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Rc: Petition by Tampa Electric Comp:my for Appro' al of Cost Rcc .H er: ti.'• :a ne'' 
En,·ironmcmal Program. the Bag Bend L;nits I and:! Fluc lias llc:sulfuntation 
System: FPSC Docket No. 980693-EI 

Dear Ms. Bayo : 

Enclosed for filing in the above docket. on hehalf of Tampa Ekctrie < ·ompan~ . arc the 
,mganal and fifiecn ( 15) copies of Rebuttal Tcstimony of Thomas L. llcmandct. 
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lc11cr and retuming same to this writer. 

Thank you for your assistance in connection with th is matler. 
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TAMPA ELECTRIC COMPANY 
DOCKET NO. 980693 - EI 
SUBMITTED FOR FILING 0 8 /17 / 98 

BEFORE THE FLORIOA PUBLIC SERVICE COMMISSION 

REBUTTAL TESTI MONY 

OF 

THOMAS L. HERNANDEZ 

PlEase state your name, business address and pos1t1on wi th 

Ta mp a El ectric Comp any . 

My name is Thomas L . Hernandez. My bus1ness address is 702 

North Fra nklin Street , Tampa , Flor1da , 33602 . I am the V1ce 

President-Regulatory Affair~ f o r TECO Energy, Tampa Electric 

Company ' s parent . 

What is the purpose of your rebuttal :estimony? 

Th r ough a series o f :ss ue 1dent1!1ca tion confere:1ces, the 

part i es have agreed that all 1ssues r ela t 1ng t o ho....- cos ts 

assoc1ated with Tampa 2lectnc' s proposed FGD system "'lll be 

recovered thr ough the Env1ro nmenta l Cost Recovery Clause 

(ECRC) would be more appropri a tel y cons idered when Tampa 

Electric requests authorization o f an ECRC factor f or recovery 

o f t he FGD system. However, Florida Industrlal Power Users 

Group (FlPUG) witness Sele cky has raised several 1ssues wh1ch 

appea r to be related to cost recovery thr ough the ECRC. The 
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purpose of my rebuttal testimony is to address the 

deficiencies in Mr. Selecky's d1rec t test1mony. 

On page 3 and page 4 of his testimony, Mr. Selecky claims that 

Tampa Electric's Petition for Cost Recovery i s prematu~e. How 

do you respond? 

I d1sagree with his assessment. F1rst of all, we are not 

seeking recovery of any of the ac tual costs associated w1th 

our proposed FGD system in t hls proceed1ng. Instead, Tampa 

Electric is seeking a determina tion by the Comm1ss1on that the 

proposed project is reasonable, prudent and the most cost

effective means o f comply1ng Wlth the SO: emiss1o:1s 

l imitations of Phase II of the Clean Ai r Act Amendments 

( CAAA) . In addition, Tampa El ectnc 1s seek1ng con f 1rmat1on 

that the project-related costs dete~m1ned by the Commiss1on to 

be reasonably and prudent l y 1ncurred 1d 11 be recove red th~ough 

th•: ECRC. 

Tampa Electric has evaluated numerous alternat1ves :n an 

a t tempt t o select the most appropnate and cost-e:::ecuve 

alternative available to the Company. All o f ou r analyses 

clea::-l y i ndicate that the proposed FGD system l S the most 

cost-effectlve and otherwise appropriate means of achiev1ng 

this end. 

contrary . 

Mr. Selecky has presented no evidence to the 
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Given the appropriateness of the FGD proJect, lt lS therefore 

not premature to determine that the ECRC 1s the appropr1ate 

mechanism for cost recovery o f the FGD system. Thls 

Commission has encouraged util1t1es to seek an early 

determinat ion for capital expended fo r environmental 

compliance so that guidance can be prov1ded by the Commiss1on 

Wlth respect to such projects. Consequently, the Commlsslon 

should f ind that the proposed FGD proJect is the most cost

effective alter native and 1s eligible for ECRC recove~ at the 

earliest possible time so that all part ies can plan 

accordingly. 

At page 3 of his testimony , Mr. Selecky repeats a legal 

opinion given to him by counse l : o r FI?UG to the effect that 

Tampa Electric was required, as a matter of law, to f1le under 

Section 366.825, Florida Statutes (1997 ) , for a prudence 

review before seeking cost recovery. t-1r. SelecY.y !'urther 

asserts that since Tampa Electr lc has no t done so and, 1n h1s 

v.ew, has failed t o provide the in!'ormatlOn rtqu1red under the 

above-mentloned Section, Tampa Electrlc ' s Petltlon in thls 

proceeding is premature. Do you agree? 

Mr. Selecky is simply wrong 1n th1s assertion. I am not 

tesLifying as a legal expert nor, to my knowledge, 1s Mr. 

Selecky. However , the flaws 1n Mr. Selecky's assert1ons were 
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1 addressed directly in Tampa Electric • s responses to the 

2 motions to dismiss filed by FIPUG and OPC in this proceeding. 

3 

4 Q. On page 4 of his testimony. Mr. Selecky states that the 

5 Company's proposal is premature because we do not know what 

6 the Company's financial picture will be 1n the year 20 00 . How 

7 do you respond? 

8 

s A. This line of argument is not germane to this proceeding and 

10 represents an effort to re-litigate an issue which has already 

11 been squarely and unambiguously decided by this Comm1ssion. 

12 In Docket No . 930613-EI, the Commission re j ected the Office o f 

13 Public Counsel 's a t tempt to relate ECRC recovery to Gulf's 

1-<; earn1ngs picture . The Commission states 1n Order No . PSC-94-

15 004 4-FOF -EI: 

16 Thus . we find that the legislature clearly intended 

17 the recovery of investment carrying costs and O&M 

'~ - 0 expenses through the environme~tal =ost recovery 

19 clause . For this reason, Publ ic Cour.se l 's argument 

20 must be rejected . 

21 Accordingly, we find that if the utillty is 

22 curr ently earning a fair rate of return, that it 

23 should be able to recover, upon petit ion, prudently 

2 'i incurred envi r onmental compliance costs through the 

25 ECRC if such costs were i ncurred after the 
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effective date o f the environmental compliance cost 

legislation and if such costs are not be1ng 

recovered 

mechanism. 

through any other cost r ecovery 

In addition, this order i s conslstent with numerous decis1ons 

by this Conuni ssion allowi ng cost recovery under the fue l , 

capacity, conservation and envi r onmental clauses for t he 

Florida investor -owned uti lities that .... ·as not dependent on 

earnings. 

Since the Conunission has already determined that earning 

within an allowed return on equity range should not 1mpact the 

recovery of costs through the ECRC. 1 t 1 s not :1ecessary to 

address o r speculate about the Company's f1nanc1a: status :n 

the year 2000 i n order t o cons1der the reasonableness and 

prudence o f the Company 's proposal. 

On page 5 of his testtmony , ~r. Se:ec~y :~rthe r states that 

the FPSC should not decide whether to allow recove::-y through 

the ECRC at this t lme because ..... e .,.·:11 be mak:ng ass~mptlons 

a bout events that will not be known untll 2000. Therefore , he 

concl udes, customers could be forced to pay rates that a r e 

higher than the actual costs o: prov1d1ng serv1ce. Could you 

please address Mr. Selecky's concern? 

5 



1 A. 

2 

3 

4 

5 

6 

7 

8 

9 Q. 

10 

11 

12 

13 

H h. 

15 

16 

17 

18 

19 

2 0 

21 

22 

23 

2 4 

25 

Yes. I disagree with h1s concern. The Company w1ll only flow 

costs through the ECRC that have been approved by t he 

Commission. These costs w1l l be 1dent ifiable and prudent as 

measured by the Comm1ssion , and w1ll onl y be recovered after 

the Commission has reviewed such costs. Therefore, customers 

will never be ~forced to pay rates that are higher than the 

actual cost of prov1d1ng serv1ce. N 

Witness Selecky states that a d1fferent cost recovery 

treatment or no cost recovery at all may be wa rranted because 

the Company may earn in excess o f its allowed return on equity 

range. Could you please address t h is sta t ement? 

Yes. This Comm1ssi on !"las an e~ !ect .1ve , cont1nu1ng 

surveillance program that assures t ha t t he Company 1s ear n1ng 

within a return on equity range cons1dered reasonablE: by the 

Commission. Therefore, there should not be a conce rn that the 

Company 1s overea r ning on 1 ts r et a! 1 rat .:: base at t he same 

time that it i s recover1ng costs through the ECRC. 

In addition, cost recovery through the ECRC i s unrelated to 

what t he Company is earning on 1ts rat e base . The ECRC was 

established by t he legls lature and has been implemented by 

th1s Commission t o provide for recovery of any env1ronmental 

compliance coRts not recovered i n base rates and wh1ch are 

6 



1 incurred after April 13, 1993. There has never been an 

2 earnings test with respect to any of the var1ous cost recovery 

3 clauses. Ne i ther the fuel, capac1ty, conservation or 

4 envi ronmental cost recovery clauses have an earn1ngs test. 

5 

6 Q. Do you disagree with Mr . Selecky's conclusion that the 

7 earnings cap mechanism curre'1t ly 1n place prevents customers 

6 from paying excessive rates (Mr. Selecky's d1rect test 1mony 

9 beginning at page 6, l1ne 6.) 

10 

11 A. I would say that his observat ion is 1rr~levant. Aga1n, Tampa 

12 Electric is not proposing actual cost recovery at th1s time . 

:3 Even if it were, the rate freeze o r ea r n1ngs cap lS not 

designed to prevent Tampa Electrlc :rom recover1ng other~1se 

:s appropriate cost recovery amounts. The current r ate freeze 

!6 has nothing to do with the approprlaten~ss of Tampa Electrlc 

:7 recover1ng its environmental compliance cost s after the rate 

:e freeze exp1res. Af ter supulat!on per:od, the 

:9 Conunission• s cont1nu1n3 surve1lla:1ce program rema1ns 1 n e : fect 

2 0 to monitor the level of the Company ' s ea rn1ngs. 
~ , 

~-

22 Q. On pages 7 and 8 of his test1mony, Mr. Selecky. ~h1le 

2 3 conceding that i t is prema ture t o address cost recovery issues 

24 at this time, nevertheless goes on to suggest that wholesale 
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sales be allocated a share of the FGD System costs. How do 

you respond to his proposed cost allocat ion? 

The question of what costs wi ll be a llocated to the wholesale 

jurisdiction should be raised, 1f at all, in an ECRC cost 

recovery proceeding when Tampa Electric proposes to commence 

cost recovery. We do not bel1eve at thls phase o f the 

proceeding that 1ssues regard ing cost allocat1on are relevant 

to determining the reasonableness and prudence of t he 

Company' s selection o f l ts proposed FGD system as the most 

cost-effective means of comply1ng ;..·1 th Phase 1 I of the CAAA 

and the appropriateness of the ECRC as t ~e recovery mechanism 

of prudently i ncurred proj ec:-re l a ted cost s. 

In any event, it is c l ear that Mr. Selecky' s concerns are 

based on a misunderstandin3 o f Tampa Elect r lc 's current cost 

al location practices. In the normal course of events , Tampa 

Electric would allocate costs such as those r e!ated to the FGD 

system to i ts retall and flrm wholesale load, 0:1 a:1 equa l 

cents-per- Kwh basis . Therefo re, Mr. Selecky ' s co:1ce r ns Wl th 

regard to f irm wholesa le sales are unfounded . : o the extent 

that Mr . Se lecky is suggesti ng that f1 xed costs. such as the 

FGD- related costs, shculd be allocated to economy energy 

sales, he is advocat ing a course o f act1on wh1ch would be 

illogical and unfa i r to reta i l and wholesale economy ener gy 

8 
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customers alike. First of all, the allocation of fixed costs 

to economy transactions is inconsi stent wi th the econom1 c 

objective of engaging 1n such transactlons and wou ld lead to 

a reduction 1n the number and volume o f such transac tlons. As 

a result, the reta1l ratepayers would suffer the loss of the 

80 percent: revenue credi t of the margin earned by Tampa 

Electric from these sales. In add1t1on . the allocation of 

such fixed costs to economy energy transact1ons would result 

in double recovery of so, compl1ance costs. To the exten~: 

that economy energy transact1ons cause Tampa Electrlc to 1ncur 

incremental so, compliance costs, those costs are 

automatically included in the quotes made under the current 

Florida Broker mechan1sm. 

Does this conclude your testlmony? 

Yes, lt does. 
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