale mari<et. 

Q IS THERE ANY ISSUE THAT THE NEW WHOLESALE SALES ARE BEING 

PRICED BELOW TECO'S AVERAGE EMBEDDED COST? 

A No. According to TECo'a witneaa, Mr. John B. Ramil, the fully allocated 

embedded coat to aerve the new wholesale aalea will exceed the incremental non-

fuel revenues derived from theae aalea (Testimony at page 11 . beginning at line 

21 ). Thua, the wholesale sales are being pricec.i below TECo's embedded cost. 

Q WHAT ARE THE IMPLICATIONS OF ALLOWING A REGULATED 

ELECTRIC UTU.,ITY TO SELECT1VELY OFFER BELOW..COST DISCOUNTED 

RATES TO SOME CUSTOMERS WITHOUT PROVIDING ASSURANCES THAT 

ITS CAPT1VE CUSTOMERS WILL DERIVE BENEFITS? 

A TECo'a pn>po&ed regulatory treatment would shift coat responsibility from 

competitive to regulated operations. That is, retail customers may experience 

adverse rate Impacts aa a reautt of the new wholesale sales. Such cost shifting 

will attfte competltJon becauae the utility, by virtue of forcing captive customers to 

underwrite Ita ventures in competitive wholesale mari<eta. will gain an unwarranted 
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competitive advantage over other mar1(et participants who do not have the luxury 

of using their captive customers to offer subsidized rates. Such an outcome. in 

my opinion, would be contrary to good public policy and to the goal of Increasing 

competition In the electric utility industry. 

Until retail et.~stomers can choose their generation supplier, regulation must 

remain a surrogate for competition. Thus, retail customers should pay only thear 

fully allocated embedded coat of service and no more. 

Q WOULD TREAnNG THE NEW WHOLESALE SALES AS SEPARATED SALES 

MINIMIZE SUCH COST SHIFTING BETWEENCOMPETlnVE AND REGULA TED 

OPERA nONS? 

A Yes, it would. However, In TECo'a c .. e. it would not completely solve the 

problem. Thla Ia iUuatrated In Document No. 2, which is a comparison between 

the retail fuel and purchased power costa, the cost of purchased power from the 

Hardee Power Partners and the fuel coat astoelated with Schedule 0 wholesale 

aalea. 

As can be seen, the retail fuel adjustment charges (Column 1) are 

,conalatentty higher than the fuel costa derived from Schedule 0 sale: (Column 3 ). 

This result may be primarily attributed to the fact that TECo is dedicating above-

contract and spot mari(et coal purchases primarily to Ita wholesale operations. It 

~ also attributable, in part, to the fact that TECo Ia purchasing expensive 

eledrldty from ita aftlllate, TPS, and charging the full cost of these purchases to 

iita captive retail et.~atomers. The energy portion of these purchases Ia shown in 

Column 2 of Document No. 2. 
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In other words, TECo is purchaa'ng capacity and energy from rts affiliate 

while, at the same time. it Ia selling ayatem capacity and lower cost energy 

resource• to Its affiliate and to other wholesale mar1<et participants. Thrs practice 

might be characterized aa a further attempt to shift costs between competrtrve and 

regulated operations. 

IN A COMPETITlVE MARKET, COULD A SUPPLIER CHARGE DIFFERENT 

PRICES FOR THE SAME COMMODITY? 

No. According to the testimony of TECo witness. Dr. Douglas R. Bohr, rn a 

competitive mar1<et, • ... it Ia not possible to charge different prices for the same 

commodity becauae oflrbltrage." (Testimony at Page 11. Lines 12-14) On •his 

point. I agree with Dr. Bohl. 

ARE YOU CONTESTING THE PRUDENCE OF TECO'S PURCHASED POWER 

AND SALES AGREEMENTS? 

No. I am not auggettlng that there Ia any Impropriety In either TECo's purchased 

power or wholeule aervk:e agreements per ae. What I am suggesting is that the 

Commiulon has an important role to play, as a aurroget" for competition. to 

ensure that the dramatically different pricn TECo Ia charging for retail and 

wholesale generation aervion ia In the best Interest of retail cuatomera. 

DR. BOHI A81ERT8 THAT IF THE INCREMENTAL COST OF WHOLESALE 

SALES ARE COVERED BY INCREMENTAL REVENUES, RETAIL CUSTOMERS 

WILL NOT BE SUBSIDIZING WHOLESALE SALES. HOW DO YOU RESPOND 

TO HIS AIIERnON? 

Or. Bohl'a a ... rtlon Ia baaed on an erroneous assumption that a utility having low 

incremental operating coats Ia more etficlent than a competing supplier that may 
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have higher operating costa but lower total costs. This is r·eminiscent of the 

doctor who tells a patient that "you are in great shape for the shape you are in" 

when in fact the patient may be terminally ill. 

Q IS IT APPROPRIATE TO MEASURE EFFICIENCY SOLELY BASED ON 

INCREMENTAL COST? 

A No. A firm may have low incremental coats simply because it has invested capital 

to offset variable production costa In antldpatlon of operating a: 3 sufficiently high 

load fador to eam an adequate return. This ia not a measure of efficiency. It is 

the result of a atrateglc decision to employ operating leverage. 

Electric utilities have choaen to invest (or over-invest as some analysts 

now contend) in capital beeauN, in a regulated environment, all additions to rate 

base would produce a higher return for the utility's stockholders. Traditional cost 

of Nrvice 1-.gut.tlon rewarded investment because revenue requirements are the 

sum of return on investment (I.e., profits) and operating expenses (I.e .. revenues 

• profits + expenaes). It Ia wrong to charadarize a firm that was lncentlvized to 

invest as neonaarily being more efficient than another firm tha.t chose Instead to 

minimize fiDUJil coats. 

The regut.tory equation Ia In stor1t contrast to conditions In a competitive 

mar1<et where profits equal revenues minus expenaes. Because price Ia mar1tet 

determined, the moat etnclent supplier will have a strong lncentlvs to minimize the 

·Ovttll coat of goods sold to maximize the opportunity for profit. No distinction 

will be made between fixed and variable coats, or between average and 

incrementlll com, as suggested by Dr. Bohl, In dete!!nlnlng efficiency. 

IIUMXU A AIIOaA TU, IHc. 
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I 1 Q HOW SHOULD THE COMMISSION PROTECT TECO'S RETAIL CUSTOMERS 

2 FROM UNWARRANTED COST SHIFTING? 

I 3 A Any revenue thortfall between the embedded coats aaaoclated with the new 

I 
4 wholesale ule1 and the revenue• dertvtd from these sales should be borne by 

5 TECo It lellt until such time at TECo Ia able to demonstrate that. baaed on 

I 6 actual data, retail customera will ~ "held harmleaa. • 

7 The~re. I recommend that there be no sharing of margms from new 

I 8 Mparattd wholeule ulea, and that 100% of the non-fuel revenues should be 

I 9 returned to retail cuat.omera, Including aH transmission and ancillary service 
-A~o~IIIA n"'lf'-Y 

10 charges. r~••. TECo ahould be ordered to perform a juriadlctlonal separallo'l 

I 11 study In which embedded costa are 1ppropl11tely allocated to all long-term 

I 12 eeparated wholesale ulea. This jur1adlctionll Mparatlon study should be the 

13 bull for measuring the eaminga derived from TECo't retail operations. To do 

I 14 otherwlae woulclertlftcielly depreaa u n.inga from retell operations and reduce the 

I 
15 potential for future refunds under the eamlngs cap approved in Docket No. 

16 960409-EI. 

I 17 Q WOULD SUCH A POUCY DISCOURAGE UT1LmES FROM PARTlCIPATING IN 

I 
18 COMPETITIVE MARKETS? 

19 A No. A prudently man~ed utility will use ita batt efforts to mati(et surplus capaCity 

I 20 1nd energy ltreapectfve of whether It receive• 1 tpecif'lc monetary Incentive for 

21 ,doing 10. Thla It because maximizing otr-1yatam ule1 should enable a utility to 

I 22 mlnlmlu retail rates and, therefore, protect what many utilities are now realizing 

I 23 Ia their moat valuable aaaet-their retail customer.. Thus. a rate minimization 

I 
I ••~ a AI.IOCIATU, IHc. 
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strategy will be critical to the futunt succeaa of incumbent electric utilities in a fully 

competitive retail cuatomer choice environment. 

DOES THIS CONCLUDE YOUR DIRECT TESTIMONY? 

Yes, It does. 



1 

2 

3 

4 

Q (ay b. hUfaaJl) Kr. Pollock, do you have 

a suaaary of your teatiaony? 

A Yea. Thank you and good afternoon, 

Cowaiaaioners. I'a teatifying on behalf of FIPUG. 
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5 OUr priaary reco .. endation in thia proceeding, which 

6 addreaaea the regulatory treat.ent of two long term 

7 fira wholesale salea is that theae aales and the costs 

8 be aeparated at leaat inaofar aa the base component . 

9 Alternatively, if thaae sales are not going to be 

10 separated, then it's our view that all of the nonfuel 

11 revenues, including trans•iaaion-related revenues 

12 derived troa tbeae aales, should be flowed back to 

13 retail custoaers in the fora of a credit on their 

14 billa. 

15 our rationale for this poaitior. is ~s 

16 follova: Firat, there'• no diapute that retail 

17 cuatoaera are tully paying the coata of the resources 

18 that are being co .. itted tu the FKPA and Lakeland 

19 sales. Fairnesa deaanda that any benefits derived 

20 from the use of theae retail rate baae fac ilities 

21 should flov baok to the retail ouatoaera in t he form 

22 of lover ratea. And a• I included, that's not only 

23 the generation coaponent ot the revenuea, but also the 

24 tranaaiaaion coaponent. 

25 TBOO'a proposal, basically, according to our 



1 analysis, would require that only 20' ot the net 

2 aarqina, that ia the residual, would be flowed into 

3 th_. ratepayers pocketbooks and that 80' will be 

4 retained aa operating revenues. our analysis ot this 

5 ia, ia that anytiae you retain aoaething in operating 

6 revenues, it will al•ply trickle down eventually to 

7 the ahareholdera in the to~ of earnings, unless in 
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8 thia case it happened to cause TECO's earnings cap to 

9 be exceeded. In other words, their proposal ie pay 

10 the ahareholdera fire~. We diaaqree with that 

11 proposal. We think it causes undue risk tor the 

12 ratepayers, and the ratepayers should not be put at 

13 risk for the parfo~ce of these sales. 

14 Ontil this •orning the co•pany had provided 

15 no guarantee that any benefits of these sales vould 

16 flow through to retail cuato•era. It really hinges on 

17 whether or not -- at least it did before this a orning , 

18 on whether the projected revenues would exceed 

19 projected incr8•ental coats. And, ot course, the 

20 larqeat single el ... nt of the projected incremental 

21 cost ia the coat of fuel. And anyti•e you make 

22 •ultiyear projections of the coat of fuel, you're 

23 lnvitlng probl.... Any •aterial change, either in 

24 revenues or incr .. ental tuel costa or combination 

25 thereof, could very easily eli•inate the residual 

.LORIDA PUBLIC a•avxa. OOMMI88IOM 
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1 benefit, half of which could flow to retail customers. 

2 The bottoa line ia that the ratepayer• , no t 

3 the ehareholdere, would hav• been coapletely at risk. 

4 Public policy in thi s instance, I think, deaands --

5 and I think ve all recoqnize that we are ! n a real 

6 extraordinary tiae period -- a transition to 

7 co•petitive .arketa in electricity. And given that 

8 extraordinary tiae period, we believe it's the 

9 comaieeion that haa to take the kind of extraordinary 

10 aeaaurea to ensure that the retail ratepayers under 

11 ita aupervision are fully protected. 

12 There'• a treaendoua teaptation on the part 

13 of regulated utilities to shift coats from the 

14 co.petitive ara of the utility into the safe harbor of 

15 regulation. Becauee in the safe harbor of regulati on, 

16 there ia an opportunity, although eoae would say a 

17 guarantee, to recover all costs. 

18 You can prevent cost abifting by aalung sure 

19 in thia inetance that inc re.mental costs are be i ng 

20 appropriately defined to ensure that it the company' s 

21 propoaal ia iapleaented, that full increaental cost of 

22 fuel is properly calculated. That'r soaething that I 

23 have not been able to explore in thia caae, but it 

24 need• to be challenged. 

25 secondly, I think rou need to c onsider this 



1 caae fro• the overall perspective ot not where we are 

2 toda1, but how we got there. If a utility is allowed 

3 to overbuild and overinvest in capital and then turn 

4 around and sell the lowest cost resources to the 

5 vhole•ale aarket, thi• 1• going to leave the retail 

6 cuatoaera left holding the bag for the high capital 

7 coata or poaaibly evan the high fuel coats ot the 

8 reaaining raaourcea. That, too, ia coat shifting. 

9 PIPUG appreciates TECO's ges ture this 
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10 morning to guarantee $2 aillion on a net present value 

11 baaia aa a benefit that would be uaad to reduce retail 

12 adjuataant clauae revenues, but quite frankly, we view 

13 this aa toe little and too late. As a matte r ot 

14 principle and tairnesa and consistent with your 

15 reaponsibility, co .. iasioners, to protect th6 public 

16 intereat, it's our view that the stockholders should 

17 bear any shortfall between fully allocated costs and 

18 the revenuaa derived fro111 co111petitive sales. And 

19 further, our view is not limited just to the wholesale 

20 market• becauae, aa you know, ~~· retail markets are 

21 also becoaing aver ao more competitive. To implement 

22 

23 

24 

25 

this r .. edy and to be consistent with the treatment of 

other aiailar coapetitive sales, we request that you 

require the ! ull separation. Thank you . 

Q Does that conclude your sUIIlllary, 
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1 Kr. Pollock? 

2 Yea. 

3 u. U.UI"'IUUI Mr. Pollock ia available for 

4 croaa axaaination • 

5 ... ~~ I have no questions. 

6 

7 ... DJlt't We have aoae questions, but since 

8 we are the only party that's adverse to this witness, 

9 we would like to conduct our cross examination after 

10 tho .. in support of this position have completed their 

11 queationin9. 

12 ~~...- JODao•a There's no one else left. 

13 Well, Staff? 

14 ~. DJlt'l staff baa taken a position the 

15 saae aa this witnese 'a, and we'd like for them to put 

16 on their full caae before we cross examine it. 

17 CB&l:RDII JOD.o•a Staff, vhat' a your 

18 response? 

19 u. ~OGal staff only has a couple of 

20 questions, we are happy to ask it now. It makes no 

21 difference to us. 

22 CB&l: .... JOD80.1 W"ll, if Staff doesn't 

23 object --

24 ... PAOGaa We don't object to their going 

25 last. 

WLOaiDA PUBLIC ••avxca OOM¥18810. 
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1 a. Dlt'll Thank you. 

2 CJI08a •nlfDD'l'Io• 

3 aY U. ftUGI 

4 Q Kr. Pollock, ay priaary question is very 

5 aiaple. In your opinion, doea the treataent that 

6 'l'aapa Bleotric propoae have an anticoapetit ive attec t 

7 via-a-via other wboleaale aellera ot electricity? And 

8 I'a priaarily referring to entitiea such as 

9 inc1ependent power proc1ucera. 

10 Yea, it'a ay view that anytiae an electric 

11 utility that baa captive cuatoaera can use thoae 

12 captive cuatoaera aa a baae to aupport earninga, while 

13 at the •••e ti.. ia offering c1iacounted ratea tor 

14 coapatitive aalea , baa a coapatitive advantage over 

15 other entitiea, like independent power proc1ucera whose 

16 ahareholc1er a and aharaholc1era alone are at riak tor 

17 their auccaaa or failure. 

18 

19 

U. nDGI Thank you. That'a all I had . 

D. Dlt'll In view of the auaaary and the 

20 oro•• exaaination that'• occurred, we have no 

21 queationa. 

22 CIDiaDII JO)Og()•• You aaid you have no --

23 your aike ia ott, but I think you aaid you have no 

24 queationa? 

25 D. DJl'la I aaid i n view ot the auaaa ry and 



1 the croaa exa11ination that'• occurred, we have no 

2 queatione. 

3 CJmXItDJI JOJDI8011a Very well. Exhibita . 

4 

5 

u. nunua FIPUG would move Exhibit 7. 

CDniWI JODIOII That will be ad.Jaitted 

6 without objection . Mr. Pollock, you are excused. 

7 (Exhibit 7 received in evidence.) 

8 (Witneaa Pollock excuaed .) 

9 - - -

10 n~a toLLOCXa Tbanlt you much . 

11 OOMMtaaio .. a KI•aLt.Oa If we keep going 

12 like that , ve aay tiniah today. 

13 CJmXItDJI J01Df8011a TECO , are we going back 

14 then to Douglaa Bohi? 

15 

16 

D. 1fiLLI8a Bobi. 

CJmXItDJI JOD8011a And we will be taking 

17 Mr. Bohi'• direct and rebuttal? 

18 D. WILLI81 Yes . 

19 D. LO»Qa Yes, that'• correct. 

20 Chairaan Johnson, aay I proceed? 

21 ODIRDII JOD80111 Yea, air. And the 

22 witneaa waa aworn this morning, were you not? 

23 

24 

25 

WI'I'JIJI88 .OBI I Yes, I aa. 

FLORIDA l'OBLIC 8U9IC. COIOII88IOII 
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1 DOUG~ a. IIOBI 

2 vaa called aa a vitnaaa on behal f ot Tampa Electric 

3 Coapany and, having been duly aworn, teatitied aa 

4 followa: 

5 

6 BY D. LOJICU 

7 g Are you the Douglaa R. Bohi who has tiled 
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8 both direct and rebuttal teatiaony in thia proceeding? 

9 & Yea, I am. 

g Do you have any chang•• or correction• to 10 

11 

12 

aake to any of your direct or rebuttal teatimony? 

& I have a few minor typographical errors that 

13 I could correct. I'• in ay direct t eatimony on Page 

14 17, Line 14, the word "lead• should be " load." 

15 OOMMia•xona aucua What page are we on? 

16 W%~8 BOBII Page 17, Line 14. 

17 ~ JOKBaO•• The word "lead" should be 

18 what? 

19 wx.,...• IIOBII "Load. • So it reads "retail 

20 load . " In ay rebuttal teaticony on Page 5, Line 9, 

21 the word "that" ahould be deleted . Page 10, Lino 1, 

22 the end ot that line ahould read "included in . " 

23 OOMMI88IO .. R G&RCUa Page 10, line? 

24 WI~•• BOBII 1. Page 13 , Line 4, the word 

25 "utility" ahould be correctly apelled as I-T-Y. 

J 



1 COIIXI88IODR GaaCIAI What line on Page 13 ? 

2 WI~• ~~ That is Line 4 on Page 13 . 

3 And I believe that 1 
• it . 

4 Q (Jtf llr. LOnq) Dr. Bohi, was this direct 

5 and rebuttal teatiaony prepared by you under your 

6 direotion and auperviaion? 

7 A Yea, it was. 

8 Q It I were to ask you the questions that 

9 appear in thie direct and rebuttal teetimony today 

219 

10 while you are under oath, would your responses be the 

11 aaae? 

12 

13 

Yes, they would. 

XR. LO~I Chairman Johnson, I ask that 

14 Dr. Bohi's direct and rebuttal testi~ony be inserted 

15 in the record as though read. 

16 CJmlltDJI Jooao•a It will be so inserted . 

17 Q (Jtf ll.r. LoDq) Dr. Bohi, with regard to 

18 your direct testiaony, did you prepare an appendix 

19 which contains your experie.nce and publications? 

20 & Yes, I did. 

21 xa. LO~a Chairman Johnson, I ask that the 

22 appendix to Dr. Bohi'• direct testiaony be marked !or 

23 purposes ot identification? 

24 CJmlltDJI Jouao•a It will be marked a u 

25 Exhi.bit 8. 

l 
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I g. 

t 

10 &. 

Please state your name and business address. 

My nue is Douglas R. Bohi. My business address is Charles 

11 River Aasociates Incorporated, 1001 Pennsylvania Avenue, 

11 H.W., Suite 750 North, Washinqtcn , D.C. 20004. 

1J 

u g. 

11 

11 &. 

17 

By whoa are you .. ployed? 

I am a Vice President of Charles River Associ ates 

Incorporated, an econo•ics consulting !irm with ot!ices in 

11 Washington, Boston, and Polo Alto. 

1t 

20 Q. 

21 

22 

2J •• 

24 

25 

Please describe your educational background and prior work 

experience. 

I have bean awarded a bachelor ot science deqree in 

econoaics fro• Idaho State University (1962) and a Ph .D. in 

acono•ics from Washington State Univers ity (1967). Prior 
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1 poaitiona I have held aince receiving ray Ph.D. include: 

2 Bconoaiat in the Office of the Aaaiatant Secretary of 

J Defenae for Syate .. Analyaia; Bconomiat for caterpillar 

4 Tractor Coapany; Profeaaor of Econoaica and Chairman o! the 

I Bconoaica Departaent at Southern Illinoia Univeraity; 

I 

7 

Senior Fallow and Director of the 

Resource• Division at a..ourcea 

Energy and Natural 

tor the Future, 

I In.corpora·ted; and Chief Econoaiat and Director of the 

t Office of Econoaio Policy at the Federal Energy Regulatory 

10 co .. iaaion. 

11 

12 While at Reaourcea for the Future, I concentrated on 

1S reaearch that would help explain how energy markets, 

1t including· electricity marketa, behave and ~ow vario~• kinds 

11 ot qoverNIIent regulation affect aarket efficiency. r have 

11 authored or co-authored eight book• and numerous articles 

17 on varioua aapecta of enerqy aarket behavior and energy 

11 policy iaauea. (My r6aua6 i s attached aa Appendix 1. J 

1t 

zo Q. "ave you teatified before tbe Florida Public Service 

21 co .. iaaion before? 

21 

2s a. 

u 

25 Q. 

No, I have not . 

on whose behalf are you testifying in chis proceeding? 

2 
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I aa testifying on behalf of Taapa Electric . 

What 18 the purpose of your teetiaor.~·? 

The purpo1e of ay t .. tiaony il to deecriO. the basic 

1 econoaic principles that should be used in determining how 

t the revenuen and costa aeeociated with th. wholesale sales 

10 of paver to Florida Municipal Power Agency (FMPA) and to 

11 the City of Lakeland (Lakeland) should be reflected i n the 

12 retail jurbdiction. &a•~ on thece principles, both 

1J tran.aactions are profitable in the sanae t hat the 

14 additional revenues received vill excf'ed the additional 

15 coats tncurred to serve each of the two transact ions. 

11 Thus, both sales yield net benetita. The Commission should 

17 encourage these types of sales and would, in tact , 

11 discourage thea it the coat ot these transactions were 

lt iaputad at their average cost rather than their increllental 

20 coat. 

21 

22 Q. Pleese auaaarize your testiaony. 

My teetiaony uses traditional econoaic analysis to show 

that, to aaxiaize econoaic efficiency tor the !ira and tor 

3 
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society, !irma should produce and offer !or sale any 

increaent o! output where price (or, equivalently, average 

revenue) at least covers the incremental coats o! 

production, even if the price ia leaa than the average coat 

of production. Put another way, incremental wholesale 

aalea are profitable aa lonq aa they make a contribution to 

fixed coata. Thia condition ia a&tia!ied by the sale o! 

power to PMPA and Lakeland. 

The wholeaale aarket !or power in Florida is h ighly 

coapetitive, implying that individual sellers such as Tampa 

Electric are unable to determine the market price and must 

be w,.lling to sell at a price that the market will bear. 

In their aaaeaaaent o! whether each individual transaction 

ia profitable , sellers will determine whether the price 

covers the incremental coat o! production. Market 

efficiency is achieved if the seller with the lowest 

increaental coat ia the one that makes the sale. 

If the Commission requires the imputed coat o! who lesale 

aalea to be set at average coat rather than i ncremental 

coat, the correct efficiency condition w~ ll not be 

achieved. The firm with the loveat incremental cost !or 

the aaae service aay not be the one aaking the sale. 

Moreover, if the Commiaaion applies an inappropriate 

4 

I 

j 
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1 standard for evaluatinq the benefits of wholesale sales to 

2 fir.. under its juri•diction, a distortion will be created 

s favoring firms outside the Commission's jurisdiction. In 

• particular, independent power producers and power marketers 

1 who do not have retail customers will be able to sell 

f according to their incr-ental costs of production. To the 

7 extent that their increaantal costs are larger t han those 

1 of jurisdictional firas, the wrong firma will be supplying 

t the aarket. 

10 

11 When the aar)tet is operating less eft iciently than it 

12 should, electricity prices are higher than they need to be. 

1S As a consequence, consu.ers will ultimately bear the cost 

1• of aarket inefficie.ncy. Iaportantly, the retail custoaera 

15 of fira. that are un.able to aake wholesale sales because of 

11 the imputation of averaqe costs aay be harmed as will the 

17 ultiaate consumers of wholesale sales. 

18 

19 XII. aco•OKZC Pa%.CIPL&I. 

zo 
21 Q. 

22 

23 

a• A. 

What types of costs will you be diocussing in your 

testimony? 

I will be discussing average costs, average variable costs , 

2.5 aarginal costs, and increJUntal costs. Moreover, I will be 

!5 
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diacuaaing these coat• within the context ot a competitive 

wholesale market. 

Why in the context ot a competitive wholesale market? 

Becau.e the transactions at issue are sales in the 

wholesale power market and, as demonstrated in the Prepared 

Direct Testimony ot Tupa Electric Witness John B. Ra111il, 

the wholesale power aarket in Florida is very competitive. 

In particular, this aeana that Tampa Electric is a 

pricetaker in the wholesale aarket, not a price setter . 

Tampa Electric aust be willing to sell in the wholesale 

aarket at whatever price the market will bear. 

Detine what you mean by average costs, average variable 

costa, aarginal costa, and incremental costs. 

Average coat raters to t .he coat per unit ot producing a 

particular level ot output. It is simply total costs ot 

production divided by the quantity ot output . Total costs 

include tixed coats, which are coste ot production that do 

not vary with the level ot output within the t ime trame 

under conaideration, and variable costa are costs or 

production that vary with the level ot output. 

6 
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Average variable coat refers to the per unit variable costs 

ot producing a particular level of output. It 1• eiaply 

total variable coat• divided by t~e quantity of output. 

Marginal co•t refer• to the chang& in total cost t hat 

reaulta froa an incraaaa of one unit of production. It is 

equal to the change in total coat divided by the change in 

output . Since the change i n output is one unit, it is 

a i aply the change in total coat. Note f urther that totl\l 

coat will change only bacauee of a change in variable costs 

(aince fixed coata are fixed) . Thus, aarginal cost is also 

equal to the change in total variable costa. 

Increaental coat is a tara that ia used in pla<...:l of 

aarginal coat when one vanta to refer t o a change in output 

larger than one unit . Thia occurs because the transactions 

under conaideration usually involve aore than a single unit 

ot electricity. Increaental cost is calculated by the 

increase i n total coat (or, equivalently, the increase i n 

total variable cost) divided by the increase i n quantity ot 

output. Since the increaae in t otal coat ia divided by the 

change in output, the increase ia averaged t o obtain a pe r 

unit aeaaure . 

The diatinction between fixed coete and variable coats is 

7 

J 
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1 iaport.ant in definiJ\9 theae teraa. Are aoae coats always 

2 fixed coata and other• alwaya variable coata? 

, . ... 
I 

• 
7 

No. What ia a fixed coat or a variable coat dependa on the 

tiae fraae under conaideration, and the variability of coat 

within that tiae fraae. ror exaaple, capital coata are 

coaaonly called fixed coat., but wi thin a very long tiae 

I fraae where expanaion plana aA:"e baing conaidered, theae 

t co•t• are variable. Siailarly, fuel coata are coJDOnly 

10 

1.1 

12 

u 

u 

11 Q. 

u 

17 .a. 

11 

11 

20 

thought of aa variable coata, aince more fuel must be 

burned to increaae output , but certain typea of lonCJ-tena 

contract• for fuel purohaaea aay a ctually make aome fuel 

coata fixed within the tiae fraae aet by the fuel contract . 

What tiae frame are you uaing for your testimony? 

The tiae ~riod of relevance tor •Y testimony is determined 

by the length of time needed to complete the wholesale 

power tranaaotiona with rMPA and Lakeland. The PMPA 

tran•action i• to~ baaeload capacity that grows from 35 MW 

21 atartinq Decaabar 16, 1996 to 150 MW by March 15, 2001. 

22 The Lakeland transaction ia tor 10 MW of peaking capacity 

23 that axtanda troa Novaaber 4, 1996 through September, 30, 

u 2006. 

25 

8 
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Aa indicated in the Prepared Dirac~ Testimony ot Tampa 

Electric Witness Karan Branick, the FKPA transaction does 

not require an increase in Tampa Electric'• system capacity 

to satiety the transaction, nor does the transaction force 

an expaneion in Tup. Electric's ayatea capacity to satiety 

retail cuatoaera or any ot Taapa Electric 's other 

contractual obligations. In ~hort , Tampa Electric'• 

capacity requireaenta arG the same whether the sale to FHPA 

ia conauaaated or not. Thus , all capacity costa are fixed 

tor the purpose ot evaluating t his trancaction. 

Incr-ental coats are therefore aeasured by changes in tuel 

coats and variable o•M costa . 

The Lakeland t ransaction involves 10 MW ot peaking capacity 

that extends beyond Taapa Electric' a next planned 

expansion. The testiaony ot Taapa Electric Witness Karen 

Branick indicates that there i a uncertainty about whether 

additional peaking capacity ia required to meet the 

Lakeland obligation. Consequently, incremental costa are 

calculated with and without a capacity charge , plus 

additional fuel costa a nd o•N costs. 

Ba•ed on the•• definition•, at what level or output should 

a tin produce? 

9 

_j 
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The fira ahould continue to increaae production •• long •• 

the price r eceived for each i ncr .. ent ot output covers the 

increaae in coat required to produce that level ot output, 

aa lonq aa price oovera average variable coata ot 

production. 

Please explain. 

The fira ahould produce each increaent ot output that 

inoraa .. a ita profita or raducea ita loaeea. since the 

tira will incur ita fixed coats of production no matter hov 

12 auch it decidea to produce, the production decision ia 

1J baaed on variable coats. The correct level of output can 

1f be deterainad by applying a aiaple rule to each incre11ent 

15 of production under conaideration. Each increment ohould 

11 be produced aa long as the pri=e received tor that 

17 increaent more than covera ita increm•ntal costs ot 

11 production. As long aa this rule holds , each additional 

11 aale contribute• aoae amount to fixed coats and the tira ia 

ao better oft. In other verda, it the tira ia making profits 

21 before the aale, the sale vill add to total profits; it the 

22 firm ia aaking lo•••• before the aale, the s ale vill reduce 

23 total loa•••. 

a• 
21 Q. Do you ... n that different tranaact. iona may be charged 

10 
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different pricaa becauaa incremental costa change with the 

nUlllber ot transaction•? 

7. 

Mot necaaaarily. In a c011patitive aarket, all transactions 1 

of a aiailar natura and entered into at the same time would 

be charqad the aaaa price. Thia ia beat illuatrated in the 

caaa of a wholeaale spot market tor electricity, where 

there aay be aaveral buyera of the aame collllodi ty at the 

• ... tiaa. If incremental costa riae with the number of 

aucb transactions , the price charged for all of the 

transactions should cover the highest incremental cost 

incurred. Indeed, in a competitive spot market it is not 

poaaibla to charge different price• for the same commodity 

beoauae of •arbitraqe.~ The cuatomer receiving 6 lower 

price could resell to a custo•er that is charged a higher 

price, thus earning a profit, and reducing the market share 

of the original aeller. Such aroi trage activities in 

competitive markets ensure that price discrepancies cannot 

persist tor very long . 

The aaae arguaent does not apply as easily in the case of 

contract sales, because contract• tend to •pacify unique 

co-oditiea and bElcause contracts t ond to be negotil\ted at 

diffe.rent points in time. 

11 
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Why would prices vary for different servic~s or tor the 

saae services arranged at different times? 

Different services aay involve different costs, in whic h 

case they warrant different prices . One example is the 

spot sale of energy versus a contract sale o t capacity . 

Another example is the difference between a contract sale 

of 10 MW of baseload power and a contract tor 10 HW ot 

peaking power. The latter example indicates why the 

pricing of baaeload power for FMPA differs from the pricing 

of pealcing load for Lakeland. 

In the case where the same services are arranged at 

different tim-o, prices may vary because costs of 

production change. For example, fuel prices can change 

over time so that the incremental cost of different 

transactions will cha.nge. Even if f ue l prices do no t 

change, the fuel coats of plants in the dispatch order 

required to serve peak loada will typically be higher than 

the fuel coata at ott-peak t iaes o t d"Y· 

What is the significance of ave.cage c oats in this analysis? 

The relationship between price and average cost is 

iaportant for deter111ining whether to produce at all, but it 

12 



1 

2 

s 

• 
5 

' 
7 

• 
t 

1 0 

11 

12 

u 

u 

15 

u 

17 

18 

1t 

20 

21 

22 

23 

24 

25 

Q. 

233 

doee not detenine how auch to produce. It the average 

revenue earned troa all ealee ie below average coet, the 

tira ie incurring loesea and may eventually be forced to 

shut down . However, a a long a a the t ira must pay ita t !xed 

coste and it ita price ie above the variable costa ot 

production, it pays the firw to continue operating in order 

to pay tor aoae ot ita fixed coats . 

Thus, the relationship between price and average coat 

deterainee whether t o produce, while the relationship 

between price and incr-ental coat determines how much t o 

produce. 

In a re9Ulated context, the t ira' • average c osta are 

covered by revenues from retail sales and the issue ia 

whether to produce an additional aaount tor sale into the 

wholesale market. If increaental coats ot wholesale sales 

are covered by incremental revenues , retail customers will 

not be subsidizing wholesale sales. 

Would a requirement that all utilities price their 

wholesale sales at average coats, rathe r than incrementa l 

coste , have negative implications for the eiriciency of the 

electric induetry i n the state of Florida ? 

1 3 
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Y•• · As I have explained, firma should determine how much 

they produce accordinq to their increaental costa, not 

their averaqe coats . It decisions about which tin 

supplies the wholesale aarket are deterained by averaqe 

coats rather than increaental coats, it is possible that 

the tina with hiqher costa would be aupplyinq the market, 

and that the whol .. ale price ct electr icity would be hiqher 

th.an necessary. Exceaai ve prices in t he who lssa le market 

ultimately mean that retail prices will be excessive as 

well. The ne9ative effect• of excessive electricity prl ces 

90 beyond the reduction in welfare of conauaera to include 

aore qeneral adverse i~lioationa for employ::ent and 

productivity in the state of Florida. 

For e.xaDple, auppo88 that Pira A has lower averaqe costs 

than Pira B, but hiqher increaental costa. If wholesale 

transactions are to be evaluated on the baaia of relative 

averaqe costa, Pira A would supply the aarket; if, however , 

increaental coats vera compared, Fira B would supply the 

aarket. Such a coapariaon wou14 be possible if Firm B' s 

avera9e costa include lar9er fixed costa than Firm A's 

avera9e coats. But differences in fixed c osta are 

irrelevant for deteraininq which t ira should supply the 

aarket aince fixed coats will be incurred whether the sale 

ia aade or not. The coapariaon should be made on the bas is 

14 
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of the incr .. ental coats incurred an~, on this basis , Firm 

B ahould aupply the aarket. The profit (or contr ibution to 

fixed coata) raaultin; from the sale made by Firm B would 

be larger than the corresponding amount reeulting from the 

sale aada by Fira A. 

If Firm A supplies the aarket rathar than Firm B, the price 

of wholesale electricity in the atate of Florida would be 

hi;her than neceaaary. The price of electricity paid by 

retail cuetoaere would also be higher than necessary . By 

obooain; an inappropriate criterion tor determ.!.:"'ing who can 

make the sale, therefore, the electr i c industry is forced 

to operate leas efficiently than i t otherwise could and 

conauaera are forced to pay higher prices than are 

necessary. 

If soma firma auat impute their costa for wholesale sales 

at average coats, while other firaa may usa i nc remental 

costa, ia there l i kely to be an uneconomic bi as aga i nst 

thoae u• ing average coats? 

Yea. suppose I .o.u.a in the state of Florida m~st evaluate 

deciaiona to aall in the wholaaale market on the basis of 

average cos ta , while independent power producers and 

aarkatara are a l lowed to aake the evaluation on the basia 

15 
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of increaental coata. Aa indicated in the example above, 

the incruental coata of the I.O.U.e may be relatively 

lower, while the average coata aay be relatively higher, 

than the independent power producer• and aarketera. This 

can happen bacauae the I.O.U.a have hig~•r fixed coata, but 

fixed coat• are irrelevant to the deciaion to aake the 

wboleaale a ale. Thua, the I. 0. U. • may be unable to compete 

in the wholeeale market oven though the I . 0. u. ' a 

incruantal ooata tor the aame aervice may be lower than 

coapatinq increa.ental coata. !fot only ie market efticiency 

haraed, but the I.O.U.a are unfairly treated relative to 

other vholeaale coapetitora. 

1.4 XV. UPLIO'l'IO. OJ' '1'11 • .COIIOIUC UI.CIPL•a '1'0 TAXI' A .LIIC'l'RIC '8 
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47 g. 
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11 

ao A. 

21 

22 

23 

24 

21 

What are the incr .. ental coste that are incurred by the 

PMPA tranaaction? 

The incroaental coat• ot •upplyinq the FMPA transaction are 

qiven in the Prepared Direct Teatimony ot Tampa Electric 

witneea Karen Branick. Docu.aent 4 in Exhibit KAB-1 ot Ms. 

Branio.k'a teatiaony givea the cu.aulative preaent value ot 

increaental coata and revenue• over the tive-year period in 

vhich the tranaaction would laat . Tho incremental coat to 

16 
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Taapa Electric's ayat .. for producing and transmitting the 

aaount of power called for by the contract with FMPA are 

separated into fue l costa and non-fuel costa. There are no 

capacity charges i ncluded with non-fuel costs . This ia 

appropriate, as noted earlier, because the FKPA sale does 

not require Taapa Electric to increaee capacity to 

acao .. odate the sale. The only non-fuel costs are 502 

allowance costa and variable O'M coats. 

As noted in Ms. Branick'a testimony, t h ese increment al 

costa are calculated at the aargin for Tampa Electric's 

In other words, the dispatc h order t or the 

quantity required to serve the FKPA s.:le comes after the 

retail .J::i' is served. This aeans thot the inc remental 

costa of serving FMPA are higher than the incremental costs 

ot serving r etail customers. For this reason, it may be 

concluded that incraaental costs of serving FKPA are larger 

than Tampa Electric's average variable costs. 

What are the r ev•nues to be earned from the FMPA 

transaction? 

DocWDent • in Exhibit KA.B-1 also gives t he i ncremental 

revenues to be earned fro• the PMPA transaction. It these 

revenues are div ided by the quantity to be sold , one 

17 
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derive• the average revenue, or price, of the transaction. 

What aay be concluded about the profitability of the 

tran.action? 

Since the incr .. ental revenue• from the transaction exceed 

the incremental coat of the tranaaction, the transaction i~ 

profitable . Since the sale is beneficial, the commission 

should follow a policy that encourages rather than 

discourages such a sale. 

Does 'l:allpa Electric's wholesale power sale to FKP.A benefit 

FMPA's retail customers? 

Yea. Tampa Electric was awarded the contract by FKPA 

because it waa the c.heapest source of the additional power 

required by FMPA. If Tampa Electric does not supply the 

power, FMPA will be rorced to purchase from a higher-priced 

alternative aupplier. FKPA's customers would have to pay 

higher prices aa a result. 

What are the i ncremontal coats and revenues ot Tampa 

Electric'• propoaed sale to Lakeland? 

18 
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The increaental costa and revenues of Tampa Electric's 

propoaed aale to Lalteland are given in [),;cument 5 in 

Exhibit KAB-1 in Ma. Branick'• teatiaony . 

In thia caae, incr .. ental coat• may i nclude a charge for 

nev pea.kinq load capacity to aervice the Lakebnd 

tranaaction. Whether capacity charges are included or not, 

the incre .. ntal coat• are evaluated at the margin for Tampa 

Electric'• •yatem, ao that the incremental coats for new 

peaking capacity exceed the average costs of peaking 

capacity. 

What ~~ay be concluded about the pr ofitability of the 

transaction? 

Since incremental revenue• are larger than incremental 

coata, the tranaaction ia profitable . The same arguments 

qiven above in connection with the sale to PKPA apply 

equally to the aale to Lakeland. 

Should the CoiiJiliaaion enc ourage the FMPA and Lakeland 

••lea? 

Yea. Theae sales have been evaluated according to 

eatabliahed economic principle• and have been found to be 

19 
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profitable. Thus, these sales should be encouraqed by the 

co .. ission. To provide the prope r encouraqe•ent for ouch 

aalea, the co .. iasion should ensure that incentives are in 

place that will cause firaa to seek out this business . 

Does this conclude your testi•ony? 

20 
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or 
DOOGLU a. BOKI 

Plea•• atate your name and buaine•• Address. 

My naM ia Douqlaa R. Bohi. My buain••• addreaa ia Charles 

11 River Aaaociatea Incorporated, 1001 Pennsylvania Avenue, 

12 N.W., Suite 750 North, Waahinqton, D.C . 20004 . 

13 

14 0· Are you the a&JU Douglaa R. Bohi who aubmi ':ted Teatimony in 

15 tbia proceeding on April 25, 1997? 

16 

11 a. Yea. My educational background and work experience are 

18 deacribe4 in that testimony . 

19 

20 g. 

21 

22 a. 

23 

on whoae behalt are you taatityinq in this proceeding? 

I aa te•titying on behalf ot Tampa Electric. 

2 4 II. .ORP08B aJfD 8UJOCAJlY or 'l'B8'1'IMOJIY 

25 
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Nbat is the purpoae of your teatiaony? 

The purpoae of ay tastiaony is to explain why the teatiaony 

ot Mr. Huqh Larkin, Jr. and Mr. Jeffrey Pollock reflects a 

aerioua aiaundaratandinq of basic economic principles and, 

therefore, should not be the basis for a co .. iasion 

decision in thia proceeding. 

Please suaaari&e your te&tiaony. 

Ky testiaony responds to three erroneous arguments 

preaented by Mr. La.rkin and Mr. Pollock that, th.rouqh 

repeated aaaertion in various ways, fonu the basis of 

their direct teatiaony. Firat, they assert that firms 

(requlated or unregulated) ahould not aake sales decisions 

on the baais of increJDental costs or pr0<1uction. However, 

17 in any line of business where the f irlll is free to choose to 

18 aake a aale, the firm should base that sales decision on 

19 whether incraaantal revenuaa excoed incremental coste . In 

lO contrast to service provided to retail cuctomers, decisions 

l1 to aake wholesale sales are at the discretion of Ta•pa 

22 Blectrio. In 111akin9 these doc iaiona on the baaia of 

23 i.noraaantal coats , the co111pany is followinq sound econoaic 

24 principlea . 

25 

2 
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1 Their second erroneous arquaent is that Tampa Electric's 

2 proposal to credit retail customers according to 

3 incr .. ental fuel costa represent s a cross-subsidy fro• 

4 retail cuatoaera to wholesale customers. This arqument 

5 !;nor•• the faot that Taapa Electric's proposal to credit 

6 retail cuatollera an amount equal to ayatu incremental fuel 

7 coats will cover fuel costa incurred t o serve wholesale 

8 sales. 

9 

10 The third erroneous ar;ument ia that Tampa Electric does 

11 not require an incentive to aake wholesale sales. I show 

12 why Taapa Electric requires an incentive to e ngage in 

13 diacre~ionary wholesale sales, and that proposals aimed at 

14 reducing tbia incentive run the risk of reducing both the 

15 amount of wholesale sales and t he amount of benefit• that 

16 flow to retail cuatoaera. For this reason I conclude that 

17 the arC]UJienta put forth by repreaentati vee ot retail 

18 customer• to reduce Tampa Elecric's Jncentives are not in 

19 the beat interest of those customers. 

20 

21 III. IIKOOLD DfCRDD'l'JU, C08U 88 08C '1'0 ICUB SAL .. DBCI8IO .. ? 

22 

23 g. 

24 

25 

What is Kr. Larkin'• a rquaent regarding the decision to 

aake sales on the baaia of increaental costs? 

3 
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Mr. Larkin (p. 3 l ines 8-9) arques that sales decisions 

aade on the basis of whethdr incremental revenues cover 

increaental costa would not "be applied by any business in 

coapletinq sales to ita cuatoaera.· He aakea two 

obeervationa to support this contention . The first ia that 

if this theory were followed, avery cuatoaer of Taapa 

Electric which entered the ayat .. after the establishment 

of base rates would pay only the incremental costs 

associated with that customer•• addition to the ayatea. 

The second is that, in a competitive business or one that 

is an oliqopoly such as the autoaobile industry, prices of 

products are not established in this manner. Ke claims 

that automobile manufacturers, as do all manufactures, 

establish a price and qenerally maintain that p~ice tor all 

customers. 

What ia vronq with the first assertion? 

It asswae.s that the seller is settinq the sales price on 

the basis of incr .. ental costs, and that the seller aay 

offer different prices to different customers because the 

seller•• inar .. ental costa will differ. This view lacks 

undarstandinq of the basic economic pr inciples involved. 

To beqin with the seller does not set the price. In the 

regulated electric retail market in Florida the Commission 
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sets the price and the company has no choice but to serve 

all ou•toaar• at that price. In a competitive market euc.h 

as the wholesale aarket in Plori.da, the seller likewise 

does not sat the price. The aarltet seta the price and the 

company has a choice whether to sell or not. Buyers have 

6 several alternative sources of supply and will choose the 

7 oheape•t alternative. Thi• ha8 the eftect of limiting the 

8 price that any seller can receive. Accordingly, a 

9 competitor aMy choose to beat the ~ price and make the 

10 sale, or choose to forego the sale. 

ll 

12 The qnaation at this point is the criterion the sellar 

13 should usa to decide whether to make tne sale or forego it. 

l4 Established economic principles are clear on thia point and 

15 aay be verified in any introductory economics textbook; the 

16 seller should not make the sale unless incremental revenues 

17 are larger than increm4'ntal coats. It incremental revenu .. 

18 are larger than incremental coste, the sale is profitable 

19 and the seller auat decide whether the risks and other 

20 disincentives are large eno•tgh to discourage making the 

21 sale. 

22 

23 The rule does not say that the seller should sell At a 

24 price equal to increaental coats , nor does the rule say 

25 that the seller should sell at different prices to 

5 
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different. customers because the incremental coat ot servinq 

different cuatoaara will vary. The price ia determined by 

the aarket and, in a competitive market, the seller should 

aell at whatever the price the aarket will bear. It , tor 

exa•ple, market dema.nd ri••• and cauaea the price to 

increase, the seller should aell at the hiqher price . 

Converaaly, it demand tall• and causes the price to tall, 

the aeller will be forced to sell at a lower price, unless 

the aeller chooses not to sell at all. 

Under no ciroumatances should the seller sell at a price 

below incr8llental coats . As ~onq as the price is above 

incr-e.J:tal costa, then the costa incurred in aaltinq the 

aale are covered and a net return is earned that. will 

either help pay tor fixed costs or add to net profits . The 

aain point ia that the coats incurred are c overed. 

What is wronq with the second observation puc t orth by Mr. 

Larkin that , in a competitive business or one that is an 

oliqopoly such aa the automobile industry, prices ot 

product. are not established in this manner? 

Tbia arqumant reveals a serious misunderstandinq about the 

way manufacturers behave with reqard to prices and 

incremental costs. Kanutacturora commonly eatablilh list 

6 
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prices for their products, and may determine those prices 

on the basis of average costs or production, including a 

•ar;in tor profit, and the expected laval of demand. 

Navarthalaas, the actual selling price at any time will be 

dat~inad by the level of demand for the product at the 

time and the prices at which competitors are willing to 

sell. If deJDand is etrong and competition is weak , a 

.anutacturar may unilaterally increase its list prico . If, 

on the other hand, demand is weak and comvetition is 

stronq, the manufacturer may decide to sell at a discount 

from the list prices. 

This type of behavior is particularly common in the 

14 autoaobile sector, as anyone who haa shopped tor an 

15 automobile under different aar ket conditions can attest. 

16 Manufacturers increase the prices they charge dealers tor 

17 popular aodels and deala.rs add on special charges to 

18 custoaars. When manufacturer and dealer inventories rise 

19 because of a weak market, ho\otever , JDanutacturers a re 

20 willing to otter special ince.ntives to dealers, and dealers 

21 are willing to offer discounts to cuato111ers. Actual 

22 sallin; prices will vary with different custoJDers, 

23 different locations, and different tices. The seller will 

24 try to obtain the highest price possible, and will be 

25 acutely aware of the miniaua price necessary to maxe the 

7 

J 



1 

2 

3 

2 4 8 

sale profitable. The ainimum price will be determined by 

incremental coats of production. 

4 I have personal experience with the way manufac turers IIUlke 

5 sales decisions from .y earlier employment with caterpillar 

6 Tractor Company. As in the case of auto aanufacturara, 

7 caterpillar sella ita products through a worldwide network 

8 ot dealers. Suggested list prices are published, which are 

9 subject to change, and discounts from the price list are 

10 co.aon da~nding on aarket conditions and the size of 

11 inventories. In ca•~• involving large sales and the offer 

12 of a aiqnificant discount, dealers would ask the oom.pany t o 

13 review the offer and decide whether the discount ia 

14 acceptable. In a::aking the decision, the -:ompany is acutely 

15 aware of its incremental costa. These costs establish the 

16 price floor. How far the price has to be above incremental 

17 coats to make the aale depends on market conditions, as 

18 diacuased above. 

19 

20 Q. 

21 

22 

23 

24 A. 

25 

Mr .• Pollock (p.l4, lines 4-23) argues that it is 

inappropriate to measure efficiency solely on the basis of 

inor-antal coat. Do you agree with his argument? 

No. Hr Pollock argues that a firm that has low incremental 

costa aay have high capital costa and is not necessarily 

8 
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•aore eft icient than another f ina that chose instead to 

ainiai&e pytrall COSt.,• Earlier (p. 13 1 linG 19 to p. 14, 

line 3), Mr. Pollock atatea that it ia ·an erroneous 

aeeuaption that a utility having low incremental coeta ia 

aore efficient tha.n a coapetinq supplier that aay have 

higher operatinq coats but lower total coata.· 

Theae ar9umanta are wrong. The most efficient firm !or 

producing a ~iven incr ... nt o! output ia the tina that can 

produce that incr .. ent at the loweat cost. The !irm that 

can produce the increaent at the lowest coat can alao 

accept the lowest price to ael.l che product. 

Mr. Pollock ia concerned about how capital costa !it i nto 

the determination of the aoat eft icient tina . What ia your 

response? 

The aaqni tude o! capital coata doea not chanqe the rule 

that sales deciaions should be made on the basia of 

increaental costa, not on averaqe costa. However, aa I 

explaine4 in my Direct Testimony, in some case• capital 

ooeta abould be included in increaental costa and in other 

caaea they ahould not. I! capital coats ore variable to a 

production decision, they should be included in Lncr ... ntal 

ooata; if capital coats are fixed with reqard to a 

9 
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production decision, they should not be included t1n 

inor .. ental oo1t1. 

The aituation where capital coats are variable in the 

5 production decision arises in the case ot the sale ot 

6 peaking power to the City ot Lalceland. .U indicated in the 

7 Direct ~ .. tiaony ot Ma. Karen Branick, the analysis ot the 

8 Lakeland sale found that the sale would not necessarily 

9 increase capital require•ent•. To be conservative, 

10 however, the sale ia treated as it additional capital were 

11 required. Accordingly, the incremental cost ot the sale 

12 includes a co•ponent to cover thes e additional capital 

13 coats aa vall ae the coat ot fuel and O,H. 

14 

15 In the case of the sale of power to F~PA, the production 

16 decision does not require additional ~spital investment and 

17 capital costa are fixed. In t .hia case, inc remental costa 

18 do not include capital costa; rather, i nc remental costu 

19 include only the additional costa incurred in making the 

20 sale. capital coats must be paid whether the sale is aade 

~1 or not anl;l, as a result, they become irrelevant to the 

22 decision to make the sale . The decision to sell ia 

23 deterlllined by whether incremental revenues are larger than 

24 inoreaental coats. By aellinq at a price above incre.mental 

25 ooata, at least some amount ia earned to help pay tor 

10 
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capital costs. It the aale is not made, capital coats aust 

still be paid, but there is less revenue to ~~oake the 

payaent, and the tira i s worse ott. Again, incremental 

coats is the appropriate basis ror making the decision to 

sell. 

Mr. Pollock's example (p. 13, line 19 to p. 14, line 23) 

compares two electric utilities that choose different 

investment approaches: one has high capital coats and lo~ 

operating coats and the other has low capital costs and 

high operating coats. Which one is the most erricient? 

'nle decision rule baaed on incremental costa stil l applies . 

For any increment or output, the rira with the l owest 

inc remental costs is the most efficient tor producing that 

output. It all such decisions are m.ade in the context or 

fixed capit3l costs, then capital costs are irrelevant to 

the determination ot which tirm is the most efficient tor 

producing a qiven increment ot output. 

I can illustrate my arqu.ment by returning to Mr. Pol l ock 's 

example. Suppose Utility A has high capital costa and low 

operating costs while utility 8 has l ov capital costs and 

high operating coats. Further suppose that the two 

utilities are competing tor sales in the wholeoale market. 

11 
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If the aarket price were greater than ~ A's 

incremental costa and lower than utility B's incremental 

coats, it would make senDe for utility A to aake the sale 

but not utility B. Utility A would make a profit on the 

5 eale that would help pay for ita (high) capital coats, 

6 while utiltiy B would take a loea on the sale, which would 

7 aake it more difficult for utility B to pay for ita (low) 

8 capital coats. Utility A ia clearly more efficient than 

9 utility B in making this sale. 

10 

11 Indeed, if ve extend the exuaple to suppose that utility A 

12 has lo.rer incre.aental coats than utility 8 for every 

13 increL&nt of output they can produce, and that the two are 

14 in direct competition for all eales, ~~en utility A would 

15 be able to make every sale at a lower price than utilty B. 

16 Having lower capital costa will not help utility B c o mpete 

17 with utiliey A. 

18 

19 g. 
tfi ' 

What happens in the last example 1! ~fl~ A captures all 

20 ot the bueineaa and still does not cover all or ita tixad 

21 coete? 

22 

23 .a. The siaple answer is that the market does not value this 

24 product enough to cover the coat of producing it and, thus, 

25 production should cease. The more involved answer depends 

12 
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on how fixed costa are financed. For capital that is 

financed with debt instruments , debt payments muat be made 

or creditors will force the firm into bankruptcy . Since in 

our exa.ple the revenues to~~ A were covering at 

least part of 1 ts fixed costa, debt payments may be 

covered. For capital financed by equity investment, a 

shortfall of revenues would lower dividends below the 

aarket rate of return. 

10 IV • DOU 'I'D !'ADA PROPOSAL Dll'LY A SUBSIDY TO WBOLE8ALII SALU? 

11 

12 g. 

13 

15 

16 

17 A. 

18 

19 

20 

21 g. 

22 

23 

24 

25 A. 

Mr. Larkin, Mr. Pollock, and staff witneso David P. Wheeler 

argue that Ta•pa Electc ic' s proposa 1 means that ret a 11 

cuato-..ra are subsidizing wholesale custom.ers. What does it 

mean to say that one customer is subsidizing another? 

Retail customers may be said to be subsidizing wholesale 

cuato•ers if retail customers are paying some ot: the costs 

incurred in supplying electricity t o wholesale customers. 

Why do Mr. Larkin, Mr. Pollock, and Hr. Wheeler believe 

that retail customers will be subsiding vholesale 

custo•ers? 

Their testimony incorrectly argues that a subsidy occurs 

13 
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becauae Tampa Electric'• propoeal would credit retail 

cuetoaere throuqh the fuel adjustaent clause an aaount 

equal to actual syste.11 incremental !uel coete rather than 

eyetea averaqe fuel coete. 

Ooee the di!!erence between actual eyete• incremental and 

ayat .. avera9e fuel coete coneti~ute a subsidy !rom retail 

to wholesale customers? 

No, The aaount that ahould be credited to retail cuatoaera 

to ensure that they are not advereely a!!ected by 

vholeaale aalee ie the increase in total !uel costs caused 

by the vboleeale ealaa. Averaqe !uel coats do not measure 

the increase in total !uel coeta caused by wholesale sales; 

rather, the increase in total !uel costs is measured by 

increaental coste. 

0018 ~ADA IILIC'l'JliC DBD AJf I.CIDITIVII '1'0 ICA1B WBOLIIIALI 

8ALU? 

Should Tampa Electric r ceive an incentive to make 

vboleeale salee? 

Yea. The eervice provided to wholesale customers is 

entirely discretionary. Tampa Electric can c hoose whether 
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to .. 11 to wholesale cuatOMra, can choose how much it will 

sell and tor how lonq, and can determine a variety of other 

teru and condition. that altect thfl coat of aerv1ce. In 

aakinq the .ales decision, Taapa Electric auat be .atiafied 

that the sale will iaprove rather than detract froa 

earnings. unless earnings are improved, there is no reaac..n 

to undertake the risk and coat of making the sale. 

Will any cuch incentive be inconsistent vith the 

principles of rate aaltinq? 

No. The requ l atory model has always contained incentives 

to both the retail and wholesale jurisdictions. 

purpose ot th .. e incentives, reqardlesa of their form, 

been to encouraqe behavior that benefits ratepayers. 

Will Tampa Electric' a proposal be consistent with the 

interests ot the retail customer? 

Yea. I can understand that representatives of retail 

cuatoaera aiqht try to collect aore of the benefits froa 

wholesale sales in order to lower retail ratew, but I 

cannot understand why the same persona would be prepared to 

arque that no incentive should be provided to encourage 

Taapa Bleotrio to seek business that benefits ratepayers. 

15 
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Mr . Larki.nq (p. 20, linea 1-18) and Mr . Pollock (p.3, lines 

1-20) argue that regulated electric utilities are aerely 

uain<J their retail cuatoaera to gain a competitive 

advantage over other wholesale entities "which do not have 

the l uxury ot uai.nq their 'captive ' custoaera to subsidize 

discounted wholesale rates.· How do you respond to this 

arquaent ? 

I woul d agree with the argument it the premise were true; 

that ia, it t he coats ot serving wholesale c ustomers vera 

in tact ahitted to retail custoaers. Since the premise is 

not true t or Taapa Electric ' s proposal , ! do not agree with 

the conc l uaion. 

On the contrary, the solution suggested by Hr . Larkin and 

Mr. Pollock to require Tampa Electric to c redit r (ltail 

custo•era on the basis ot average embedded costa tor any 

wholesale sale, will tend to drive regulated utilities out 

ot the wholesale aarket . The reason is that nonregulated 

entities will aake decisions to sell in the wholesale 

market on the basis ot their incremental costs, not their 

average embedded costs. These entities will be able to 

under-price regulated utilities, even when th~oir 

increaental coats are above those ot regulated utilities. 

This will allow them to capture a dispcoportionate share ot 

16 
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1 the vbole.ale aarket. Consequently, a Commission decision 

2 that regulated uti liti •• auat c redit the coat& of wholesale 

3 transactions at ave.rage embedded costs, while competing 

4 supplie.r• have the freedoa to make aalea decisions on the 

5 basis or increaental coats, will severely bia• the 

6 co~titive equation against regulated utilities. 

7 

8 An unfortunate result of this outcome is that the lowest 

9 coat, ao•t efficient producers wi ll not necessarily be 

10 aupplying the wholesale aarket. Wholesale prices will be 

11 higher than they should be, yet fewer profits earned from 

12 wholesale sales will flow back t o the benefit of retail 

13 conaumora. Thus, ratepayers of regulated utilities will be 

14 worse off, the shareholders of reg~lated ~tilitiea will be 

15 worse off, and the ultimate cons~era of wholesale power 

16 will be worse off. The only beneficiaries of such a 

17 aisquided policy will be the shareholders of the 

18 nonrequlated entities. I suspect that e nhancing their 

19 profits will not serve to benefit the people in the state 

20 of Florida , however. 

21 

22 Q. 

23 

24 A. 

25 

Doea thia conclude your t eatiaony? 

Yes, it does. 

17 



1 0 (By Mr. LoD9) Dr. Bohl, would you pl •aae 

2 suaaarize your direct and rebuttal testimony? 

3 lles, I will , thanlc you . Good afternoon , 

4 Coaaissionera. I appreciate the opportunity to be 

5 here in order to respectfully suggest that it is 

6 critically important for this Coamisaion to apply 

7 several key economic principles in ita deliberations 

2 58 

8 concerning the regulatory treataent t o be afforded the 

9 PMPA and Lakeland eales . 

10 First, as a matter of basic economic theory, 

11 sound business judqaent, and effective public policy , 

12 discretionary incremental wholesale sales should be 

13 evaluated bt both the company and thin commission on 

14 the basis of incremental cost, not average cost. This 

15 principle holds true whether incremental cos~s are 

16 above or below average costs . The point is fi xed 

17 costs must be made whether or not the incremental 

18 wholesale is aade. Therefore , the decision t o maxe 

19 incr .. ental wholesale sales must be baaed on a 

20 conaideration ot the new or increae~tal cos ta which 

21 would be incurred, not the preeAisting fixed costs 

22 which are sunk costs . 

23 Second, in view o f t he discre t i onary nature 

24 of wholesale sales, if the revenues from an 

25 increaental sale are greater t han the incremental cost 

rLORZDA l»UBLIC 8DVICJI 0010fi88IO. 
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l incurred in aaking the sale, then the sale will 

2 produce net benefits and should be encouraged. Any 

3 incr-ental contribution to preexisting fixod costs 

4 will serve either to reduce losses or increased 

s profits. 

6 Third, retail ratepayers who initially are 

7 responsible for 100\ of the fixed costs attributable 

8 to •axing r.ew wholesale sales are better off after the 

9 sale is aade since the resulting net benefits will 

10 serve to reduce their preexisting fixed cost burden. 

11 Under these oircuastances, it should not be asserted 

12 that retail custo•ers are somehow subsidizincJ 

13 wholesale custo•ers by aerit of the fact that 

14 wholesal e oustoaers are not paying average costa . 

15 Whether wholesale custoaera are paying a price that is 

16 aore or less than average cost is an outcome ~hat is 

17 deterained by the wholesale market not by Tampa 

18 Electric. The choice in this s i tuation is between 

19 making a sale and enjoying some positive bene fit or 

20 not aakinq the sale and receiving no benefit. 

21 Fourth, the i•putation of nverage coat to 

22 incraaental wholesale sales will result in sig nificant 

23 aarket inefficiencies in the loss of net benefits t o 

24 ratepayers if, as a result, utilities are diaincented 

25 to .. ke such sales. To the extent that the fi rm wit h 

rLOJU:DA .U.LIC ••anca OOIDU88IOM 
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1 the lowest increaental cost is prevented from making a 

2 given wholesale sale, aarket efficiency is degraded . 

3 To the e.xtent that jurisdictional IOUs ~re dhincented 

4 froa aaking wholesale sales, the net benefits which 

5 woul4 have accrued to IOU ratepayers would instead 

6 flow to ratepayers of IOU• in other states or to the 

7 ahareholders of unregulated pover aarketers. 

8 Fifth, it is as aatter of siaple arithmetic 

9 that average fuel coats will reaain unchanged it the 

10 tuel clause is credited with systea incremental fuel 

11 coats for a new uholeaale sale, just as the company 

12 proposes in this proceeding. 

13 Opposition to Taapa Electric's proposal is 

14 grounded in a aiaunderstanding of the economic 

15 principles which I've just described. This 

16 aisunderstanding should not lead the Commission to a 

17 policy decision which aay well hara ratepayers in the 

18 final analysis. Such a decision would be to attribute 

19 average cost to these sales when, in !act, they are 

20 incurring incr ... ntal coats. Thank you. 

21 xa. LO»Qa Chairman Johnson, or. Bohi is 

22 available !or cross exaaination. 

23 

24 

cwaxawaw Jo .. ao•a Thank you . Ms . Kaufman. 

.. . Ka~a FIPUG will defer to Mr . Howe 

25 to go first. 

J 
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1 CIDIIUIUI JO...OBl Mr. Howe. 

2 CJIOaa aDMJD'l'IO• 

3 aY D. BOWIIl 

4 Q Bello, Dr. Bohl. I ' a an attorney with the 

5 PUblic counaal'a ottice. I have juat a taw questions. 

6 I noticed you aaid in your au.aary, I believe , that 

7 fixed costa •uat be paid. And I believe you also said 

8 that the retail jurisdiction ia currently responsible 

9 for 100' of the fixed coata1 is that correct? 

10 

11 

& 

Q 

That's correct. 

If tbla Ca.aiaaion wore currently involved 

12 in a rate oaae involving -- or conducting a rate case 

13 involvinq ·raapa Electric Coapa.ny, and all the assets 

14 devoted to wholesale sales were going to be set aside 

15 outside the retail jurisdiction, a nd let's assume 

16 further that they set aside those assets as portions 

17 of Big Bend 2 and 3 and Gannon 5 and 6 that would be 

18 devoted to the FMPA sale, would the revenues Tampa 

19 Electric is receiving froa that sale to FMPA cover its 

20 aoata? 

21 & I could not say for sure. 

22 Q Why could you not say for sure? Is the 

23 question -- you know, what's the value of the assets 

24 that would be devoted to the wholesale jurisdiction? 

25 & I don't know what t he average eabedded coa~G 
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I 1 of those units are that you're talking about. 

2 Q Well, let's just use some numbers. It the 

3 average 

4 xa. LO»Qt Chairaan Johnson, I'a sorry, I 

5 would like to object to this line or qu .. ationing. 

6 Or. Bohi's testiaony deals with the econoaic theory as 

7 applied to these sales. The specifics or these sales 

8 and the rateaaking tor Taapa Electric was clearly 

9 within the pu,rview ot Hr. Raail, and the details in 

10 teraa of the rateaaking are the substance or 

11 Ma. B.ranick • s teatiaony. 

12 xa. aDWa1 If I aiqht respond? Just to pick 

13 one reference in or. Bohi'a teatiaony, Page 17, 

14 pretiled direct, Line 7, "The only nontuel coats are 

15 802 allowance costa and variable o•K coats." I'm 

16 testing that stateaent. I'a testing to see it there's 

17 another el .. ent of coat. That, being the capital 

18 cost, the return on assets that is also a matter or 

19 rateaaking and a coat that would necessarily have to 

20 be covered by revenues troa the wholesale 

21 JUrisdiction. 

22 xa. LOIGI I understand that, Chairaan 

23 Johnson, but the point is that those costs were 

24 analyzed by Ks. Branick and xr. Raail. or . Bohi is 

25 aerely referring to their teat iaony, what's 
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1 established in thei r teati•ony. He is not the witness 

2 for that inforaation. 

3 MR. BOWWt Well, then, I would suggest that 

4 I would aove t o strike any refe rence Dr. Bohi makes as 

5 a fact that the only nonfuel eosts t o be considered by 

6 Taapa Electric or by this co .. iaaion in evaluating 

7 Taapa Electric'• proposal are S02 allowances and 

8 variable o'"· 
9 D. LO.Oa Well, Chair•an Johnson, Dr. Bohi 

10 is entitled to rely on the teatt.ony of Tampa 

11 Electric'• other witnesses. I see no basis for 

12 striking hi• teatiaony aiaply because he's been 

13 relying on what other witnesses in thic proceeding 

14 have spon~ored in their teatiaony and aro here t o 

15 addreaa under oath. 

16 D. aow.1 Chairaan Jobnaon , I would just 

17 ask then that Mr. Long identify where in Dr . Sohi's 

18 teat!.ony he states that he ' • drawing conc luaions only 

19 fraa Me. Branick'• testimony . I don't believe it 

20 exiat•. 

21 KR. LO•G• Well, Chairaan, I'm not under 

22 oath, but the witneas is; I think that's an 

23 appropriate question. 

24 D. 11001 Chairaan Johnson, Tampa 

25 Electric's witness doesn't tell ae whet queationa to 
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1 ask. 

2 ClmXItDII JOIDIBO•a Mr. Howe, I'm going to 

3 allov your question. But to the extent that the 

4 vitncas does not knov the an.swer or does not feel 

5 qualified to answer, you can state that. 

6 Q (BJ Kr. Bowe) Or. Bohi, you wer e once 

7 eaployed by the Federal Energy Regulatory Commission, 

8 vera you not? 

9 

10 

That's correct. 

Are you familiar vith the jurisdiction of 

11 the Federal Energy Regulatory co .. iaaion? 

12 a Yea. 

13 Q What regulatory agency has the authority to 

14 allow a return on assets coi!Jilitted to wholesale sales 

15 under the jurisdiction of the Federal E.nergy 

16 Regulatory Comaiaaion? 

17 a The assets are under the jurisdiction? 

18 Q No. I asked what r~agulatory agency has 

19 jurisdiction to allow a return to a public utility on 

20 assets co .. itted to wholesale sales under the 

21 jurisdiction of the Federal Energy Regulatory 

22 ColiiJDiasion. 

23 That ia an ambiguous question because 

24 there's occasions where the assets are under the 

25 jurisdiction of the Federal Energy Regulatory 

rLORIDa PUBLIC IBRVICB OOMVI88IO• 
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1 co-.ieaion, and there are occasion• where they're 

2 under the jurisdiction ot the atate regulatory 

3 authority. 

4 Q My question deale with aeaets coiiiDitted to 

5 wholesale sales under the jurisdiction or the Federal 

6 Energy Regulatory eo.aiseion. 

7 A Well, it they are under the jurisdiction, 

8 the assets, then the Federal Enerqy Regulatory 

9 co .. isaion will set those returna. 

10 Q or. Bohi, also, with assets under the 

11 jurisdiction of the Federal Enerqy Regulatory 

1:l co-ieeion, aeeeta devoted to a wholesale sale, is an 

13 el .. ent of coat to be covered by wholeaale rates the 

14 return on thoae aaaeta? 

15 Hot neceaearily. After all, FERC 

16 regulations are changing, and in aoae cases prices are 

17 aarket-deterained. Returns to the aaaet itself aay be 

18 truly a function ot aarket-determined outcoae and that 

19 there are FERC jurisdictional asset• in ~hich there is 

20 no reason to inquire about their coat or production. 

21 Q Are you suggesting that an electric utility 

22 aight chooae to set wholesale rates at such a level 

23 I'a aorry. Are you suggesting that an electric 

24 uti~ity aight eubait to FERC a contract f or approval 

25 at prices which do not allow for a return on the 



266 

1 assets c01111itted to that wholesale contract? 

2 I'a suggesting that in the wholesale market , 

3 in •pacific occasions, and more generally now, it's 

4 the aarltet deteraines the price : the utility does not 

5 set the price. And it it earns a pro~it , that 's tine; 

6 it it doean•t, it doesn't. And it has nothing to do 

7 with its eabedded costs at all. 

8 a. BCJ~qa No further questions . 

9 ClmXDU Joo.o•a Ms. Kautaan. 

10 u. D07DJII Thank you, Chait"'llan Johnson. 

11 cao•• •n•xayxo• 

12 BY U. D07DJII 

13 0 Or. Bobi, I'• Vicki Kautaan on behalf or the 

14 Florida Industrial Power Users Group. I think we met 

15 by telephone. 

16 A Riqht. 

17 Q Dr. Bohi, could you turn to Page 4 , Line 16 

18 in your pretiled direct testimony? 

19 A Page 16, Line 4? 

20 0 No, Page 4, Line 16. An.d on Line 16 and 17, 

21 you are t.allting about market etticienoy. Do you see 

22 that? 

23 

24 

A 

Q 

I will eventually. Yes. 

In that sentence there you are r-terring t o 

25 the wholesale aarlt.et, are you not? 
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2 

3 

4 

& 

Q 

& 

Q 

That'• correct. 

If you • 11 turn to Page 5, Line 9 . 

Yea. 

In the last clause there, you aay , "The 
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5 wrong tiraa will be supplying the aarkat . " Do you see 

6 that? 

7 

8 

9 

10 

11 

12 

13 

14 

& Yea. 

Q And you are referring to the wholesale 

aarket there, are you not? 

& 

Q 

operating 

& 

Q 

That'• correct. 

And on Line 11, you aay , "When the aarket 

1••• efficiently.• Do you aee that? 

tea. 

And, again. you are referring t o the 

15 vboleaale aarket, are you not? 

16 

17 

& 

Q 

That • • correct. 

or. Bohi, can the Florida Public Service 

18 co .. iaaion direct Taapa Electric at what price they 

19 ahould aell in the wholesale aarket? 

20 

21 

& 

Q 

Not that I'• aware ot, no. 

Nov the wboleaale aarket that you are 

22 referring to on Page 5, Linea 11 and 12, is it your 

23 opinion that that ia a coapetitive aarket? 

24 Eaaentially coapetitive, yea . Workably 

25 coapatitive, I would think. 

is 



1 

2 

Q 

A 

I'a aorry, what waa -

Workab1y competitive. 

3 Q And it'• your teatiaony, isn't it, that a 

4 coapetitive aarket brin9a with it certain 

5 efficienciea? 

6 

7 

A 

Q 

Yea. 

Mow it'• true, isn't it, that in the retail 

8 aarket here in Florida, Taapa Electric is a monopoly; 

9 ia that correct? 

'I'hat•a correct. 
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10 

ll 

A 

Q Would it be your view that that market would 

12 be acre efficient if it was coapetitive? 

13 A Mot necessarily, no. 

14 Q So you think that the wholesale market is 

1~ acre efficient because it ia coapetitive, but that 

16 would not necessarily be the caae in the retail 

17 urket? 

18 Well, it depends upon how it was 

19 restructured. 

20 Q could you turn to Paqe 14, Line 10. And I 

21 think we diacusaed thia sentence somewhat at your 

22 deposition where you talk about the ne9ative ettects 

23 of excessive electricity prices. Do you aeo that 

24 sentence? 

25 Yea, I do. 
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1 

2 

3 

4 

5 

6 

7 

Q Aa I understanding your testimony in that 

sentence that begins on Line 10 that it the Commission 

does not adopt the approach that Tampa Electric has 

suggested in this case, t hat we are going to see 

adverae implications tor uployJaent and productivity 

in our state? 

9 

10 could --

11 

The recoaaendation that I make is that the 

K8. ~~~ Excuse me, Chairman Johnson, 

KR. LOMGI Counsel, would you allow the 

12 witness to answer the question, please? 

13 u. ~~~ Cbairaan Johnson, I was just 

14 goinq to request that the witness be directed to give 

15 a yes or no ansver and then explain. 

16 KR. LOMGI Well, Chairman, this is an expert 

17 witness, and an expert witness is entitled to otter an 

18 opinion. 

19 ~UU JOD80MI We will allow the expert 

20 wi tness to otter bia opinion, but tor purposes ot the 

21 Coami•sion, and it helps the co .. issionera , it you 

22 would just start ott by answering yes or no and then 

23 following up with an explanation. We'll allow you 

24 that time to provide your explanation. 

25 W%~88 »>KI& could you say the ques tion 
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1 again , please? 

2 Q (By ... Kau~) Yes, I ' ll try. I'm just 

3 trying to und.eratand it it '• your testimony on Page 14 

4 there that it the co-ission does not adopt the 

5 proposal that Tampa Electric baa eat forth here tor 

6 the treatllent ot these two wholesale sales, that we 

7 are going to see adverse iaplications tor employment 

8 ancS productivity in our state? 

Yea. 9 

10 

& 

Q It's true, isn't it, Dr. Bohi, that you have 

11 not done any studies specific to Florida i n t his 

12 reqard, have you? 

13 

14 

a 

Q 

That's correct. 

Uould you turn to Page 15, pleas e, in your 

15 pretiled direct. And the question that begins on Line 

16 17 and then going over -- your answe r goes over to 

17 Page 16. It's ay understanding that the concern you 

18 are expressing through that question and answer is 

19 that 

20 a Excuae aa, eould I interrupt you a minute? 

21 You went on to another question, and I was to be given 

22 the opportunity to elaborate on •Y yea or no answer 

23 the last ti••· 

24 Q Well, I think it your counsel thinks that 

25 appropriate, they can do it on redirect. 

FLOJli~ POJIL.l:C ••avxa. COJDII88IO• 



1 ala% .... Jo..ao•• Well, I 'a going to allow 

2 bi.a because I probably contused him. But i! you want 

3 to expound, aalce sure th.at you let us kn~ before the 

4 counsel goes on to the next question. But I'• going 
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5 to allow you a little latitude nov because you weren't 

6 aware of our process. 

7 'I'I'l'Da8 BOKI 1 Yeah, thank you . My 

8 recoaaendation vas that inappropriate decision rules 

9 for evaluating wholesale sales could lead t o 

10 excessively high prices in the wholesale market. It 

11 that's the case, then prices to consumers are 

12 ultlaately going to be higher aa well . Not only the 

13 retail consuaera o! the utilities wh" "tral''t ellowed 

14 to aake those sales, but the retail consumers o! the 

15 buying utilities who are paying higher wholesale 

16 prices than necessary. 

17 And while it is true that I haven't 

18 conducted a study speci!ic to the state of Florida 

19 about the adverse eaployaent and productivity 

20 iaplicationa of higher than necessary electricity 

21 prices, nuae rous such studies have been made . I am 

22 aware of thea, and that this ia a general sort of 

23 econoaic relationship when you increase the coat o! 

24 producing other good• and services , you are going 'I:O 

25 have adverse economic implications. That' s simply 
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1 what this refer• to. I think it's a general 

2 proposition that deserves to be ~-cognized. 

3 

4 

5 

Q 

& 

Q 

Does that conclude your answer? 

Yea . 

That•• a general propo•ition that i s not 

6 based on any Florida-specific studies; is that 

7 correct? 

8 & Not on a Florida-specific study, but on 

9 studies having to do with the relationship between 

10 prices, ooat of production and what those do to 
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11 productivity and eaployaent in nu.eroua -- not only 

12 other locations in this country, but nWIIerous other 

13 countries in the world. It'• hardly a controvert ible 

14 fact. 

15 Q But it's not baaed on any Florida-specific 

16 studies; is that correct? 

17 That's correct. 

18 Q Thank you. Let's turn back to the b~~tom of 

19 Page 15 and the top of Page 16. And let ae see it I 

20 can paraphraae the concern that you are addressing i n 

21 that queation and answer. Aa I right in understanding 

22 that your concern that Taapa Electric aight be ~~ a 

23 d isadvantage in the wholesale aarket via-a-vi•, say, 

24 independent power producers, or other people selling 

25 in that aarket, if they have to iapute at average 
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1 ayat .. coata: ia that correct? 

2 That•• correct. 

3 Q wouldn't it be true, Dr. Bohi, that if 

4 captive cuatoaera, i::"' thia caae Taapa Electric's 

5 retail ratepayer&, covar their fixed c~ata, that it•s 

6 Taapa Electric that•• qoinq to have the coapetitive 

7 advantage over thoae independent power producers who 

8 have to cover their fixed and variable coats in the 

9 wholeaale aarket? 

10 No, not neceaaarily. No. 

11 Q Do you diaaqree that, for example, an 

12 independent power producer that doean't have a captive 

13 retail baaa baa qot to cover his fixed and incremental 

14 coat& in order to aake a profit in the wholesale 

15 aarket? 

16 a That •a correct. 

17 Q I'a aorry, ay atateaent 1• correct? 

18 ~ea. They have to cover their coat to stay 

19 in the buaineaa. 

20 Q And thay don't have a captive baae or 

21 cuatoaera that are qoinq to cover their fixed coste, 

22 do they? 

23 What I would auqqeat ia that the --

24 Q I'• aorry. Aqain, if you could j uet anewer 

25 yea or no and then explain? I 

J 
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4 

5 

6 

7 
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Thia ia not a yea or n~ queation . 

n. LOirGa Kadaa Chairman, the witness 

anavered the queation a couple ot tiaea , and he's 

tryinq to explain. I aak that he be given an 

opportunity to do that briefly. 

CJDlaDII JOD80JII Ma. Kautaan . 

•• Du.DIII Chair.an Johnson, I think it 

8 vaa a yea or no queation. I juat aaked hia it it was 

9 the caae that independent power producers, tor 

10 ax.aaple, do not have a captive ouatoaer base to cover 

11 their fixed coat. I think that can be a nswered with a 

12 yea or no and an explanation if he feels it's 

13 appropriate. 

wz~ ao•I• By defin i tion, they have no 

15 retail cuatoae ra. So, no, they don't have anybody to 

16 cover any of their coats, other than who they sell 

17 their power to. 

18 What I would add to that ia that the 

19 daciaion rule that an independent power producer wi ll 

20 uae to daoida whether it aakaa a aale or not ia ita 

:u inor-ental coat and ita increaental revenues. And 

22 that the aaae deciaion rule ought t o apply to a 

23 regulated utility aa well. 

24 0 

25 aaawae 

(II]' Ka. bur-D) Dr . Bohi , I 'a going to 

let ae aak you. You're taailiar with the 

_j 
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1 proposal that Taapa Electric haa aade in this case ; i s 

2 that correct? 

3 Yea, that'• cc:...-rect. 

4 Q And you underatand how they are proposing to 

5 credit the revenue• froa theae two wholesale aales? 

6 Generally, yea . 

7 Q Would you turn to Page 17 of your direct 

8 teat~ny, please? 

9 Yea. 

10 Q Linea 12 to 18. You aay there that it's 

11 your opinion that the increaental cost of serving PMPA 

12 ia higher than the incr...ntal coat of aerving TECO's 

13 retail cuato .. ra1 ia that correct? 

14 Tbat•a correct. 

15 Q Do you knov what the coaponente are or the 

16 retail fuel charge in Florida? 

17 I'a aorry, the coaponenta? 

18 Q 

19 ot the retail --

20 Q fuel charge. 

21 I would aaauae it's the coat of fuel. 

22 Q Do you know whether there are any other 

23 coaponenta, other charge -- the retail fuel charge , 

24 other than the coat of fuel in Florida? 

25 No. 
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1 Q Let •• aak what your understanding ia or how 

2 Ta11pa Electric is going to credit ayatam incraaental 

3 fuel if ita proposal ia adopted in thia caae? 

4 It's probably a question beat asked or 

5 Mr. Roil. 

6 Q Wall, vby don't we sea what we can do here. 

7 You did testify that you understood Tampa Electric's 

8 proposal and that you support it, did you not? 

9 a. LOIICJa Madam Chairman, I objec t. The 

10 witness answered that he had a general understanding , 

11 and it's also clear that is the substance or 

12 Mr. Raail'a teatiaony. I think that it's 

13 inappropriate to question this witness about 

14 Mr. Raail'a teatiaony. Ha'a given his understanding, 

15 and be'• indicated that the witneaa who knovs the 

16 answer to this question is another Ta.apa Electric 

17 witness. 

18 CJDJ:ItDJr Jouao•a Ka. JCautaan. 

19 u. Du.DIIa Madaa Chair.a n, Tampa Elec~ric 

20 baa put thia witnasa on in aupport ot their proposal 

21 in this case. Mr. - - excuse ae, LJr . Bohi haa 

22 testified that be is familiar with how incremental 

23 coats are proposed to be credited. I think it's 

24 appropriate to explore his understand i ng of how that' s 

25 goin; to be done through Ta11pa Electric 's proposal . 
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1 CJDiaDJI JOIIII8011a And what was your last 

2 queation? What was your qu .. tion? 

3 u. Jl1Ufti&JII Let'• see it I can recall. I 

4 was going to begin to explore with hia his 

5 understanding ot how that'• going t o happen. I don' t 

6 know that there was a question pending. 

7 C21IRDJI Jo...a.a Okay. I'm going to allow 

8 you to a•k the question ao I can better understand 

9 where we're headed with the iaauo . It the wit.ness 

10 doean't know the ans wer, you can state that. 

11 And you'll have to take the answer as you 

12 find it. 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

Q cay ... bufaaD) Dr. Bohi, ia it your 

understanding that Taapa Electric proposes to credit 

ayat .. incr ... ntal fuel to the reta i l tuel clause? 

A That'• ay understanding, yea . 

Q Nov, is it your under•tanding that that 

would .. an that vben TBCO is operating -- let's just 

use a hypothetical -- is operating an expensive unit 

during an hour on ita ayatea, does that aean that the 

coat, the tuel coat ot that aoat expensive unit, would 

be oredited to the retail clause during that hour? 

A That '• ay unde.ratanding, yea . 

u. Jl1Ufti&JI& I want to distribute an 

25 exhibit nov. If I can have a nuaber tor that, Madam 

j 



1 Chaii'lUn? Thb b a COJIPOaite exhibit and it's 

2 excerpts froa soae of Ta.pa Electric's fuel filings 

3 that you have already taken ofticial rscoqnition of, 

4 but if we could give it a nuaber. 

5 D. LOIIGa Again, Chaii'11An .Johnson, this is 

6 not aaterial the witness has sponsored. ~t he has 

7 soae Jtnovledge, I have no objection to his answering . 

8 But I would object to asking this witness about 

9 aaterial that he has not prepared and has not filed. 

10 CB&%..._ Jo...o•• Ms. Kaufaan, and I'll 

11 wait on you to ask the question, but to the extent 

12 that you are starting to get into a greater level of 

13 specificity, this probably is not the appropriate 

14 witness. But I will allow you to start the language. 

15 u. Dor&Jrr Thank you, Chairaan. 

16 CDD%aDJr JOD80•r We' 11 aark this as 

17 Exhibit 9. And short title? 

18 u. Ka~r "Tampa Electric's Fuel Filing 

19 Excerpts.• 

20 

21 tiling" 

22 

23 

2 4 

25 Q 

c.axaxa. JOD80•r "Taapa Electric'• tuel 

u. Kaor&Jra -- "Excerpts." 

CDIIUtUI JODao•r "Excerpts," okay . 

(Exhibit 9 aarked for identification.) 

(By Jb. butaaD) Do you have a copy of 
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1 what's now been aarked aa Exhibit 9, Dr . Bohi? 

2 

3 

4 

5 

6 

7 

8 

page 

naae 

Fuel 

have 

Yea, I do. 

It you woul~ look behind Tab No . 3, and the 

number staaped at the bottom is Page 17. And the 

of the schedule is "Systea Net Generation and 

Coat, actual tor the period March 1997 . " Do you 

that? 

& I haven't located that. Where is that on 

9 the page? 

10 

11 you? 

12 

OOMMI88IO.aR GARCIAI Ms. Kaufman, where are 

U. DurDJII Okay, behind Tab 3 of 

13 Exhibit 9, it ' s ataaped Page 17 at the bottom. But 

14 the actual heading of the schedule is "System Net 

15 Generation and Fuel Cost . • 

16 OOMMI88IO .. R KI•8Lx.GI That's where I 'm 

17 hav.ing a problea. 

18 

19 

WI~88 .aBXI I don't find that . 

OOMMT88IO .. a CL&Rir Mine doesn't say that, 

20 mine says "P~~er Sold Tampa Electric company estimated 

21 for the perio4" --

22 u. DurDJII I'm sorry, I •ve directed you 

23 to the ~ong tab. It's behind Tab 2, excuse me . 

24 

25 Q 

COJDII88IO .. R KI•8LI.GI Thank you. 

(By lb. bufaall) We'll see if that works 
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2 

3 

better, Dr. Bohi. 

~ Yea. 

Q Okay, 

280 

Are you with ae now, air? 

And let ae represent to you, subject 

4 to Ma. Branick'• verification, tllat thia is an excerpt 

5 froa Tampa Eloctric's fuel filing for the March 1997 . 

6 If would you look about aidway down Light nea~ where 

7 their Page 17 ia, you will see an entry tor Sebring 

8 and it'a abhreviated s-E-B. Do you aee that? 

9 

10 Q And I'• looking at the line that says 

11 "SBB-Pbillip• t otal.• Do you aee that, air? 

12 ~ Yea. 

13 Q Okay, It you go oll the way across to the 

14 very laet ooluan, it'• Coluan N. It'• headed "Cost of 

15 FUel Dollar• Per Unit.• And just to aake this easier 

16 tor ua, I'• talking about the "23.23" nuaber. 

17 A Yea. 

18 0 But I'd like to talk about tha t in megawatt 

19 hours. So that would be $232 in aegawatt hours; is 

20 that correct? 

21 

22 

~ 

0 

I'a not aura. 

Well, wouldn't you jue t aove the decimal 

2 3 plAQe ov" on.e to convert it to ae<Jawatt hour a? 

24 A Well, the heading of the coluan aays 

25 "Dollar• Per Unit,• ao I don't know what the u.nits 

WU>JUDA I'UBLIC aaJIVIC. COIUII88IOM 



1 are . 

2 0 Okay. Let's look at cents per 

3 kilowatt-hour, which ia the $3.68 figure there. Do 

4 you aee that? 

5 

6 

A 

0 

Yea. 

so we would aove the deci~al place over to 

7 talk about megawatt hours there, would we not? 

8 A If you say ao . 
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9 KR. LO.aa Chairman Clark, I would renow my 

10 objection. counsel ia basically testifying here. She 

11 hasn't established any foundation as to wh•ther the 

12 witness baa any familiarity with this document or 

13 understanding of ita origins or the numbers that 

14 appear on the page. And without that foundation, I 

15 don't understand how this is proper cross exaaination. 

16 

17 

Clla.IaDII Jooao•• Ma. Kaufman. 

D. DOJ'Difa Chairaan Johnson, this is 

18 Tampa Electric'• tuel tiling . I aean, it they're 

19 saying that these numbers aren't correct , I'll have t o 

20 change ay cross examination. But I'm using this tor 

21 illustrative purposes to establish his understanding 

22 of how these fuel coats are going to be credited . I'm 

23 not asking hill to tell ae whether or not he be~ieves 

24 theae nwabera are correct. You've taken of'ticial 

25 recognition of this docuaent, and it 's a Taapa 



1 Electric tiling with this co .. iaaion. 

2 D.. LOIIGI Well, MadaJl Chairaan, Taapa 

3 Electric tile• a q~eat aany tbinqa, all of thea 

4 correct; that doesn't mean they're relevant to this 

5 proceeding. And that • a the ba1da tor my object ion. 

6 CDI8DJI JOD~I I •a not certain if the 
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7 dOCUllent is relevant or not, but it's clear that this 

8 witness is not taailiar with this particular document 

9 and doean•t qo to the accuracy of the document itself. 

10 That concerns -- you haven't asked him a question yet, 

11 thouqh. 

12 ... Kaurxa.a I was just trying to direct 

13 him to the riqht n~r to be lookinq at, which is 

14 contusing on these schedules. But I will ask my 

15 ultilaate question, and if counsel wants to object, 

16 then you can rule on it then it that will be all 

17 riqht. 

18 

19 0 

ClmXIUIUJ JOD80•• certainly. 

(a}' lla. bub&U) Dr. Bohi, all T 'm trying 

20 to establish here or to ask you if it'• your 

21 understandinq is: Would it be your understanding 

22 that, for ex.aJaple, when the Sebrinq unit is operating 

23 at ~ cost ot $3.68 a kilowatt-hour, it that's the mos t 

24 expensive unit on Taapa Electric'• system, would that 

25 be --
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1 a I 

2 Q I said it it ia. -- would that be the 

3 increaental system fuel coat that Tampa Electric 

4 proposes to credit? 

5 a I don't know the answer tc that question. 

6 Q And without knowing the answer to that 

7 question, lt's still your testiaony that crediting of 

8 the syat .. increaental fuel is appropriate? 

9 Yea. That is a concept. Conceptually, 

10 that'• correct. Whether this n\mber reflects anything 

11 in particular having to do with the system incre.mental 

12 coat is another question: I can ' t testify to that. 

13 Q Or. Bohi, have you done any analysis at all 

14 of how Taapa Electric defines "a system incremental 

15 coat•? 

16 I've had discussion with staff at Tampa 

17 Electric about the appropriate economic principles 

18 involved and what they mean as far as calculating 

19 numbers, yea. 

20 Q If it vas demonstrated in this proceeding 

2 1 that Ta~~pa Electric has understated its incremental 

22 coat, would you agree then that the sale in question 

23 was being subsidized by the retail jurisdiction? 

24 If costa were being understated, would they 

25 be sUbsidizing -- would retail ousto•ers be 



1 subsidizing, ia that the question? 

2 Yea, air. If the way Taapa Electric wae 

3 defininq •inor ... ntal ooeta• was understated , then 

4 would it be your teatiaony that the sale in question 

5 waa being aubaidized by the retail j urisdiction? 

6 A Possibly, yea. I would define "a subsidy" 

7 a• retail cuatoaera paying the coat ot supplying 

8 wholesale cuetomera. Whether that always is true by 

9 your definition, I don't Jcnov. 

10 And I'a correct that you 've done no 

11 independent analysis, but you've relie~ on Tampa 

12 Electric'• representations to you? 

13 

14 

1!5 

16 

17 

18 

19 

20 Electric. 

21 

Of the 

Of the incremental coete. 

Of the nuabere, you are talking about now? 

Yea, air . 

Aa oppoaed to the concepts? 

Yea, air. 

Ae to the nuabera , yea, I rely on Tampa 

Would you turn to Page 8 , Line 13 -- I ' m 

22 sorry, Page 18, Line 13. And the question that is 

23 aeked and answered there ia whether FKPA's retail 

24 oueto•era are benefiting fro• this sale . And you say 

25 that they ares ia that correct? 
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1 

2 

a 

Q 

That's correct. 

And I think you've alread~ testified, 

3 haven't you, that Tampa Electric's retail customers 

4 are 100' supporting these assets that are being used 

5 to aake the sale? 

6 & Before the sale, yes. 
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7 Q Now the FKPA retail customers are not retail 

8 custaaers of Tampa Electric, are they? 

9 & No. 

10 Q or. Bobi, a lot of your testimony deals with 

11 the fact that you believe that Tampa Electric needs 

12 soae incentives to engage in these wholesale 

13 transaction•' is that right? 

14 a Well, as an economist, the concept of 

15 ino•ntivea is an essential part of economic behavior. 

16 I would attribute that i.mportance in any walk of life, 

17 econoaic life. 

18 Q But the point of your testimony is that 

19 you've testified that Tampa Electric needs some 

20 inc~ntivea to enqaqe in this process? 

21 & I would agree, yea. 

22 Q Are you aware, Dr. Bohi, th.at Tampa Electric 

23 has some sister or affiliate companies that are 

24 engaged in cool supply and coal transport? 

25 Yes, I'a aware. 



L 

1 Q And you've been here during the testimony 

2 today, have you not? 

3 

4 

Yea. 

would it be yuur opinion that those 

5 co.panie• would benefit froa theae tranac:::tiona? 
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6 

7 

A 

Q 

It vou.ld be my opinion that it's irrelevant. 

would it be your opinion that those 

8 coapanie• will benefit from the•• transactions? 

9 A I have no idea, but it's •till irrelevant. 

10 Q Well, do you reaeaber u• discussing this 

11 i••u• in your deposition? 

12 A Tbe i .. ue of affiliates? 

13 Q Whether the affiliate cospaniea would 

14 benefit from theae •ale•? 

15 Vaguely, yea. 

16 Q And do you recall stating in your deposition 

17 that you thought the affiliates would benefit? 

18 A No, I don ' t recall. 

19 Q Okay. Well, let me read you the question 

20 and answer and caee if that refreshes your 

21 recollection. 

22 MR. LO.OJ Mada. Chairman, perhaps it would 

23 be aore efficient to allow the witnu• aillply to 

24 review the tranacript lanquage and refreah his own 

25 recolleation. 



l 

28 7 

l 

2 u. DUJ'DJII Chainaan J ohnson, it's just 

3 one question and anawer. I think it would be 

4 sufficient for ae to read it, but whatever you prefer. 

5 D. umGI Well, I think it 1 a important for 

6 the witness to be able to read whatever atateaent is 

7 there in context, as opposed to taking it out of 

8 conte.xt. 

9 u. DUJ'DJia It's fine it Dr. Bohi would 

10 like to read the question and answer into the record . 

11 I have no o.bjection. 

12 c:D%mmll JOIIII80•a Okay. 

13 u. DUJ'DJII May I approach the witness? 

14 aD%miUI Joaao•• Yea. 

15 0 (By .. • &aufaall) Dr. Bohi, it you ~oould 

16 just read that. question and anawer into the record, I 

17 think that would be sufficient. 

18 

19 

20 

21 

22 

23 

24 

25 

The question starting at the bottom of the 

previous page? 

Q The que•tion that•a got the yellow 

hiqhliqhting around it. 

A I would prefer to start at the pLevious one 

becauee I anaver that by aayinq wr•a sorry, I don't 

know. I didn't have any real knowledge of those 

subsidiaries and the profitability of tham.w 

WLORIDA PUBLIC a•avxa. COMKI88IO. 
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1 Q Okay. Could you continua with the question 

2 that'• hiqhliqhtad, plaaae? 

3 •or. Bohi, let'• taka this question on a 

4 theoretical or a hypothetical basia. It a utility has 

5 integrated fuel aupply and tranaport businessea and 

6 there are inoreaaed aalas reaultinq fro• wholaaale 

7 -1•• under thia treatae.nt, would Taapa Electric's 

8 intaqrated buainasaas benefit?• 

9 My an.wer ia •woll, I would hope that they 

10 are rational econo•ic buaineaa people and that they 

11 only enqaged in a tranaaction that aakes the benefit . 

12 So it•a a, yea, I believe they are rational, they are 

13 aren't out to loae •oney, ao that they should 

l4 benefit . • 

15 Q Dr. Bob!, do you know if all utilities 

1~ define incre•ental coat in the ... e way that Taapa 

17 Electric ia dofininq thea in thia oaae? 

18 & I cannot aay what other utilities do. 

19 Q Do you know it when a utility generates 

20 electricity for its incr .. antal load, as we are 

21 di~cu.ainq here, and fuel ia burned in the process, 

22 doe. it inaur coats to handle the fuel to qet it to 

23 the plant? 

24 

25 

& 

Q 

I would aaauae ao, yea. 

Do you know it Taapa Electric is including 



1 thoae tuel handling coats in ita definition of 

2 "increaental tuel"? 

3 .. I would aasuae ao, but I do not know tor 

4 aura. 

5 Q It would ba appropriate tor the• to include 

6 it, would it not? 

7 a I would think so, yea. 
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8 Q I juat have a taw quaations on your rebuttal 

9 quaation, Or. Bohi. It you turn to Page 5, Line 19. 

10 And in that pasaage it actually begins on Page 7 on 

11 Line 17. You are talking about the aeller deciding 

12 whether the riaka of the aale are -- you're saying 

13 that the aeller abould conaider the riaka involved in 

14 the aale. 

15 

16 

.. 
Q 

Tbat•a correct. 

You have not included the riak ot 

17 int•rruption in your analysis ot risk there , have you? 

18 This atateaent doesn't refer to risks of 

19 int•rruption, it refers to buain••• risks associated 

20 with a particular nla. 

21 Q On Page 14 of your rebuttal testimony, Line 

22 10, you say there that the aaount that should be 

23 credited to retail ouatomera to ensure they'ro not 

24 adversely attectad by wholaaale aalea is increaaed in 

25 total fuel coats cauaed by the ~holeaal• sale? 



1 

2 

a 

0 

That'• correct. 

Ia the rever•• of that stateaent alao true? 

3 And that ia, that if ouato .. r a are c redited with less 

4 than ayat .. increaent al, they will be adversely 

5 affected, retail cuatoaera? 

6 a Generally, yea, but not necessarily . 

7 0 Why would -- you said generally the answer 

8 would be yea, but not alvaya. Why woul d that be? 

9 Well. I think crediting at ayste.a 

10 increaental costa aoaeti•e• ia going to overstate the 

11 aaount of fuel costa that's actually incurred by a 
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12 utility to aake a particular sale. There are going t o 

13 be occasions where the actual fuel coat is going to be 

14 substantially leas, and it could be even close to 

15 zero. 

l G 

17 Johnaon . 

18 

u. DOI'DIII That •a all we have, Chairman 

~&Dif JOU.OXa Staff. 

19 cao11 IZMID'l'IO. 

20 BY U . DOGJII 

21 0 Dr. Bohi, I believe in your summary that you 

22 atated that aa long aa increaental fuel coat i a 

l3 covered, then the fuel coat paid by t he retail 

24 r atepaye.ra will be unchangeds i a that correct? 

25 That•• correct. 

rLOiliDA .U.LIC 1Bav%CII OOJOIIIIIO. 
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1 Q Doea that aaauae that increaental fuel cost 

2 ia deterained appropriately? 

3 A Of courae. 

4 U . PAOCDII Thank you. 

5 CBAX..a. Jo..ao•a Is that it? 

6 U. noaa Yea, Chairaan Johnson. 

7 CBAX...- Jo-..o•a Redirect? or 

8 Ca.aiaaionera? 

9 COIDIIHIODa DIAIOIII I have a few 

10 queationa. Dr. Bobi, I know you have extensive 

11 experienoe ln the electric industry. Are you familiar 

12 with the current change• that are taking place in the 

13 telephone industry? 

14 WI~•• .aata Froa an outaider•s 

15 perspective, yea . 

16 OOMMIIIIODa oaaao•a Are you aware that the 

17 Telecoaaunication Act and the FCC dec isions ana, in 

18 tact, decisions of this Coaaiaaion require incumbent 

19 telephone co•panie• to aalce available to competitors 

20 co.ponenta of their ayate.m at increaental coat? 

21 WI~•• 80811 I ' m not ramiliar with the 

22 details ot that, no. 

23 COMXIIIIODa D&aao•a Ia it your opinion 

24 that ia the appropriate thing to do, or you don ' t have 

25 the experience to say one way or the other ? 
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1 W%~ .a•xa I feel like I'm out on a 

2 elippery e4qe here. I'• not aura I should venture a 

3 etat .. ent about that. 

4 

5 help when I ait here and liaten to testi mony about 

6 incr ... ntal coat, I can't help but draw an analogy to 

7 the teleco-unication induatry, eapecially since 

8 we're -- have been enqaqed in that proceaa for soaa 

9 ti... And increaento l coat ia a very fundamental part 

10 of the concept of tryinq to foster a competitive 

11 aarket in Vbat heretofore -- the •tore" has been a 

12 monopoly aarket. And we are tryinq to introduce 

13 coapetition. An4 to the coapetitora we are saying 

14 we are aayinq to the inoUJibenta, which are the 

15 incuabent aonopoliata who are havinq coapetition 

16 forced upon thea, we are saying that you have to make 

17 part of your ayat .. , coaponanta of your system, t o 

18 pot.ntial co•petitora at an inc r ... ntal cost. 

19 Thia ia the standard, and it seems to be 

20 accepted. There'• aoae debate as to how you actually 

31 cal~~late increaental coat , but aa far aa the concept 

22 that a .. aa t o be where ve are. 

23 How, aa I understand aoae of the positions 

24 that are being taken by so .. ot the parties here is 

25 that I can't help but drav an analogy that TECO should 

:rLOR.IDA PUBLIC 8JIRVXC. COIO'I88IO. 



1 be required to provide or to sell at average eabedded 

2 coat, and I'a having a difficulty aeahing the two. 
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3 And it aeeaa to ae it would be aynonyaous with telling 

4 the incuabent telephone coapanies why you have to make 

5 systeaa, your eo•ponenta of your ayat-, available to 

6 ~titora at increaentalr to coapete tor those same 

7 cuatoaera, you 1 re going to h.ave sell your services at 

8 average eabedde4, regardless of Vhat the market is. 

9 And now ay question to you, do you aee any 

10 aill.ilari ty between vbat 1 s being argued here and what' s 

11 beinq required in the telephone industry? 

12 Wl~8 ao.%1 It sounds a bit similar, yes . 

13 And I would assert that the sa.e decision rule that 

14 applies to the coapetitive newcoaer ought t o be 

15 applied to the incuabent as well, depending upon other 

16 structural aatters in this particular industry . But 

17 in the case of olectricity, I think it's a aatter of 

18 seriously biassing the competitive equation between 

19 antitiea which have the treadoa of aaking the decision 

20 on the riqht qroundo, the right decision rule, which 

21 is incr ... ntal, rather than on a basis of average. 

22 CD!ItDJI .Jooao•• Any othe r questions? 

23 Redirect. 

24 D. IDIIGI Chairaan Johnson, I have no 

25 redirect. 

I'LOJliDA 1'\mLIC 8DV1C'II 0010118810. 
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CIRUJD• .JOD.O•a Exhibita. 1 

2 xa. LO.Ot Yea, Chairaan Jobnaon, I ask that 

3 Exhibit No. 8 be aoved into evidence. 

4 CDDUIUI .Joa.a•• It will be admitted 

5 without objection. 

6 (Exhibit 8 received in evide.nce.) 

7 a. D.onmllt Chairaan Johnaon, I think 

8 we'll wait to aove Exhibit• No. 9 until Ma. Branick 

9 takes the atand. 

10 MDU1D• Joaao•a Very wall. Dr . Bohi you 

11 are excused and we are qoinq to ta.ke a 15-ainute 

12 break. 

13 (Witn••• Bohi excuaad.) 

14 (Brief recess.) 

15 

16 (Tranacript continues in aequence in 

17 VolWle 3.) 

18 

19 

20 

21 

22 
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24 
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