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TAMPA ELECTRIC COMPANY
DOCKET NO. 031033-EI
FILED: JANUARY 5, 2004

BEFORE THE FLORIDA fUBLIC SERVICE COMMISSION
PREPARED DIRECT TESTIMONY
OF

JOANN T. WEHLE

Please state your name, address, occupation and employer.

My name is Joann T. Wehle. My business address is 702 N.
Franklin Street, Tampa, Florida 33602. I am employed by
Tampa Electric Company (“Tampa Electric” or “company”) as

Director, Wholesale Marketing & Fuels.

Please provide a brief outline of your educational

background and business experience.

I received a Bachelor of Business Administration Degree

in Accounting in 1985 from St. Mary's College in Notre
Dame, Indiana. I am a CPA in the State of Florida and
worked in several accounting positions prior to joining
Tampa Electric. I began my career with Tampa Electric in
1990 as an auditor in the Audit Services Department. I
became Senior Contracts Administrator, Fuels in 1995. 1In
1999, I was promoted to Director, Audit Services and
subsequently rejoined the Fuels Department as Director in
April 2001. I became Director, Wholesale Marketing and
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Fuels in August 2002. I am responsible for managing
Tampa Electric’s wholesale energy marketing and fuel-

related activities.
Please state the purpose of your testimony.

The purpose of my testimony is to present information
about Tampa Electric’s solicitation for waterborne coal
transportation, evaluation of the bids received, the
reasonableness of the market prices established for the
company'’s waterborne coal transportation contract as a
result of that activity, and the sufficiency of the
Request for Proposal (“RFP”) and market analysis
activities to establish new contract market rates.
Finally, my testimony addresses the issue of whether
Tampa Electric’s coal transportation benchmark should be

modified or eliminated.

Have vyou previously testified before the Florida Public

Service Commission (“Commission”)?

Yes. I filed testimony before this Commission in Dockets
No. 010001-EI, No. 011605-EI, No. 020001-EI and No.
030001-EI. My testimony in these dockets described the
appropriateness and prudence of Tampa Electric’s fuel
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procurement activities,-fuel supply risk management and
fuel price volatility hedging activities, incremental
hedging O&M costs resulting from maintenance and
expansion of the risk management and hedging plan-and the

company’s actual waterborne coal transportation costs.

Have vyou prepared an exhibit in support of your

testimony?

Yes. Exhibit No. (JTW-1), containing three
documents, was prepared under my direction and
supervision.

Waterborne Coal Transportation Background

Q.

How does Tampa Electric currently transport coal to its

power stations?

Tampa Electric has a five-year integrated transportation
services contract with TECO Transport to deliver coal
from various U.s. Midwestern locations on the
Mississippi, ©Ohio and Green rivers to 1its generating
stations via river barges and ocean-going vessels. The
previous contract expired as of December 31, 2003, and
Tampa Electric executed a new contract with TECO
Transport on October 6, 2003.
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Why is this type of integrated transportation used?

Beginning in the late 1950s Tampa Electric recogniéed the
need to develop a water transportation system that could
reliably and efficiently move coal down the Mississippi
River and its tributaries and then across the Gulf of
Mexico. The transportation system was formed to lower
costs and to provide reliable transportation of coal for
the benefit of Tampa Electric’s ratepayers. When this
integrated system was formed, rail rates to Florida from
coalfields in the Midwest were so high that coal was not
competitive compared to oil. Water transportation was an
alternative in some regions, but a reliable water system
for coal delivery to Florida did not exist. The
development of an efficient integrated waterborne
transportation system was necessary for Tampa Electric to

utilize lower-cost coal as a fuel source.

Please describe in more detail the development of the

integrated transportation system.

The development of the integrated transportation system
began during the 1950s. In the 1940s and early 1950s,

all electric generation in peninsular Florida was fueled
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with oil. Steam generating units used residual o0il, and
many small municipal systems relied on diesel engines and
No. 2 distillate oil. Since all oil contracts were based
on prices posted in the world petroleum markets on the
day of delivery, there was no real competition. 0il
suppliers were also able to hold Florida’'s electric
utilities captive to market prices because of the state’s
location and high rail rates. These market prices were
high relative to other areas of the country where
alternative fuels, such as coal, were available. Tampa
Electric was very concerned about the long-texrm
implications of total dependence on o0il priced on a spot

basis.

For these reasons, Tampa Electric’s management

investigated the availability o©of other fuels when

planning for its Gannon Station in the early 1950s. Both
coal and natural gas were considered in the
investigation. Nuclear power was then in its infancy and

not available for operation con a commercial scale.

Why did using coal require a waterborne transportation

network?

At the time that Tampa Electric was preparing to build
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Gannon Station, the principal disadvantage of coal was
transportation costs. Rail rates to Florida from the
Midwest were so high that coal was not éompetitive with
0il, and the company did not want to be held captive by a
total dependence on rail transportation. Waterborne
transportation systems from the area did not exist. A
new mode of transportation had tc be devised if coal was

to become a wviable alternative for Florida utilities.

Describe the first stage of developing the integrated

waterborne transportation system.

In 1955, Tampa Electric decided to use coal as the fuel
for Gannon Unit 1, which was scheduled to be operational
in 1957. Tampa Electric entered into a long-term
contract for coal and waterborne transportation to the
plant from the coal supplier. In spite of the contract,
the supplier refused to deliver, leaving Tampa Electric
dependent on the spot market for replacement coal
purchases. Although Tampa Electric immediately sued for
non-compliance, the case was not resolved until 1963.
Thus in 1959 Tampa Electric, frustrated by its total
dependence on others and an 1inadegquate waterborne
transportation market, decided to participate in a joint

venture to form a transportation company that could more
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effectively move its purchased coal from the Midwest to

Tampa, Florida.

How did the company determine that a terminal facility at

the base of the Mississippi River was needed?

Logistics of coal transfer, quality control issues and
storage needs led to a short-term lease of a terminal
facility on the Mississippi River below New Orleans.
Tampa Electric was concerned about risks due to storing
coal at the aging terminal facility. Therefore, a new
company was formed to build and operate a modern facility
for transloading and storage. Tampa Electric still
utilizes this terminal, built in Davant, Louisiana in

1965, to transfer, store and blend its coal.
What is the purpose of the terminal facility?

The primary purpose for the terminal facility is to
transfer coal from river barges to ocean vessels or from
barges to land storage facilities, and from such land
storage facilities to vessels. It also provides the
company with the ability to blend coals, which has become
a more common practice over the years as environmental
requirements have become stricter. The storage space 1is
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of special importance due to the distance of the supply
gources from Tampa and limited ground storage space at

waterfront power plant sites in Tampa.

What was the result of developing the waterborne coal

transportation system?

The effects of adding another «coal transportation
alternative were dramatic. When the waterborne
transportation system began operations, rail rates to
Florida began to drop almost immediately. Even with the
reduction in rail rates, which benefited Tampa Electric’s
customers on the small portion of its coal that was
delivered by rail, prices paid by Tampa Electric for
water transportation by its affiliate have consistently
been lower than the rail alternative. This 1is
demonstrated by the company’s costs being below its
waterborne coal transportation benchmark year after year.
In addition, the fact that there are separate and
distinct rail and water transportation systems Thas
benefited utilities in the bidding and purchase of coal.
It has also greatly increased the reliability of the
delivery system by providing alternatives. The savings
in the use of coal as a primary fuel for boilers versus
0il and gas can be directly attributed to the existence
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of a waterborne delivery system. The water
transportation system has saved Tampa Electric’s
customers hundreds of millions of dollars in fuel
transportation costs during the period from 1988.to 2002
alone, as demonstra#ed by the company’s actual waterborne
coal transportation costs compared to its transportation
benchmark. Finally, the lowering of rail rates in
response to the competition of water transportation has

benefited ratepayers throughout the state.

Waterborne Coal Trangportation Contract Requirements

Q.

Are there existing Commission orders that address Tampa
Electric’s waterborne coal transportation services

agreement with its affiliate, TECO Transport?

Yes, the existing transportation order was first
established in a settlement agreement approved in Order
No. 20298 in Docket No. 870001-EI-A. This order 1is
Document No. 1 of my exhibit. Order No. 20298, drafted
by then Commission Staff Counsel, Michael B. Twomey, was
issued on November 10, 1988 and represents the policy of

this Commission until changed.

This settlement agreement recites that:

In accordance with the Commission’s direction,
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Staff, Office of VPublic Counsel (“OPC”) and
Tampa Electric have met to discuss the methods
by which market pricing can be adopted for
affiliate coal and coal transportation
transactions bétween Tampa Electric and its
affiliates. As a result of these discussions,
Staff, OPC and Tampa Electric agree as follows:
Public Counsel and Staff agree that the
specific contract format, including the pricing
indices which Tampa Electric may include in its
contracts with its affiliates, are not subject

to this proceeding and Tampa Electric may

negotiate its contracts with its affiliate in

any manner it deems reasonable. [emphasis

added]

With respect to TECO Transport and Trade (“TTT"),
settlement agreement provides:
8. The parties agree that the record in this
proceeding indicates that the prices currently
paid by Tampa Electric to TTT are reasonable.
9. Tampa Electric, however, agrees to this
establishment of a benchmark price to be used
prospectively for regulatory review purposes.
10. The coal transportation benchmark price

11
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will be the average of the two lowest comparable
publicly available rail rates for coal to other
utilities in Florida. This rail rate will be
stated on a cents/ton-mile basis representing
the comparaele total elements (i.e.,
maintenance, train size, distance, ownership,
etc.) for transportation. The average cents per
ton-mile multiplied by the average rail miles
from all coal sources to Tampa Electric’s-power
plants yields a price per ton of transportation.
The result will become the “benchmark price” as

shown on Attachment 3.

The example transport benchmark calculation shown on
Attachment 3 to this order is the benchmark calculation
that has been in use since 1988. The Commission each
year thereafter made specific findings that the prices
paid under the waterborne transportation services
contract were below the market price as established by

the benchmark.

Moreover, in Order No. PSC-93-0443-FOF-EI isaued March
23, 1993, this Commission approved a stipulation that
reaffirmed the waterborne coal transportation benchmark.

This stipulation remains in effect until changed by

12
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Commisgsion order. Staff or any other party may disagree
with that policy, but the policy is currently in effect
and was 1in effect at all times 1in 2003  when Tampa
Electric issued its RFP on June 27, 2003, evaluaﬁed its

future transportation services options and ultimately

executed a new contract with TECO Transport.

Is Tampa Electric required to issue an RFP for waterborne

transportation services prior to executing a new contract

with its affiliate?

No. Tampa Electric is not required to issue an RFP. The
RFP is an information-gathering tool that provides market
price data. However, both the contractual reguirements
of the existing contract with TECO Transport and the
policy of this Commission provide that contract rates can
be set through any reasonable market price determination.
As previously described, the Commission, in approving the
stipulation that established the transportation
benchmark, specifically stated, “Tampa Electric may
negotiate its contracts with its affiliate in any manner

it deems reasonable.” [Order No. 20298, page 17]

If Tampa Electric was not required to issue an RFP for

waterborne transportation services prior to executing a

13
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new contract with its affiliate, why did the company do

sSoO?

In early 2003, the company met with FloridaA Public
Service Commission Staff (“Staff") and parties on
numerous occasions to discuss various fuel issues,
including waterborne transportation. In those meetings,
Staff questioned the company about its plans for meeting
its transportation needs in 2004 and beyond. Staff
strongly encouraged Tampa Electric to issue an RFP.
Ultimately, Tampa Electric decided to issue an RFP as
part of its good-faith efforts to obtain the most

relevant and timely waterborne transportation market data

avalilable.

Was the RFP the only effort Tampa Electric made to
determine reasonable market ©prices for a waterborne
transportation services contract for the period 2004

through 20087

No. The company also hired Brent Dibner of Dibner
Maritime Associates, LLC (“DMA”), an expert consultant in
the maritime industry, to conduct an independent

evaluation of the waterborne transportation markets.
This consultant’s extensive knowledge of and experience

14
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2004

Q.

in these markets were utilized in modeling appropriate
and reasonable market rates for each segment of the
waterborne transportation services that .Tampa Electric
requires. Tampa Electric also hired Sargent & Lundy
(“S&L”), an engineering design consulting firm, to
evaluate the rail proposals the company received in

responsge to its RFP,

Waterborne Coal Transportation Arrangements
Please describe in detail Tampa Electric’'s efforts to
secure reliable coal transportation for deliveries

beginning January 1, 2004.

In June 2003, Tampa Electric prepared a RFP for vendors
to provide proposals for waterborne deliveries of coal
from suppliers in the Midwest to its Big Bend Station.
The solicitation was sent to all 24 vendors known to
Tampa Electric and DMA to provide such transportation
services. The solicitation was also described in several
industry publications. This served to inform other
potentially interested parties, to whom copies of the RFP
were provided upon request. Tampa Electric followed a
similar RFP process to establish the contract for
waterborne transportation for the peried 1999 through
2003. A comparison of the 1997 and 2003 bid processes is

15
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provided as Document No. 2 of my exhibit.

Did Tampa Electric state, in its RFP, a preferénce for
the services to be provided by an integrated provider
versus contracting for each segment of transportation

separately? If so, why?

Yes, the company’s RFP did state such a preference.
Specifically, the RFP stated, ™“Tampa Electric prefers
proposals for integrated waterborne transportation
services, however proposals for segmented services will
be considered.” Tampa Electric continues to prefer
integrated waterborne transportation services Dbecause of
the benefits of receiving priority handling of its coal
transportation needs, having first call on dedicated
transportation resources and benefiting from
administrative efficiencies from dealing with one entity
in the day-to-day management of the waterborne coal
transportation services. These factors greatly increase
the reliability and flexibility of Tampa Electric’s fuel
delivery. The direct testimony of Tampa Electric’s
witness Dibner enumerates the administrative efficiencies
that result from having a single contact point for all
services. In addition, the terminal in Davant, Louisiana
provides much needed storage, helps with quality control

16
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igsues and allows for custom ccal blending. The terminal
is in an ideal location for deliveries from the Midwest
and can accommodate large vessels . delivering
international shipments as well.

Is the terminal near Davant, Louisiana the only location
or terminal facility that can meet Tampa Electric’s

terminal services needs?

No. As stated in the RFP, “terminal facilities should be
accessible to Migsissippi River barge traffic and capable
of receiving and discharging inland river barges from
domestic suppliers in Panamax-sized vessels for offshore
coal.” Any terminal that meets this requirement and has
the flexibility and storage capacity to store different
types of coal in separate piles and to blend coal would

be able to meet Tampa Electric’s needs.

Why does Tampa Electric require, in the RFP, the ability
to receive coal at a terminal facility that is accessible
to Mississippi River barge traffic and able to receive,

unload and store Panamax-sized vessels for foreign coal?

The requirements included in the RFP are driven primarily
by Tampa Electric’s coal quality requirements and supply
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portfolio. The vast majority of Tampa Electric’s coal
originates at docks on the Ohio River and the upper
Mississippi River system because the design fuel for Big
Bend Station boilers, Illinois Basin coal, is nﬁned in
this area of the Uﬁited States. This necessitates that
the transloading and storage terminal facilities Dbe
accessible to Mississippi River barge traffic. It would
not be cost-effective to wuse any other waterborne

transportation system to deliver coal to Tampa from these

regions.

The company also purchases and blends foreign coal with
domestic coal and petroleum coke at the terminal for its
Polk Power Station. Foreign coal deliveries are
primarily made by the larger Panamax-sized vessels due to
efficiency concerns. A terminal that can receive larger
vessels provides Tampa Electric with the flexibility of
being served by a variety of wvessels, providing the
company opportunities for discounted rates in the freight
market when available. The ability of the terminal to
receive and unload Panamax-sized wvessels enables Tampa
Electric to rely on foreign coal blended with domestic

coal to meet operational and environmental requirements.

Can Tampa Electric have foreign coal delivered directly

18
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to Tampa rather than having it delivered to the terminal

and then to Tampa?

No. There are several reasons why Tampa Electric cannot
have foreign coal -aelivered. directly to Tampa. First,
Tampa Electric’s generating stations do not have deep
draft access that would allow a Panamax vessel, which is
the sgize typically used to transport foreign coal, to
approach, dock and unlcad coal. In additioﬁ, no other
facilities in Tampa that could be accessed by a Panamax
vessel have permits to store and blend coal, nor the
facilities to do so. Second, Tampa Electric requires the
use of a terminal facility for coal storage and blending.
Tampa Electric requires additional storage beyond what is
available at its generating stations to effectively
segregate and store the different types of coal it uses.
The company does not use foreign coal without blending it
with coal from domestic sources, and Tampa Electric does
not have existing facilities or the space to build
facilities to meet all of its blending needs at the
generating stations. As stated previcusly, no other
local facilities currently exist. Third, since Tampa
Electric’s domestic coali must be processed at a terminal
facility prior to Gulf transportation, moving the foreign
coal to the terminal facility is currently the most
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efficient and cost-effective method of handling foreign
coal. The foreign coal that must be transported to the
terminal represents less than ten perxrcent of the total

coal used by Tampa Electric.

Please describe the process that Tampa Electric used to

evaluate the bidders’ proposals.

Tampa Electric took a systematic approcach to evaluate the

bids. The main steps that formed the evaluation process

were:

1. Tampa Electric evaluated bids to determine
compliance with bid requirements. Late responses

and those that did not meet certalin minimum

financial and operational criteria were
disqualified.
2. The company clarified proposal information through

discussions with individual bidders and requested
additional information, 1f needed, to fully evaluate
bids.

3. Tampa Electric made any adjustments required for bid

comparisons, such as where bid response terms and

conditions varied or did not meet RFP
specifications.
4. The company and its consultant used models to
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determine the appropriate market rates for the
future contract, given the tonnage and length of
move requirements, where the company did not receive
a valid bid response.

5. A complete agalysis of evaluated bids and an
assesgsment of the market were then provided to Tampa
Electric’'s management.

6. In accordance with terms of the then existing
contract between Tampa Electric Company and TECO
Transport, Tampa Electric provided the market rates
established during the process described above to
TECO Transport for its right of first refusal.

7. TECO Transport accepted the market rates, and Tampa
Electric proceeded with contract negotiations for
services for January 1, 2004 through December 31,
2008.

8. The new contract was executed on October 6, 2003,
and parties in Docket No. 030001-EI were provided a

copy for review.

Why was TECO Transport given an opportunity to match the

established market prices?

A common practice in the fuel supply and transportation
business is to negotiate with suppliers a “Right of First

21
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Refusal” clause in long-term agreements. Such a clause
existed in the contract between TECO Transport and Tampa

Electric.

In general, why 1is it beneficial to include a "“Right of

First Refusal” clause in these types of contracts?

The “Right of First Refusal” provision encourages the
vendor to provide these highly capital-intensive
transportation services while protecting the buyer, Tampa
Electric, as well as its ratepayers, through a periodic
re-assessment of the competitive market prices for these
services. In addition, the provision requires the vendor
to meet or beat current market prices, which benefits
ratepayers because it ensures the lowest prices for those

services.

What evaluations did Tampa Electric perform regarding the
bids received 1in response to its solicitation for

waterborne coal transportation services?

Tampa Electric received one inland river bid, one
terminal bid and two rail bids. Tampa Electric evaluated
each of the four bids, with the assistance of two outside
consulting firms.
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Please describe Tampa Electric’s evaluation of the rail
transportation bids received in response to its RFP for

waterborne transportation services.

Tampa Electric received two rail transportation proposals
in response to its RFP. Although the bids were non-
conforming since they were not for the provision of

waterborne transportation, Tampa Electric reviewed the

responses and identified key factors related to the

proposals that supported the need for further analysis.
The first of these factors was the identification of
necesgsary modifications and their associated costs for
the capital improvements and new capital investment
required for rail deliveries to Tampa Electric’s
generating stations. Tampa Electric’s facilities
currently do not have the infrastructure to directly
receive rail deliveries. Secondly, the company
recognized that there could be additional transportation
costs, such as trucking costs from existing coal supply
sources to a rail 1loading facility, that needed to be
taken into account. Third, Tampa Electric needed to
evaluate the impact on cost-effectiveness of acquiring
coal from different supply locations in the event that

rail service were used instead of waterborne
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transportation services. Finally, the timing of the rail
service infrastructure construction had to be considered
given Tampa Electric’s needs beginning January 1, 2004.
To aid Tampa Electric in evaluating the rail
transportation bids, the company hired S&L to review the
bids and complete an analysis of the above-mentioned

factors.

Please describe S&L’'s methods for evaluating the costs
and associated operational considerations if rail

deliveries were made to the plants.

S&L reviewed the rail transportation bids, assessed the
capital costs proposed in the bids and determined other
costs and factors that should be evaluated by Tampa
Electric. As a result of its analysis, S&L determined
that it was necessary to modify the bidder’s design to

reflect realistic design parameters that take into

account Tampa Electric’'s specific facilities and
operating needs. S&L. also estimated costs that were
omitted from the bidder’s proposal. The S&L cost
estimates included construction, installaticn,
modification and operating changes. For each of the

bidder’s two proposals, S&L provided an analysis of
estimated capital costs, installation costs, fixed and
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variable operating costs and demurrage costs. In
addition, the S&L report listed the environmental
considerations that would need to be studied prior to
acceptance of any of these proposals, such as additional

dust, noise abatement, wetlands reconstruction and permit

modifications.

The report from S&L stated that the capital costs
provided by the bidder included costs for new equipment
only and did not address installation or other
modification costs necessary to ready Tampa Electric’s
facilities for direct rail deliveries. Nor were
operating costs addressed in the bidder’'s proposals. In
addition, S&L stated that given the facility design, the
unloading and demurrage rates included in the bidder’s
proposal appeared aggressive and that this could result

in increased costs to Tampa Electric and its ratepayers.
Was S&L’'s analysis thorough and complete?

Yes, it was. I have reviewed the data utilized and the

methods of analysis employed by S&L. I also asked Tampa

Electric personnel who specialize in generation
engineering to review the assumptions, analysis and
conclusions of the report. They concluded that the

25
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report 1s a reasonable analysis of the costs of
installing rail unloading facilities at Big Bend and Polk
stations and of the operaticnal and environmental impacts
of the rail transportation proposals. In addition, S&L
is a longstanding_ full-service engineering consulting
firm with extensive experience designing power plants and
related facilities. The S&L report was prepared under
the supervision of a Professional Engineer licensed in
Florida. Given this, I am satisfied that the analysis
completed by S&L was a thorough and complete
consideration of the factors that could reasonably be
anticipated to affect Tampa Electric’s operations and

costs if either of the rail transportation propcsals were

accepted.

With respect to the rail transportation bids, what were

the results of the S&L analysis?

The results of the S&L analysis for each rail
transportation proposal showed that estimated capital
costs for infrastructure additions and improvements

greatly exceeded the bidder’s estimates for these same

capital improvements. In addition, Tampa Electric would
incur additional operating expenses. In each case, the
capital, installation and facility modification costs
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egtimated by S&L exceea the bidder’s estimates by more
than 400 percent. Operating costs were estimated to
increase by a minimum of one million dollars and up to
approximately three million dollars annually. -Capital
costs could incréase if additional environmental
restrictions are required, such as fully enclosed coal
transfer conveyors. These potential costs were not
included in the S&L analysis. Other costs, such as costs
for demurrage ©penalties and required environmental
studies, have not been quantified, but they are factors
that must be considered. S&L estimated that the total
costs to prepare Tampa Electric’s facilities for direct

rail deliveries and for operational changes ranged from

$27 million to over $53 million.

Did you consider any other factors when evaluating the

rail transportation proposals?

Yes. In addition to evaluating the high capital costs for
infrastructure and operating costs previously described,
Tampa Electric considered the impact on cost-
effectiveness of acquiring ccal from different supply
locations in the event that rail transportation were used
instead of waterborne transgsportation. The company also
considered how the rail proposals would affect overall
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transportation costs given Tampa Electric’s current coal

supply contracts.

Tampa Electric has contracts with suppliers to deliver
coal to Dbarges at_ various specific locaticns on the
Mississippi and Ohio rivers. Utilizing rail
transportation instead of waterborne transportation would

necessitate additicnal costs to truck or short haul the

coal from the suppliers’ contractual delivery locations

to the nearest rail loading facilities. The company

determined that these costs could range from an
additional $2.00 to as much as $6.00 per ton, depending
on distance. Tampa Electric reviewed its portfolio of
coal sources and found that the wvast majority of its
current coal supplies are not located close to rail
facilities. Using rail transportation would therefore
make these supply sources more expensive in the short run

and potentially non-competitive in price in the future.

As previously stated, the rail proposal grossly
understates or ignores substantial additional capital and
operating costs that must be considered to provide a
reasonable comparisou. The incremental short haul
transportation cost to deliver coal to a rail facility is
easily quantified and reasonably certain, and it is a
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true incremental cost of using rail service.
Consequently, incremental short haul transportation costs
must be included in an analysis of the total rail cost
alternative in order to have a meaningful Compafison to
the waterborne tgansportation. rate. It is also
appropriate to adjust for the bidder’s synfuel adder;
expected demurrage charges, using the bidder’s proposed
demurrage rates; the bidder’'s published tariff fuel
surcharge; and the incremental cost for rail deliveries
to Polk Station. When these estimated additional costs
are considered, the adjusted rail rate is well above the
market rates included in the TECO Transport contract

effective January 1, 2004. A detailed calculation is

shown in Document No. 3 of my exhibit.

There are other costs and impacts that needed to be
considered. Additional costs for environmental impact
mitigation and ©permitting or other factors  would
certainly exist but were not included in the adjusted
rail rate. The rail proposals did not provide services
that are currently provided by the terminal facility as
part of the integrated waterborne transportation
contract. As previously stated, Tampa Electric requires
the ability to receive deliveries of foreign coal from
large, deep draft Panamax vessels as well as storage and
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blending capabilities at a terminal facility to create
multiple custom blends of coal utilizing both domestic
and foreign coals. These facilities are not currently
available in the wvicinity of Tampa, Florida, énd the
company does not hé&e the space to install them at its
plants. The company cannot receive Panamax vessels at
its plants due to draft restrictions. The rail proposals
also do not include costs for deliveries of pet coke from
Texas. Providing all of the above-listed services would

result 1in additional «costs to Tampa Electric that

increase overall rail transportation costs.

Another important consideration was that the rail
proposals require significant time for construction prior
to the commencement of rail transportation service.
Since Tampa Electric’s coal transportation needs began
January 1, 2004, the company would need to obtain short-
term waterborne transportation services to meet its
requirements until the rail construction <could be
completed. The need for short-term waterborne
transportation services  would certainly  result in
increased costs that are not included in the rail
transportation proposals and would result in higher costs

to ratepayers.
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What did you conclude as a result of the evaluation of

the rail transportation proposals?

Given the significant costs for capital infrasfructure
and the additional operating and transportation costs
that would result from choosing to use rail
transportation, as well as concerns about future supply
limitations due to the distance from a rail loading
facility, Tampa Electric determined that the bidder’s
proposals were not competitive. I recommended rejecting

both proposals.

Did Tampa Electric engage in other activities regarding

the evaluation of the other transportation proposals?

Yes. Tampa Electric hired DMA to assist with the
evaluation of waterborne transportation proposals. DMA
evaluated the waterborne transportation bids and
constructed market models to assess appropriate market
prices for the transportation services segments. DMA
provided Tampa Electric with its determination of the
appropriate waterborne transportation market prices in a
report that includes descriptions of its methodologies,
evaluations, market assessments and supporting
information. The report provided by DMA is provided as
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an exhibit to the testimony of Tampa Electric witness

Dibner.

Have you reviewed the models and analyses DMA used to
determine the appropriate market prices for each of the
three segments included in the waterborne transportation

system?

Yes, I have reviewed the proposals submitted in response
to Tampa Electric’s RFP, the data used by DMA's
proprietary models, the modeling methodologies and the
analyses conducted by DMA to evaluate the waterborne
transportation bids and to determine the market price for
each segment of the waterborne transportation services.
DMA conducted a thorough and complete evaluation of the
bids. I believe that DMA‘s long experience in and
extensive knowledge of the maritime industry allowed it
to conduct a reasonable and thorough market assessment
and to establish market prices that accurately reflect

the markets for the services Tampa Electric requested.
Do you agree with the recommendations made by DMA?

Yes, I do. I believe that they are reasonable and
appropriate and take into account the best information
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available regarding the status of the waterborne
transportation markets and Tampa Electric’s operational
requirements.

How did Tampa Electric determine the appropriate market
prices for each of the three segments included in the

waterborne transportation system?

Tampa Electric reviewed the responses to the RFP and its
consultants’ findings. The company also utilized its
knowledge of the waterborne transportation market and
Tampa Electric’s needs. The company rejected some
proposals for the reasons previously described in this
testimony or in the testimony of Tampa Electric witness
Dibner. Tampa Electric then relied on the results of

DMA’s report and the market prices established therein.

Please describe DMA’s findings or evaluation results that

were provided to Tampa Electric.

The inland river bid was only for a portion of Tampa
Electric’s requirements, and the bidder is in Chapter 11
bankruptcy status. The bankruptcy and related activities
raised questions about the bidder’s fleet status and its
potential to provide transportation services given its
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existing financial circumstances. The terminal bid was a
bona fide bid for full terminal services. Tampa Electric
did not receive any ocean bids. Therefore, the terminal
bid determined the market price, and the market énalysis

performed by DMA determined the appropriate market prices

for the inland river and ocean transportation segments.

What recommendations did DMA make regarding the market
price components for a new waterborne transportation

contract?

DMA recommended cost structures comprising fixed and
variable charges, and a fuel component, if applicable,
for each segment. In addition, DMA recommended
escalation methodologies and initial fuel price levels.
They are detailed in Tampa Electric witness Dibner's

direct testimony.

Are the rates determined through the RFP process,
industry review and market modeling sufficient to

determine appropriate market prices for this agreement?

Yes. Using the bids received in response to the RFP and
market analyses provided by Tampa Electric’s consultant,
Tampa Electric has demonstrated that the prices
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established by valid bid and by market modeling represent
the market for the transportation services that will be
provided under the new contract that began January 1,
2004. The activities that DMA performed to evalﬁate the

bids are described in detail in the testimony of witness

Dibner.

Do you believe that appropriate market rates have been

established?

Yes. The appropriate market rates have been established
using the bona fide terminal bid received and the results
of the detailed and thorough analyses conducted by DMA

for the inland river and ocean transportation segments.

After accepting the established market prices, how did

Tampa Electric proceed?

According to the terms of Tampa Electric’s then existing
waterborne transportation contract, TECO Transport had
the right to review and decide to meet or beat the market
prices established. Therefore, Tampa Electric
communicated the rates to TECO Transport for that

purpose.
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What was the next step in establishing a new contract for

waterborne transportation services?

Tampa Electric negotiated a new contract with TECO
Transport and incoréorated the terms established in the
solicitation and the rates provided as a result of DMA’'s
market analysis into a new five-year waterborne
transportation agreement. The contract was signed on

October 6, 2003.

How do the market prices established for the new contract
compare to the waterborne coal transportation costs of

the contract for the previous period?

The market price established for the new contract is
- per ton lower than the rates that were in effect
for the third quarter of 2003, as shown on page 68 of

witness Dibner’s report.

How do the rates established in the new contract compare
to rail transportation rates for an equivalent 1level of

service?

Once the rail rate is adjusted to include all expected
and appropriate costs that could be quantified, including
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incremental operating costs and the costs for capital
additions and improvements required to receive coal by
rail, the waterborne rate is - per ton less than the
rail rate. This is included in Document No. 3 of my

exhibit.

Have any modifications been made to Mr. Dibner’s market
analysis since the contract was executed on October 6,

2003 with TECO Transport?

Yes. In December 2003, Mr. Dibner notified Tampa
Electric that he had detected offsetting calculation
errors in his ocean transportation model. The correction
of the ocean model resulted in a market rate that is
$0.03 per ton higher than the rate originally
communicated to TECO Transport and included in the
contract executed on October 6, 2003. The correction
also changed the fuel, fixed and wvariable composition of

the ocean segment rate.
Were modifications made to the contract?

No, Tampa Electric’s contract with TECO Transport that
was executed on October 6, 2003 was not modified because
TECO Transport had already accepted the lower rate and
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related terms. Tampa-Electric analyzed the new market
rate and found that the expected overall cost difference
between the two ocean-segment rates over the contract
period was insignificant. Tampa Electric reaffirmed that

the executed contract reflects appropriate market rates.

Sufficiency of the Waterborne Coal Transportation Benchmark
Q. How does the Commission independently verify that
waterborne coal transportation services are being

provided at a reasonable cost to Tampa Electric’s

ratepayers?
A. This Commission established a waterborne coal
transportation benchmark to address this issue. Each

year Tampa Electric compares its actual cost for
waterborne coal transportation against the average of the
lowest costs paid by Florida municipal utilities for coal
deliveries by rail. The comparison is submitted to the
Commission for review, and as long as Tampa Electric’s
actual cost is at or below the benchmark, the cost is
deemed reasonable. If Tampa Electric’s waterborne
transportation costs exceed the benchmark in any given
year, the company must justify any costs greater than the
benchmark amount before the Commission allows recovery
through the fuel clause.
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Is the waterborne transportation benchmark still
sufficient to evaluate Tampa Electric’s affiliated coal
transportation costs?

Yes. In Order No. 20298, issued on November 10, 1988 in

Docket No. 870001-EI-A, the Commission stated,

If one considers the objective of coal
transportation to be the movement of coal from
the mine to the generating plant, then rail
service and the total waterborne system are not
only comparable, but competitive to a large
degree, as well. We believe using the average
of the two lowest publicly available rail rates
for coal being shipped to Florida will provide
a reasonable market price indication of the
value Dbeing provided by TECO's affiliate

waterborne system.

Tampa Electric believes that the benchmark is still
useful and sufficient for evaluating the prudence of its
actual wacerborne transportation costs and that the
average rall rate comparison serves as a reasonable
market proxy for waterborne transportation costs. This
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benchmark is the Dbest alternative for comparison
currently available. Tampa Electric witness Dibner also

addresses this issue in his direct testimony.

Should Tampa Electric’s waterborne coal transportation

benchmark methodology be modified or eliminated?

No. Tampa Electric believes the benchmark is still a
useful tool in evaluating the prudence of its waterborne
transportation costs. As stated above, the rail rate
comparison is the best alternative for comparison
currently available. In addition, to date Tampa Electric
has always been able to collect the verifiable
information necessary to calculate the benchmark for
timely filing with the Commission. However, 1f the
Commission decides the benchmark is no longer the
appropriate tool to evaluate Tampa Electric’s affiliated
coal transportation costs, then Tampa Electric recommends
that the Commission totally eliminate the benchmark and
rely on the RFP results and market analysis completed in
2003 to determine that the contract costs are reasonable.
The market rates will be in effect for the next five
years with the escalation factors described in detail in
Mr. Dibner’s testimony. The process conducted by Tampa
Electric in 2003, in 1lieu of the benchmark evaluation,
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ensures that the company and its customers pay market
rates for waterborne transportation services provided by

the affiliate.

Please summarize your testimony.

Although Tampa Electric was not required to issue an RFP
for waterborne transportation services, the company
engaged in extensive market survey and analysis
activities that included issuing an RFP, hiring two
specialized consulting firms to assist with its
evaluation of the bids received in response to its RFP
and directing one of these expert consultants to model
the waterborne transportation markets. S&L concluded
that the rail proposals received did not identify all of
the necessary capital costs to modify Tampa Electric’s
facilities to accept rail deliveries, nor did they
account for changes in Tampa Electric’s expected
operating costs. Tampa Electric determined that the rail
transportation proposals were not competitive
alternatives when all potential costs, the schedule for
completion of rail infrastructure construction and

environmental impacts were considered.

DMA provided Tampa Electric with an analysis of the two
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waterborne transportation bids and a thorough and
effective study of the inland river, terminal and ocean
market rates that meet Tampa Electric’s full requirements
for waterborne transportation services for the- period
2004 through 2008. DMA’'s evaluation of the inland river
and terminal bids resulted in its recommendation to
reject the non-conforming river bid, to use the terminal
bid to set the market rate for that segment and to use
DMA’s analysis of the transportation markets to set
appropriate market rates for the inland river and ocean
transportation segments. Tampa Electric agreed with
DMA’s recommendations. Tampa Electric used these rates
to negotiate a new transportation contract with TECO
Transport for the years 2004 through 2008. As previously
stated, TECC Transport had the right to meet or beat the
market prices established for the new contract period,
under the terms of its then existing contract with Tampa
Electric. The market analysis and the RFP provided a
meaningful and sufficient basis to evaluate the
waterborne transportation markets and to determine the
appropriate market rates for Tampa Electric’s new

contract for waterborne transportation services.

Finally, Tampa Electric’'s existing transportation
benchmark methodology remains wvalid. However, if the
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Commission determines -that the methodology should be
changed, Tampa Electric recommends that the benchmark be
totally eliminated and that the RFP and market analysis
should determine the reasonableness of Tampa Eléctric’s
transportation costé for the duration of the contract

period.
Does this conclude your testimony?

Yes, it does.
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In re: Investigation into affiliated ) DCCKET NO. B8700Cl-ET-A

cost-plus fuel supply relationships ) ORDER NO. 20298
of Tampa Electric Company. ) ISSUED: 11-10-88
}
The following Commissioners participated .in the

disposition of this matter:

KATIE NICHOLS, Chairwan -
THOMAS M. BEARD
GERALD L. GUNTER
JOEN- T. HERNDON
MICHAEL McX. WILSON

APDEARANCES: LEE L. WILLIS, Esqguire, ancd JAMES D,
BEASLZIY, Esquire, Ausley, Mciullen,
McGehee, Carothers and Proczor, P. ©. 3ox
391, Tallanassee, Florides 32302
On behalf of Tampa Zlectric Company.
JACK SHREVE, Esgquire, and STEPHIN C.
REILLY, Zsquire, Cifiice of the Puzl:c
Counsel, c/o Florida House of
Representatives, The C(Capitol, Tallznassee

Florids 3239%-.300
Cn_nehalf of the Citizens ¢f the State of
Flor:.da.

JOSEPH McCLOTHLIN, Esquire, Lewson,
McWhirter, Grandecfif & Reeves, 522 . Park
Avenue, Suite 200, Tallanassee, Floricda
32301

On_ behalf of Florida Industrial Powers
Users Group.

MICHAEL B. TWOMEY, Esquire, Florida Public
Service Commission, Division of Legal
Services, 1a1 East Gaines Streat,
Tallahassee, Florida 32399-0863

On_behalf of the Commyssion Staff.

PRENTICE P. PRUITT, Florida Public Service
Commission, Office of General Counsel, 101
East Gaines Street, Tallahassee, Florica
32399-0862

Counsel to the Commissioners.

ORDER IMPOSING MARKET-BASED PRICING ON COAL PRODUCED
FROM AN AFFILIATE AND ACCEPTING SETTLEMENT
AGREEMENT ON IMPLEMENTATION OF MARKET-BASED METHODOLOGY

BY THE COMMISSION:
SUMMARY

We have determined as a matter of policy that utilities
seeking the recovery of the cost of coal purchased from an
affiliate through their fuel and purchased power ccst recovery

ST mIe e e
L T
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clauses shall have their recovery lim:ted by a "market price"”
standard, ratner than under the "cost-plus" standard now in
effect. We also have accepted & stipulat:ion among the part:es
to this docketr which provides a methodology for impiementing
the market pricing standard for not only the coal Tampa

Electric Company (TECO) purchases from an aff:iliate, but the
transportation and handling services it purchases from
asfiliates, as well. .
In February, 1986, we opensd Docket No. 35000i-TI-G fcr
the purpose of investicating the &affiliztes ccst-zlus  fuel
supply relationships between Floridz Power Corperation (FPC)
ang TECO and their respective gaffiliated fuel supply
corporations. Also in February, 1986, we had estsblished
Docket No. 860001-EI-F, Investiagation Into  Cer*tsin Fuel
Transportsztion Costs Incurred Bv Florida DPower Corooratien 1in
Order No. 15895 for the purpose of determining wny £2C's costs
to transport coal by its affiliszted waterborne system exceeded
its costs to transport coal by non-affiliare rail. In
September, 1987, we 1issued Order No. 18122, which resmoved TZCO
from Docketr No. 860001-EI-G, established =-his docser for

hearing the TECO 1i1ssues.

After considering the post-hearing briefs of the paérties
and our Staff's recommendstions, we, at our September 6, 1
Agenda Conference, determined that affiliated cozl should he
priced at market price for recovery through the utilicies' ‘Ffuel
cost recovery clauses. We directed our Staff to conduct
discussions amongst the affected parties for the purpcse of
determining how best to estsblish and implement market pricing
mechanisms.

After extensive negotiations, the parties to this docket
arrived at a stipulated agreement which provided a methodology
for establishing “market" price proxies for all of TECO's
affiliated fuel transactions. This Order describes the TECO
hearing in this docket, as well as the stipulated agreement,
which we accept and approve.

Before describing TECO's affiliated fuel and fuel
transportation system, it is worth noting that TECO did not
object to the adoption of a market pricing system so long as
the system fairly represented the price received for comparable
coal on the competitive market. TECO also took the position,
as did all parties, that market pricing should cut both ways
and that any lower of cost or market method or market price cap
method should be rejected. While TECO took the posiftion that
cost-plus pricing has provided an effective means of ensuring
that only reasonable and prudently incurred fuel costs have
been passed on to its customers, it agreed that the cost-plus
methodology was administratively costly and caused unnecessary
regulatory tension because it left the lingering suspicion,
even in the face of outstanding results, that it resulted in

higher costs to customers than would have been available }
through arm's-length contracts. Consequently, as will be noted 4

below, the hearing in this docket was not over whether a market
pricing system should be adopted bu:, rather, how 1t should be

adopted. -

'
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THE TECO AFFILIATE SYSTIM

There are &two ‘primary camponents' to the TECQO affiliate
coal supply system:

1. The coal supzly affiliate (Gatl:fZ Coal .
Company); and

2. The waterborne transgortation syscem
TECO Transport anmd Trade Corporz:zion).

Gatliff Ccal Ccmcoanv

Gazlifi Cozl Cempany (Ga:tl:iff) is a suzs:idiary of TICO
Coal, Inc. wnich, like TICO, is a subsidizzy of TECO Enercy,
Inc. The other sucsidiary of TECC Coal, Inc., Ricn Mounctasn
Coal Company controis a handiing Zfacility wi=n ccal-sizing
capability on the Norfolk Southern Ra:lroad in Tennesses, bHu-
is not currently operationegl and supplies no coai: =g TIC

According %:o0 TECO w:itness John R. Rowe JzT

. .. Assistan:
Vice-President of TEICO, TEZO's Gannen Statisn  un--s  wers
constructad in tne 1950's and 1%60's wi=n we: goottom =c-.la-s
designed to burn Western Xentucky No. & coal Raving 3 3% 220 3%
sulfur content and low 2sh-IuSlOn temMEer:iTure cnzzsc=sristics.
This high sulfur, low asn-fusion coal was in asunczns supglyv
adjacent to the 1inland waterway system and was, szi:d Rowe. che
most inexpensive coal tnat could be purchased. However, witn
the passage 0of the Clean Air Act in 1970 and the associsced
Florida State Implementation Plan, TECO found i1t necessa Yy to
burn ccal at Gannon Station which produced an averace oI nct

more than 2.0 lbs. per millicn BTU of sulfur d:ox:de, with a

maximum of 2.4 lbs. per million BTU of sulfur dioxide. The
requirement for coal that met tne combined low sulfur and low
ash-fusion characteristics «created a serious Zuel supply

problem for TECC at its Gannon Station because sucn coal! was
extremely rare according to Rowe.

To meet the applicable air quality regulat:ons, TECO
converted four of the six coal burning units at Gannon Stac:on
to low sulfur cil and began a3 worldwide search in 1371 for a
source of low sulfur, low ash-fusion coal that would be
suitable for its boilers. The search revealed that there were
many foreign and domestic coals that were low sulfur, but few
that also met the necessary ash-fusion and slagg:ing
characteristics required of the Gannon we: bottom boilers.
Suitable seams of coal were found in the western United States,
but the high <¢ost and lack of dependability of availacle
transportation were of great concern to TECO and, ultimarely,

made the use of these coals prohibitively expensive, Poclish
coal was used for a time but labor and other problems shut off
the supply of this c¢oal in 1979-80. Ultimately, suitable

eastern coals were narrowed to the Blue Gem seam :in easczern
Kentucky, and test burns in 1973 revealed that it could
successfully be burned in the two largest Gannon Station unics.

Gatliff (then named Cal-Glo Coal, Inc.) mined the Blue Gem

seam in large quantit:es 1n a market that was dominated by many '
small producers. TECO first began purchasing coal from Cal-Glo
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in early 1873. Subsequently, when Cal-Glo experienced

financial problems, TECO made it a loan to keep it viable and

finally purchased the entire operation by August of 1$74. In

1380, the State of Florida modified its sulfur dioxide emission
limits to permit Gannon Units Nos. 1l-4 to burn Blue Gem coal.
Since then, 3ll six units at Gannon station have burned Blue .
Gem coal. Cal-Glo Coal, Inc.'s name was chanced to Gatliff =
Coal Company in 1982.

TECO's initial 1974 contract with Gatlifs czlled for t
price of coal to be established by an inderendent consul:tant
survey of market prices. This practice was cont:inued unt
1978 when this Commission ordered a chande =0 a cost-plus
return on ecuity pricing system. See Order No. 7587 in Dockes
No. 760B46. On March 2, 1978, TECO sicned z new contract with
Gatliff, which provided that coal would be mined and supplied
to TECO on a cost-plus basis with Gatliff being entitled to
earn the same mid-point return on 1ts invested equity as i
allowed to TZICO by this Commission. This contract was approved A
by the Commission in Order No. 8278 and its term was extended o
through December 31, 1996. @

et

he
's

2l -
a

In 1981 this Commission hired the consulting firm of Zmory
Ayers Associates, Inc. to conduct a study to determine if tne
cost~based price pzié by TECC to Getliff was in line w:ith
market prices. The Zmory Avers study concluded tnatc the
cost-based coal price was in line with the market for the long
term supply of this <type cocal and the study established a

reagsonable market price for this coal as of 1981.

TECO submits that its control of a sizable reszrve of the
relatively scarce Blue Gem coal in the eastern United States is
absolutely critical to the reliable operation of its Gannon
Station in wview of the remaining lives of ¢the boilers. TECO,
said Rowe, believes this coal provides a least-cost
alternative, which is superior to other environmental
compliance solutions and assures that the utility will have a
source of environmentally acceptable coal for the remaining
lives of the Gannon units.

30
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TECO Transport and Trade

TECO Transport and Trade Corporation, is a subsidiary of
TECO's parent company, ECO Energy, Inc. TECO Transport and
Trade in turn, has five separate subsidiary operating companies
which make up the water transportation system. Except for a By
small (less than ten percent or about 500,000 tons per year) T
share of TECO's regquirements of Gatliff's sales, which are of
delivered to Gannon Station gdirectly by rail, all of TECO's “xdi
coal is delivered to Big Bend and Gannon Stations by barge 3
under the direction of TECO Transport and Trade Corporation. -k

Mid-South Towing, which was established in 1959, owns or
operates ten tow boats and over three hundred river barges. It
transports coal from the cocal fields near the Ohio River to the
Electro-Coal Transfer facility some 40 miles down river from
New Orleans.

The Electro-Coal Transfer facility is over 200 acres in
size, provides on-ground sicrage for 4.5 million tons and
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controls over three miles of riverfront, It was established in

the early 1960s and provides a locasion for river vessels to
discharge c¢o0al and transfer it to ocean vessels or to ground
scorage. Bulk products hauled for others are also stored or
transioaded by EZlectro-Coal. ) R

Gulfcoast Transit was estzblished in 1952 <o c¢arry coal

from Electro-Coal +to TECC's generating stations, i1t owns L1
ocean-going, tug-barge combilnations ranging 1n size {rom 9,000
tons to 38,000 t:tons. according to Rowe, Gulficcast gpicnesered
the ocean-going., coal shuttle idea Zor coal to peninsular
Florida. Gulfcoast hauls coal fcr TECO and Dackhauls gshoschate
and other bulk producss £for others. When Gulfcsast delivers
the ccal to Tampa, it 1s oZZ-iosaded by G. C. Sarvice Comgany,
TECO Transpors and Trade's stevedering and snip repair group.
TECO Towing, the fiftn component of TECO Transgor:t andéd Trade,
was formed to move ICC-reguiated bulk commodities ancé is
currently inact:ive. According to Rowe, tne tnird party
transactions have oprovided significant savings e TECO's
ratepayers by spresding the Eixed costs ci affilizzed
operatlons over a larger tonnage base.

Mr. Rowe testiiied that the transportztion svstiem was -
formed to lower costs and provide rcei:izple cTransgorzation of z
coal for the bpeneiit .0f the utilizy's ratepavers. He s3:é that 3
when +the system was first formed, rail rates to Floridas £frcm :
the Midwestern coal £fields were so high that coal was not ;
competitive with o0il. Because TECO did not want to pe held i
captive by excessive dependence on rail transgortition and 3 f
reliable water system for coal delivery to Florida did not 4
exist, TECO, said Rowe, took the initiative and developed a §

-

water transportation system Dbeginning in 15359 wich the
formation of Gulfcoast and Mid-Souch. Initially joint ventures
with Peabody Coal Company and Virginia-Carolina Chemicatl
Company, these operations were wholly-owned by T=ZCQO by May of
1%68.

U

b Gl d al e,

From 195% to 1965 the transfer of coal from river barges
to ocean vessels was accomplished by "mid-scresming” (direct
vessel-to-vessel transfer at anchor) between New Qrleans and
Baton Rouge. When the mid-streaming proved unsatisiactory for
the long term, TECC and Peabody Coal Company firsc leased an
existing transloading facility at Myrtle Grove and, then, in
October, 1968, incorporated Electro-Coal £or the purpose of
building and operating a more modern transloading and storage
facility at Davant, Louisianna, scme two miles south of Myrtle
Grove on the Mississippi. According to Rowe, the new
Electro-Coal facility was finished n 1965 and survived E:
Hurricane “"Betsy,” which virtually demolished the old Myr:le iz
Grove terminal. By May, 1968, TECO had purchased Peabody's 50
percent ownership in Electro-Coal and, thereafter, wholly-owned
all of the transportation companies.

o
I N

iR

SuiRah

Mr. William N. <Cantrell, Vice-President fcr Regulatory
Affairs for TECO, testified that the cost-plus pricing system
should be modified because it had caused: (1) substantial
regulatocy concerns for the Commission; (2} & substantial

s & Y
i s is il

commitment of resources by the utilities in complying with the .
Commission's regulatory  needs: and (3) ratepayer doubts
concerning the use of a cost-plus concept. He said that wnile 3

SRR e
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3 TECC believed that the cost-plus pricing system hac been fair

3 end reasonable from its ratepayers' prospective, the utilicy

‘ had undertzken 3 search for another acceptarie pricing
slternative, which would continue to provide an assured,
reliable source of services and products from affiliates, at a
competitive price, with far less regulatory tens:on. ’

«or

the merket price

Mr. Cantrell ststed tha acgroach was
) attractive from a theoretical point of view because 1t should
- reflect the arm's-lengzh value of the coods or services being
2 transferred. To do this properly, he said, involvesd being able
- to identify tne proper product and geograpnic markets irn order
A to compute comparapnle market prices. He added that icing this
. was extremely ifZicult In  the «csse ¢f ths waterbcorne
- trensportat:ion of c¢oal to Tampa, as provided oy TZCO Transporet
F Trade, and the suppliving of low sulfur, low asn-fusion coal
3 produced by Gatliff. Cancrell said thav despite cthe lack of
3 comparables for the waterborne &transportztion and “he Blue Gem
2 coal, it was still possible to develop a market-based 3DDroac
£ by establishing a base price, using an analysis ¢f tne markert,
; and tnen provide for indexing of the base crice in the same
manner as did many a&arm's-length contracts negotiatad by
3 independent rparties, He sz:d that TICO was prepesing such
contracts Ior botn Gatliif Coal and TECO Trarnspor: and Trade.
- As testified to by Cantrell, TEZCO cpropcsed a new coal
, contract with a term of ten vears and a minimum annual “onnage
S of 1.1 million tons. it would have a base price set for the
3 1.1 million minimum tonnage level and a liower price for
supplemencal tonnage above the minimum. Accord:ing to Cantrell,
the proposed base prices would ensure that TECO, a- the

inception of the contracts, would pay no more for coal than it
did under the cost-plus pricing system. Begianing in 1989 the
price would be adjusted guarterly based upon appropriate
- indices. During the £i1fth year of the contract, a price
3 adjustment of plus or minus 10 percent could be made 1n the
3 adjusted contract price if it differed from an zssessment of
what the market price of the cosl would be. Thereafcer, the
new contract price would be adjusted on a quarterly basis by
the use of indices. During the tenth contract year, TECO would
again assess the marketplace and determine a market-5Sased price
for the coal needed at Gannon Station. Gatliff would have an
opportunity to match the market price and, thereby., extend the
contract or to decline and allow TECO to contract elsewhere.

Mr. Cantrell said that the base price under the proposed
coal contract would be similar to &he price paid under the
current contract, which he said was at or below the market for

f coals of a quality that could be burned at Gannon Station. He
f said that the base coal contract price would be indexed by
publicly reported indices related to “labor," “materials and

supplies,™ and "maintenance and equipment."

i v i

According to Cantrell, the new transporation contracts
would have terms of ten years with minimum annual tonnages of
1,750,000 tons for river transportation and 4,000,000 tons for
the terminal and Gulf transportation. As with the proposed
coal contract, the proposed transportation contracts would have
base prices for the minimum tonnage levels and lower base
prices for supplemental tonnages. Like the coal contract, the
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transportation contracts would be indexed for the:r £first five
years with a market-price adjustment -in the £f:Ith vyear Tased
upon an assessment of the markez. In tne <zenzh year, =the
market would again be reassessed with TECO Transgor:t and Trade

having the oppertunicy to matcn the new price.

Mr. Cantreil said <the base price for the =
5i t tne gpuice

contracts would bhe 1.3
cost-plus coneract, wnica h
TECO could Zind, bdel k
coal. The <cansoo

publicly reporzed in

O

Mr. Cz2neorell c¢leosed by saving that btne proposad s
represented a market-based approach Dbeczuse cney b
to the base price, indaxed cconitracts commonly o
between arm's-length parties in the competitive mar

Ms. Rozerta S. Bzss, a Planning and Resea:sch EZconomist
Fuel Procurement B8ureau oi the Commission's
ctric and Gas, provided an overview of the or
ucsure of TECO Transpcr: and Trade Corporation a
poration. In acdd:ition to describing tne b
ationsnips discussed 1n Mr. Rowe's testimony, Ms.
cr:bed tne contractual reiationsaips betwesn TICO and
ious affiliazes and tne manner 1n wnicn costs were zlloc
tween TECO and non-utilicy bus:iness. Generally, TE
s

]
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affiliated goods and services have been provided st tne co
providing tnem, plus a return on invested egquity at
equal to that of the mid-point on eguity auchorized to
this Commission. Likewise, costs are allocated be:twe
and third party business directly, where possibl
otherwise an a percentage-of-use basis,
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Mr. Hugh Stewart, General Engineer at the Federal
Regulatory Commission, testified on behalf of the Scafi
Florida Public Service Commission. Mr. Stewart test
TECQ's affiliate coal program had generally B
because it took the time to determine &
transportation and production services were ¢
before it acquired an ownership interest in the faci

this regard, he cited a study prepared for TECJ, by an
independent consultant, before it committed to coal, show:ing
that c¢coal could be economically produced and shipped to the
Gannon Station. In the same vein, Stewart said that 1t was
cnly after c¢ontracting in the competitive marketr for coal
supply and transportation services that TECO acquired :ts
ownership interest in the barge operations and the translcading
facility. tewart also testified that TECO concracted with an
independent c¢oal mine engineering consultant to determine tne
cost of producing coal €from the Gatliff reserves before
acquiring an ownership interest in those reserves.
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Mr. Stewart acknowledged that if the wet bottom boilers at
TECO's Gannon Station were to operate at maximum efiiciency.
TECO not only had to obtain coal with low sulfur levels, but
low ash-fusion characteristics %oo0. He acknowledged that coal
of this type is relatively scarce and said that, after an
apparently extensive search, TECO discovered that coal of this
type was being mimed by Coal-Glo Coal, Inc. from the Blue Gem
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Seam in eastern Kentucky. Stewart noted that TECO execute a

d
ten year contract with Cozl-Glo for the supply of coal and d:d
not acquire an ownership interest in the mining company unzil

€3 m

alter the mine experienceé financial difficul-ies.

G

Mr. Stewzrt discussed «&i 1 nsi £ annual
throughput Czpacity 3 tne
- Electro-Coal Terminsl 1683
3 expansion from if1ed
by TZCO's Big : WES
scheduled teo come cn l:ne his
opinion that the subseguent “ons
per year in 1982 zné to 85 -
Wwere (o meet expected exp a of
these expansions should be
On cross-sxamination, Mr. Stewsrt acknowledged that he had
developed a "sanity check," using the purlicly reporzad ra:l
coal rates pz:d by Flerids municipally-owned utilizies, wh:icn
showed that the torzl transportation ccsts pzad by TECD to 1ts
affiliate were less than the surrogate rail cost.
Mr. John Pyrdcl, Energy EZccnomist witn +na
Fuels Analysis Branca «ci the Federal EZrnergy
Commission, alsc testiZied cn behalf ©f +the St
Florida Public Service Commission for tne purpcse o

1
the benefits of a market price lizat
and to calculate the marker price for the cozl
from its aifiliate, the Gatliff Coazl Company.

Orrram

Mr. Pyrdol stated that it was important %“o ut:ilize &
market rrce for the allowzble cost of coal purchzsed from an
affiliate because a market price attempted to replicacte a price
resulting from an arm's-length transaction, wnere & ut:lity

would have nothing to gain, and something to lose, by accepting
@ higher than market-competitive price. By contrast, he said,
& utility's incentive to pay the lowest possible price for coal
may be blunted or otherwise subordinated by & willingness to
accept a higher price <from an affiliate mining operation.
Pyrdel contended that this willingness to accept a higher
affiliate price could stem from either: (1) 2 desire to keep
the affiliate “"whole", weven if the af

excessive; or (2) to help the affiliate earn

iliate prices are
greater profits,

Mr. Pyrdol testified that cost-plus contracts of the type
between TECO and 1ts affiliates are used almost solely when a
utility is buying coal from an affiliate supplier and almost
never in arm’'s-length contracts. He said that the most common
form of arm's-length contract in the utility coal business is
the base price plus escalator contract. According %o Pyrdol,
the cost-plus contract allows tne seller toc recover all of its
costs plus a gquaranteed profit. This =allows the utility to
keep its affiliate supplier whole by paying all of its costs of
production, while insuring its profit margin. In contrast to
this type of contract, Pyrdol said the base price plus
escalator contract does not give the supplier a guaranteed,
full cost pass-through, plus guaranteed profit. Rather, he
said, the base price plus escalator contract is set up to have
the price reflect competitive market conditions, bhoth when the
base price 1is establisned and 1n any changes made to this
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price. In the base price plus escalator contrac:z, & tase price
is established at the cuzsec of the contrac:, and <then zIhs
price is chanced by a se: of market-sensitive :ndices wniInh can
1increase or decrease the price, These 1ndigcss, wnich are 3
subject 0f concract negotLation, tvpically are publ:icly
reported and reflect changes in :tne c¢cmponenzs of groducticn
suca as labor, fuel, taxes and others These contrzcIs meyY” -
also contain “"marckes racpener” provisicns, wnign, gizer 3 ziven
numper of years, a..ow Zne 5Szs2 price to pbe raised or lowered
o mes2t Lne current mMaIiAst. -

Pyrdel sa:id that tne cna
compestitive, arm’s=-lengin “ne
selier, no:t the ouvar. ISA
sheulé e berne by tne & ER]
buyer, tne ucility rCatepay nls
opinion that alil  TEC css
suifered from the sare pot he
coal contract was surcj=scs uld
me establisned for cne ES
well. He added that he Th on
-0 construct the trznsp 24 =,
tnerefore, &4est:iiying onl ket Tl iF
coal. Mr., Pvrcéol noted Ted LETory
Commission has used & MEIx ast tlazed
coal operations since 1¢51.

r. Pyrdol said that there are many unique cheracierist:ics
found in different regional and 1local copal markets serving
different utility power plants ané thac, therefore, “ne
calculation of a market price must cons:der the particular
circumstances of the cgal marke:t in gques:zion. le szid that
there are essentially three steps to be followed in determinlng
a market price £for & given cagal. First, tne produc: markeco
must be identified. Seccnd, the geograpnical boundaries o tne
market must be determined. Thwrd, select transacz:icns should

be examined within the product and geographic markess 1n order
to determine the market price.

In constructing his market price cap far Gatliff coal
Pyrdeol testified that he accepted TECO's representations tha
the Gannon boilers required low sulfur coal with lcw ash-fusion
characteristics and, therefore, limited his analysis to similar
quality coal. He next determined this type coal was fcund in
limited gquantities 1n eastern Kentucky, parts oI Alabtame,
Illinois, Tennesses, Virginia and 1n some western states.
After further analyzing these coal sources, he determined to
further limit his analysis to coal produced in &tne Blue Gem
Stream in eastern Kentucky, where Gatlifcf 1s located.

o

-~

In determining which transactions to include 1n his
analysis, Pyrdol elected to eliminate transactions on the spo:
market and focus on transactions involving longer~ternm,
larger~-volume contracts because the Gatliff transaction 1s a
¢contract arrangement. He further determined that, generally,
eastern utilities do not wutilize coal that 1s both low :wn
sulfur and in ash-fusion temperature and, therefore, 1t was
difficult to find price 1information to calculate a market price
for the Gatliff coal. In lieu of the market price 1nfiormation
of comparable coal, Pyrdol used a 1981 study c<cmmissioned Dy
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o this Commission entitled "A Market Survey of Boiler Fuel for

- Tampa Zlectric Company's Gannon Plant.” This study, wh:Ch was

. conducted by Emory Ayers Associates, Inc. ané filed with this
Commission on June 1, 1581, identified z contrac:t market price
for Blue Gem cgal of $40 per ton as of 1981. To arrive at
adjusted market opraice for Blue Gem <¢ozl for each

4 1981-1987, Pyrdol szid he adjusted the 1981 S40/%on price

3 tne GetliZf cca: by the average annual percentige cnange

prices experienced by all coel preoduced 1n =Suresu of Mi
District (BOM) No. &. BOM No. 8 includes esstern Xencuc
southern West Vircinia, &nd parts of Virginia and Tenness

3 end, according to Pyrdol, is the source of tne hignest-gual

3 highest-priced coal produced :n Apsalacnia Mr Pyrdol

- that when he compared “he adjusied marcket ELiC25 TO the ac

1 prices TEICO paid to Ga-liff, he concl e Gax

: prices had been in line with the market Lo
but had been higher than the market in 19

Mr. Pyrdol recommendsed that the Commission 1limit the

4 recovery of Gatliff coal tnrough TECO's fuel adjussmen:t clause

: to the adjusted market gprice for =&ll future sales - of the

F Gatliff coal to TECO. In doing so, Pyrdol noted thst only a
portion of the so-czlled Gatliif coal s actually produced bv
the Gatliff mine. He said =the rest is ppurcnzsed from
independent mines at a price ($28-S31/%on in 1¢B43)
significantly below the cost of coal to TECO, zrnd averaged for
cost purposes with the coal actually produced by Gatliff.
Specifically, Pyrdel said that in 1986, Gacliff actually
produced 689,000 tons of cozl while 1t bought 260,000 tons from
other producers. Mr. Pycdol took the 9pos:ition that th

adjusted market price resulting from h:is methodology should
only apply to the coal actually produced by Gatliff, while the
less expensive coal that Gatliff buys Zfrom independen:t mines
and resells to TECO should reflect the actual purchase price to
Gatliff and not the higher market pr:ice. He said that since
the Gatliff/TECO coal coniract required TECO to take only a
minimum of 500,000 tons per year, TECO should minimize the take
of Gatliff coal and max:mize its take of the less expensive
Blue Gem coal produced by independent suppliers.

On cross-examination, Mr. Pyrdel acknowledged that his

Tt adjusted market price was based upon the total sales of BOM

No. 8 coal to utilities and that it did, in fact, include scme

' sales under spot market contracts. He accepted the removal of

; the spot sales as being reasonable and acknowledged that their

removal, plus & quality characteristics adjustment suggested by

TECO's Mr. Cantrell would incresse his 1987 adjustsd market

price for Gatliff coal from approximately $36.50/ton to about
$39.60/ton.

S o e,

Mr. Harry T. Shes, Chief of the Bureau o¢f Fuel
Procurement, Division of Electric and Gas, Florida Public
Service Commission, testified on behalf of the Commission
Staff. Mr. Shea testified that the Commissicn's fuel
procurement guidelines contained in Order No. 12645 state that
all purchases from affiliated companies should be priced at
levels not to exceed those available on the competitive market:
; and that contracts with affiliated companies should be
{ administered in a manner identical to the administration of a
contract with an independent company. Mr. Shea said the

Spye ey sewn

54
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Commission should evaluate the reasonableness of the cosc =
fuel~-related gcods and services obtained Zrom aff.l:iac
companies by one of three mezhods.

[LENAT

Mr. Shea's Zirst and preiecred metacd, where possicle, was
to establish a "market test" oOr marke: price oy ccompar.son T3
the price of similar cgraducts or service curcnesed in
competitive wmarkecs. Ais second ggreferrsi methnzi  wzs  cov
COMparison to a price calculated by allocating an aif:l-.zte's
fixed and variaple costs to ui:ility operzticas znd non ¥
ceeration bssed ucon zcnnaige ¢ s er cc 2
measurement. A rezulnl ¢n inveszed e el
the midpoin: of the utility's allo =
realized by other comgpaniss in ine = .
Shea's thi:zd ané le:zst preferred meznodclcogy v o2
cost-of-service metncdolicgy cnat would i1nvel tne
gfiiliate’'s expenses anéd capitzl s=sructure t¢ Lo
reasonable price should ©be. Shez stregsad 25z
mezhodology should only be employed when the m znd
cost allocation methodolcgies were not applicaple

Mr. Shea test:iiie that he would recommend tn2
methodelogy »resented by Mr. Pyréol to avaluaze TD3rzo.e
market (F.0.28. mine) price Ior Gatiiff Cozl Camc sz.2
thet he agresed witn Pyrdel =nat a merz<2t prige 2t would
be preferaple for TECO's %ransporsziion 3 liaz aziced
that he could not recommend sucn a metncdology e wW:=s
unable To idenciiy 3 sufiicien: numper IapLe
transactions %to define 2 market price for the services vided
by these companies.

CONCLUSION

As a result of this hearing and the cecmpaznion hezring in
Locket No. 860001-EI-G concerning Florida Power Corporas

have concluded that it is des:rable, where possible, o
the reasonableness of fuel cos:ts sought to be recovered th
a utilicy’'s Zuel adjustment clause by compariscon Lo a s=a
that attempts to measure wnat a given producs oOr serv:ce
cost had it been obtained in the competitive market throuagh
arm's-length contract with an unaff:liated <thirg party. We
believe that limiting cost recovery in this manner will hest
serve the interests of TECO's customers by insuring that they
are not required t0 pay more than a market price for ‘the fuel
component of their electricity because of an affiliarion
between their utility and a fuel supplier.

We note that no party to this docket has alleged thsat
either TECO's Gatliff coal or its TECO Transport ancé Trade
rates are unreasonable and should be disallowed. In facsk,
after accepting the adjustments urged by TECC, witness Pyrdol's
adjusted market price for Gatliff coal was within a doilar of
the actual price then being paid for that coal. Likewise,
TECO's affiliated waterborne rate for the entire route was
shown to be significantly 1lower ¢than the comparable rail
rate/ton/mile being paid by several Florida Municipal
electrical systems, whose coal and transportacion rates are
publicly reported.

ol
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Irrespective of whether any imprudence or unreascnable
expenses are found and diszllowances made, we agree witch the
parties to this case that a cnange from cest-plus pricing is
warranted, While we believe that the current system has been
generally successful in allowing only rezasgnable and prudent
costs to be passed through the ucilities: fuel adjustment
clauses, we concur with TECO'S pesition that it hss been
zéminiscratively ccstly, caused unnecessary regulsiory :tension,
and left the lingering suspicion that it hzas resulze

4 :n higher
costs to a utility's customers.

Implicit in cost-plus pricing is tne regulrement thst one
is capable of conducting a cest-of-service analysis of a
business to determine that its €Xpenses :re tgth negesssry znd
reasonable. This is a methodology that is demanded for
monopoly utility services, and whicn usually proves to be
complex, expensive :z=nd time consuming. It is & methodclogy
which requires a high degree of familiarity with tne capizal
requirements and expenses necessitated by the operation of the
business being reviewed. C(Cost-of-service dnalysis ¢ affiliate
operations places acdditionzl demands upon the regulatory agency
in terms of time, expense and acguiring additiona! expertise.
A:l come at some additional cost thst must eventuaily be borne
by the ratepaver, either in his rcle as a CusIcmer or 2s 3
tzxpayer. Furthermore, there seems to be no end ro the types
ot £filiated Dbusinesses <that we are expecred Lo necome
sufficiently familiar with so that we might Judge tne

reasonableness of their costs on a cost-of-service basis.

Cost-of-service regulation for public utilities 1s
necessitated by their monopoly status and the attendant lack of
significant competition, if any, for their end product.
Cost~of-service regulation exists as the proxy for competition
to insure that utilities provide efficient, sufficient and
adeguate service and at a cost that includes only reasonable
and necessary expenses. Cost-of-service regulation of scme
type is essential when there is no competitive market for the
product or service being purchased; it :is superfluous when such
a competitive market exists.

There is another reason for switching to a market pricing
System that was alluded to in TECO's statement that the current
System, no matter how outstanding the results, left lingering
suspicions that it resulted in higher costs. That this might
be true may be seen by contrasting affiliated and
non-affiliated contracts. The latter, with few exceptions, are
characterized by arm's-length transactions entered into in the
competitive marketplace. Typically, the contracts result from
competitive bidding systems in which the contract is awarded to
the qualified bidder submitting the lowest bid, In any event,
the utility's negotiator has clearly defined loyalties and
knows whose interests he or she is to protect. In contrast to
this, the typical affiliate contract is let without the benefit
of competitive bidding. 1Instead, confident that the contract
will Dbe given to the affiliate, representatives of the two
companies negotiate the rate at which the product or service
will be purchased.

Considering the many advantages offered by a market
pricing system, we, as a policy matter, shall require its

r~
Y2
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adoption for all affiliated fuel tranmsactions £for which
comparable market prices may be found or constructed.

In concluding, we note the following caveats: (1) from the
record in this case, we are convinced that market prices can be
established for the affilizted coals; (2) marke:t prices- for the
transporatation-related services should Dbe establisned 1
possible, but if not, methodolegies for reasonably allocating
costs should be _ suggestel; anc (3) cost-ci-service
methcdologies should be avoided, if pcossible

PROPCSZID STIDULATION AGRIEZMENT

In accordance with our direc:t

Agenda Conferenca, our Staf

ections at our September &, 1988
he Office ¢f Public Counsel anad
TECO met to discuss the met s Dby which market pricing could
be =adopted for the a&ffilis cozl and coal transpertation
transactions between TECO and its affiliates. As a result of
numerous and lengthy negotiations, the parties have rrived atx
a Stipulation (Attachment A to this Order which they have
submitted £or our approval.

’

According to the Stigulation, TECO shall be free to
negotiate its contracts with its affiliates in any manner it
deems to be fair and rezsonable. TICO agrees to prudently
administer the provisions of 1ts contracts. Furthermore, TECO
agrees to report to the Commission the actual transfer prices
paid by it to its affiliates under the contracts in the normal
course of the fuel adjustment proceedings.

With respect to Gatliff Coal Company, the Stipulation
provides a benchmark for regulatory review of the coal
purchased by TECO from Gatliff by utilizing an initial markec
price for TECO's transactions with Gatliff of $39.44/ton F.O.B.
Mine, as of December 31, 1987. For purposes of regulatory
review, this base price will be escalated or de-escaluated by
the annual percentage change in BOM District & Data for Coal
Shipments as reported on Form 423 for the weighted average
price per million BTU of contract transactions (excluding all
spot transactions}, which meet TECO's Gannon Station
specifications for heat content, sulfur content, ash content,
and content and pounds sulfur dioxide per million BTU. An
example of the benchmark market price and calculation is shown
on Attachment 1 to the Stipulation, as well as the Gannon
Station coal specifications.

As described in Paragraph 7 of the Stipulation, a 5% zone
of reasonableness will be established around the adjusted
market price for purposes of regulatory review. TECO's actual
transfer price paid to Gatliff, based upon the total average
price of Gatliff produced coal and coal purchased and resold as
Gatliff coal, would be the cost allowed for recovery through
TECO's fuel adjustment clause so long as the transfer price
fell within the described =zone of reasonableness. If the
actual transfer price exceeded the ceiling of the 5% zone of
reasonableness, the excess would be disallcowed for recovery
unless TECO adequately justified the reasonableness and
prudence of the excess. (See Appendix 2 to the Stipulation).
If the actual transfer price fell below the floor of the 5%
zone of reasonableness, TECO would recover through its fuel
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clause only the actual transier price.

Pursvant to the Stipulation, the parties agreed that the
record in this proceeding indicated :hzt the Prices currently
paid by TECC to TECO Transport ané Trade are reasonable.
Notwithstanding this, TECO agrees to the esteblishmen: of. &
benchmark price for ccal transportation se:svices toc be used
prospectively gulactory review purposes. Wnile TECD
stated that it execute 1its new contracts with TECD

T

4 -
Transport and rade &%t approximately the currently existing

rates, which are less than current rail rztes between tha szme
points, the rezsonableness of its actual transfer price for all
of the transportation and transportation-related services from
mine t©o gsnercating plant would be comparsed to & coal

price. As shown on Attachment 3 to
the tipulation, the transportation benchmark would be
calculated by averaging the two lowest comparable
publicly-available, rzil rates (in cents per ton-mile) for coal
to other utilities in Florida and then multiplying that average
times the average rail miles from all of TECO's coal sourcas to
TECO's generating plsnts. The product would then have added to
it the costs of privately-owned rail c¢ars on a per ton, per
trip |basis. The totsl would be the c¢ozl =r
benchmark price. The actual transportation transfe i
by TECO to TECZO Transport and Trade, pursuant to 1 s
would be reccverable through the fuel adjustment clause, a
long as it was equal to or less than the benchmark price n
excess above the benchmark would be disallowed for ¢

recovery unless justifiied by TECO.

transportation benchmark

the Stipulation would bhe effective

Pursuant to its terms,
18,

upon Commission approval, which was provided at our Oc-ober
1988 Agends Conference.

In his letter forwarding the Stipulation, counsel to TECO
represented that he had supplied <counsel to the Florida
Industrial Power Users Group (FIPUG) {the only other party to
the proceeding] with a copy of the Stipulation and had been
advised that FIPUG had no objection to the Commission's final

action on it.

We believe that the proposed Stipulation meets our policy
guidance and is in the public interest and shall, therefore,
approve it. Briefly, with respect to the coal, the initial
price is consistent with witness Pyrdol's modified methodology
for vintaging the 1981 cost determined by the Emory Ayers
study. Likewise, the 1initial price is consistent with the
price TECO has recently been paying for this coal, a price no
party has sought disallowances for.

The 1initial coal benchmark price will be escalated or
de-escalated by the average annual percentage change in a large
number of contract coal transactions for coal mined in the same
BOM District as the Gatliff coal. Only those contracts that
meet or exceed TECO's Gannon Station quality specifications
will be included. These factors, coupled with the fact that
many of these contracts were executed at approximately the same
time as the Gatliff contract, go a long way towards fulfilling
the goal of replicating a comparable coal for market pricing
purposes. We are confident that the changes indicated by this
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large group of contracts will adegquately reflec® changes in the
"market."

27 e e e bt ot it S bR S

If one considers the objective o0f <coal transportation
services to be the movement of the coal from the mine to tne
generating plant, then rail service and the tossl wakterborne
system are not only comparzble, but <compe:titive to a large -
degree, as well, We pelieve using the averzge of the two.
lowest publicly available rail rates for cozl being shipped to -
Florida will provide a reascnable market price indica-ion of i
the value being provided by TZCO's affiliate waterborne system. ﬁ

In view of the aktove, it is

ORDERED by the Florida Public Service Commission that
market-based pricing for affiliave fuel and fuel transportation
services shall be used for the purpcses of fuel cost recovery
where a market for the product or service is reasonably
available., It is further

ORDERED that the Stipulation (Attacnment A) of the parties
to this docket detailing methodolcgies for calculating market :
prices for Gatliff cecal and the coal transportation services of .
TECO Transport and Trade Corporacion is aspproved. ¥

By ORDER of the Florids Public Service Commission, 3
this 10th day of NOVEMBER , _1988 E

SR E i,

IS
ey ]

v

STEVE TRIBBLE, Director
Division of Records and Reporting

( SEAL)

MBT  a QE,W

By Ch?ef, Bureau of Records

NOTICE OF FURTHER PROCEEDINGS OR JUDICIAL REVIEW

The Florida Public Service Commission 1is required by
Section 120.59(4), Flecrida Statutes, to notify parties of any
administrative hearing or judicial review of Comm:ission orders
that 1s available wunder Sections 120.57 or 120.68, Florida
Statutes, as well as the procedures and time 1limits that
apply. This notice should not be construed to mean all
requests for an administrative hearing or judicial review will
be granted or result in the relief sought.

Any party adversely affected by the Commission's final
action in this matter may request: 1) reconsideration of the
decision by filing & motion for reconsideration:G with the
Directer, Division of Records and Reporting within fifteen (15)
days of the issuance of this order in the form prescribed by
Rule 25-22.060, Florida Administrative Code; or 2) djudicial

Li."n ..
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review by the Florida Supreme Court in the case of an electric,
gas or telephone utility or the First District Court of f«ppea’t
in the case of a water or sewer utili:y by filing a notice of
appeal with the Director, Division of Records and Reporting gmd
filing a copy of the notice of appeal and the filing fe=2 w\.j..h
the appropriate court. This Ziling must pe completed witnin
thirty (30) deys after the issuance of this order, pursusznt to
Rule 9.110, Floricds Rules of Appellate Procesdure. The notice
of appeal must be in +the form specified in Rule $.900(a),
Florida Rules of Appellate Procsdure,
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BEFORE THE FLORIDA PUBLIC SERVICE COMMISSION

In re: Investigation intn Affiliated ) DCCKET NO. 870001-EI-A t
Cost-Plus Fuel Supply Relationships ) Submitted for filing 10/13/88
of Tampa Electric Company ) .
)
STIPULATION ,}
i
1. At the Commission's Acenda Conference on Sepotember &, 1983, the :

Commission reviewed the affiliated cosi-plus fuel supply relationships

between Tampa Eleciric Comoany (“"Tempz Electric") and its affiliztes,

Gatliff Coal Company ("Gatl1ii") and TECO Transport and Trade ("T77"), and
determined that cost-plus pricing should be replaced with market pricing
for fuel supply relationships of Tampa Electric wherever passihie.

Staff, OFffice of 3

2. In accordance with the Commission's direction,

Public Counsel ("OPC") and Tampa Eleciric have met to discuss the methods

by which market pricing can be adopted for the affiliated coal and coal -

transportation transactions between Tampa Electric and its affiliates. As

a result of these discussions, Staff, OPC and Tampa Electric agree as

follows:
¥

3. Public Counsel and Staff agree that the specific contract I

-

format, including the pricing indices which Tampa Electric may include im

its contracts with its affiliates, are not subject to this proceeding and

Tampa Electric may negotiate its contracts with its affiliates in any i
manner it deems to be fair and reasonable. Tampa Electric agrees to

prudently administer the provisions of such cnntracts.

DOCUMENT Huriaep-paTE
10872 00T 14 533
FPSC-RECORDS/REPORUHG
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4. The transfer prices paid by Tampa Electric unger contracts with

jts affiliates shall be reportad to this Commission in the normal Course of

the fuel adjustment proceeding.

Gatliff Coal Company

5. In order to provide a benchmark for regulatory review of the
coal purchased by Tampa Electric from Gatliff, Staff, Putlic Tounsel and
Tampa Electric agree that the injtial market price to be used Vor comouting
the regulatory benchmark for Tampa E?ect;ic's “ransactinns with Gatliff
should be $29.44/Ton FOR Mine as of Decemper 31, 1987.

6. For purposes of regulatory review, this base price should be
escalated/de-escalated by a market based index dascribed in Attachment 1 to
+his Stipulation.

7. For purposes of regulatory review, the benchmark price shall be
a band of 5% around the adjusted price determined as described in paragraph
6. The results of this calculation will be applied as follows: \

a. The benchmark price will be used to evaluate the average
purchased price of coal from Gatliff.

b. Prices paid above the benchmark would be disallowed for
cost recovery, unless justified by Tampa Electric.

c. An example application of this methodology is shown in
Attachment 2 to this Stipulation titled "Public Counsel's Market Price

Application."
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TECO Transport & Trade

8. The parties agree that the record in this proceeaing indicates
that the prices currently paid by Tampa Electric to 717 are reascnabie.

9. Tampa Electiric, however, agreaes to the establishment of 2
benchmark price to be used prospectively for regulatory review purposes.

10. The coal transportation benchmark price will be the average of
the two lowest comparable pub1ib]y available rail rates for coal torother
utilities in Florida. This rail rate will be stated on a cents/ton-mile
basis representing the comparable total elements (i.e., maintenance, train
size, distance, ownership, etc.) for transportation. The average cents
per ton-mile multiplied by the average rail miles from all coal sources to
Tampa Electric's power plants yields a price per ton of transportation.
The result will become the "benchmark price" as shown on Attachment 3.

a. The benchmark price will be used to evaluate water
transportation of coal services pravided by TTT to Tampa Electiric.

b. The price paid for water transportation of coal by Tampa
Electric above the benchmark price would be disallowed for cost recovery

unless justified by Tampa Electric.

General Provisions

11. The approval of this Stipulation will completely resolve all of
the issues pending in this matter.

12. This Stipulation is based on the unique factual circumstances of
this case and shall have no precedential value in proceedings invoiving

other utilities before this Commission. The parties to the Stipulation

63
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reserve the right to assert different positions on any of the matters
contained in this Stipulation 1f the Stipulation is not accepted by the
Commission,

13. The parties hereto shall not unilaterally recommend or support
the modification of this Stipulztion or discourage its acceptance by the
Commission.

14. The parties hereto shall not reguest reconsideration of or
appeal the order which approves this Stipulation.

15, The parties urge that the Commission take final agency action at
+he earliest possible Agendz Conference approving this Stipuiztion.

16. This Stipulation shall be effective upon Commission approval.

In the event that the Commission rejects or medifies the Stipulation, in

whole or in part, the parties agree that this Stipulation is void unless %
otherwise ratified by the parties, and that each party may pursue itis B
interests as those interests exist, and that no party will be bourd to or
make reference to this Stipulation befere this Commission or any court.

17. While Staff for internal reasons prefers to signify its
agreement with this Stipulation by writing a Staff memorandum recommending
approval of the Stipulation, the Electric and Gas and lLegal Staff of the
Florida Public Service Commission has reviewed this Stipulation
simultaneously with the signing; has given its approval of the specifig
Yanguage contained herein; and has committed to submit its recommendation
requesting approval of this Stipulation by the Commission; and has
committed not to unilaterally recommend or support the mndification of this

Stipulation or discourage its acceptance by tha Commission.
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g
DATED this 13th day of Octcber, 1988.
]
-+ @/ //‘-./ s
'l ,,f_._. ,/0’://6__/ _LI(/Q %}-—/
ROGER7 HOWE AVIS PAYNE U/
Office of Public Counsej Office of Public Counsel
624 Fuller Warren Building 624 Fulier Warren Building
202 Biount Strest 202 8lount Strest =
Tallahassee, Fiorida 32301 Tallahassee, Florida 32301 h
(904) 488-9330 {904) 488-9330 2
W =
; 7 L 2 = 4 m_’
22 UNAILLIS WILLIAM N. CANTRELL
Ausley/ McMullen, McGehee, Vice President - Regulatory ¥
Carothers and Proctor Tampa Electric Company £
Post Office Box 391 Post Office Box 111 2
Tallahassee, Fierida 32301 Tampa, Florida 33601 2
(904) 224-9115 (813) 228-4332
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TAMPA ELECTRIC COMPANY
) COCKET NO. 870C01-TI-A

EXAMPLE BENCHMARK MARKET BASED COAL CALCULATION

3 The base price of $35.44 as of December 31, 1987 shall be adjusted by
the annual percentage change in BOM District 8 Cata for Coal Shipments as
reported on Form 423 for the weighted average price per million BTU- of
contract transactions (excluding all spot transactions) whicn meet Tampa
Electric's Gannon Station specifications (Note 4) for heat content, sulfur

" content, ash content and pounds sulifur dioxide per miliion 3TU.

Example:

2 39.44 x 182,200 (Note 1)
z 185.015 (Note 2) = $40.10

Revised 3enchmark 40.10 x 1.05 (Note 3) = $42.11

Notes
' Hypothetical index value for 1988.

2/ Actual index value for 1987,

[N
~

% 2one of reasonableness.

16
~

Specifications as follows:

Heat Content - 12,500 BTU/1b minimum
Sulfur Content - 1.5% maximum

Ash Content - 9.0% maximum
Sulfur Dioxide - 2.0 pounds per million BTU maximum
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Average Rail Mileage to Tampa
x Average of Lowest Two Publicly-Avaiiable
Fiorida Rail Rates

+ Coasts of Privately-Owned Rail Cars

= Transportziion Benchmark
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TAMPA ELECTRIC COMPANY
DOCKET NO. 870001-EI-~A

EXAMPLE BENCHMARK TRANSPORTATION CALCULATION

974 miles (Note 1)

x_1 38 &¢/ton-mile (Note 2)

7]
W

19.2

r
(AN )
jum J
[ ]

(Note 3)

(%43
ra
[
13N ]
fte]

Notes

1/

2/

Weighted average rail miles from all «coal sources for Tampa
Eleciric to plants. This is expected to be 974 miles for 1989.

Cents per ton-mile for publticly available Florida wutility rail
coal transportaticn rates. For example, the current publicly
available rail rates to Florida utiiities on a cents per ton mile
basis for 1988 are as follows:

JEA 1.92 ¢~
Orlando 2.03 ¢~
Lakeland 2.30 ¢
Gainesville 2.45 ¢
*Average of Lowest Two 1.98 ¢

Calculated by multiplying average rail mileage to Tampa by
Filorida rail coal market cost (cents per ton-mile), then adging the
costs of privately-owned rail cars. This benchmark will be compared
to Tampa Electric's weighted average water transportation cost from

all Tampa Electric coal sources.
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Comparison of the 1997 and 2003 Bid Processes
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COMPARISON OF TAMPA ELECTRIC’S 1997 RFP AND 2003 RFP

Per Exhibit WBM-2

1

Tampa Electric

RFP Term/Condition 1997 RFP 2003 RFP Tampa Electric Comments
Integrated Proposal Silent regarding Stated preference for integration. The 1997 bid stated a requirement for integration. The first sentence on
Requirement integration. page one stated, “The Fuels Department of Tampa Electric is inviting

proposals to provide integrated waterborne transportation services for
the movement of coal from mid-west supply sources for fina! delivery to
Tampa Electric’'s generating stations near Tampa, Florida.”

River Tonnages

4.0 to 6.0 MM tons
annually, for five years

3.25 to 5.00 MM tons annually for five years,
except for consent decree triggering event, in
which case 2007 tonnage is 2.0 to 4.0 MM
tons and 2008 tonnage is 1.0 to 3.0 MM tons.

This is in accordance with the Consent Decree. In addition, providing
the information allows potential suppliers to understand and account for
the potential impact on the company’s tonnage requirements in their
proposals.

Terminal and Ocean
Tonnages

7.5 to 8.5 MM tons
annually, for five years

4.0 to 5.5 MM tons annually for five years,
except for consent decree triggering event, in
which case 2007 tonnage is 3.0 to 4.5 MM
tons and 2008 tonnage is 2.0 to 3.5 MM tons.

This is in accordance with the Consent Decree. In addition, providing
the information allows potential suppliers to understand and account for
the potential impact on the company’s tonnage requirements in their
proposals.

Terminal Rate Elements

Fixed and Variable Rate
Component

Fixed Rate Component only.

Given the nature of the costs to provide the service, the terminal rate
should represent only a fixed component, which actually lowers risk to
ratepayers.

Dead Freight

Silent regarding dead
freight charges

Solicits dead freight charge

All potential charges should be disclosed and considered.

Notice by TECO of Annual
Ton Declarations & Monthly
Shipping Schedules

July 31 of each contract
year for the following
calendar year

September 30 of each contract year for the
following calendar year

Giving notice later in the year provides Tampa Electric with more
flexibility. '

Loading/Unloading

River Barges: 4 free days
for loading river barges.
Ocean barges: 48 hours
free unloading.

River barges: 3 free days for loading and 3
free days for unloading

Ocean Barges: 48 hours free unloading
QOcean Vessels at Terminal: 24 hour free
unloading or loading at terminal

Provides specific operational parameters to potential suppliers, which
allows potential suppliers to align and price their respective proposals to
meet the company’s requirements.

Terminal Storage
Minimums

None Stated

1.4 MM tons: 8 individual stockpiles.

Provides specific operational parameters to potential suppliers, which
allows potential suppliers to align and price their respective proposais to
meet the company’s requirements.

Minimum Discharge Rate of
Panamax Vessels

Average discharge rate of
750 tons per hour

Minimum discharge rate of 900 tons per hour.

Provides specific operational parameters to potential suppliers, which
allows potential suppliers to align and price their respective proposals to
meet the company’s requirements.

Open Period of Bid
Proposals

Six months beyond

closing date of solicitation.

Two months
solicitation.

beyond closing date of

Provides moere certainty to bidders by releasing them earlier to pursue
other opportunities.
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Comparison of Waterborne and Rail
Transportation Rates Using Appropriate
Adjustments for Rail Costs Not Included in
Bidder Proposal Rates



Comparison of Adjusted Rail Bid Rates and Waterborne Transportation Contract Rates

{$/ Ton)
(A) B8) () () (E) F ) H) ) ) L (M) (N)
Bidder's Incr. Cost Difference: Difference:
Rail Fuel Demurrage Bidder's to Polk Adj. Total TT Less T Rail Bid TT Less
TT Bidder Surcharge Rate Synfuel Station Rail Bidder  Adj. Total 2004 Trans. Trans. Adj. Rail
River Dock Total Rate (Note 1) {Note 2) Adder {Note 3) Rate Bid Rate Tons Cost Cost Bid
Cook
Hamilton
Caseyville
Overland

Rigsby & Barnard
Mount Vernon
Mound City
Southern Indiana
New Hope

Empire Dock
Yankeetown
Owensboro

Ken Mine

Pyramid

Green Coal

Patriot

Sebree

TTH

Jefferson River Port
Kentucky Lake Dock
GRT

Cora

Dekoven
Powhatan
Shawneetown
Refineries Petcoke

BRT

Cahckia N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A
Kellogg N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A
Kanipe Enterprises N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A

Average for All Docks on
Contract

Average for Docks
Common to TT and Rail Bid

Weighted Average Rate
Welghted Average for
Docks Common to TT and
Rail Bid

Notes
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Sources

Columns A, B and C* Exhibit WBM-1

Column D Rail proposal and Tariff 8200

Column E Calculated weighted average rate. See note 2.
Column F* Rail proposai

Column G Calculated weighted average rate  See note 3
Column H=(C) + (D) + (E) + (F) + (G)

Column J = (B) - (H)

Column K = Tampa Electric

Column L = (B) * (K)

Column M = (H) * (K)

Column N = (L) - (M}
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