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A. 

Q. 

A. 

TAMPA ELECTRIC COMPANY 
DOCKET NO. 031033-E1 

FILED; JANUARY 5, 2004 

BEFORE THE FLORIDA PUBLIC SERVICE COMMISSION 

PREPARED DIRECT TESTIMONY 

OF 

JOAN" 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 Electr ic"  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 S t .  Mary's College in N o t r e  

D a m e ,  Indiana. I am a CPA in the State of Florida and 

worked in several accounting positions prior to joining 

T a m p a  Electric. I began my career with Tampa Electric in 

1990 as an auditor in the Audit Services D e p a r t m e n t .  I 

became Senior Contracts Administrator, Fuels in 1995. In 

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 

I 
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Fuels in August 2002. I am responsible f o r  managing 

Tampa Electric's wholesale energy marketing and fuel- 

related activities. 

Q. Please state the purpose of your testimony. 

A. The purpose of my testimony is to present information 

about Tampa Electric's solicitation f o r  waterborne coal 

transportation, evaluation of the bids received, t h e  

reasonableness of the market prices established fo r  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. 

Q. Have you previously testified before the Florida Public 

Service Commission ("Commission") ? 

A. Yes. I filed testimony before this Commission in Dockets 

No. 010001-EI, No. 011605-EI, No. 020001-E1 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. 

Q. Have you prepared an exhibit in 

testimony? 

A. Yes. Exhibit No. (JTW-1) , 

documents, was prepared under 

supervision. 

support of 

containing 

direction 

your 

three 

and 

Waterborne Coal Transportation Background 

Q. How does Tampa Electric currently transport coal to its 

power stations? 

A. 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 i t s  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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Q. Why is this type of integrated transportation used? 

A. Beginning in the late 1 9 5 0 s  Tampa Electric recognized 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 fo r  

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. T h e  

development of an efficient integrated waterborne 

transportation system was necessary for Tampa Electric to 

utilize lower-cost coal as a fuel source. 

Q. Please describe in more detail the development of the 

integrated transportation system. 

A. The development of the integrated transportation system 

began during the 1 9 5 0 s .  In the 1 9 4 0 s  and early 1950s, 

all e l e c t r i c  generation in peninsular Florida was fueled 
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Q. 

A. 

with oil. Steam generating units used residual oil, and 

many small municipal systems r e l i e d  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. Oil 
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-term 

implications of total dependence on oil priced on a spot 

basis. 

For these reasons, Tampa Electric’s management 

investigated the availability of other fuels when 

planning f o r  its Gannon Station in the early 1950s. Both 

coal and natural gas w e r e  considered in the 

investigation. Nuclear power was then in its infancy and 

not available for operation on 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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Q. 

A. 

Gannon Station, the principal disadvantage of coal was 

transportation costs. Rail rates to Flo r ida  f rom the 

Midwest w e r e  so high that coal was not competitive with 

oil, 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 to be devised if coal was 

to become a viable alternative f o r  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 

i n  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 f o r  replacement coal 

purchases. Although Tampa E l e c t r i c  immediately sued f o r  

non-compliance, the case was not resolved until 1963. 

Thus i n  1959 Tampa Electric, frustrated by i t s  total 

dependence on others  and an inadequate waterborne 

transportation market , decided to participate in a joint 

venture to form a transportation company that could more 
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Q* 

A. 

Q *  

A. 

effectively move its purchased coal f r o m  the Midwest to 

Tampa , Florida. 

How did t h e  company determine that a terminal facility at 

the base of the Mississippi River was needed? 

Logistics of coal transfer, quality con t ro l  issues and 

storage needs led to a short-term lease of a terminal 

facility on the Mississippi River below N e w  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 f o r  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 a lso  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 is 
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of special importance due to the distance of the supply 

sources from Tampa and limited ground storage space at 

waterfront power plant sites in Tampa. 

Q. What was the result of developing the waterborne coal 

transportation system? 

A. 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 is 

demonstrated by the company's costs being below its 

waterborne coal transportation benchmark year a f t e r  year.  

In addition, the fact that there are separate and 

distinct rail and water transportation systems has 

benefited utilities in the bidding and purchase of coal. 

It has a lso  g rea t ly  increased the reliability of the 

delivery system by providing alternatives. The savings 

in the  use of coal as a primary fuel for boilers versus 

oil and gas can be directly attributed to the existence 
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of a waterborne delivery system. T h e  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 demonstrated by the company's actual waterborne 

coal transportation costs compared to i t s  transportation 

benchmark. Finally, the lowering of rail rates in 

response to the competition of water transportation has 

benefited ratepayers throughout t h e  state. 

Waterborne C o a l  Transportation Contract Requirements 

Q *  

A. 

Are there existing Commission orders that address Tampa 

Electric's waterborne coal transportation services 

agreement w i t h  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 is 

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, 

10 



Sta f f ,  Office of Public 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 between 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 t h e  pricing 

indices which Tampa Electric may include in its 

contracts with its affiliates, are not subjec t  

to this proceeding and Tampa Electric may 

negotiate i t s  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 t h e  record in this 

proceeding indicates that the prices currently 

paid by Tampa Elec t r ic  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 t w o  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 comparable total e 1 emen t s (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 t h e  market price as established by 

the benchmark. 

Moreover, in Order No. PSC-93-0443-FOF-E1 issued 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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Commission order. Staff or any other party may disagree 

with that policy, but the'policy is currently in effect 

and was in effect at all times in 2003 .when: Tampa 

Electric issued its RFP on June 27, 2003, evaluated its 

future transportation services options and ultimately 

executed a new contract with TECO Transport. 

Q. Is Tampa Electric required to issue an RFP f o r  waterborne 

transportation services prior to executing a new contract 

with its affiliate? 

A. 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 requirements 

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 171 

Q. 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 

so? 

A. In ear ly  2003, the company m e t  with Florida 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 

available. 

Q. Was the RFP the only effort Tampa Elec t r i c  made to 

determine reasonable market prices for a waterborne 

transportation services contract for the period 2004 

through 2 0 0 8 ?  

A. 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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in these markets were utilized in modeling appropriate 

and reasonable market rates f o r  each segment of the 

waterborne transportation services t h a t  Tampa Elec t r ic  

requires. Tampa Electric also hired Sargent & Lundy 

("S&L")  I an engineering design consulting firm, to 

evaluate the rail proposals the company received in 

response to i t s  RFP. 

2004 Waterborne Coal Transportation Arrangements 

Q- 

A. 

Please describe in detail Tampa Electric's efforts to 

secure reliable coal transportation f o r  deliveries 

beginning January 1, 2004. 

In June 2003, Tampa Electric prepared a RFP f o r  vendors 

to provide proposals f o r  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 

w e r e  provided upon request. Tampa Electric followed a 

similar RFP process to establish the contract for 

waterborne transportation f o r  the period 1999 through 

2003. A comparison of the 1997 and 2003 bid processes is 

15 
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Q. 

A.  

provided as Document No. 2 of my exhibit. 

Did Tampa Electric state, in its RFP, a preference for 

the services to be provided by an integrated provider 

versus contracting for each segment of transportation 

separately? If s o ,  why? 

Yes, the company's RFP did state such a preference. 

Specifically, the RFP stated, "Tampa Electric prefers 

proposals f o r  integrated waterborne transportation 

services, however proposals for segmented services will 

be considered. Tampa Electric continues to prefer 

integrated waterborne transportation services because 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 t h e  day-to-day management of t h e  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 €rom 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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Q. 

A. 

Q. 

A. 

issues and allows f o r  custom coal blending. The terminal 

is in an ideal location for deliveries from t h e  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 Mississippi 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, t h e  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 f o r  foreign coal? 

T h e  requirements included in t h e  RFP are driven primarily 

by Tampa Electric's coal quality requirements and supply 

17 
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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 B i g  

Bend Station boilers, Illinois Basin coal, is mined in 

this area of the United States. This necessitates that 

the transloading and storage terminal facilities be 

accessible to Mississippi River barge traffic. It would 

not be cost-effective to use 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 f o r  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 vessels, providing the 

company opportunities for discounted rates in the freight 

market when available. The ability of the terminal to 

receive and unload Panamax-sized vessels enables Tampa 

Electric to rely on foreign coal blended with domestic 

coal to meet operational and environmental requirements. 

Q. 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? 

A. No. There are several reasons why Tampa Electric cannot 

have foreign coal delivered directly to Tampa. First, 

Tampa Electric's generating stations do not have deep 

draft access that would allow a Panamax vessel, which is 

the size typically used to transport foreign coal, to 

approach, dock and unload coal. In addition, no o the r  

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 f o r  coal storage and blending. 

Tampa Electric requires additional storage beyond what is 

available at its generating stations to effectively 

segregate and s tore  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 previously, no other 

local facilities currently exist. Third, since Tampa 

Electric's domestic coal must be processed at a terminal 

facility prior to Gulf transportation, moving the foreign 

coal to the terminal facility is currently the most 

19 
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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 percent of the; total 

coal used by Tampa Electric. 

Q. Please describe the process that Tampa Electric used to 

evaluate the bidders’ proposals. 

A. Tampa Electric took a systematic approach to evaluate the 

bids. The main steps that formed the evaluation process 

were : 

1. 

2 .  

3. 

4 .  

Tampa Electric evaluated bids to determine 

compliance with bid requirements. Late responses 

and those that did not meet certain minimum 

financial and operational criteria were 

disqualified. 

The company clarified proposal information through 

discussions with individual bidders and requested 

additional information, if needed, to fully evaluate 

bids. 

Tampa Electric made any adjustments required €or bid 

comparisons, such as where bid response terms and 

conditions varied or did not- meet RFP 

specifications. 

The company and its consultant used models to 

2 0  
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Q. 

A. 

5 .  

6 .  

7 .  

8 .  

Why 

determine the appropriate market rates f o r  the 

future contract, given the tonnage and length of 

move requirements, where the  company did. not receive 

a valid bid response. 

A complete analysis of evaluated bids and an 

assessment of the market were then provided to Tampa 

Electric's management. 

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. 

TECO Transport accepted the market rates, and Tampa 

Electric proceeded with contract negotiations fo r  

services for January 1, 2004 through December 31, 

2008. 

The new contract was executed on October 6,  2003, 

and parties in Docket No. 030001-E1 w e r e  provided a 

copy for review. 

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. 

Q m  In general, why is it beneficial to include a ”Right of 

First Refusal” clause in these types of contracts? 

A. 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 f o r  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  f o r  those 

services. 

Q m  What evaluations did Tampa Electric perform regarding 

bids received in response to its solicitation 

waterborne coal transportation services? 

A. Tampa Electric received one inland river bid, 

the 

for 

one 

terminal bid and t w o  rail bids. Tampa Electric evaluated 

each of the four bids, with the assistance of two outside 

consulting firms. 

2 2  
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Q. 

A. 

Please describe Tampa Electric's evaluation of the rail 

transportation bids received in response 'to its -kFP f o r  

waterborne transportation services. 

Tampa Electric received two rail transportation proposals 

in response to its RFP. Although the bids w e r e  non- 

conforming since they were not for t h e  provision of 

waterborne transportation, Tampa Electric reviewed t h e  

responses and identified key factors related to the 

proposals that supported the need for further analysis. 

T h e  first of these factors was the identification of 

necessary modifications and their associated costs  f o r  

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 loading 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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Q. 

A. 

transportation services. Finally, the timing of the rail 

service infrastructure construction had to be considered 

given Tampa Electric's needs beginning January I, 2004. 

T o  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 w e r e  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 w e r e  

omitted from the bidder's proposal. T h e  S&L cost 

est ima t e s included construct ion installation, 

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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Q. 

A. 

In variable operating costs and demurrage costs. 

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 
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report is a reasonable analysis of the costs of 

installing rail unloading ‘facilities at Big Bend and Polk  

stations and of the operational 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 

Flor ida .  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 

costs if either of the rail transportation proposals 

accepted. 

Q. with respect to the rail transportation bids, what 

the results of the S&L analysis? 

A. The results of the S&L analysis for each 

and 

were 

w e r e  

rail 

transportation proposal showed that estimated capital 

costs f o r  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 

26 
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estimated by S&L exceed t h e  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 increase 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. 

Q. Did you consider any other factors when evaluating 

rail transportation proposals? 

A. Yes. In addition to evaluating t h e  high capital costs 

the 

for 

infrastructure and operating costs previously described, 

Tampa Electric considered the impact on cost- 

effectiveness of acquiring coal from different supply 

locations in the  event that rail transportation w e r e  used 

instead of waterborne transportation. The company a lso  

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 barges at various specific locations on the 

Mississippi and Ohio rivers. Utilizing rail 

transportation instead of waterborne transportation would 

necessitate additional costs to truck or short haul the 

coal from the suppliers' contractual delivery locations 

to the nearest rail loading facilities. T h e  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 t he  vast 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 comparisoli. 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 shor t  haul transportation costs 

must be included in an analysis of t h e  t o t a l  rail cost 

alternative in order to have a meaningful comparison to 

the waterborne transportation rate. It is also 

appropriate to adjust f o r  the bidder's synfuel adder; 

expected demurrage charges, using t h e  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 f o r  environmental impact 

mitigation and permitting or other factors would 

certainly exist but were not included in t h e  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 vicinity of Tampa, Florida, and the 

company does not have the space to install them at its 

plants. The company cannot receive Panamax vessels at 

i t s  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 in additional costs to Tampa Electric that 

increase overall rail transportation costs. 

Another important consideration was that the rail 

proposals require significant time f o r  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 t h e  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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Q. 

A. 

Q- 

A. 

What did you conclude as a result of the evaluation of 

the rail transportation proposals? 

Given the significant costs f o r  capital infrastructure 

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 t h e  

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 methadologies, 

evaluations, market assessments and supporting 

information. The report provided by DMA is provided as 

31 
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an exhibit to t h e  testimony of Tampa Electric witness 

Dibner. 

Q. Have you reviewed the models and analyses DMA used to 

determine t he  appropriate market prices for each of the 

three segments included in t h e  waterborne transportation 

system? 

A .  Yes, I have reviewed the proposals submitted in response 

t o  Tampa Electric's RFP,  the data used by DMA's 

proprietary models, t h e  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 t h e  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. 

Q. Do you agree with the recommendations made by DMA? 

A. Y e s ,  I do. I believe that they are reasonable and 

appropriate and take into account the best information 

3 2  



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

2 0  

21 

22 

23 

24 

2 5  

Q. 

A. 

Q. 

A. 

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 t h e  waterborne transportation market and 

Tampa Electric's needs. The company rejected some 

proposals f o r  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 r ive r  bid was only f o r  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 w a s  a 

bona fide bid for full terminal services. Tampa Electric 

did not receive any ocean bids. Therefore, the t-erminal 

bid determined the market price, and the market analysis 

performed by DMA determined the appropriate market prices 

for the inland river and ocean transportation segments. 

Q. What recommendations did DMA make regarding t h e  market 

price components for a new waterborne transportation 

contract? 

A. 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. 

Q. Are the rates determined through the RFP process, 

industry review and market modeling sufficient to 

determine appropriate market prices f o r  this agreement? 

A. 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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Q. 

A. 

Q. 

A. 

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 evaluate 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 t h e  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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Q. What was the next step in establishing a new contract f o r  

waterborne transportation s'ervices? 

A. Tampa Electric negotiated a new contract with TECO 

Transport and incorporated 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. 

Q. How do the market prices established for the new contract 

compare to the waterborne coal transportation costs of 

the contract €or  the previous period? 

A. The market price established for t h e  new contract is 

per ton lower than the rates that were in effect m 
for the third quarter of 2003, as shown on page 68 of 

witness Dibner's report. 

Q. How do the rates established in the new contract compare 

to rail transportation rates for an equivalent level of 

service? 

A. Once the rail rate is adjusted to include a l l  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 l ess  than the 

rail rate. This is included in Document No. 3 of my 

exhibit. 

Q. Have any modifications been made to Mr. Dibner’s market 

analysis since the contract was executed on October 6, 

2003 with TECO Transport? 

A. 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 variable composition of 

the ocean segment rate. 

Q. Were modifications made to the contract? 

A. No, Tampa Electric’s contract with TECO Transport  t h a t  

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 t h a t  

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 fo r  coal 

deliveries by rail. T h e  comparison is submitted to the 

Commission for review, and as long as Tampa Electric's 

actual cost is at or below the benchmark, t h e  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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Q. Is the waterborne transportation benchmark still 

sufficient to evaluate Tampa Electric's affiliated coal 

transportation costs? 

A. Yes. In Order No. 20298, issued on November 

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

10, 1988 in 

If one considers t h e  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 

fo r  coal being shipped to Florida will provide 

a reasonable market price indication of the 

value being 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 waierborne transportation cos ts  and that the 

average rail ra te  comparison serves as a reasonable 

market proxy for waterborne transportation costs. This 

3 9  



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

2 5  

Q. 

A. 

benchmark is the best 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 r a t e  

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 t h e  Commission. H o w e v e r ,  if the 

Commission decides the benchmark is no longer t h e  

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 

Elec t r i c  in 2003, in lieu of the benchmark evaluation, 
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Q -  

A. 

ensures that t h e  company and i t s  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 

f o r  waterborne transportation services, t h e  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 t he  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 

not competitive transportation proposals were 

alternatives when all potential costs,  t h e  schedule f o r  

completion of rail infrastructure construction and 

environmental impacts were considered. 

DMA provided Tampa Electric with an analysis of the  two 

41 
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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 requi-rements 

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 t h e  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, TECO Transport had the right to meet or beat the 

market prices established for the new contract period, 

under t he  terms of i t s  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 valid. However, if the 
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Commission determines that the methodology should be 

changed, Tampa E l e c t r i c  recommends that t he  benchmark be 

totally eliminated and that t he  RFP and market analysis 

should determine the reasonableness of Tampa Electric’s 

transportation costs f o r  t h e  duration of t h e  contract 

period. 

Q. Does 

A. Yes, 

this conclude your testimony? 

it does. 
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clauses shall have their recovery limited by a "narket p r i c e "  
standard, ratner than under the "cost-Flus" stanE.arc! R O W  I n  
effect. We also have accepted E st~pu?ac:on among :ne part:es 
t o  this d o c k e c  which provides a methodoloGy f o r  laplenen::nq 
the market pricing standard f o r  not c n i y  - -  t h e  cca l  Tanpa Electrlc Ccnpany (TFCO) purchases from an a:r:liate, bu.t the . 

transportation and ~~ handllnq servlces it purchases f r o m  
a:fillaces, a s  well. 

In February, 1986, we openei Docke t  No. 36000i-SI-G fcz 
the p u r p o s e  of investiqacinq the E f t c i ? l i t e d  cssr-;:lcs fuel 
s u p ~ l y  relzzionships bezween F l o r i d a  ?ower Cor?cra:~3n (F?C) 
a n d  TECO and their respeczlve zffillated f u e i  sup3iy 
corpor~tions. A l s o  in F e b r u a r y ,  1986, we had estsalished 
Docket No. ~60001-ZI-FI Investiottion 1 3 ~ 0  C e r " _ i n  f i i e l  
Trans~ortation C o s t s  Incurred B v  Florlda Pctwer C2r~orar:on in 
O r d t r  No. 1 5 8 9 5  for the ?ur?ose of cetermlninq xny F ? C ' s  casts 
to transport cos1 by its affiliated watecborne s y s z e m  escee5od 

In 
its costs t o  trans2ort coal by non-affiliare rail. 
September, 1987, w 2  issue5 Order  No. 1 6 1 2 2 ,  whlcn I-eTnovea TZCO 
from Docket 140. 860001-E:-G, esL2blisnea docpror f o r  - - - ... 

- hearing the TECO L S S U D S .  

A f t e r  considerinq t h e  post-nearing bziefs of :ne p a r t i e s  and o u r  Staff's r e c o m e n d a t i o n s ,  x e ,  a t  our September 6 ,  1 9 8 8  

Agenda Conference, determined chat affiliated c o ~ l  s h o u l d  5e  
priced a t  m a r k e t  price :or reccrvery tnrouqh the utiliEles' f u e l  
c o s t  recovery clauses. We B i r e c t e d  our Staff to c o n d u c t  
discussions amongst the affected parties for the p u z p o s e  of 
determining how b e s t  to establish and implemenr m a r k e t  i]riclnq 
nechanisns. 

After  extensive negotiations, the parties to t h i s  d o c k e t  
arrived at a stipulated agreement which provijed a methodology 
f o r  establishing "market" p r i c e  p r o x i e s  f 3 r  a l l  of TECO's 
affiliated fuel' transactions. T h l s  Order descrijes t h e  T Z C 3  
hearing in t h i s  ciocket, a s  well a s  tne stipulated agreeme.?t, 
which we accegt and a p p r o v e .  

Before describing TECO's affiliated fuel and f u e l  
transportation system, it is worth noting that TECO did n o t  
o b j e c t  to t h e  adoption o f  a m a r k e t  pricing syscem so long a s  
the system fairly representee t h e  p r i c e  receivec for comparaSle 
coal on the competitive market. TECO also t o o k  the position, 
a s  d i d  a l l  partles, t h a t  market pricing s h o u l d  cct both x a y s  
and that any lower of c o s t  or market method or market price c a p  
method s h o u l d  be relected. While TECO t o o k  t h e  position that 
cost-plus p r i c i n g  has provided an effectrve means of e n s u r i n g  
that only reasonable and prudently incurred fuel c o s t s  h a v e  
been passed on to its c u s t o m e r s ,  i t  agreed that the cosc-plus 
methodology was admlnistratively costly and caused unnecessary 
regulatory tension because it left t h e  lingering susp~clon, 
even in the  face of outstanding results, that i t  resulted in 
higher costs to customers than would have Seen available 
through arm's-length contracts. Consequently, as will be  noted 
below, t h e  hearing in t h i s  d o c k e t  was not over whetner a market 
pricing s y s t e m  s h o u l d  be adopted but, rather, h c w  i t  should be 
adopted. 

.( -. - .  
r;. 
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Gatlief C c a !  Czmcanv 

X c c o r z i n q  t o  Y Z C O  w l t n e s s  S o h n  2 .  Roue,  Z z . ,  ~.ssrs:ar. :  
Vice-President o f  ' IZCO, TSCS's G a n n c n  S:E:LZF. ~ 2 : ~ s  ; ; e ~ =  
constructed 1;: :ne 1?5O's az5  : ? 6 g ' s  xi::. x e :  EC~ZZT, zc::=rs 
d e s i g n e d  t o  burr, Wesyetn KEin'Lxcky No. st czil t l a < ; : n g  i ;% := + 5  

sulfur c o n c e n t  and !OW z s h - f u s l o r ,  temCezz:ure CZL:~C:~T:S;~CS. 
This h i g h  sulfur, l o w  asn-fusion c o a l  w a s  i n  asur.Szr;: supgl;r 
adjacent t o  t h e  i n l a n d  w a r e r - d a y  systen a n a  = a s ,  said P.G*+JE, :he 
most i n e x p e n s i v e  coal tr ,at  c o u l d  5e p u r c h i a s e d .  Ha.+Jever, ni:n 
the p a s s a g e  of the C l e a n  A i r  X c z  L A  / ? 7 0  a n d  t h e  Z ~ S O C L Z ~ = <  
F l o r i d a  State I m p l e m e n t a t i o n  Plzn, TECO f o u n d  It necessary 
b u r n  c o a l  a t  Gannon S t a t l o n  whlch p r o d u c e d  a n  a v e r a s e  o f  n c t  
more t h a n  2 . 0  lbs. p e r  m a l l i c n  STU of s u l r ' u r  aloxlde, w ~ t h  a 
maximum of 2 . 4  lbs. p e r  million BTU of  s u l f u r  dioxlde. The 
requlrement f o r  c o a l  t h a t  m e t  t n e  c o m S l n e 2  low sulfur 2nd. low 
a s h - f u s i o n  characteristics czeated a S e r i o u s  fuel s u 2 : p l y  
problem far X C O  a t  its Gannon Skation because sac2 c o a l  w a s  
e x t r e m e l y  r a r e  a c c o r d i n g  t o  Roue.  

. s  

To meet t he  agplicable a l r  qua1;ty regulations, :5CO 
converted four or' the s1x coal b u r n i n u  u n i t s  a t  Cannon  S t a c ~ o n  
t o  f o r  a 
source of low s u l f u r ,  l ow a s h - f u s i o n  c o a l  t h a t  would Se 
suitable f o r  i t s  boilers. The search r e v e a l e d  t h a t  t h e r e  w e r e  
many forelgn and d o m e s t i c  coals t h a t  uere low sulfur, but  isw 
that also met the necessary ash-fusion a n d  s i a g g i n g  
c h a r a c t e r i s t i c s  required of  the Gannon we: b o t t o m  b o i l e r s .  
Suitable seams of  coal were f o u n d  i n  t h e  w e s t e r n  U n i t e d  States, 
but the h i g h  cost and lack of dependability or' availanle 
transportation were of g r e a t  c o n c e r n  t o  TECO ultimately, 
made the use of these coals prohlbitlvely expensive. Po1;sh 
coal was used € o r  a t i m e  but l a b o r  and  o t h e r  problems shut  o f f  
t h e  supply of thls c o a l  i n  1979-80. U l t i m a t e l y ,  s u i t a b l e  
e a s t e r n  coals w e r e  n a r r o w e d  t o  t h e  B l u e  Gem s e a m  1:: e a s z e r n  
Kentucky, and t e s t  burns  i n  1 9 7 3  revealed t h a t  i t  c o u l d  
successfully b e  burned i n  t h e  t w o  largest Gannon Station unics. 

l o w  sulfur o i l  and b e g a n  a w o r l d w i d e  s e a r c h  i n  IS71 

and, 

G a t l i f f  ( t h e n  named C a l - G l o  C o a l ,  I n c . )  mined the Blue  ern 
seam i n  large quantities i n  a m a r k e t  t h a t  was dominated 5y many 
s m a l l  producers. TECO f i r s t  began  purchasing c o a l  from C a l - G l o  
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in early 1973. Subsequently, when Cal-Glo experienced 
financial problems, TECO made -it a loan to keep it viable and 
finally purchased the entire operation by A u g u s t  of 1574. Ir. 
1980, the State of Florida modified its sulfur dioxide erniss lon 
limits to permit Gannon Units Nos. 1-4 to burn a l u e  Gem coal.- 
Since then, a l l  six Enits at Gannon station h a v e  burned Blue 
Gem Coal. Cal-Glo C o a l ,  Inc.'s name w a s  chance9 to G a t l i f - f  
Coal Company in 1 9 8 2 .  

TECO's i n i t i a l  1974 contract with G a t l l f f  c a l l e d  f ~ r  t h e  
price Of coal to be established by a n  lndeFendent consultant's 
survey of market prices. This practlce w a s  cont~nue5 until 
1978 when this Comission o r d e r e d  a change t o  a cost-plcs a 
retuzn on equity pricing systen. Ste G r l s r  X;. ; ~ & f  i n  3 c c k e t  
NO. 760846. On March 2 ,  1 9 7 8 ,  TZCO sicnee a new con=rac': with 
Gatliff, which provieed that to61 would be mined a n d  supplied 
to TECO on a c o s t - p l u s  basis u i c h  Gatliff being entitles to 
e a r n  the same mid-point r e t u r n  on its invested eqLity a s  
allowed to TZCO by this Commission. This contract was a p p r o v e d  
by the Commission i n  Order No. 8 2 7 8  a n d  i t s  term w a s  e x t e n d e d  
t h r o u g h  December 31, 1996. 

In 1981 this Ccrmission hired t h e  consulting f i r 7  o f  Enory 
Ayers Associates, Inc. co conduct a study to determine if L. cne 
cost-based p r i c e  pzi6 by "ECC to G a t l i f f  w a s  In line with 
mzrket p r i c e s .  The Z n o r y  A y e r s  study concluded t n a c  t h e  
cost-based coal price w a s  in line with t h e  market for the l o n g  
term s u p p l y  o f  t h i s  t y p e  C G S ~  and the study established a 
reasonable market price for this c o a l  as of 1981. 

TECO submits that i t s  c o n t r o l  of a sizable reserve of the 
relatively scarce Blue Gem coal in the eastern United S c a t e s  is 
a b s o l u t e l y  critical to the reliable operation of its Gannon 
S t a t i o n  in view of the remaining l i ves  of the boilers. TSCO, 
said R o w e ,  believes this coal provides a least-cost 
alternative, which is superior to other environmental 
compliance solutions and a s s u r e s  that the utility will have a 
source of environmentally acceptable c o a l  for t h e  r;mzining 
lives of t h e  Gannon units. 

TECO T r a n s p o r t  and T r a d e  

TECO Transport and Trade Corporation, is a subsidiary of 
TECO's parent company, TECO Energy, Inc. TECO Transport and 
Trade in turn, has five seFarate subsidiary operating companies 
which make up t h e  water transportation syskem. Except for a 
small ( l e s s  than ten percent or a b o u t  500,000 t o n s  per year) 
share of TECO's requirements of Gatliff's sales, which are 
delivered to Gannon Station directly by rail, a l l  of TECO's 
coal is delivered to Big Bend and Gannon Stations by b a r g e  
u n d e r  the direction of TECO Transport and Trade C o ~ p o ~ a t i o n .  

Mid-South Towing, which was established in 1959, owns or 
operates t e n  tow boats and over  three h u n d r e d  river barges. It 
transports coal from t h e  coal fields near the Ohio R i v e r  to the 
Electro-Coal Trans€er facility some 4 0  miles down r i v e r  from 
N e w  Orleans. 

T h e  Electro-Coal Transfer facility is o v e r  2 0 0  acres in 
size, provides on-ground s t o r a g e  for 4 . 5  million tons and 

./ 

%:I . .  
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controls over three miles of riverfront: It w a s  established In 
t h e  early 1960s and provldes a iocazion for rive: vesse ls  to 
discharge coal and t r a E s f e r  i t  to Ocean vesse ls  or t3 ground 
szorage. 3 u l k  products h a u l e d  f o r  others a r e  a l s o  s t o r e d  o r  

Gulfcozs: Transit w a s  estzblishe? Ln l a 5 9  E O  c z z r y  c o a l  
frgm Electro-Coal t o  TECO's qeneratinq s t a t i o ~ s . .  ;: cwns 11 
ocean-qoing, tug-barqe combinations i a n c i n c  In sizs from 9 , 0 0 0  
EOZS EO 38,000 tons. Xccc rd inq  to g o w e ,  S u l f c z . a s t  e:cncered 
t h e  ocesn-going, coal shu:;le i d e a  f a r  c o a l  t o  s e r . r n s u l z r  
Florida. Guifcoast h a u l s  c ~ a l  r ' s r  TECO a n d  z a c x h a u l s  ;:n~s;ha:e 
and other b u l k  products for others. When Gu;fc=as: C e l i - ~ e r s  
t h e  CG;: to T a m p a ,  it is o z z - l ~ a d e l  by C. C. Ssr*; lcs Co;;ll;ar,;~, 
L Z L ~  ?ra.?s,ot-, and Trade's stevedorins a r d  s n i r j  r e p a i r  ~ r a t ? .  
TECC) T o w i n g ,  ths f ir '2 . i  component o f  TEC3 T r ~ n s s o r t  a n d  Trad!?, 
w a s  formed to move ICC-recuizted bulk connocities a n d  is 
currently inactive. According to R w e ,  :ne r n i r d  pa::y 
transactions h a v e  p r g v l d e d  S i g n i f i c a n t  savln:s t c  TEC3's 
ratepayers by r e 5 d i n q  t h e  € i x e d  ccszs c5 aifiliared 
operations ovez a s Y a r g e c  t o n n a g e  base .  

c ,,ansioaded r-. by Eleccro-COal. 

- -  --- 

M r .  R o w s  testi5ied tha: t h e  trsns?ortzrion s y s t e r ~  c;as 
formed to l o w e r  ~05;s and F T O ' I ~ G O  reliaole c r z r . s ~ o r ~ ~ ; : o n  G E  
c ~ a i  f o r  the bene:;: - o f  the uti!i:y's r a t e?aye r s .  Xe s a i c  : k s c  
when t h e  system was first f o r n e 5 ,  r a i l  rates t c ~  F l o r l Z a  fzsn 
t h e  Midwestern c o a l  fie125 were 50 high t h a t  c o a l  was ~ O K  
compezitive with oil. aecause TECO did not want t3 be he!d 
captive by excess i - l e  dependence on rail trans;ortzclon and a 
r e l i a b l e  w a t e r  system for coal delivery to Florida d i d  n o t  
exist, TECO, said Zowe, took t h e  initiative and d e v e l o p e ?  a 
water transportation s y s t e m  besinning in 1550 w i t h  t h e  
fornation of Gulfcoast and Mid-Sourh. Init~ally ]oint veztures 
with Peabody Coal Congany and Vitginla-Caroiina Chemical 
Company, these operations were wholly-owned by TSCO by  M a y  o f  
1968. 
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From 1,959 t o  1 9 6 5  the transEet o f  coal from r i v e r  b a r g e s  
t o  ocean vessels  w a s  accomplished by '"mld-sireanlng" ( d i r e c t  
vessel-to-vessel t r a n s f e r  at anchor) b e t w e e n  New O r l e a n s  and 
Baton Rouge. When t h e  mid-streaming p r o v e d  unsatisfactory f o r  
t h e  long term, TECO and Peabody Coal Company f i r s c  leased an 
existing transloading facility a t  Myrtle Grove and, t h e n ,  in 
October, 1968, incorporated Electro-Coal for the purpose of 
building and operating a more modern transloadrng and s t o r a g e  
facility a t  Davant, Louisianna, some t w o  miles south of Myrtle 
Grove on t h e  Mississippi. Accotdinq t o  Rowe, the new 
Electro-Coal facility was finished rn 1965 and survived 
Hurricane "Betsy," which virtually demolished t h e  o l d  Myrtle 
Grove  terminal. By May, 1968, TECO had purchased Peabody's 50 
percent  ownership i n  Electro-Coal and ,  t h e r e a f t e r ,  uholly-owned 
a l l  of t h e  transportation companies. 

Mr. William N. Cantrell, Vice-president fcr Regulatory 
Affairs f o r  TECO, testified that the cost-plus pricing system 
should be modified because i t  had caused: (1) substantial 
regulatory concerns €or the Commission; (2) a substantia? 
commitment of resources by t h e  u t i l i t r e s  in complying wlth the 
Commission's regulatory needs; and (3) ratepayer doubts 
c o n c e r n i n g  t h e  use of a cost-plus concept. He said that w n L l e  
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TECO believed t h a t  the cost-plus pricing s y s t e m  h a c  been f a i r  
and reasonable from i t s  rstepayers' prospective, t h e  utility 
had undertaken a search f o r  another acceptaoie pricing 
slternative, which would ccntinue to provide an ass'dred, 
reliable sourie of services End products f r o m  aEfiliates, a t  a 
competitive price, w i t h  far l e s s  regulatory tension. . -  

Mr. Cantreil stated that the mE.;ket ; = i c e  sc_c ro ich  ~ ; a s  
attractive f r a m  a. theoreciral point o f  view because 1: shoult 
reflect the zrn's-lsnq=h value o f  the ~ O O ~ S  OK services being 
transferree. 
tg identify t n e  prJper p r o d u c t  ana geograpnlc z ~ l ; r k e t s  ir. c r S e r  
to conpuce comparzole n a r k = + -  prices. He added  t k ~ t  a o l n q  t h i s  
w a s  e x t r e m ~ l y  difficult 12 the c z s z  cf t?,e L - E : Z Z ~ C Z Z ~  

ti2nspgrtz::on o f  c o a l  t o  T z ~ p a ,  as p r c v l d e C  c y  TZC0 Trznsporc 
Trade, and the supplying ~f iow s u l f u r ,  lor; asn-fuslon coal 
produced by Gatliff. Chncrel? said t h s t  des2ite ihe lack rif 
comparables for t h e  T;atezborne transportztlon an5 the a!ue Gen 
c o a l ,  it was s ~ i l l  p o s s i b l e  t o  develo? a market-base5 z ? p r G z c h  
by establishing a base ?:ice, usin! an analysls of t n e  narket, 
and tnen provide for incexinq of the b a s e  price i n  t h e  ssne 
riianner a s  d i d  inany arn's-?enqth C~ni~jc:S n e s o t l s t e c !  by 
inde?endent carties, tie s a l 6  t?*a t  "CC) w a s  prc?cslnq s u c h  
contrac-,~ f a r  bocn  . G a ~ l i r ' f  Czal a 2 a  T X O  T r a r . s ? o r c  ~ n d  T r a d e .  

As testified t o  by Czncrell, TECO F r o p c s e 5  a new coal 
contract with a terrL of ten years and a minimum a n n u a l  tonnage 
of 1.1 million tons. it would have a bise prlce set f o r  the 
1.1 million minimum tonnaqe level and a lower p r i c e  f o r  
supplenenral tonnage above the minimum. kccoralno to Cantrell, 
the p r o p o s e d .  b a s e  p r i c e s  would ensure that TZCO, at the 
inception o f  the contracts, would p a y  no more for coal than it 
d i d  under the cost-plus p r i c i n g  system. Beclnnlng ~n 1989 the 
price would be adjusted quarterly based u?on a2propriate 
indices. During the fifth year of the contracc, a price 
adiustinent of plus or minus 10 percent could be made in the 
a d j u s t e d  contract pr ice  i f  it dir'Eered from an assessrnent of 
what ThereaiEer, the 
new c o n t r a c t  price would Se adjusted on a quarterly basis by 
the use of indices. During the tenth contzacE year, TECO would 
again assess the marketplace and deternine a market-based prlce 
for the coal needed at Gannon Station. Gatlifr' would have an 
opportunity to match the market price a n d ,  thereby, extend the 
contract or to decline 2nd allow TECO to contract elsewhere. 

TO do this p:cper1y, he saiz., involve6 b e i r , g  a b l e  . 

the market price of the c o a l  would be. 

Mr. Cantrell said t h a t  the base prlce under the p r o p o s e d  
coal contract would be similar to the p r i c e  p a i d  under the 
current contract, which he said w a s  at or below the market f o r  
coals of a quality that could be burned at Gannon Station. i Ie 
s a i d  that the base coal contra'ct price would be indexed by 
publicly reported indices related to "labor," "naterlals and 
supplies," and "maintenance and equipment." 

According to Cantrell, t h e  new transporation contracts 
would have terms of ten years with minimum annual tonnages of 
1,750,000 tons f o r  r i v e r  transportation a n d  4 , 0 0 0 , 0 0 0  tons f o r  
t h e  terminal and Gulf transportation. As with the proposed  
coal c o n t r a c t ,  the proposed transportation contracts would have 
base prices f o r  the minimum tonnage lel!ols and l ower  base 
prices for supplemental t o n n a g e s .  Like the coal contract, the 

SO 
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Ms. 2 a S e r t a  S. g a s s ,  a Planning and Resezrz l?  Ecc~anis: i n  
the F u e l  pro cur en en^ 3 u r o a u  o i  rhe Csrnissior,'~ D i v i z ~ o n  c 5  
Eiectric and G a s ,  p r o v i d e d  an o v e r v i e w  o f  t h e  c ~ r ~ z n s z z z ~ o n a i  
s:ructure o f  TECO T ~ z E s ; ~ G : ' .  and T r a d e  Cor2oration an5 "EC3 c s 2 l  
Corgaratian. I n  acdicion t~ desc:ibinq tne o r g a ~ ~ z z ; : z ~ z i  
relationrnies dlscussec! in M r .  i t oxe ' s  tes::?,cr.y, % .  :ass 
described tne concraczuai relziioEsnips be:-dezn TZC3 2r.C : z e  
v a r i o u s  a f f i l i a r e s  ane :ne manner  In r n i c z  c2s;s 'der2 elloca:~< 
between  TECO and n o n - i i t i ' l c y  busrness. Genetilly, TZCZ* 5 
affiliated goods and services  have been p r o v i d e C  a ;  =;le C ~ S ;  cf  
providing tnern, plus a r e t u r n  o n  Inves:ed equity a c  a Z O ; P  
equal t o  that of the mid-point on eculty authorized t 3  TZCG sy 
this Commission. Likewise, costs are al1ocs:ed Sezxeer. T Z C 3  
and t h i r d  p a r c y  b u s i n e s s  directly, where possibie. a n d  
otherwise on a percsntape-of-use basis. 

Mr. Hugh S t e w a r t ,  G e n e r a ?  E n g i n e e r  a t  t h e  Feferal Enl-r;y 
Regulatory Commission, testified on behalf of t h e  S z a f f  of che  
Florida Public Service Commission. MK.  Stewart cestiiied :hac 
TZCO's a f f i l i a t e  c o a l  program had generaLly keen silccessfu: 
because i t  t o o k  the t i m e  to determlne t h a :  :ne coal 
transportztion and production services were czst-effeczive 
before it acquired an ownership i n t e r e s t  in the facillcies. I?. 
this r e g a r d ,  he  cited a study prepared for X C 3 ,  5.1 an 
independent c o n s u l t a n t ,  beEore i t  committed to ccal, s h o w i n 5  
t h a t  c o a l  could be economically produced and s h i p p e d  to the 
Gannon Station. I n  the same vein, S t e w a r c  s a i d  that i t  w a s  
o n l y  after contracting in t h e  competitlve m a r k e t  f o r  coal 
supply and transportation s e r v i c e s  that TZCO acquired 1:s 
ownership i n t e r e s t  i n  t h e  barqe operations and the t r a n s  l o a a i n q  
facility. Stewart also testified that TECO concracced with an 
independent coal mine engineering consultant to deceraine tne 
c o s t  of producing c o a l  from t h e  Gatliff r e s e r v e s  b e f o r e  
acquiring an ownership interest in those reserves. 

M t .  S t e w a r t  acknowledged that i f  the wet bot tom boilers a t  
TECO's Gannon Station were t o  o p e r a t e  a t  maxlmum efficiency, 
TECO n o t  only had t o  o b t a i n  c o a l  with low sulfur levels, b u t  
low ash-fusion characteristics too. He acknowledged that c o a l  
of this type is r e l a t i v e l y  scarce and said t h a t ,  a f t e r  a n  
apparently extensive search, TECO discovered t h a t  c o a l  o €  this 
t ype  was being mined by Coal-Glo C o a l ,  Inc. € r o z  t h e  Blue Gem 
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Seam in eastern Kentucky. Stewart noted k h a t  TECO exec'Gced a 
t e n  year contract with C o a l - G l o  f o r  t h e  supply of c o a l  a n d  d l 3  
n o t  acquire an o x n e r s h l p  i n t e r e s t  I R  t h e  r . i n i n ;  c 3 ~ ~ a n y  u n r i l  
after the mine ex?erienceC financial diffic!-llrles. 

Mr. john P y r 5 c 1 ,  E n e r g y  Zccnomis: ~ i t n  '_ne Enery- r  c z c  
Fuels Analysis Brar,cn cf :;?e Feceral Er .e rzv  2 -  ?.esulatcry 

Florida Public Servlce CorL~lssion for cne r r 3 ~ ~ f  of ,-scuss:n: 
the benefits o f  a market p r l c e  cap for ;ff!k;ietec! trsnsactions 
and  to calculate _ _  the  markec price for the c o ~ l  T6CO purchsses  
from its a r z i l i a t o ,  the G a t l i E f  Coal Conpa3y. 

Mr. Pyrdol stated t h a t  it was Important to ucllise a 
market price f o r  the allowable cost of coal purchzsed :;om an 
affiliate beczlcse a market price a t t m p t e d  t o  repllcare a p r i c e  
resulting from an arm's-length transzckion, wnere a utlliky 
would have nothing to g a i n ,  and something to l o s e ,  by accepting 
a higher than market-competitive p r l c e .  By contrast, he said, 
a utility's incentive t o  pay tne  lowest possible prlce for coal 
may be blunred or otnerwlse subordinated by z wlllinqness to 
accept a h i g h e r  price i r o m  an affiliate n l n i n g  operation. 
Pyrdol c o n t e n d e d  that t h i s  willingness to accept a h l q h e r  
affiliate price could stern from either: (I) a d e s l r e  to k e e p  
the affiliate "whole", even if the a f f i l i a t e  prices sre 
excessive: o r  ( 2 )  to help the affiliate earn greater profits. 

M r .  P y r d o l  testified that cost-plus contzacts of the type 
between TECO and i t s  affiliates are used almost s o l e l y  w h e n  a 
u t i l i t y  i s  buying c o a l  f r o m  an affiliate supplier and almost 
n e v e r  in arm's-length contracts. He said that the  most common 
form o €  arm's-length contract in the utility coal buslness is 
the base p r i c e  plus escalator contract. A c c o r d ~ n g  to Pyrdol, 
the cost-plus contract allows t n e  seller to r e c o v e r  all of i t s  
costs plus a quaranreed proflt. T h l s  allows tne utllity to 
keep i t s  affillate supplier whole by p a y l n g  a l l  oE i t s  costs of 
production, while insuring i t s  profit margin. In contrast to 
t h i s  type  of contract, Pyrdol said the base prlce pills 
escalator contr3ct does not g i v e  the suppller a guaranteed, 

' full c o s t  pass-through, plus guaranteed p r o f i t .  Rather, he 
s a i d ,  the base price plus escalator contract is set u p  to have 
the price reflect competltive market conditions, 90th when the 
base price is e s t a b l i s h e d  and 1 n  a n y  changes made t o  t h i s  

Cornission, a:sc t e s ~ i f ~ e i  z;1 b e n a l f  cf t h e  S ~ E = =  - -  of  Z!?Z  
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coal operations s ~ n c e  1551. 

M r .  P y r d o l  said that t h e r e  a r e  many unique c h z z a c t e ~ ~ s r : ~ ~  
found in different r e g i o n & !  and IOCS! coa !  r a r k e t s  s e r v i z g  
different utility power plants and t h a c ,  : ." lerefore ,  :ne 
calculation of a rr,aIkec ?r:ce mu5t c o n s ~ d e r  :5e partkczlar 
c i r c ~ m s t a n c ~ s  of t h e  c o a l  na rke :  i n  q u e s z l o n .  He s a r d  :),;at 
t h e r e  a r e  essentially t h r e e  steps to be followed in decerminlnq 
a market p r i c e  f o r  a c ~ v e n  c o a l .  First, tr .e  p r o d u c t  a a r k e r  
m u r k  be identifie*. Seccnd, t h e  qeocrapnical b o u n d s r l e s  o f  :ne 
market must be derernined. T h i r d .  s e i e c z  t z ~ n s b ~ ~ ~ c n s  s h o u i d  
be examined wrthln t h e  p r o d u c t  and geographic mr3zKe;s 17. o r d e r  
to determine the market ~ r l c e .  

I n  constructing h i s  market p r i c e  c a p  f a r  G a t l z f f  c s a l ,  
Pyrdol testified that he accegeec! TECO's represenzztlons tk,?: 
the Gannon boilers required low s u l f u r  c o a l  w i t h  !cw a s h - f u s l o n  
characteristics and, t h e r e f o r e ,  limited his analysis t o  sin~la: 
quality coal. H e  n e x t  I?otermined t h i s  t y p e  c o a l  Gas fcund i n  
l i m i t e d  quantitles in e a s t e z n  K e n t u c k y ,  p a r t s  of r;;abama, 
Illinois, Tennessee, V i r g i n l a  and in some western s : a t e s .  
After f u r t h e r  analyzing these c o a l  s o u r c e s ,  he Cetetainecl t o  
f u r t h e r  limit his analysls to coal produced in t n e  6 l u e  G e m  
Stream in e a s t e r n  Kentucky, w h e r e  Gat?lEf is located. 

In determining which transactions to i n c l u d e  ~n h - s  
a n a l y s i s ,  P y r d o l  e lec ted  t o  elininate transactions o n  t h e  spo- ,  
market and focus o n  rransactlons involvlnq lonqec-rern, 
larger-volume contracts because the G a t l r r ' f  transaction 1s a 
c o n t r a c t  arrangement. He f u r t h e r  determined that, generally, 
eastern utilities do n o t  utilize coal t h a c  IS b o t h  low z n  
s u l f u r  and in ash-€uslon temperature and, t h e r e f o r e ,  i t  w a s  
difficult to find ptice inforsation to calculate a marKet p r i c p ,  
for t h e  Gatliff coal. I n  lieu of the market price :nforma~ron 
or' comparable c o a l ,  Pyrdo l  u s e d  a 1981 study ccrmlssloned S y  

53 
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I, . 
n Market Survey or' 9oiIer F u e l  for 

Gannon Plant:' This study, which was 
xssociates, 1r.c. ~ n s  fi12.7 w:th t h i s  

this Commission entitled 
Tanpa flectric Coxpany's 

Mr. ? y r d o l  recomnen5od that the Corxniss ion  limit the 
recovery of Gatliff c s a l  t r t rouoh TEtO's f u e l  aC!uszz?ent c l a u s e  
t o  t h e  adjusted market p r i c e  f o r  21: f u z u r e  sa;es - of ::?e 
Gatliff coal to ';Ec3. I n  doinq s o ,  ?y:doi n o ~ e ! j  rna:  only a 
p o r t i o n  Or '  the so-czlled Gatliff Coal is a c t r ; a l l y  pro5uceC b y  
the Gatliff Thine .  Sie said tne res': I s  ?L---=C -"-..--e? f 
independent mines at a p r i c e  ( S 2 B - S 3 1 / : 9 n  12 158;) 
significantly below t h e  c o s t  of coal t c  TECO, Z T , ~  averace6 fc;r  
cost purposes vith the coal actually produced b y  Gatliif. 
S?ecifically, P y r d o l  said t h a c  in 1986, G a c l i f r  a c t u a l l y  
producza 685,000 tons or' ccal w h i l e  i t  b o u c h ~  2 5 0 , 0 0 0  t o n s  from 
other producers. Mr. ? y z d o l  took t h e  ?osirion t h a t  the 
adjusted market price resulting f r o m  h i s  m e t n o d o l o p y  snocid 
o n l y  a p p l y  to the co3l actually produced by Gatliff, while the 
less expensive coal that Gatliif buys f r o m  indegendent mines 
and resells to YECO should reflect the actual purchzse price to 
Gatliff and n o t  the hiqner market price. He s a i d  t h a t  since 
the Gatliff/TECO coal contract required E C O  to take only a 
minimum of 500,000 tons p e r  year, TSCO snouid mininize t h e  take 
of  Gatliff coal a n d  maxlmize its t a k e  of t h e  less espenslve 
B l u e  Gem coal produced Sy independent suppliers. 

On cross-examination, Mr. P y r d o l  acknowledged that h i s  
adjusted market price w a s  based upon the t o t a l  sales o f  30M 
No.  8 coal to utilities and that it d i d ,  in fact, include some 
sales u n d e r  spot market contracts. He accepted the removal of 
the s p o t  sa le s  a s  being reasonable and a c k n o w l e d c e d  that their 
removal, p l u s  a quality characterlstlcs adjustment s u g g e s t e d  Sy 
TECO's Mr. Cantrell w o u l d  increase his 1987 adjusted market 
pr i ce  f o r  Gatliff coal from approximately $36.50/ton to about 
$39.60/ton. 

Mr. Harry T. Shea, Chief or' the Bureau of f u e l  
Procurement, Division of Electric and G a s ,  F l o r i d a  Public 
Service Commission, testiEied on b e h a l €  of the Commission 
S t a f f .  Mr. Shea testified that the Commission's f u e l  
procurement guidelines contained i n  Order 12645 state that 
all purchases from affiliated companies should be , p r ~ c e d  at 
levels not to exceed t h o s e  available o n  the coinpetitlve market 
and that contracts with affiliated companies should be 
administered in a manner identical to the admlnlstration of a 
contract with a n  independent company. Mr. Shea s a i d  t h e  

No .  
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C a m m i s s i o n  should evaluate t h e  reasonableness of the c ~ s t  sf 
fuel-relate4 gcoes  and s e r t r i c e s  o5rarxed from a f f s l i a r e  
companies by one or'  three mezhods. 

by t h e s e  conpanzes. 

CONCLUSTGN 

A s  a r e s u l t  o f  th:s h e s r ~ n g  a n d  t h e  c c x p a r - l o n  hez.r:nq ~n 
Cocket No. 860001-EI-G c o n c e z n l n g  F l o r i d a  P o w e r  C o r p c i a ~ i o n ,  w e  
have concluded that it i s  deslrabie, w h e r e  p o s r ; S l e ,  t o  c a u s e  
the r e a s o n a b l e n e s s  o f  f u e l  c a s t s  sought t o  be recovE:e< t n r o u q n  
a utillsy's fuel a d j u s t m e n t  c l 3 u s e  by c D m p a r i s o n  t o  a s : a n < ~ r 5  
that atrempts to mezsure wnat a g i v e n  ptoduct o r  ser-."ce w c z l b  
cos t  h a d  i t  been obtained i n  the competitive market tbrouah a n  
arm's-length contract w i t h  a n  u n a f f l l i a t e ~  :?,ird ? a r t y .  W e  
believe that 1 : m i t i n g  cos: recovery in thLs manner will b e s t  
serve the i n t e r e s t s  o f  TECO's customers 5y insur;ng t5at t h e y  
a r e  not r e q u s r e d  t o  pay more than a market p r i c s  f o r  the f u e l  
component o i  their electrlcity because of an a f E i l i a r l o n  
between  t h e i r  utility and a f u e l  supplier. 

W e  n o t e  that no party t o  t h i s  d o c k e t  has alleqeci t h a t  
either TECO's G a t l i f f  c o a l  o r  its TECO T r a n s p o r t  and. T r a d e  
rates a r e  u n r e a s o n a b l e  and  s h o u l d  be d i s a l l o w e d .  I n  f a c t ,  
a f t e r  a c c e p t i n g  t h e  adjustments u r g e d  by TECO, witness Pyraoi's 
a d j u s t e d  market p t r c e  r'or Gatilff coal w a s  within a d o l l a r  o f  
the a c t u a l  p r i c e  t h e n  being p a i d  f o r  t h a t  coal. L l k e f d l s e ,  
TECO's affiliated waterborne rate € o r  the e n t l r e  r o u t e  w a s  
shown t o  be significantly l o w e r  t h a n  the comparable : a i l  
r a t e / t o n / m i l e  b e i n g  p a i d  by s e v e r a l  F l o r l d a  1 '3un ic ;pa l  
electrical systems, whose  coal and transpotta:lon rates are 
publicly reported. 

55 



ORDER NO. 20298 
DOCXET NO. 8 7 0 0 0 1 - E I - A  
PAGE 12 

-- EXHIBIT NO. - 
TAMPA ELECTRIC COMPANY 
DOCKET NO. 031033-E1 
(JTW - 1) 

DOCUMENT NO.l 
PAGE 13 OF 25 ' 
FILED: JANUARY 5, 2004 

i 

Irrespective of whether any imprudence o r  unreasonable 
expenses are found a n d  d i s a l l o w a n c e s  made ,  we a g r e e  r * . i k f ?  t h e  
parties to this case that a cnanqe from c c s t - p l u s  p r l c i n c ;  is 
warranted. b e e n  qenerally successfui in allowlnq only r e a s e n a b l e  a n 3  pr t r5ient  - 

costs to be passed t h r o u q h  the uzllities' fuel adjusczent - 
clauses, we concur with TECO'S pcsition t h a t  it has been . 

z&ninisc rz t i ve  l y  C C S E  l y ,  caused ur-ciectss a r y  :pqu :a t o  ::i :ens ion, 
ar.d lefz the lingering s-us;liclon that i t  ~ P S  :eszl?:ed '11 h i g h e r  
costs t o  a utility's customers. 

while we believe that t h e  current s y s t e n  h a s  

Implicit in cost-plus pricing is t n e  r e q u i r e r . e n t  that one 
is capable of conauctiing a c c s i - ~ f - s ~ ~ v i c e  analysis of a 
Scsiness to deterzice t h s c  I t s  s:igzr.sas Z.TP k c ~ h  r - e c e s z t r y  z z 2  
reasonable. This Is a methodolo5y t h a c  is dernan5ed for 
monopoly utility s e r - i i c e s ,  arid whicn usually p r o v e s  E O  be 
complex, expensive 5r.d tine c3nsuming. I t  is a methodc1o;y 
which requires a h i g h  des ree  of fjmillarity w i t h  tne c 3 p i t 2 1  
requirements and expenses necessitated by the operation 0;' the 
business being reviewed. Cast-of-service analysls c f  a i f i l i s r e  
operations ?laces acditional demar,?s upon t h e  rtSzlatory aaency  
in t e r m s  of rime, expense and. acpuirinc a d e i t l o r , ~ !  ex?er::se. 
All come a t  some a d d i t i o F . 6 1  c o s t  t h ~ c  m u s t  e v e n t s s l l y  be 'Ijorne 
by the retepayer, either in h i s  r c l e  a s  a cus-_cr;?er o f  a s  3 
texpayer. there s e e m  to Se no end E D  :he t y ? e s  
of affiliated businesses t h a ~  we a r e  e u p c t e d  t o  zecoms sufficiently familiar with so that we mighr:  ~ u d q e  t n e  

reasonableness or' their cos'cs on a c o s t - o f - s e r v i c e  basis. 

furthermore, 

Cost-of-service regulation €or public utilities 1 s  
necessitated 5y their monopoly status and the attendant l a c k  of siqnificant competition, i €  any, for their end product. 
Cost-of-service requlation exists as t he  proxy f o r  compecition 
to insure that utilities provide efficient, sufficient a n d  
adequate service and at a cost that includes o n l y  reasonable 
and necessary e x p e n s e s .  Cost-of-service regulation o f  soms 
type is essential when t h e r e  is no competitive market for t h e  
p r o d u c t  o r  service being purchased; i t  is superfluous when s u c h  
a competitive market exists. 

There is another r e a s o n  f o r  switching to a market pricinq 
system that w a s  alluded to i n  TECO's statement that the  rent 
system, no matter how outstanding the results, l e f t  lingering 
suspicions that That this might be true may be seen by contrasting affiliated ana 
non-affiliated contracts. The l a t t e r ,  with few exceptions, are 
characterized by arm's-length transactions entered into in the 
competitive marketplace. Typically, the contracts r e s u l t  from 
competitive bidding systems i n  which t h e  contract is awarded to 
the qualified bidder submitting t h e  lowest bid. I n  sny e v e n t ,  the utility's negotiator has clearly defined loyalties a n d  
knows whose interests he o r  she is t o  protect. In contrast to 
this, t h e  typical affiliate contract i s  let without t h e  Senefit 
of competitive bidding. Instead, confident that the contract 
will be given to the af€iliate, representatives or' t h e  t w o  
companies negotiate the rate a t  which the product or service 

it resulted in higher costs. 

will be purchased. 

Considering the many advantages offered by a market 
shall require i t s  p r i c i n g  system, we, a s  a policy matter, 
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adoption for all affiliated fuel transactions € o r  which 
comparable m a r k e t  prices may be found or constructed. 

I n  concluding, w e  n o t e  the fallowinq caveats: (1) from the 
record i n  t h i s  case, w e  are convinced t ha :  msrkec  ricer c a n  be 
estaSlished f o r  the a f f i l i e t e c !  c o a l s ;  ( 2 1  r c a r k e t  p r i c e s -  for the 
transporatation-rela~e~ s s r v i c e s  s h o u l d  be establisnee .if 
possible, b u t  i f  n o t ,  Kerhoaologies f o r  reasonaS!y a l ! ~ c ~ t i n - ~  
costs should be - sugqestet; and  ( 2 )  cos t -o f - se rv ice  
methodologies should be avoide2, if pcssible 

In accordance with O U K  CireCtlOnS at our  September 6 ,  1986 
Agenda Conference, our Staff, t h e  O==' ~ ~ l c e  o f  Public Couxsel a n d  
TECO met to discuss the methcds by w h l c h  m e r k e t  p r i c i n g  could 
be adopted for the affiliated c a a l  and coal trans7crtation 
transactions between TECO and its affiliates. A s  a result ci 
numerous and l e n g t h y  negotiations, the p a r t i e s  have arrived a': 
a Stipulation (Attschment A to this Orcler) which they n a v e  
submitted f o r  our aporoval. 

According to the Sticulation, TECO shall be free to 
negotiate its c o n i r a c t s  with its affiliates in any  mariner it 
deems to be fair and r e a s o n a b l e .  E C O  agrees  to pruaentlv 
administer tne provisions of i t s  contracts. ~urt>ermore, T E C ~  
agrees to r e p o r t  to the Commission the a c t u a l  transfer prices 
paid by it t o  its affiliates under t h e  contracts in the normal 
course of the fuel adjustment proceedings. 

With respect t o  Gatliff Coal Company, the Stipulation 
p r o v i d e s  a benchmark f o r  r e g u l a t o r y  review of t h e  coal 
purchased by TECO f r o m  G a t l i f f  by utilizing an initial market 
price f o r  TECO's transsctions with Gatliff of $39.44/ton F.O.B. 
M i n e ,  a s  of December  3 1 ,  1 9 8 7 .  For purposes of r e g u l a t o r y  
review, this base price will be escalated or de-escaluated by 
the annual percentage change in BOM District 8 Data f o r  C o a l  
Shipments a s  reported on Form 423 f o r  t h e  weighted average 
p r i c e  p e r  million BTU of contract transactions (excluding all 
spot transactions), which meet TECO's Gannan Station 
specifications €or heat content, s u l f u r  content, a s h  content, 
and content and pounds s u l f u r  dioxide p e r  million BTU. A n  
example of the benchmark market price and calculation is shown 
on Attachment 1 to t h e  Stipulation, a5 well as the Gannon 
Station coal specifications. 

AS described in Paragraph 7 of the Stipulation, a 5% zone 
of reasonableness will b e  established around the adjusted 
market price f o r  pu rposes  of  regulatory r e v i e w .  TECO's actual 
transfer price paid to Gatliff, based upon the  t o t a l  a v e r a g e  
p r i c e  of Gatliff produced coal and coal purchased and resold a s  
Gatliff coal, would be the cost allowed f o r  recovery t h r o u g h  
TECO's fuel adjustment clause so  long as the t r a n s f e r  price 
fell within the described zone of reasonableness. If t h e  
actual transfer price exceeded the ceiling of the 5 %  zone of, 
reasonableness, the excess would b e  disallowed f o r  recovery 
unless TECO adequately justified t h e  reasonableness and 
prudence of the excess. (See Appendix 2 to t h e  Stipulation). 
I f  the actual transfer p r i c e  fell below the f l o o r  of the 5% 
zone  of reasonableness, TECO would recover through its f u e l  
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c lause  only the actual transfer price. 

P u r s u a n t  to the Stiplation, the parties aqreec! t h a t  the 
record in this proceeding indicated thac the p r i c e s  c~rrently 
p a i d  by TECO to TECO T r a n s ? o r t  an2 T r a d e  a r e  reas3na5le. 
Notwithstanding this, TECO agrees to the  estzblishnen: of. 8 
benchmark p r i c e  f o r  coal transportation services t o  be u s e 2  
prospectively f o r  r z q u l a ~ o r y  revie7.r ~ u r ~ o s e s .  ' N ' h i l e  TECJ 
stated that :t will cxeGute its nerd contrscts w i t h  TE:ZCI 
Transport and Tzade at. a;?roxizately t h e  currently existins 
rates, which a r e  l e s s  then c u r r e n t  rail rztes bercween = h t  s z r e  
points, the rezsonableness of its actual t r a 3 s f e r  price for a i ?  
of t h e  transportatLon  an^ trans?ortatlon-related services from 
inine t o  g . e n e r a t l n g  piant would bc c~r;.-,ar=d io a c c a i  
transportatLon benchnark price. A s  shown o n  Attachment 3 t o  
the Stipulation, t h e  trznsportation benchnark would  bs 
calculated by ave:aGing t h e  two lowest camsarable 
publicly-available, rail r a t e s  (in cents p e r  t o n - n i l e )  for coal 
to other utilities in Flarida a n d  then multiplying c h a t  avezage 
times the averaqe rail m ~ l e s  from all o f  X C O ' s  coal s o u r c o s  to 
TECO's generacing plants. T h e  product would then have adte:! t o  
it t h e  costs of privately-owned r a i l  ccirs o n  a per  ton, p e r  
trip basis. The tat31 would be the coal L Z ~ R S ~ ~ ~ ~ E C ~ O ~  
Senchinark price. T h e  a c r u a l  transportation transfer price p a i d  
by TZCO to TEZO Transport and Trade, pursuan-, to 15s c s n t r a c t s ,  
w o u l d  be reccver6Dle through the fuel e",justr.enc clause, as 
long a s  it w a s  equal t o  o r  less than the benchmark p r i c e .  Azy 
excess above the benchmark would be disallowed for c o s t  
recovery unless justified by TPCO. 

Pursuant to its terms, t h e  Stipulztion would be effective 
upon Commission a p p r o v a l ,  wnich was provided at o u r  Oczober 18, 
1988 Agenda Conference. 

In his letter forwarding the Stipulation, c o u n s e l  t~ TECO 
represented that he had s u p p l i e d  c o u n s e l  to the Florida 
Industrial Power U s e r s  Group (FIPUG) [ tne  o n l y  other party t o  
the proceeding] with a copy of the Stipulation a n d  had been 
advised that FIPUG had no objection to the Commission's final 
action on it. 

We believe that the proposed Stipulation meets OUT: policy 
guidance and is in the public interest and shall, therefore, 
approve it. Briefly, with respect to t h e  coal, the inltlal 
p r i c e  is consistent with witness Pyrdol's modified methodology 
for vintaging the 1981 cost determined by the Emory A y e r s  
study. Likewise, the initial price is consistent with the 
price TECO has recently been paying for this c o a l ,  a price no 
party has sought disallowances f o r .  

T h e  initial c o a l  benchmark price will be escalated or 
de-escalated by the average annual percentage change in a l a r g e  
number of  contract coal transactions for coal mined in the same 
BOM District a s  the Gatliff coal. Only those contracts that 
meet or exceed TECO's Gannon Station quality specifications 
will be included. These f a c t o r s ,  coupled with the fact that 
many of these contracts were executed a t  approximately the same 
time a s  t h e  G a t l i f f  contract, go a long way t o w a r d s  fulfilling 
the goal of replicating a comparable coal f o r  m a r k e t  pricing 
purposes. We are  confident that the c h a n g e s  indicated by this 

_ .  

i 

i 
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large g r o u p  o f  c o n t r a c t s  will a d e q u a t e l y  reflecr c h a n g e s  in t h e  
“market. ” 

If one considers the objective of C D Z !  tcansportation 
s e r v i c e s  to be t h e  movement of t h e  Coal frort: t h e  m i n e  t o  t n e  
generating p l a n t ,  then r a i l  se rv ice  a n d  t h e  t o t a l  waterborne . 

system a r e  n o t  o n l y  comparable, but campezitive t o  a l a r a e  - 
d e g r e e ,  a s  w e l l .  W e  Delleve using t h e  a*/erase o f  ? h e  t x o .  
lowest publicly a v a i l a b l e  r a i l  rates f o r  c o a l  beinq shipped to 
Florida will p r o v i d e  a r e a s o n a b l e  market ? r i c e  i n d i c a t i o n  o f  
L.Ae value being provided by TECO’s a f f i l i a t ?  wzzerborne sysierr . .  b L  

I n  v i e w  of the aliove, i t  is 

ORDERED by the F l o r r d a  ?xSlic Service Coraifsion t h a t  
market-based p r i c i n g  f o r  a r ’ i i l l a t e  f u e l  an2 fuei transpor:ation 
services shall be used f o r  tne purposes  of f u e l  cos t  recovery  
wnere a marke t  for the produc: o r  ser t r ice  I s  r e a s o n a b l y  
available. It is f u r t h e r  

ORDERSD that t h e  Stipuletion (htkacnment A >  o f  t h e  p a r t i e s  
t o  this 6ocket; detailing mezhodologiss for cilculating market 
prices €or Gscliff c o a l  and t h e  c o a l  transportation ser;r;ces o f  
TECO TransTort a n a  T r a d e  Cotporar:on i s  approved .  

By ORDER oE the ’ l o r i d e  Public S e r v i c e  C o m i i s s i o n ,  
this 10th day O €  NOVX5ES2 I 1988 

STEVE TRIBBLE, Direc to r  
Division of Records and R e p o r t i n g  

( S E A L )  

MBT 

T h e  F l o r i d a  P u b l i c  S e r v i c e  Commission is required 
Section 120.59(4), F l o r i d a  S t a t u t e s ,  t o  n o t i f y  parties of 
administrative hearing o r  judicial review of Commlssion or 
that is available under Sections 120.57 or 120.68, F l o  
Statutes, as well as the p r o c e d u r e s  and time limlts 
apply. This notice s h o u l d  n o t  be construed t o  mean 
requests for a n  administrative hearing or judicial review 
be granted or r e s u l t  in the relief sought. 

by 
any 

d e r s  
tida 
that 
all 

will 

Any p a r t y  adversely affected by t h e  Commission’s f i n a l  
action in this matter may request: 1) reconsideration of t h e  , 
decision by filing a motion for reconsideration * with t h e  
Director, Division of Records a n d  Reporting w i t h i n  fifteen (15) 
days of t h e  issuance of this o r d e r  in the f o r m  prescribed by 
Rule 25-22.060, F l o r i d a  Administrative Code; o r  2 )  judicial 



t 

1 

, 

ORDER NO. 20298 
DOCKET NO. 670001-EI-A 
PAGE 16 

. ?- EXHIBIT NO. 
TAMPA ELECTRICCOMPANY 

(JTW-1) 
DOCKET NO. 0 3 1 0 3 3 - E X  

DOCUMENT NO.l 

FILED: JANWARY 5 ,  2 0 0 4  
PAGE 17 OF 25 

review by the F l o r i d a  SuDreme C o u r t  in t h e  c a s e  o f  an electric, 
g a s  or telephone utility or the F i r s t  D i s t r i c t  COUEK of A p p e a l  
in the c a s e  of a w a t e r  Or sewer utility DY filing a notice or' 
a p p e a l  with the Director, Division of Records and Zeportinq a n d  
f i l i n g  a c o p y  or' t h e  narice of a p p e a l  a n d  rhe f i l l n g  f e e  with 
t h e  appropriate court. Th;s  filing must De corncie~e2. c;;tnl:! 
thirty (30) dsys a f t e r  the issuance of this order, ?ursuent t o  . 

R u l e  9.110, F l o r i d a  3UleS o f  Appellate P r o c e d u r 2 .  T h e  -9 , t ice  . 

or' a p p e a l  must be in t h e  f o r m  specified i n  2 u l e  9 . 9 0 0 ( a ) ,  
FLorida Rules o f  A p p e l l a t e  Trocedure. 

i 
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BEFORE THE FLORICA PLlD,LIC SERVICE CCH9iSSiON 

I n  re: 
Cost-Plus Fuel Supply Relationships 
of Tampa Electric Company 

Investigation i n t o  A f f i l i a t e d  f 

) 1 

CCCKET NO. 870301-EI-A 
Suhini t ted f o r  F i  1 n? LCJ,'l2/DS 

STIPULATION 

1. A t  Comziss;on's Aoenda Conference on S e o t e n c e r  6, !?E:, the 

Commission reviewed t h e  affiliated cost-plus fuel s u p p i y  relati$nshi?s 

between Tampa Eiectric Comoany ("Tagpa E l e c t r i c " )  and its a f f i l i a t e s ,  

G a t 1  iff Coal Company ( " G a t l ~ f f " )  and TECO Transoort and T r a d e  ( " T T T " ) ,  and 

determined t h a t  cost-plus pricing should be replaced w i t h  market pricing 

f o r  fuel supply relationships of Tampa Elec t r ic  w h e r e v e r  pnssihie. 

2 .  In accordance wi;h t h e  Commission's direction, St .a f f ,  O f f i c e  of 

Public Counsel ( "OPCII )  and Tampa E l e c t r i c  have  m e t  to discuss t h e  methods 

by which  market pricing can be adopted f o r  the affiliated c o a l  and c o a l  

transportation transactions between Tampa Electric and i t.s affiliates. A s  

a resu l t  o f  these  discussions, S t a f f ,  OPC and Tampa E I p c t r i c  aq ree  a 5  

fa1 1 o w s :  

3 .  Public Counsel and Staff aqrec that t he  s F p c i f i c  C r J n t T a c t  

format ,  including t h e  pricing indices w h i c h  Tampa Electric may include i n  

i t s  contracts w i t h  i t s  affiliates, are not subject t o  t h i s  proceeding and 

Tampa E l e c t r i c  may negotiate its contracts with it; a f f i l i a t e s  i n  any 

manner it deems to be fair and reasonable. Tampa Electric a q t e e s  to 

prudently admini s t e t  t h e  p r o v i  s io i is  o f  such c n n t r a c t s .  

I 

t 

,-. J 
. 4 

-f 
t 

. ,  

n_ 

F? S C -R E C 0 3 D S /REP 0 R Till G 
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4. The transfer p r i c e s  p a i d  Sy Tanpa E i e c t r i c  unaer c ~ n t r a c t s  k i t h  

i t s  a f f i l i a t e s  shall be reported t o  t 3 i s  C o m n l s s l o n  i n  t h e  no t - , ; l  c z u r s ~  o f  

t h e  fuel adjustment proceedrng. - 

Gatliff Coal Comaany 

5. I n  order to provide a benchmark f o r  r e q u l a t c l r y  review o f  t h e  

c o a l  purcnased by Tanpa E l e c t r i c  from Gztliff, S t a f f ,  P u c 1 1 c  CoGnsel  a n d  

Tampa E l e c t r i c  agree that the i n i t i a l  m a r k e t  p r i c e  t o  SP used  for  c3mouting 

the regulatory  benchmark f o r  Tanpa E !ec : r i c ' s  t r a n s a c t i o n s  w i t n  S a t 1  i f f  

should be S39,44/Ton FO8 Mine a s  o f  Decemoer 31, !967. 

6. For purposes o f  regu1c;tory review, t h j s  b a s e  p r i c e  should be 

escalated/de-escalated by a market based index d2scribed i n  Attachment 1 t o  

this Stipulation. 

7 .  For purposes of  regulatory review, the benchmark p r l c e  s h a l l  be 

a band o f  5% around the a d j u s t e d  pr ice  d e t e r m i n e d  a s  described 1 1 1  paraaraph 

6 .  T h e  r e s u l t s  o f  t h i s  calculation w i l l  be a p p l i e d  a s  follows: 
\ 

a .  The benchmark p r i c e  will be used to evaluate the average 

purchased  p r i c e  of coa l  from Gatliff. 

b.  Prices paid above the benchmark would be d i s a l l o w e d  f o r  

cost recovery,  unless justified by Tampa E l e c t r i c .  

c .  An example a p p l i c a t i o n  of t h i s  methodology i s  shown i n  

A t t a c h m e n t  2 to this S t i p u l a t i o n  t i t l e d  "Public Counsel's Market P r i c e  

App? i c a t i o n . "  
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TECO T r a n s p o r t  b Trade 

8 .  T h e  p a r t i e s  a g r e e  t i ; a t  the record in t h i s  pr2c:eaing indicates 
--- 

t h a t  the prices c u r r e n t l y  paid by Tanpa Electric ZQ I I  I a r ?  r e a s c n a b i e .  

9. Tampa E l e c t r i c ,  however,  agrees  t o  the e s t a b l l s h n e n t  o f  a 

benchnark p r i c e  to be used prospectively for regulatory review pur?oses. 

10. The coa l  transportation benchmark p r i c e  will be the averaqo of  

t h e  t w o  lowest comparable publicly available rail r a t e s  f o r  c o a l  t o  other 

utilities in F l o r i d a .  T h i s  r a i l  rate w i l l  be s t a t e d  on a cents/ton-nile 

b a s i  s representing the conparable t o t a l  e7 enents ( i . e.  , m a i n t e n a n c e ,  trai n 

s i z e ,  d i s t a n c e ,  ownersh ip ,  etc.) f o r  transportation. The average c e n t s  

per ton-mile multiplied by the average rail m i l e s  from a l l  c o a l  sources to 

Tampa Electric's power plants yields a pr ice  per ton o f  transportation. 

The resu l t  w i l l  become the "benchmark price"  as shown on Attachment 3 .  

a .  The benchmark p r i c e  will be used to e v a l u a t e  w a t e r  

transportation of coal services provided by TTT to Tampa E l e c t r i c .  

b. The pr ice  p a i d  f o r  water transportation o f  c o a l  by Tampa 

Electric above the benchmark price would be disallowed for  c o s t  recovery 

unless j u s t i f i e d  -by Tampa Elec t r ic .  

General Provisions 

11. The approval o f  t h i s  Stipulation w i l l  completely r e s o l v e  a l l  o f  

the issues pending in t h i s  matter. 

12. Th is  Stipulation i s  based on the unique f a c t u a l  circumstances 

t h i s  case and shall have no precedential v a l u e  i n  p r o c e e d i n g s  involv 

o t h e r  u t i l i t i e s  before t h i s  Commiss ion.  T h e  parties t o  the Stipulat 

O f  

ng . 
on 
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reserve the r i g h t  to assErt different posrtions on any of t h e  matters 

contained in this Stipulation 1.f the Stipulation is not accepted by t h e  

Commission. 

13. The parties hereto shall not unilzteraliy reconnend or s u p p o r t  

tne modification of this Stipulation or discourage i t s  acceptance by t h e  

Cornmi s s i on . 

14 .  The parties hereto shall n o t  request reconsideration o f  or 

appeal the order which approves this Stipulation. 

1 5 .  The parties urge that t h e  Commission t a k e  final a c e n c y  action a: 

t he  earliest possible Aoenda Conference approving this Stjpui;:ion. 

16. Th is  Stipulation shall be effective upon Commission approval, 

In the event that t h e  Commission rejects o r  modifies t h e  Stipulation, in 

whole or i n  p a r t ,  the parties agree that this Stipulation i s  void unless 

otherwise ratified by the parties, and that each p a r t y  may pursue its 

interests as those interests e x i s t ,  and that no perty will be bourd to or- 

make reference to this Stjpulation b e f o r e  this Commission o r  any court. 

17. While Staff f o r  internal reasons prefers to s i g n i f y  i t s  

agreement w i t h  this Stipulation by writing a Staff memorandum recommending 

approval o f  the Stipulation, the  Electric and Gas and Legal Staff o f  the 

Florida Public Service Commission h a s  reviewed this 5:ipulation 

simultaneously. with the signing; has  given its approval o f  the specific 

language contained herein; and has committed to submit i t s  recommendation 

requesting approval o f  this Stipulation by the Commission; and h a s  

committed not t o  unilaterally recommend or support the nodi  ficat.ion of this 

Stipulation or discourage its acceptance by the Conimi ssion. 

i 
1 
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ROG,*q HOW€- 
O f f j ce  of P u b i i c  Counsei 
626 Ful ler  Warren E u f l d i n g  

T a  11 aha s s e e  , F i  o r i d a  32301 (964) 488-9230 (904) 48s-9330 

O f f i c e  o f  Publ ic  Counsel  
624  F u l l e r  Warren Sui ld ing  

T a l  1 a hassee, F l o r i d a  32301 
202 B ioun t  S t r e e t  202 a i o u n t  S t r e a t  

- -__ - 
~~ "McMull en ,  McGehee, 
C a r h e r s  and Proctor 

Tal lahassee ,  Flor ida  32301 
(904)  224-9115 

b t  O f f i c e  80x 391 

Vice President - Regulatory 
Tampa E l e c t r i c  Company 
P o s t  Office Sox 111 
Tampa, Florida 33601 
( 8 1 3 )  228-d332 
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T M P A  ELECTRIC COIYPANY 
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EXAMPLE BENCHHARK W I R K E T  BASED CCAL CALCULATION 

The base price o f  $39.44 a s  o f  December 31, 1987 shall be adjusted by 
the annual percentage cnanqe in SOH District 8 Cata f o r  C o a l  Shlgnents a s  
reported on Form 423 for  the weionted a v e r a q e  price per  milllon ETU- o f  
contract transactions (excluding a l l  spot transactions) whicn  m e e t  T Z ~ I T D ~  
Electric's Gannon Station specifications (Note 4) f o r  heat content, sulfur 

' concent, ash content and pounds suifur d i o x l d e  per million 3TU. 

Exzmple: 

39.44 x 192,200 (Note 1) 
189.015 (Note 2) = 540.10 

Revised  Zencnmark 40.10 x 1.C5 (Note  3 )  = 542.11 

Hypothetical index value for 1988. 

Actual index value f o r  1987 

S% zone o f  reasonableness. 

Speci f i ca t i  on s as f 01 1 ows: 

Heat Content 
Sulfur Content - 1.5% maximum 
Ash Content - 9.0% maximum 
Sulfur Dioxide - 2.0 pounds per million BTU maximum 

- 12,500 BTU/lb minimum 

6 G  
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--Cost cisalloved recove:? 

s23,000,000 - S 2 2 , ~ C O , 3 0 0  = s 2 , 5 0 0 , 0 0 0 '  
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T M P A  ELECTRIC CCYPANY 
DOCKET NO. 870C01-EI-A 

EXAYPLE BENCIIMRK TRANSPORTATION CALCUUTION 

Average Rail Mileage to Tampa 974 mi l e s  ( N o t e  1) 

x Average  o f  Lowest Two Pub1 icly-Avaiiable 
F-ioriGa Rail R a t e s  x 1 $6 C/ton-m\le ( N o t e  2 )  

I 

s19.29 

A 2.00 
= Transportztion Benchmark 521.29  

cI_ 

+ C o s t s  o f  Privately-Owned R a i l  Cars 

- 
.. 

'7 

( N o t e  3 )  

1' Weighted averaae rail miles f r o m  all coal sources  for Tampa 
Elec t r ic  to plants. 

2/ C e n t s  per t o n - m i l e  f o r  pub1icJy available Florida utility r a i l  
coal transportation rates. For  example, the c u r r e n t  pub1 icly 
available r a i l  r a t e s  to Florida utiiities on a cents per t o n  m i l e  

T h i s  i s  expect-ea to be 974 miles f o r  1989. 

b a s i s  for 1988 are  a s  follows: 

J EA 
Or1 ando 
Lake1 and 
Gainesville 

1.92  C" 
2.03 G* 
2 . 3 0  Q 

2 . 4 5  

*Average o f  Lowes t  Two  1.98 Q 

2' Calculated by multiplying average rail mileage to Tampa by 
Florida rail coal market cost (cents per ton-mile), then adding t h e  
c o s t s  o f  p r i v a t e l y - o w n e d  rail c a r s .  This benchmark will be compared 
to TamDa E l e c t r i c ' s  weighted average water transportation c o s t  f r o m  . .  

a l l  Tampa Electric coal  sources. 

I 

? 
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COMPARISON OF TAMPA ELECTRIC’S 1997 RFP AND 2003 RFP 

Per Exhibit WI 
RFP TermlCondition 

Tonnages 

Terminal Rate Elements I------ 
Dead Freight 

Notice by TECO of Annual 
Ton Declarations & Monthly 
Shipping Schedules 
Loading/Unloading 

Terminal Storage 
Minimums 

Panamax Vessels 

Open Period of Bid P Pro osals 

1997 RFP 
Silent regarding 
integration. 

4.0 to 6.0 MM tons 
annually, for five years 

7.5% 0.5 MM tons 
annually, for five years 

Fixed and Variable Rate 
Com po nen t 

Silent regarding dead 
freight charges 
July 31 of each contract 
year for the following 
calendar year 
River Barges: 4 free days 
for loading river barges. 
Ocean barges: 48 hours 
free unloading. 

None Stated 

Average discharge rate of 
750 tons per hour 

Six months beyond 
closina date of solicitation. 

M-2 
2003 RFP 

Stated preference for integration. 

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 .O to 3.0 MM tons. 
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 M M  
tons and 2008 tonnage is 2.0 to 3.5 MM tons. 
Fixed Rate Component only. 

Solicits dead freight charge 

September 30 of each contract year for the 
following calendar year 

River barges: 3 free days for loading and 3 
free days for unloading 
Ocean Barges: 48 hours free unloading 
Ocean Vessels at Terminal: 24 hour free 
unloading or loading at terminal 
1.4 MM tons: 8 individual stockpiles. 

Minimum discharge rate of 900 tons per hour. 

Two months beyond closing date of 
solicitation. 

Tampa Electric 
TamDa Electric Comments 

The 1997 bid stated a requirement for integration. The first sentence on 
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 final delivery to 
Tampa Electric’s generating stations near Tampa, Florida.” 
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. 
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 
Dror>osals. 
Given the nature of the costs to provide the service, the terminal rate 
should represent only a fixed component, which actually lowers risk to 
rate pa ye rs. 
All potential charges should be disclosed and considered. 

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

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

Provides specific operational parameters to potential suppliers, which 
allows potential suppliers to align and price their respective proposals to 
meet the comDanv’s reauirements. 
Provides specific operational parameters to potential suppliers, which 
allows potential suppliers to align and price their respective proposals to 
meet the company’s requirements. 
Provides more certainty to bidders by releasing them earlier to pursue 
other opportunities. 
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Comparison of Adjusted Rail Bid Rates and Waterborne Transportation Contract Rates 
(8  I Ton) 

(A) (B) (C) (W (E) (F) (G) (HI (J) (K) IL) (MI (N) 

Bidder's Incr. Cost Difference: Difference: 
Rail Fuel Demurrage Bidder's to Polk Adj. Total TT Less l-r Rail Bid TT Less 

Trans. Adj. Rail Trans. TT Bidder Surcharge Rate Synfuet Station Rail Bidder Adj. Total 2004 
River Dock Total Rate (Notel) (Note2) Adder (Note3) Rate Bid Rate Tons cost cost  Bid 

Cahokia 
Kellogg 
Kanipe Enterprises 

NIA NIA NIA NIA NIA NIA NIA NIA NIA 
NIA N /A NIA NIA NIA NIA NIA NIA NIA NIA 
NIA NIA NIA NIA NIA NIA N/A NIA NIA NIA 

Average for All Docks on 
Contract 

Average for Docks 
Common to TT and Rail Bid 

Weighted Average Rate 
Weighted Average for 
Docks Common to TT and 
Rail Oid 

NIA 

NIA 
NIA 
NIA 
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