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PRELIMINARY STATEMENT 

Pursuant to rule 25·22.066, Florida Administrative Code, the Florida Industrial 

Power Users Group files ita Post-Hearing Statement of lesues and Positions and its 

Post·Hearing Brief. 1 To the eX1ent that the Issues are the same but relate to two 

different transactions, FIPUG has combined them below for purposes of discussion. 

SUMMARY AND OVERVIEW OF ARGUMENT 

As an Initial matter, it is FIPUG's position that the treatment TECO seeks for the 

FMPA and Lakeland sales violates the overearnings Stipulation approved by this 

Commission. The Stipulation, at the Commission Staff's behest, provides that future 

wholuale sales must be separated as In TECO's lest rate case . TECO should be 

bound by ita egreement with the retail customers and the Commission. 

Further, it is important to bear in mind whet ll and iLruU the subjec t of this 

hearing. The subject of this hearing is not whether TECO should enter Into wholesale 

sales transaction• with FMPA, Lakeland or any other wholesale customer . TECO · s 

participation in the wholesale market, to what extant and at what price. is TECO's 

decision. The aubject of thiw hearing il tho Commlaelon's obligation to onGuro thot the 

retail ratepayers, who have funded the carrying costs of TECO's generating plants and 

transmission lines for their useful life to date be relieved of the obligation •o continue 

funding that portion of the plonta that are now dedicated to the exclusive use of 

1 The following abbreviations are used In this brief. The Florida Industrial Power 

Users Group is referred to as FIPUG. The Office of Public Counsel is OPC. Tampa 
Electric Company ia referred to as TECO. The Florida Public Service Commission is 
called the Commission. The Florida Municipal Power Agency Is referred to as FMPA 
and the City of Lakeland Is called Lakeland. 
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others. The at.atutory prohibition against unjust rates should encourage the 

Commission to enaure that the ouatomera the Comminlon has sworn t'> protect are 

not harmed by, and do not subsidize. these wholeaale transactions. It is the retail 

r atepayers who are this Commlasion's responaibllity and it is the retail ratepayers who 

the CommlaaJon must Insulate from auch transactions. 

The time-honored way to protect retail ratepayers is to reouire TECO to separate 

these long-term aalea, just as it separates ita other lo~g-term and Schedule 0 sales . 

Retail customert ahould be relieved from the coat responsibility for assets used to 

serve the wholesale jurildictlon. If separation Ia not ordered. a leas acceptable 

compromise that would leave retail cuatomera w 'h primary cost responsibility, would 

be to require TECO to flow through to retail customers, through the ~-i iustment 

clauses, 100% of all revenuea received from the wholesale sales. 

Retail customers would prefer eeparation to the $2 million discount TECO offers 

on the t71 .1 million coat Mr. Ramll says customers will be required to pay over the 

term of the contracts to support the wholesale a11ets. (Tr. < "') . If retail customers 

receive credit for the emb.x:lded fuel costa related to the wholesale sales and all the 

non-fuel revenuea. they will still be worse off than if the assets are separated. TECO 

Energy, the sole shareholder of TECO, will be better off duo to the sales because of 

the profits It will make from ita transportation, fuel and IPP subsidiaries. 

This case specifically involves two contracts which TECO has already entered 

into and which It Ia already serving. However, It Is clear that the policy decision in 

2 
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this case will have broad ranging implications, not only for TEC02
, but for other 

Florida lnvtttor-owned utllltJ11 11 well. 

ARGUMENT 

ISSUE 1 

DOES THE OFF-SYSTEM SALE AGREEMENT TO THE 
FLORIDA MUNICIPAL POWER AGENCY PROVIDE NET 
BENEFITS TO TAMPA ELECTRIC COMPANY'S GENERAL 
BODY OF RATE PAYERS? 

FIPUO't Polltton: •No. Rtttll rtttptyert will tuffer a •69. 1 million lou if they 
are compelled to pay the carrying colta on aneta exclusively dedicated to 
wholeaale aalea. Further, even if captive retail customers had firs t call on the 
lliHtl, TECO hat reverted the tradltionaiS0/20 tharlng concept by giving 80% 
to TECO). • 

ISSUE 4 
DOES THE OFF-SYSTEM SALE AGREEMENT TO THE CITY 
OF LAKELAND PROVIDE NET BENEFITS TO TAMPA 
ELECTRIC COMPANY'S GENERAL BODY OF RATE 
PAYERS? 

Flp\JO't Potbion: •No. Retail ratepayers willauffer a $69.1 million loss if they 
are compelled to pay the carrying coati on aaaata exclusively dedicated to 
wholenle sales. Further, even If captive retail customera had first call on the 
asaeta, TECO has reversed the traditlonaiS0/20 1h11ring concept by giving 80% 
to TECO). • 

Tht Stlpylttlon Forblde tbt Tr.,tmtnt TECO Sttkl 

In Order No. PSC-96-1300-5-EI. Exhibit No. 1, the Commission approved a 

comprehanaive Stipulation between TECO, OPC, and FIPUG addressing TECO's 

overearninga. That Stipulation addressed the treatment of wholesale sales. Paragraph 

6F provides: 

2TECO Ia currently conaldering other wholeeale transactions. !Tr. 1 69). 

3 
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The aeparation procedure to be uae~ to separate 
cepltel end 0 It M which wea approved In the Company's 
leat rate c•ae, Docket No. 920324-El, shall continue to be 
used to separate any current and fil.l.l.u.sl wholesale sales 
from the retail juriadlction . 

Emphaaia supplied. TECO agreed to separate future wholesale sales, like the FMPA 

end Lakeland aales. It should not be allowed to breach the Commission-sanctioned 

Stipulation which aettted the over-earning• ceae w ith significant benefits to TECO. 

The Stipulation further provides the following in paragraph 15: 

• . . The partlea agree not to protest, seek 
reconalderatlon or judicial review of the Commission's 
approval of thla Stipulation or to fiOk modifjcotjon of this 
fltttomoot and Stiou!ation aub11guent to final Commlslflon 
ooproya!. except by mutual agrument. 

Emphasis aupplled. The languege In paragraph 16 clearly states that no change in .. .,e 

terms of the Stipulation (including the treatment of wholesale sales described in 

paragraph 6F) may be made without the mutual consent of the parties to the 

Stipulation. 3 Clearly, there Is no such mutual agreement in this case . The other 

parties have protelted TECO's unilateral diaavowal of Ita promise . The proposal TECO 

!has made violatea the Stipu'lation and the order approving it and should be rejected4 

on that baaia. Though It is FIPUG's view that TECO has failed to make its case from 

a factual perspective (which failure Is discussed below in detail). TECO' s proposal 

lThere waa an amendment to the Stipulation permitting the Commission to review 
a wholeaale sale from the Polk St•tlon. However, the aales at issue here have nothing 
to do with the Polk Station and thus the subsequent amendment is irrelevant to the 
issues In thla caae. 

'Mr. Remit teatlfied that TECO'a proposal · conaldera• the earnings Stipulat ion (Tr . 
6 1 I; TECO has, In feet, ignored it. 

4 



I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 

must be rejected on the legal basis that It patent!\' violates a Commiulon order TECO 

supported and promised to follow. 

The Burdtn of Proof 

TECO eaka the Commission in this docket to approve an alternative retail 

regulatory treatment tor two wholesale contracts--a treatment that is a significant 

departure from this Commission's established policy . As this Commission has 

determined: • ... a utility bears the burden of showing that deviation from established 

policy i' In the public Interest. • Exhibit No. 1, Order No. PSC-97-0262-FOF-EI at 4 . 

TECO has failed to meet that burden. 

Tht Wholtlllt ControctJ 

TECO'a sale to Lakeland began on October 19, 1996 and ends on September 

30, 2006. It Ia a firm sale for 10 MW from TECO's system generating assets . 

TECO'a tale to FMPA began on December 16, 1996 and ends on March 15, 2001. 

It ia a firm Schedule D' sale from BiQ Bend 2 and 3 and Gannon 5 and 6. The sale 

begins at 36 MW and increases to 150 MW. (Tr . 4681. Both contracts involve the 

sale of firm capacity to wholesale customers who have first call on that capacity 

ahead of retell ratepayers. Mr. Ramil admitted that if the FMPA sale were separated, 

revenues from the sale would not cove~ the costs of the assets committed . (Tr. 70-

71). Mr. Ramil further admitted that what TECO has done is take •the sunk costs of 

the assets corresponding to those sunk costa previously committed to the retail 

1Since TECO'a last rate case it has entered into a Schedule D sale witt- Reedy 
Creek. That tale was aeparated at average coat. (Tr. 68). 

5 
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jurisdiction and sold them and committed them on a priority generation basis in the 

wholesale jurladlctlon .... • (Tr. 76) . 

TECO is currently providing service to these wholesale customers . The FMPA 

contract has already been aprroved by the Federal Energy Regulatory Commission . 

Hr. 67). Ita approval was not contingent on a certain regulatory treatment from the 

Florida Commiaaion. (Tr. 67, 86) . Though TECO implies otherwise•, it seems clear 

TECO is obligated to provide service under the terms of the FMPA and Lakeland 

contracts and that this provlaion of service is not contingent on approval of TECO's 

1request for a particular type of roguiatory treatment in the retail sector . Thus. TECO 

voluntarily entered into these contracts, with no incentive (such es it seeks here) and 

no ability to void the contracts baaed on the Commission's decision in this case. 

l:iiJ1odcal PtraDtc11yt 

The issue which TECO presents to the Commission in this case is not a new or 

novel one. To the contrary, TECO has attempted to persuade the Commission to 

adopt ita •incentive/sharing• view on several previoua occasions . In at least two other 

docketa, TECO argued (unaucceaafully) that it should be permitted to retain revenues 

collected as the result of wholesale sales made from assets supported by retail 

customers. In each instance, the Commission rejected TECO's arguments and it 

should do so again--finally and definitively in this case. 

1 Mr. Ramli aald TECO would consider all ita optlona. However. the only option 
he could think of was assignment to a power marketer. Oiven that FMPA would have 
to agree to such an assignment and that contract performance would be tied to 
TECO's plants, such an asaJgnment seems unlikely. (Tr. 85-88) . 
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In TECO'a laat rate caae7
, the Commission deelt with long term sales from 

TECO's Big Bend unit. Those sales are almoat Identical progenitors t o the long-term 

sales at issue here. (Tr. 456). In that case. the Commission found it appropriate to 

separate thoae ules from the retail jurisdiction. The Commission said: 

All revenues and expenses a11oclated with the firm 
Schedule D sal,es for the cities of New Smyrna Beach. St. 
Cloud and Wauchula, the Reedy CrHk Improvement District 
and the Florida Municipal Power Association have been 
removed from the retail jurisdiction in the stipulated 
jurisdictional separation study. 

Exhibit No. 1, Order No. PSC-93-0166-FOF-EI at 86. The Commission then based 

TECO's retail rates on the remaining assets used to serve retail customers . TECO was 

directed to credit fuel revenues to the retail jurladlction. TECO's proposal to require 

retail customers t o bear 1 00% of the carrying coats for the assets and allow it to 

retain 60% of the non-fuel revenues from these transactions was not adopted ·· TECO 

got to keep 100% of the non-fuel revenues from the sale, but captive customers were 

relieved from the obligation to support the asaeta used to serve others. (T r. 4581. • 

More recently, this Commi11ion discussed separation of long term sales in the 

generic fuel docket. 1 Aa to long-term sales (the kind at Issue here). the Commission 

said: 

7 Docket No. 920324-EI. 

1As Mr. Wheeler teatlfled, TECO's proposal In this caae represents a significant 
departure from the treetment of these types of ulea ordered in TECO' a last rate case. 
(Tr. 486) . 

1 Docket No. 970001-EI. 
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We have traditionally allowed a sale to be separated 
if It Ia a long-term firm sale, greetor than one yee7, that 
commlta product.lon capacity to a wholeaal~ cuatomer. In 
enence, a sale Ia aeparated to remove the production plant 
and operating expenses aasociated with the sale from the 
retail juriadlctlon' s cost responalbillty . 

We have asalgned coata to both jurisdiction• uaing 
average embedded coats for production plant and operating 
expen111, and have required fuel oredlta equal to average 
ayatem coati. Th!a croctll orottcta tho rota!! market from 
eubaldlz!ng tho competitive wbolflolo market. 

Exhibit No. 1, Order No. PSC-97-0262-FOF-EI at 2-3, emphasis supplied.'0 The 

Commlaa!on's policy as delineated above is the policy that it should t:ontinue to apply 

t o TECO'a wholeaale sales. TECO's peralatence on this Issue is unparalleled in the 

recollection of modJrn man. The horse Is dead; the beating should stop. 

Tblt C.u-1ht Alltatd ltntfltt 

In a tacit admlaaion as to the weakne11 of Its position, TECO made a last 

minute propoael at hearing In an attempt to aalvage its case . TECO offered to 

"guarantee" that ratepayers would receive at least $2 million over the next two fuel 

.adjustment proceedings. (Tr. 64-66) . As FIPUG witness Mr. Pollock said , auch lin 

offer is simply "too little, too leta. • (Tr. 21 4) . 

Further, TECO'a offer doaa not change the fact that retail customers are 

subsidizing thaH wholeaale salea. As Staff wltnaaa Wheeler testified: 

10 TECO's tlldmony mede It clear that it Is not to.llowlng current Commissio;-: 

policy by separating the wholesale sales, deaplte the feet that its proposal has not 
been approved by the CornmJUk)Q. lnatead, TECO Is crediting the fuel revenue to the 

retail jurladiction and booking thereat of the revenue above the line. (Tr. 165, 392). 
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(Tr . 459). 

[S)Inco tho rovonuoa dori..,od from tho aaloa are le .. than 

the embedded average cost of the aalea, Inclusion of these 
sales in the retail jurisdiction allowa TECO to subsidize Its 

wholesale sales at the expense of the captive retail 
ratepayers. 

Even using TECO's own projections" and incorporating TECO's 11th hour 

offer, retail ratepayers would receive only 20% of the benefit of the transactions, 

while TECO's shareholder would retain 80% of the benefit. (Tr. 199-200). 'n actual 

dollars, this means that of the $9.9 million in projected benefit, TECO w ill retain all the 

transmiaaion revenue <•6.9 million) and one-half of the non-fuel revenue ( $2 .0 million) . 

for a total of $7.9 million. The benefit to retail ratepayers of such a proposal is a 

minuscule $0.000014 per kWh. (Exhibit No. 7; Tr. 199). 

In return for this "benefit," retail ratepayers must support 1 00% of the assets 

used to make these aales12 and must support these assets at average embaaded 

cost. (Tr . 211) . Tho $2 million "benefit" TECO offers must be weighed against the 

11 FIPUG does not concede that TECO's incremental coat projections are correct. 

However. due to the prehearing officer's ruling on May 29 (which was not 
memorialized in writing until Juno 9, 2 days before the hearing) prohibiting FIPUG's 

witness and consultant in this case from having access to TECO's incremental cost 

calculations and the documents supporting those calculations, FIPUG was unable to 

assess tho accuracy of TECO's projections. FIPUG put its objection to this ruling on 

the record at the outtet of the hearing. (Tr. 6-9) . FIPUG did not seek reconsideration 

of the prehearlng offlcer'a ruling because such a motion. evan if granted, would have 

been futile given the feet that the hearing was to begin. 

12Th ere Is no dltpute that 1 00% of the fixed costa are being borne by retail 
ratepayers. (Tr. 71 , 211). 
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TECO's ;>roposal is not much of a bargain.14 TECO entered into the transactions 

with iu eyes open, fully aware of the Commission's policy and Its own agreement to 

.abide by that policy executed contemporaneously w ith the wholesale deals . There is 

no reason for the Commlaslon to enoouragt funher violation• by balling TECO out 

from these sales. If the sales are not separated, mlr,lmal fairness dictates that all 

revenues flow back to retalt customers in the form of lower rates. !Tr. 21 1). 

TECO does not suggest that customers will benefit from the fuel revenues it 

receives from the new wholeaale contracts, but it does promise that retail customers 

will not be ast'.ed to subsidize these contracts as they do the current wholesale 

contracts. As Me. Branlck acknowledged (Tr. 360), presently the fuel clause is o11ly 

credited with the revenue TECO receives from wholesale sales. If the cost of 

wholesale sales exceeds the energy paymentl under the contracts, the difference is 

subsidized by the captive retail ratepayers. This long standing Inequity was recently 

addresaed by the Commlsalon in Docket No. 970001 ·EI. The Commission terminated 

the subsidy prospectively after f inding that: 

Whenever a utility crodits an amount wh ich is less than 
average system fuel coats to the fuel odjuatment clause for 
Ita separated wholeaale ealea, the retail retepeyars pay 

13Mr. Ramll testified that separation would lower retail revenue requirements by 
$71.1 million. (Tr. 43). 

14Another way to look at It Ia the ratepavera would b., exchanging $3 millio.1 m 
broker aales for •2 million In benefit. (Tr. 442, 461 ). 
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increased (I.e. above average) fuel coata then they would 
have paid If fuel revenues were credited through the fuel 
cleuae baaed on average fuel com. When fuel prices are 
discounted and that discount is automatically passed 
through to the retail ratepayer, and the other non-fuel 
revenues go to the utility's shareholders immediately. there 
Is an Increased possibility of gaming the system. 

Exhibit No. 1, Order No. PSC-97-0262-FOF-EI at 3. 

However, once ogaln, TECO proposes to credit retell customers with "system 

incremental fuel• (Tr. 33), atatlng that this will leave retail cuatomera neutral deapite 

the Commialion's prevloua finding to the contrary. TECO says it will credit this 

amount to the retail jurisdiction using the same method it uses to pay OFs for fuel. 

(Tr. 364). 

The evidence revealed several flaws in TECO's theory that retail ratepayers are 

not harmed by this fuel trlnl8ction. First, it is clear that while TECO charges its retail 

customers fuel handling chergea, it makes no auch charges to FMPA and Lakeland. 

(Tr. 329). Thuc, retail ratepayers pick up this coat. 

Second, while retell ratepayers pay weighted average Inventory fuel co~ts which 

includea tranaportatJon, FMPA end Lakeland do not. They pay only fuel costa, again 

leaving the retail jurisdiction to pick up the difference. (Tr. 360, 366) . Thus, the retail 

jurisdiction ia fer from fuel neutral. 

Third, FIPUG has attached aa an Appendix t o this brief Schedules A· 1 and A-8 

extracted from Ma. Branlck'a Final True-Up in Docket No. 970001 -EI !Exhibit No. 9) . 

These two pagea clearly demonstrate that ceptlve retell customers are getting short 

ahrlft from the TECO propoaed fuol plan. Schedule A-6 Ia a proxy for incremental fuel 
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costs. If retail customers get a credit of $13.93/mwh (Schedule A-8) against their fuel 

COlt, but are required to pay TECO $21 .23/mwh (Schedule A- 1, line 26) for the fuel 

used In these transactions plus line losses end taxes, they will subsidize every mwh 

sold by $7.30. The modest gain on non-fuel revenues promised by Tr:CO will bo 

quickly subsumed. 

The facial logic that customers are held harmless if they receive credit for 

"incremental" fuel costa Ia quickly dispellad by the following: 

• Incremental coats do not Include traneportet ion costs (Tr. 360, contra, 

Tr. 329); 

• Incremental coeta do not Include fuel handling costs ITr . 3281 ; 

• Incremental costs ere not based on actual costs, but a production 

simulation model (Tr. 326); 

• Incremental coata use spot fuel coats depriving retail customers of the 

price benefit; 

• Incremental coat analyzes give wholesale customers the benefit of real 

t ime fuel pricing which Ia denied to retail customers. 

Non-futl "ltotfltl" 

On the non-fuel aide, TECO proposes a "sharing" apJ:troach. TECO wants to 

"share" non-fuel revenues with retail ratepayers. TECO proposes that 50% of non· 

fuel revenues flow through the fuel clause and that 60% be retained as operating 

revenues . (Tr. 40). In this way, TECO argues, ratepayers get all the benefit. 

Crediting revenues above the line to operating expenses provides no benefit to 
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retail ratepayers. It does, however, provide a benefit to TECO by allowing it to retain 

and usa retail ratepayer money between rata cases . 11 This Comn1ission has 

recognized that the •benefit• TECO wants to confer Is Illusory at best: 

This concern (regarding non-fuel revenues being retained by 
shareholders) Ia heightened by the fact that the retail 
ratepayer's colt responsibility is reduced only at the time of 
the utility' s next base rate case or when the utility is over 
earning and the continued monthly surveillance adjustments 
generate additional funds subject to Commission 
disposition. Absent a rote coso or oyoroarnjngs sjtuatjon. 
the tddjtlono! non-fuel rayeoue flow directly to the 
comoany' s shortho!dora. 

Exhibit No. 1, Order No. PSC-97-0262-FOF-EI at 3, emphasis added. 

The ahoring mechanism which TECO hat propoaed hero Is totally inappropriate. 

Retail ratepayers currently support 100% of the cost of TECO system assets 

(generation and transmission) used to make these wholesale sales. Therefore, (unless 

the sales are separated) , retail ratepayers are entitled to receive all the benefits from 

the usa of the a11ets for which they pay. (Tr. 206, 461). 11 

lnctntlyll 

The entire baaia for TECO'a proposal rests on the premise that it needs an 

·incentive • to make wholesale sales. Without an incentive, TECO says, wholesale 

15Evon TECO's Mr. Ramll admitted that the retail ratepayers receive a greater 
benefit when revenues are flowed through the ch:uses rathfir than retained by the 
company. (Tr. 497). 

nTECO incorrectly categorizes the transmission revenuea from the a ale a as a coat . 
TECO does not Incur any additional generation or tranamlaaion cott to provide service 
under the contracts. Because retail ratepayers are supporting the transmission 
system, these revenues thould be used to defray fixed costs. (Tr. 203-204} . 
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sales will cease. However, Schedule-A 1 in the Appenaix to this bri<lf indicates that 

retail customers might well lbe better off if the wholesale sales were ~ot made at all ; 

their fuel coat would have bc.en •19.97/mwh (line 61 or less, instead of the 

$21.22/mwh coat (line 26) necessitated by the need to purchase power to meet the 

combined demand of wholesale and retail customers. TECO's average fuel price of 

firm power purchased from the Hardee Power Station during the period was 

$45.90/mwh (line 6) and Ita price for •economy• power was $41 . 19/mwh (line 71 for 

the six-month period shown on schedule A-1 . The low price purchases from OFs (line 

11) could have been used to reduce retail customers' average cost had these 

purchases not be subsumed by wholesale aalea. 

TECO's plea for an Incentive must also be rejected for the following 

reasons. 17 Firat, the Florida Commln lon has no jurisdiction over the prices at which 

TECO sella in the wholesale market. ITr. 266). It cannot tell TECO at what pric"' to 

sell in the wholeaale market . TECO may sell at whatever price it chooses and needs 

no Incentive from this Comrr.lsslon to do so . 

Second, a prudently managed uti'lty will use Its best efforts to market surplus 

capacity and energy, regerdlen of whether it receives an incentive to do so . 

Maximiz.ing off-system sales enables a utility to minimize retell rates and therefore, 

17Certainly, as to the FMPA and Lakeland aales, as pointed out by Commissioner 
Clark, TECO needs no Incentive because ita already entered into the contracts. ITr . 
164). 
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protect ita retell cuatomera. (Tr. 209, 461 ). 11 Further, as pointed out by 

Commluloner Clark, making off-ayatem salea may help TECO avoid an impudence 

determination when it i11 in en exceaa capacity situation. (Tr. 96) . 

Finally, TECO (and other inveator-owned utllltleal ahould be diacoura(!ed from 

shifting coat responsibility from a competitive arena to the safe harbor of regulation 

where there is more certainty of coat recovery . (Tr. 21 3). Co,t ·ahifting of the type 

suggeated by TECO here will force captive retail customers to underwrite competitive 

venturea. Thla will give those entitiea w ith captive cuatomers an unfair advantage in 

competitive markets. (Tr. 206·206) . 11 

Afflliltt Traoygtlont 

The evidence made it clear that even aeparetlng the FMPA and Lakeland saleo 

will not totally protect retell retepayera from subsidizing TECO's wholesale activities. 

In effect, they are already doing so due t.o the nature of TECO's relationship with ita 

affiliates. TECO buys expenalve electricity from ita affiliate and charges the full cos.t 

of those purchases to retell retepayera via the fuel edjuatment clause. At the same 

time, TECO purchaHs expenaive power from ita own affiliate, Hardee Power, it sells 

system capacity and lower coat energy reaources to the same affiliate and to other 

11 When Mr. Wheeler wea questioned regarding why lncentivea were appropriate 

for the broker tYfttm but not In this case, he reaponded that perhaps it would be 
appropriate to do away with Incentive• on the broker ayatem. (Tr . 4 7 11. FIPUG 
agrecta. 

11 TECO allegea that It will be dlaadvantaged vla·a-via other competitors in the 
wholesale market If ita proposed treatment Ia not approved. (Tr . 2731 . To the 
contrary, It is those entitle• which do not have a captlve retail customer base to 
aupport their aaaeta who will be dlaadvanteged. (Tr. 216). 
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wholesale customers, leaving Ita higher price power to be paid for by the retail 

jurisdiction. (Tr. 206-207; Exhibit No. 7) . For example, In the case of purchases from 

the Hardee plant, when TECO buyr from Hardee, its retail customers pay average fuel 

costs, but when TECO sells to wholesale customers, they pay only Incremental cost. 

(Tr. 141-142). This situation Is dramatically Illustrated in E.xhlblt 7 , Document 2. 

These affiliate transaction• are a further attempt by TECO to ahlft costs between its 

competitive and regulated operatlona. (Tr. 207) . 

Additionally, Exhibit No. 4 uncovers a very compelling incentive for TECO to 

enter into more and more wholeaale tranaactlons without further encouragement from 

the Commisalon. The Hardee Power Station ran at a 20% capacity factor In 1995 and 

a 15% capacity factor in 1998. It haa plenty of power to aell. Apparently it it not as 

competitive a merchant plant •• TECO'a parent, TECO Energy, contemplated when 

Hardee Power was built as an IPP, but if the aalea can be filtered through TECO, retail 

customera will aubsidlze the difference between Its actual operating coot and the 

wholesale market price. When the market price for electricity improves, the IPP can 

deal directly in the wholeaale market without sharing profits with retail customers . 

As Mr. Ramil testified, both the coal company and the transportation company 

make a profit on the aervlcea aold to TECO. (Tr. 1 05) . Further, to the extent that 

additional generation resulta In more profit to TECO Energy's transportation and coal 

company, TECO'a officer• have the incentive to increase generatlo11. (Tr. 106-1 07) . 

Even TECO'a own economist, Dr. Bohl, testified that rational business people 

try to maximize the profn. of their affiliate companies. (Tr. 288) . Thoro Ia no reason 
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to expect that TECO Energy (the parent company of TECO and affiliate fuel and 

transportation companies, Exhibit No. 2~ will not pursue the rational husiness 

strategy of maximizing iu profits. In fact, with no mention of a particular retail 

regulatory treatment or any caveat at all, TECO Energy stated in its 1996 Annual 

Report: 

Signing additional longer-term wholesale power &ales 
agreements remains a odoritv at Tomca Electric. where in 
recent years 11 bulk power sales contracts of varying size 
and duration have been added. Competitive pricing of coal­
fired generation has allowed Tampa Electric to market 
available capacity successfully . 

Exhibit No. 3 at 22, emphaala aupplled.21 Mr. Remll agreed that this was a policy 

statement of his company. (Tr. 112). TECO Energy's many interlocking affilia.es 

profit from TECO'a wholesale transactions. 

Reurn Margin 

It Ia probably not mere coincidence that TECO has just recently red1..o::ed its 20% 

reserve margin to a 15% margin. Exhibit No. 15. This redl.lction further jeopardizes 

service to the retail jurisdiction. 

Additionally, by serving Lakeland under the contract at issue in this case, TECO 

20 Exhibit No. 2 is a diagram of TECO Energy's corporate structure. TECO Energy 
is the aole shareholder of TECO and it is the company that is publicly traded. (Tr. 59, 
102). The president of TECO reporta to the president and CEO of TECO Energy. (Tr . 
59). Two TECO Energy offlcera sit on the TECO board . (Tr . 106). Exhibit 2 also 
showt that TECO Energy has the following affiliates that do business with TECO : 

TECO Coal Corporation (and Ita 5 aubaldiory companies). TECO Transport and Trade 
Corporation (and ita 6 aubaidiary companiea) aa well as Hardee Power. 

21Thla statement should be weighed against Mr. Rami I' a unsupported assertion tha • 
affiliate sales will not increaae due to TECO' s wholeaele transactions. 
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has violated It• own lowered ruerve margin criteria by decreasing it to 14% in 2001 . 

Exhibit No. 1 6 . If Lakeland takes supplemental power frcm TECO under the contract . 

TECO's reserve margin will dacline even further. (Tr. 406) . 

The truth Ia, however, that this Ia only the tip of the problem iceberg. Exhibit 

No. 3, TECO Energy's Annual Report, shows (p. 621 that there is only a 9% reserve 

margin when TECO' a non-firm Industrial, commercial and load management residential 

customers are taken Into consideration. These wholesale contracts affect system 

reliabil ity and aubject the captive retail customers to the probability that they will of 

necersity be aerved by more expenalve purchased power . 

In 1 993, TECO obtained a certificate of need to build the Polk Power Station 

to meet the forthcoming demands of its retail cuatomers. The Annual Report shows 

that customer growth has continued unabated since that time and that the reserve 

margin has narrowed. No dramatic evidence was presented by TECO in this case t .:> 

rebut ita awom testimony In 1993 that more generation was needed to meet retail 

demand in the near term. But as pointed out by Mr Ramll. the competitive market has 

gotten more competitive driving the price for electricity down in that market. ":'ECO 

can only compete by dedicating ita lower coat facilities to that market and serving 

captive customers with more expensive purchased power. Retail customers pay a 

conservation aurcharge to reduce demand and consumption for their own benefit, not 

to make the power available for greater profits to TECO's shareholder. 
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ISSUE 2 

HOW SHOULD THE NON-FUEL REVENUES /... 'ID COSTS 
ASSOCIATED WITH TAMPA ELECTRIC COMPANY'S 
WHOLESALE SCHEDULE D SALES TO THE FLORIDA 
MUNICIPAL POWER AGENCY BE TREATED FOR RETAIL 
REGULA TORY PURPOSES? 

FIPUG't Politlon: •The non-fuel revenues and coats should be separated for 
regulatory purposes. If revenues sre not separated, they should be flowed back 
to retail ratepayers basad on system average fuel costs. • 

ISSUE & 

HOW SHOULD THE NON-FUEL REVENUE.S AND COSTS 
ASSOCIATED WITH TAMPA ELECTRIC COMPANY'S 
SCHEDULE D SALES TO THE CITY OF LAKELAND IJE 
TREATED FOR RETAIL REGULATORY PURPOSES? 

FIPUG'a potition: •The non-fuel revenues and costs should be separated for 
regulatory purpoaea. If revenues are not aeperated, they should b1:1 flowed back 
to retail ratepayers baaed on system average fuel costs . • 

As discusaed in detail above, it is FIPUG's primary recommendation that these 

wholesale saiH be separated. In that event, TECO would be entitled to retain all non· 

fuel revenues resulting from the sales . Separation is appropriate because retail 

customers are p•ying 1 00% of the embedded costa of the ascets being used to make 

these sales. Separation will also prevent crou-aubaidization. (Tr. 1S7). 

If the aalea are not separated, all non-fuel revenues should be flowed back to 

ratepayera through the adjustment clauses . As Staff witness Wheeler explained: 

If the aalea remain in the retail jurisdiction, the retail 
ratepayers are fully supporting the coats associated with 
these aalea through their ratea. At a conaequence, they 
should receive the full benefit of all the revenues which 
result from them. All energy charge revenues, including 
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fuel, ahould be credited to the ratepayers through the Fuel 
Clause. The capacity charge revanuea should be credited 
through the Capacity Coat Recovery Clauae. 

(Tr. 461 ). In no evant should TECO be permitted to retain revenues and credit them 

Ito operating revenues. Deaplte TECO' a clalma, aa dlacuued earlier, retail ratepayers 

receive no benefit from thla treatment; the shareholder (TECO Energy) does. 

ISSUE 3 

HOW SHOULD THE FUEL REVENUES AND COSTS 
ASSOCIATED WITH TAMPA ELECTRIC COMPANY'S 
WHOLESALE SCHEDULE 0 SALES TO THE FLORIDA 
MUNICIPAL POWER AGENCY BE TREATED FOR RETAIL 
REGULA TORY PURPOSES? 

FIPVG 'a po.tdon: • Becauae the revenuestre le11 than ayat t-m aver ace for thia 
tranuetlon, ayttam average revenuaa should be credited to thd retail 
jurisdiction. The power company and Its related coal, transportation and 
exempt wholeaale generating companies, which are the primary beneficiaries 
of the sales, should absorb the difference between incremental and average 
cott. • 

ISSUE 8 

HOW SHOULD THE FUEL REVENUES AND COSTS 
ASSOCIATED WITH TAMPA ELECTRIC COMPANY'£ 
WHOLEf ALE SCHEDULE D SALES TO THE CITY OF 
LAKELAND BE TREATED FOR RETAIL REGULATORY 
PURPOSES? 

FIPVG 'a Polltkm: •Because the revenues are leas than system average for this 
tranaaction, syttem average revenues should be credited to the retail 
jurisdiction. The power company and Its related coal, transportation and 
exempt wholesale generating companies, which .are the primary benef iciaries 
of the aales, should absorb the difference between Incremental and average 
coat . • 

TECO proposes to credit the retail ratepayers w ith "system incremental" fuel 

cost. (Tr. 39) . However, as diacuaaed above, the Commission has very recently 
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addressed the issue of the treatment of fuel revenues associated with wholesale sales. 

Exhibit No. 1, Order No. PSC-97-0262-FOF-EI at 3. 

FIPUG supports, end urges the Commisaion to continue, the policy expressed 

~n Order No. PSC-97-0262-FOF-EI : 

. . . (Wle find that, as a generic policy. there shall be 
uniform coat allocation between the whol'eaale and retail 
markets for all prospective separable sales. Thus, we shall 
Impute revenues In the fuel adju.tment clause In the event 
the actual fuel revenuea a utility receivea from a separable 
sale are le11 than average system fuel coste. A utility's 
shareholders will, in effect, be required to pay for any 
ahortfall associated with fuel revenues if the actual fuel 
revenues the utility collects are less than the average 
system fuel coat we impute. lmoytatjon of fyel reyenyes 
will protect the rota!! ratepayer from automatic increases in 
fyol colt rttoonajbi!ity . 

.1du emphasis supplied. 

Finally, as noted In Staff witness Wheeler's testimony, (Tr. 461 -4621. and as 

discussed earlier, TEC::O's parent company, TECO Energy, Inc., star.ds to ~~~nefit 

greatly from TECO's participation ln these wholesale transactions. TE CO Energy, the 

parent company of TECO, has wholl~· -owned subsidiaries which provide coal and 

transportation services to TECO. To the extent that TECO's sales increase, these 

:subsidiaries will inoroaae their revenuo. Thua, any fuel shortfall should be absorbed 

by TECO, TECO Energy and their related entities. 
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ISSUE 7 

HOW SHOULD THE TRANSMISSION REVENUES ANiJ 
COSTS ASSOCIATED WITH TAMPA ELECTRIC 
COMPANY'S WHOLESALE SALES TO THE FLORIDA 
MUNICIPAL POWER AGENCY AND THE CITY OF 
LAKELAND BE TREATED FOR RETAIL REGULATORY 
PURPOSES? 

FIPUG't Potftlon: •If the wholesale sales are not separated, retail c"'stomers are 
entiUed to receive all the benefits derived from the use of the transmission 
facilities for which they are paying the entire cost. Such benefits should be 
used to reduce TECO's retail rates. Otherwise. retail customers w ill be 
sublidlzing TECO'• wholesele activitlet. • 

Currently, the colt of the existing transml11lon facilities ere supported by base 

rates. At the time of TECO' 1 last rate case. the total transmission cost was Included 

in base retu at averege cost. (Tr. 4011. 

M dltcusaed above, it Is FIPUG's position that these wholesale sales should be 

separated. Such an approach will ensure that there is no subsidization of the:.e 

wholesale transactions by retail customers. If the Commission follows the separation 

approach, the retail ratepayert will not bear the cost of supporting that portion of the 

transmission lines utlll:ced to make these sales and TECO will be entitled to the 

revenue. 

However, If the Commission does not separate the sales, the retail customers 

should be credited (through the appropriate adjustment clauses) w ith AU revenue which 

TECO derives from the use of these lines which the retail ratepayers support. TECO' s 

argument that retail ratepayert receive some sort of -benefit " from revenues which 

TECO retalnt hat been eddre11ed above in Issues 1 and 4, above. 
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ISSUE 8 

WIU THE COMMISSION'S TREATMENT OF THE CITY OF 
LAKELAND AND FLORIDA MUNICIPAL POWER AGENCY 
WHOLESALE SALES HAVE AN IMPACT ON TAMPA 
ELECTRIC COMPANY'S REFUND OBLIGATION UNDER THE 
&nPULAnON IN DOCKET NO. 960379·EI, ORDER NO. 
PSC-96-0870..8-EI, APPROVED BY THE COMMISSION? 

FJPUG't Potblon: •Yes. If thete transactions are not jurisdictionally 
aeparated, TECO's earnings will be artJflcially depressed and the potential for 
a refund will be reduced. • 

TECO, FIPUG and OPC entered Into a comprehensive Stipuletion22 to address 

the regulatory treatment of TECO'a new Polk unit as well as its overearnings posture. 

Exhibit No. 1, Order No. PSC·96-1300·S.EI. The order provides for TEC0 to make 

refund• to cuttomers if It exceeds tho 12.76% return on equity level. To the extent 

that the aaaets used to aerve wholesale customers are not separated, TECO' s 

expenaet wtlllncreaae. That Increase in retail expenses will depress TECO's earnings 

and decrean the likelihood that retail customer• will receive a refund pursuant to the 

order. (Tr. 209). In other words, retaining in the retell jurisdiction plant used to serve 

wholesale cuatomert will lower TECO's earnings and make a refund to the retail 

jurildictJon unlikely. 

UfiPUG hu addre11ad eerller In this brief the way in which TECO's proposal 
violates the Stipulation and the Commission order approving it. 
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ISSUE 9 

WOULD THE C,OMMISSION EXCEED ITS JURISDICTION IF 
IT WERE TO ALLOW TAMPA ELECTRIC COMPANY TO 
EARN A RETURN THROUGH RETAIL RATES FOR ITS 
WHOLESALE &:ALES TO THE FLORIDA MUNICIPAL POWER 
AGENCY AND TO THE CITY OF LAKELAND? 

FIPUG't Potitlon: •The Commission has jurisdiction to, and should, prohibit 
TECO from requiring retail customers to pay a return on a plant dedicated to 
wholesale sales. • 

Thit Commission has no jurisdiction over what types of sales TECO makes in 

the wholesale market or over the prices TECO decides to charge its wholesale 

customers; those matters ar·e left to the Federal Energy Regulatory Commission. This 

Commission WI have jurisdiction over how such wholesale sales impact retail 

,customers. In this case, as diacussed above, TECO seeks to have its rdtail customers 

subsidiz.e iU excursions Into the wholesale market. The Commission has the authority 

t o, and should, prohibit thia subsidization by requiring TECO to separate these 

wholesale Ales. In that way, retail ratepayers will not be responsible for supporting 

assets that are dedicated to serving the wholeaale jurisdiction. 
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CONCLUSION 

The treatment TECO seeks for the FMPA end Lakeland sales es barred bv this 

Commission's order approving the ovdreernings Stipulation. In addition, TECO has not 

shown that retail ratepayers will benefit from the wholesale sales which TECO is 

mbking from planta which the retail ratepayers support through the rates the\' !)ay 

based on average embedded costs. Therefore, the Commissio, should follow its 

generic policy which is clearly set out in Order No. PSC-97-0262-FOF-EI and i!lquire 

TECO to separate the FMPA and Lakeland sales. In this way, the Commission will 

relieve the retail ratepayers of the butden of supporting assets used to serve wholesale 

customers. 

If the Commiuion does not require separation of the FMPA and Lakeland 

wholesale sales, it should ensure that retail ratepayers receive all the benefit from the 

use of plants for which they are paying. This should be done by flowjng back23 to 

retail ratepayers, through the appropriate adjustment clauses, 100% of all non-fuel 

revenues. including all transmission and ancillary service charge revenues. Fuel should 

23 FIPUG wants to be clear on this point--the revenues shoul~ be returned to 
ratepayers through the appropriate adjustment clauses so that retail customers' rates 
are reduced. They should rut1 be retained by TECO as operating revenue, in which 
case ratepayers receive no benefit from the revenues. 
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be credited to the retail ratepayers through the fuel adjustment clause based on 

system average fuel coats. 
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APPENDIX 

EXCERPTS FROM EXHIBIT NO. 9 

(Schedules A-1 and A-8 from Branlck True-Up Testimony 
In Docket No. 970001 -EI} 
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