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BEFORE THE FLORIDA PUBLIC SERVICE COMMISSION 

In re: Investigation into Aff1liated 
Cost-Plus Fuel Supply Relationships 
of Florida Power Corporation - Phase 

) DOCKET NO. 860001-El -G 
) ORDER NO. 

f.) ISSUED: 
) 

The following Commissioners participated 
disposition of this matter : 

MICHAEL McK. WILSON 
THOMAS t1. BEARD 

BETTY EASLEY 
GERALD L. GUNTER 
JOHN T . HERNDON 

ORDER APPROVING PPC ' S METHOD~LOGIE~ 

BY THE COMMISSION : 

Ci'!SE BACKGROUND 

22401 
1-10-90 

in he 

In February , 1986, we opened Docket No . 860001-E.I-G for 
the purpose of investigating the affiliated cost-plus fuel 
supply re l ationships between florlda Power Corporation (FPC} 
and Tampa E lectric Company (1'ECO) and their respec iv• 
affiliated fuel supply corporations. Also, in Febtuary, 1986, 
we established Docket No. 86000 l-EI -F in Order No . 15895 for 
the purpose of determining why FPC's cost to transpor coal by 
its affiliated waterbornt.. system exceeded its costs t o 
transport coa l by no n- affillated rail. In September, 1987, w~ 

issued Order No . 18122, which removed TECO from Docke 
860001-EI -G, established Docke No . 870001-El-A for hearing 
the TECO issues , con so 1 ida ted the two FPC issues f o r hearing 
in Docket No. 860001-EI-G and closed Docket No. 860001-EI - f. 

By Order No. 18982, issued on Match 11, PJ 88, we 
determined to bifurcate the hearings in this dock~t as 
follows : (1) t he policy issue of whether a market price 
standard should be imposed on the recovery o f costs for goods 
and services purchJsed from aUiliated compani es and ( 2} the 

.. -.. -' . -
0
~, •.. -, - ,, .. t l! I :. • t • -""' - t .., 

" .... 0 5 .. I 1 0 I" .... 0 .J ..., ..,; ,·.. ... J .. ~ 

;:psc-R:CCRJS/ REPORT::,.3 

247 



248 

ORDER NO 22401 
DOCKET NO. 860001-EI-G 
PAGE 2 

s~parate issue of whether any of the monies FPC had recovered 
through its fuel and purchased power cost recovery c lause for 
goods and se rv ices purchased from affi liates from 1984 to date 
had been imprudently o r u nreasonably incurred and should, 
therefore , be refunded to its customers. Hearings on the 
policy issues in this docket were held o n May 11-13, 1988. 
Hearing s o n t he prudence issues in this docket were held 
December 14-16, 1988 and April 19, 1989. 

Staff's recommendation o n the po lic y issues was 
considered at ou r September 6 , 1988 Agenda Conference . As 
stated in Order No . 20604, issued January 13, 1989, we 
determined that affiliated coal purchases s hould be priced at 
ma rke t price for recovery through the utilities· fuel cost 
recovery clauses and that affiliated coal transportati o n and 
handling services also should be priced at " market" wher e it 
was reJsonably possible to construct a market pdce lor he 

I 

goods and se rv ices being considered . We directed our SLa(f to 
conduct wo rkshops with t he affected parties for t he purpose of 
determining how best to establish and implement t hese market I 
p ricing mechanisms. 

Workshops with the parties were held o n March 17, r-1arch 
30 , and April 27 , 1989. Altnoug h several market methodologies 
were discussed, t he parties could not reach an agreement o n 
one specific mar ket methodo l ogy. rn Order No. 20604, we found 
thal if the parties are unable to agree upon market 
methodo l ogies , we would select the appropriate method or 
methods . Since agreemen l was no t reached, we find thal we 
should estabLish a market price, if o ne can be established, Lo 
determine tne amount of affiliated transaction costs tha wtll 
be reco vered from ratepayers . 

D I SCUSSION 

In the settlement with Tamp a Eleclric Company (TECO) and 
its af fi liated cost-plus f uel supply relati o nships, we 
approv ed a rna rket price standard to 1 imi t cost r ecovery of 
f uel and fuel related purchases from affiliates . The market 
price standard was set in the form of a price cap or benchmar k 
whereby the actual purchase price o f co a 1 and co a 1 re 1 a Led 
transportali o n services will be compared Lo the benchmark 
price. Prices comparable to o r below the benchma rk will be 
allowed fo r cos recovery . Prices paid above the benchma rk 
will be disallowed Cor cost recove ry, unless justified by I 
Tampa E l ectric. 
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rn contrast , the parties to this proceedi ng agree ha t 
the market price established, if o ne ca n be established, 
s hould constitute the pr ice that will be recovered for all 
purchases from affiliates , regardless of wha the actual cost 
o f the goods o r services are. Staff Witnes s Pyrdol staLed: 

so that what I'm recommending is tha we 
establish the mar ket price, as I did, 
and apply that market p r ice adjusted for 
future events continuously over time for 
the transfer pri ce of Powell Mountain 
coal. So whether the Powell Mount a in 
costs are actually higher or l ower than 
t hat market price , .. . FPC would only be 
allowed to pass through its rates that 
actual mar ket pr ice . 

Phase I . Tr. 410-411 

Staff Witness Shea dgreed , stati ng tha t the market 
s hou 1 d ac t as a "double-edged sword". (Phase 1, Tr . 
Occidenta l ' s witness Dr. Sansom al so agreed wt th 
"double-edged sword · concept. [Phase I, Tr. 615) 

price 
438) 

the 

FPC's witness , Dr. Landon , r ecog n ized a market test as 
o ne approach to l ooking at the prudence of a utility ' s 
actions . He agreed that by beating t he market tes , the 
benef its or additional profits wil l flow through to t he 
stockho lders and that fai ~i ng to meet the t es t s would subject 
the utllity to lower profits . Dr. Lando n stated concern about 
using he mar ket test because a ltho ugh i gives the ulilily 
i ncent1ve to try and beat the standard by lowering cos ts, in 
its efforts to lower costs the uti l ity may ta ke some risk with 
respec t to quality of coal o r reliability of s upp ly. 

Although Dr. Lando n e xpresseff conce rn wi h a market test, 
FPC agrees that establishing a market price for coal is 
appropriate if the market price wo rks as a "double-edged 
sword " whereby FPC would forego r ecovery o f costs whi c h exceed 
the ma rket price bu wou ld ea rn additional profit if he costs 
of coal fr om affiliates were below the ma rket level. 
Therefo re , we find t ha we should establ i s h a mar ke price to 
determine the amount of affiliated transac ion costs ha will 
be recovered f rom ratepayc1 s . 
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We further tind that we should approve a delivered market 
price for Powell Mounlain Joint Venture {PMJV) coal of 
2 14¢/mmbtu or $53.50/ton effective April 1, 1989. Occidental 
proposes that Lhe price of coal from PMJV should be based o n 
the average price FPC paid for coal from A.T. Massey and 
Reading & Bates {Golden Oak). Allhough this is one way to 
establish a market price, we do not believe this method to be 
appropriate because it ignores market conditions that existed 
at the time the PMJV contract was executed. The Commission 
recognized in Phase II of this docket that the compliance coal 
ma rket changed from a seller's market in 1978 to an unstable 
market in the period 1979 through 1981. (Order No. 2 1487, p. 
7) Since the PMJV contract was signed in October 1980, we 
find that the price of PMJV coal should be based on the prices 
of comparable compliance coal contracts signed during thal 
period. 

This comparable coal contracl me hod for establishing a 
market price for PMJV coal recognized lhe "v1ntaging " 
methodology recommended by Witness Pyrdol. The par lies to 
Lhis pro""'eedi ng agree that using this methodolog y is 
appropriate f o r selting a marke price Co t PHJV coa l. 
Included as Attachment 11 -1 is a comparison of the coal 
contracts that the parties believe should be included in the 
ca l cu lation of a market price. Occidental has indicated its 
agreement to the use of either ~-'he conlracts identified by 
Witness Pyrdol or those identified by the witness f o r the 
Office of Public Cou nsel {Public Counsel). 

As indicated on Attachm~n t II-1, Wilness Pyrdol dtd not 
i nclude Appalachian Po\<.•er · .. con ract s with Oal-Tex, P1Ltston, 
or Carbo n fuels coal companies. He stated thal although those 
contrac s wete identified as being signed in 1980, addili o nal 
i nformation became avallable that indicat<!d tha actually two 
of the contracts were signed in 1976 and one of them 1n 1978. 
During cross examination, Mr. Pyrdol was presen ed with copies= 
of two contracts, Dal-Tex and Carbon Fuel 5. Mr. Pyrdol agreed 
that those copies indicated sign1ng dates i n 1980. In 
addition, FPC Witness Heller testified that he had verified 
with a representative of Appalachian Power that those lhree 
contrac s were , in fact, compliance coa l contracts signed in 
1980. Based o n the testimony of these witnesses, we find that 
Appalachian Power's compliance coal contracts with Dal-Tex, 
P1ttston and Carbon Fuels should be included in the market 
price calcu laL l o n. 

I 

I 

I 
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Florida Power is advocating the inclusion of three coal 
contracts that were stgned in 1978 in the PMJV market price 
calculation. we find that these contracts should be excluded 
from the price calculation because the contracts were signed 
during a period oC lime that reflected a wholly different 
market than the 1979 to 1981 market dunng which the PMJV 
contract was signed. This is consistent with our finding in 
Phase II of this docket that •the compliance coal marke 
changed from a sellers· market in 1979 with increas 1ng pttces 
to an unstable market with an uncertain price direction· 
(Order No . 21847, p. 7). Therefore, we find that the t hree 
contracts signed in 1978, Georgia Power/Westmoreland, Kentucky 
Utilities/South East Coal and Tennessee Valley 
Authority / Amherst , should be eliminated from the PMJV matket 
price calculation . 

Flo rida Power al so pro p0 ses to include the Geo rgta 
Power/Blue Diamond contract in the market plice calculaL1 o n . 
Occidental contends that this contract wa s originally s1gned 
in 197/ . However , FPC Witness Heller included the Blue 
Diamond con tract as pH o( his analysis of compliance coal 
contracts. His analysts indicated a c ontrac signing date o f 
Januaty 10 , 1979. Even i( the contract originally was signed 
in 1977 and subsequently renego tiated and executed in 1979. 
terms and conditions o f reneg o tiated contract s generally 
reflect changes in matke conditions as perceived by the buye r 
or seller. We find that this c ontract sho uld be included in 
the PMJV market price cal c ul a tion. 

The final contrac t which was included by Sta f f \vi t ncss 
Pyrdol a nd excluded by the other pa r ties i s the Balt1 mo re Gas 
and Elec ric JNO McCall contract. Hr. Pytdo l advoca t ed 
several essential factors that must be take n 1nto account whe n 
establishi ng the c omparabi llty of contract s . One o f t hese 
factors was location of source or more specifically B. O .N. 
District 8 . However , during cross examina t on, Mr. Pyrdo l 
stated t hat coal supplied by JNO McCall to Baltimore Gas Eo 
Electric comes from B.O.M . District 3. Because thts c o al 
originates from outside the targeted location source, we find 
it appropriate to eliminate the c o ntrac fr om the Pl-1JV marke 
price calculation. 

Attachment : r-1 i ndicates which c oa l c o ntracts sho uld be 
included wh en dete Lmining the market price of PMJV coal . 
Attachmen II-2 lis s he corr pa1abl~ contracts and the 1987 
weighted average ilmmblu prices appl1 c able t o those c o ntrac s . 
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Flortda Po wer asserts that a transportation adjustment 
s hould be included 1n the PMJV market price calculation. The 
u t ility contends that the adj us menl is neccssa ry to reflec 
the fact that the PMJV mi ncs are more favorab 1 y l ocated for 
de 1 i v e r y t o C r y s t a 1 R i v e r than mo s t o ( the o L he r co a 1 
producers whose F . O . B. mine prices are being used to calculate 
a mar ket price . Slatf Witness Pyrdol test ified that when 
determining a delivered price comparable to the PMJV deltvered 
price, "I t hen looked at the other coal m1nes I relted on to 
generate my market price and I est imated the additional 
transportation costs, if any, to deliver that coa l to Crystal 
Ri ver and tha would be fac to red into the marke pnce to 
br1ng me up to a delivere d price. 

Occidenta 1 and Public Counsel con tend Lha a 
transportation adjustment addec t.:o he mark·~ price 
ca l c ula t i o n is t n appropriate . Other wi nt s;:,es also tesliflud 

I 

that.: the maxkel pri c~ of PMJV could b~ established o n a 
delivered basis by includtng a competitt vely prtced 
t rans po r t, i on compon"nts. Whtl e there is evtdencc in the I 
record both supportinq and rejecting the transportation 
adJustment, no spec1Cic calculations to adjust an F .O.B. mine 
prt cc were proffered . FPC Wtlncss Heller did prov1de Exhib1t 
135 in Phase I I which t ook the F .O.B. mine prices o t 
c omparable coal contr acts and added to those prices t he cost 
ot transpo tt ation to deliver coal from each o f the mines to 
Crystal R1ver. As t1r. Hell er eslif1ed, he prima rily r eli ~d 
upon EFC' s transpor a ton rat.:es to compute the dPlivered cost 
of coal to Crystal Rtver . 

The evaluatton of whether o r no t o e x ecu te ~ coal 
contract should be based o n the cost of coal on a deltvered 
basis. We find that a market prtce be es ablished b)' Laking 
the F.O.B. mine prt ce of the c ompliance coal contrac s 
identifi e d o n Attachment II - 1 and add t nq the applicab le 
transportation rate o deliver the c oa l Lo Crysta l Ri ver . The 
market price for 1987 would then be eslab ltshed by laking a 
weiqhted average of the resulting delivered pr ice 
calculation s . This ca l culation is s ho wn on At achment II -2 . 

Having established the 1987 Pt'1JV coal base ma rket pri ce , 
the price must be escalated Lo he effective date o f April 1, 
1989 and peri od i ca lly therPaft ~ r. Witness Pyrdo l r "'Commended 
that the base market pt ice be adj u sted annually based o n the I 
change 1n the B u-wetghted average delivered pttce patd foe 
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1.0\ s ulfur, o r less , coal produced in Kentucky and West 
Virginia and sold t o electric utilities. Th1 s data ca n be 
found in he publication Cost and Quali tY o f Fuels for 
Electric Utilit Plants published by the u.s. Department of 
Energy . (Phase I, Tr. 331-332) Mr. Pyrdol ackno wledged that 
using prices of lower sulfur compliance coa l might ideally be 
preferred. (Phase I. Tr. 378-379) Mr. Py rdol ' s reconunendt:d 
adjustmen methodology was the only ad)us ment mechani sm 
specifically addressed during the hear1ngs . Recognizing the 
advantages to finding an adJustment mechani sm that is 
represent ative of the compliance coal market , the parties to 
this proceeding agree that us i ng complia nce coal delivenes 
from B. O.M. Di str1ct 8 to spec1fic generating plants 1s 
appropriate. Therefore, we find that the 1987 ba se ma rket 
price for PMJV coal shoul d be adjusted annually by the pe r cent 
c hange i n the Btu weighted average price of contract 
compliance coal deli v e red from B. O .M. Dislric 8 to the 
identified plants . as reported o n FERC Form 423. ~-.Je find, 
therefore, that the 1987 base delivered market price for Pt-1JV 
coal s hou ld be 242¢/nunbtu or $60 . SO/ton and t ha he .Apri 1 l, 
1989 del ive red price s ho•Jld be set at 2 14¢/nunbtu or $ '>3.50/ t on . 

We further approve the c os t allocation m thod for 
transportation and terminaling services r ecommended by W1 t ness 
Shea. This met hodology es abl ' shes a pri ce calculated by 
al l ocating between ut il ity and no n- utility ope rati o n s the 
affiliate ' s fixed cost, including a reasonable return, 
propo rti onately based on an appropriate measuremen t of 
service, such as tonnage o r number of in-se rvice barge days. 
Variable costs wo uld be allocated based on actual service 
provided. Al ernat1ves have been proposed for determ1n1nq 
recoverable costs incurred by affiliated transportation 
compan 'es ; specifically In er national Ma rine Tenmnals (Ir1T) 
and Dixie Fuel s Limited (DFL). In Oecembe t 1977 , EFC e x ecuted 
an affreightment con t ac t with DFL t o tran spo rt a minimum o C 
1.2 millio~ t o ns per year by ocea n -going barges . In October 
1985 , the contract was amended , in part , o i ncrea se the 
minimum tonnage to 2 .4 mill1on tons p('r year. In June 1977, 
EFC signed a term1nal ag r eement w1 h lMT to pr ovide coal 
handli ng and sto rage serv ices for a minimum tonnage of l. 22 
million tons, plus o r minus 10%, per y ea r. As a result o f a 
settlement agreement between EFC and IMT in lJ84, ol new 
mi nimum t onn age wa s set at 1.75 m1 llion tons per year. 

Occ ident a 1 · s Wi ness San som 
ma rket test l1mited o the costs of 

proposes establishing a 
arm's length trar:sacl ions 
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plus a 15\ after tax relurn applicable to the costs of the 
initial investment and for EFC ' s original contract tonnage 
commitments. To establish the relevant market for EFC ' s 
second commitment to l MT and Dixie, Dr. Sansom proposes using 
the competing rail rate from the mine to Crystal River. 

Generally, we agree that establishing a market ba~ed 
price is preferable for setti ng recoverable costs. When 
dealing with tra nsportation compa n ies , however, the 

I 

availability of comparative data is severely limited. This is 
the major drawback to Dr. Sansom ' s app r oach. Dr. Sansom 
mention s two terminals that he believes are capital-intensive 
projects similar to IMT that he suggests provide a benchmark 
for a market comparison . He a l so describes a conversation 
with the operator of a barge company who purpo rtedly would 
have provided barge services to EFC at a rate allowing 15\ 
after tax edr n ings. Other than these reference s , LheL e d oes 
not appear to be anything substantial in the reco rd hal wo uld 
provide a sound basis for establishing a comparable marke t for 
transpo rtation services . Dr. Sansom' s recommended use o f I 
competing rail rates from the mine o Crystal River applicable 
to EFC's second minimum tonnage commitments would result in 
our finding that EPC had been imprudent. 

At the conclusion of Phase II of this d ocket and as 
reflec ed in Order No. 21847, we determined that t he decisi o n 
to ship excess tonnage during 1984, 1985 and 1986 by water was 
imptudent and o rdered the as sociated dollars Lo be refunded . 
We also found that all Lour barges were needed in 1987 t o 
reliably deliver c o al lo Crystal River. Since any change i n a 
pricing me hodo l ogy will be effective April L 198'), the 
minimum tonnage commitment s to I MT and DF'L appear rea s o nable 
on a prospective basis. 

Although we believe that a market based price is the mos 
appropri ate "llternative , the difficulties in establishing a 
comparable market basis must be acknowledged . In lieu o f a 
market price , we find that a cost allocation methodo logy 
shou ld be employed . This methodology was proposed by Witnes s 
Shea. Public Counsel also has suggested hat an equi able 
allocation of costs method be adopted for the initial t o nnage 
commitments to DFL and IMT. Since we found in Phase II. Lhat 
the usage o f IMT was appropriate for the minimum c ommitmen t t o 
that facility, we find that the s ame pricing me hod o l og y 
should be u s ed f or all services pco vide d by IMT. I 
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Using the cost allocation method, the affiliated 
company ' s product or service would be priced us1ng a cost-p lus 
methodology, whereby costs would be allocated proportionately 
between utility and non-uttlity operations. F1xed costs 
associ a ted with utility and non-u t 1 11 ty opera 1ons wou 1 d be 
prorated based on an appropriate measurement of service , such 
as tonnage or number of in-serv1ce barge days. Fixed costs 
also would include a reasonable return fot the affiliate. 
Variable costs would be d1rectly allocated to utility and 
non-utility operations as incurred . In addition, as reflected 
in Orde r 20604, where third-party backhauls benefit the 
ut1lity by further spreading fixed costs, the pnce of such a 
backhaul for fuel cost recovery purposes shall be equal to the 
variable costs of the move plus any further contobution to 
fi xed costs . 

We recogn1ze that a decrease in non-utility business will 
l ower the tonnage base over which fixed costs are spread 
thereby increasing the per ton rate to FPC ratepayers. 
Likewise, a n increase in non-utility business will decrease 
the per ton rate . To ensure that the ratepayers o nly pay for 
the barge and terminal services necessary t o support FPC 
business, we find that the cost allocation methodology should 
be applied to costs applicable to the four DFL barg s and the 
IMT Phase I construction necessdry to meet he minimum 
contr ac t tonnages in effect on April 1, 1989. If FPC 
determines that additional barges or terminal fac1lities are 
necessary to support utility business, FPC will be required to 
seek our apptoval to apply t he cost allocation methodology to 
those expanded se rvices . 

The final question is what constitutes a reasonable rate 
o f return for t he transpo rtation service provider . It ha s 
been suggested that we review EFC ' s operations ro determine 
what level of equity i nvestmen and cost ra te is necessary to 
support t he utility business. The adoption of t l.is proposal 
wou ld require us to conduct a l1mi ted type of rate case that 
would include EFC , IMT and DFL. It is our belief that 
reviewing t he r easonableness and necessity of investments in a 
barge company and a transloading facility is ou side the 
expertise o f this body and would requtre the e xtensive use of 
consultants and/or possibly additional statfing. The 
magnitude of such an undertaking would further unn"cessarily 
delay resolu 10n of this issue. In addition, both o~'" hese 
transportation companies are p~rtneLships and we might be 
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required to review the proprietary business i nformation of 
third parties. 

Thus we find that we should i n itial ly establish the 
capital structu r e of the affiliate in a sep a rate hearing and 
that the ca pital structure remain fixed unt il we c hange it. 
The most appropriate return o n e qui t y for the affiliate s hould 
be a rate set equal to the mid po in t of t he utility's allowed 
rate of return range, whether set through a rate case , a 
stipulated agreement, o r by Commission o rder. Since this rate 
generally is reviewed o n a penodic basis, it should reflect 
c hanges i n eco nomic conditions affecti ng all i ndustr1es . 

I 

Regarding the r ecovera bl e costs of international coal 
purchases, the part ies to this proceeding agree that these 
should be the result of compelittve bid sollctla tons. 
Occ idental, FIPUG and Public Counsel advocate tha tht:! 
transportation component of the deltvered forotgn co.1l poce 
s hould also be competittvel y bid. Because of the uniqueness 
of the Crystal River channel , FPC has used on ly the barg~s of I 
Di x ie Fuels, an EFC affiliated company, to deliver coal from 
fo re ign sources. FPC has e xpressed doubt tha other 
transportation companies could provide the s hall ow draft 
barges necessary to navigate the Ctystal River c hannel . 
However, it seems reasonabl e to requir~ the utili y o 
investigate other possible water deltvery opttons when 
c o ntemplati ng purchases fr om foreig n coal suppliers. We find, 
therefore, that t he recoverable costs ot internallonal coal 
purchases should be the result oc a compe 1t1ve b1d 
so lie ita t ion or eva 1 ua t io1. Cor both the co a 1 and the 
transpor ation services. 

We fu rther find that he recoverable cost of spot coa 1 
purchases fr om affi lia ed companies should be the result ot .1 
competitive bid so licitation or evaluation. Thi s would ensure 
that t he price paid fOr the coa l is J market pri ce. The use 
of a competitive so lic1tation is c o nsistent w1th Comrri~sion 

approved gu1delines for utility fuel procuremen . We 
addressed spot fuel t r a nsactions i n Order No.l3220 stat1ng 
that all spot transact 10ns s hould be based upon sound 
management decisions w1th a goal of obtai ning a spo purchase 
price at, or below , he market pri ce at t he time ot putchase 
and s ho uld not exceed the no rmal conlrac price for s11nllar 
fuel or fuel related services unl ess requlCed for reli ab lltly 
purposes . We find that lhis guideline would be sa 1slied I 
through a competitive b1d evaluation. 
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Although all the parties agree on the appropriateness of 
a competitive bid evaluation, disagreement between the parties 
exists regarding the type of documentation the utility must 
main tain to substantiate the selection of the successful 
bidder. It has been o ur practice no to d1ctate to utilities 
how to conduct their business. The utilities always have the 
o bligation , knowing Commission regulatory practices and 
philosophies, to manage their own businesses appropriately. 
Thi s is evidenced in Commission Order 13220 whi ch sta les that 
we real ize that for many spot transac ions the utility must 
commit to the purchase at a date prior to delivery and that 
the exact purchase price and the market price al Lhe time of 
de livery may o r may not be known. In the event that spo 
trans actions d o occur at a price above that of the market 
price or in excess o f the normal conlrac price f o t simila r 
fuel o r fuel rela ed serv1ces, and i s nol requtred for 
re li ability purposes , it is the utill y · s respons1bility L u 
justify that the spot purchase wa s based upon sound ma nageme n t 
decisions at the time of commitmenl. Ne find Lhal the burden 
of justify i ng selec i o n of a particular s pot coa l s upp l ier 
rests o n the utility and t hal we should no t d1cta e the 
spec1fic selectio n documc>ntation that must be maintained by 
the ut1lity . 

We further find lhat tha recoverable cosls o t futuu.: 
contract coal purchases from affiliated companies s hould b"" 
the result of a competitive solicitation or evaluati o n. As is 
the case with spot coal purchases from affiliated cornp;wies , 
the parties to this proceeding arc in agreement that futut~ 
contract coa l purchases f .om affiliated compani es should 
result from a competitive bid solici at i o n process . The 
pa rt ies again disagree o n the degree o f detailed documentation 
that should be maintained by the utility to substantiate t he 
se l ec i o n of the successful bidder. Occidental proposes 
specific performance criteria t hat the utility must sat 1. sf y. 
We ado pted s tanda ros for new long Le rm fu~ contracts 1 n 1983 
which apply not onl y to regulate d utilities but to afti liates 
and subsidiaries of utilities or utili y holdi ng companies . as 
well. (Order No. 12645 ) We find hat we s hould nol di c tate 
what proces s or documentation the uti ltty should adop O L 

maint.dn. Thi s should be a uttlily management deci sion. We 
adopted fuel procurement gui de lines whtch specifically sa e 
that any tuel o r fuel related transaction which does not mee 
the s pecif ic crttertd se forth in Lhc guidelines s hdll be 
denied recover y th r oug h the fuel c lause by t he Comrn 1ss t on 
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unless the utility, 
demonstrate that the 
the ratepayer. 

\>~hich has the full burden of proof, can 
t ran sac t ion is i n the best interest of 

We further find that using the market price methodolog y, 
the delivered price of Powell l1ountain coal wa s reasonable 
during the period 1984-1987. This issue was deterred during 
our consideration of Staff's recommendation in Phase II a t he 
August 3 , 1989 specia 1 agenda. Order No. 21847, issued as a 
result of that agenda states that "while the marke standard 
recommended by Staff appears to be reasonable Cor application 
to this contract for this period, we believe it apptopriate to 
delay a final determina ion of the positive or negative 1mpact 
of t h is con t r act on fPC · s r a tepa y e r s u n t il a f t e r a f i n a 1 
market standard methodology has been established in Phase I of 
this proceeding." 

As noted above, we have selected a markeL pr1ce 
methodology and market adJustment mechanism to establish the 
recoverable cost o( coal purchased from Powell t1ountain. To 
dete rmine the reasonableness of the delivered price of Powell 
t-1ountain c o al for the period 1984-1987, the 1987 base ma tket 
price should be adjusted for the previous years using tre same 
adjustment mechanism that will be used on a prospecLtve 
basis. This analysis shows that the delivered price of Powell 
Mountain coal was reasonable dur ' ng ~ he period 1984-1987. 

We further find thal the establishment oC a markeL based 
guideline to assist us in determining the rea~onably and 
prudently incurred fuel costs to be recove red from the 
customers oC fPC under the f11el clause does not const1 ute an 
unconstitutional infringement upon the contractual or property 
rights of fPC or its affiliates. Pursuant Lo Chapter 366, 
Florida Statutes, FPC and all regulated utilities in this 
state , are l egall y en illed o rates whtch allow them o 
recover the ~asonable operating cos s and expenses necessary 
to the provision of that uttltty service and which 111ows hem 
an opportu!!if.Y to edrn a fatr and reasonable return on thetr 
equity capttal. Fuel expenses, although usually the largest 
expense for an electric utili y, arC' no different than any 
o ther expense. 

Whil e Chapter 366 , Florida s atutes, also gran s he 
Commission broad and l.Xclus tvc auLhonty to regulate public 
utilities including revtewtng and modt fying con racts en "'red 

I 

I 

I 
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1n to by those util1t1es, we f1nd that no party to hi s docket 
has asked that the Comnnssion either modity or cause FPL o 
abrogate its contracts. Rather, the development of a 
ma rket-based standard is merely intended to serve as a 
standard by which rea sonabl en<.>ss can be measured. The 
definition o f comparable or ma rket - based standards 
i ncorporales , among other factors , the concept of comparable 
coa l con tracts entered 1n to at approximatel y Lhe same time as 
we r e FPC's cont rac ts and having s1milar erms and volumes. 

In concept , t he mar ket-ba~ed gu1delinc would operate 1n a 
manne r similar to that whi ch occurs in a small water and sewer 
utility whi c h con tracts to pa y ils president a certain annual 
salary with fringe benefits. In determtning whc her the 
sa lary and fonge benefits are reasonable, we typ1ca lly 
e xamine the compensation paid to he presiden s o t her 
comparable water and sewer uti l.ities. Assum1ng that tiH• 
presidents have comparable duties and rcsponstblltti~s . we 
would be correct i n allowing in the u ilily ' s rates d 

president ' s sala ry compa rabl e to those of ltke st~~d 
u t i 1 i t i e s . No mod i f i c a t i ) n o r a b r o g a i on o L he p re s 1 den l · s 
emplo yment con ract is necessary, and the utility may cont1nue 
lo pay her the con tract sa lary if it wants o r is obliged to . 
However, only a r easonab l e salary and ben ftts •..Jould go into 
Lhe u tility' s rates lo be rec ver•~d from i s cuslomets . The 
market-based guideline would opera e in xactly he mannct 
desc r ibed in the water and sewe r example c1ted above . Usc or 
t hi s guideline would noL requtre hat FPC modi fy or alter any 
conlrac s they have wtth aft1lla es or non-a ft1l1 a cs . 
Th e r efore, there wtll be no tmpermtsstble infringement upo n 
t he con tractual righ s o r property rights of FPC o r its 
affiliates . 

I n considera ion of the Coreqo1ng, it is 

ORDERED that= the Commission establish a mcHket pCic:-e, 
determi ne Lhe amoun t of affilia ed ttansaclion costs that wtll 
be recovered f r om ratepa yers . IL is fu r her 

ORDERED tha Lhe Commission approves a de 1 i ve 1 cd rna eke 
price for Powell l-1ou n lain Joint Ven ure coa l of 2l .,Q' /mmbtu o r 
$ 53 . 50/ton effective April l. 1989. It ts turther 

ORDERED that Lhe cost a l loca ion methodology 
by Wi t ness Shea is her eby approved. This 

recommended 
methodology 
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establlshes a price calculated by allocating between ut1lity 
and non-utility operations the affiliate ' s fixed cos , 
including a reasonable return, proportionately based o n an 
appropriate measurement o( service, s uch as tonnage or numbe r 
of in-service barge days . var iable cos s would be allocated 
based o n actual service provided. It is futther 

ORDERED that the recoverable costs of 
purchases are to be the result of a 

international c oal 
competitive bid 
the co a 1 and solicitation or evaluatio r for both 

transportation . It is further 

ORDERED that the recoverabl e cost of s pot coa l purchases 
from affiliated companies are t o be the result of a 
competitive bid so licit1tion o r evaluation. It is tu rt het 

ORDERED that the recover able costs o f Cu u r e contract 
coal purchases from affiliated compan1es a re to be the result 
o f a competitive solicitation o r evaluation. It is further 

ORDERED that the delivered pd ce o f Powell Mount a in coal 
was reasonable duri ng the peri od 1984-1987 . I t is f ur ~ her 

ORDERED that the establ ishment of a market - based 
guideline to assist the Commiss1on in de ermini ng the 
reasonabl y and prudently incurred fue l costs to be recovered 
from the customers of FPC under the fuel clause does no 
constitute an unco nstitutional infr1ngemenl upon the 
contractual or prope r y rights o f FPC or 1ts arriliates . rt 
is CurthtH 

OPDERED that this docket be closed a Lter the timu has run 
in which t o file a petitio n f o r reco ns ide rat i o n o r no ice of 
appeal if s uch action is not ta ken. 

By ORDER 
Lhis lOth 

( S E A L ) 

5386L/SAr:bmi 

o (; the Fl o rida 
day of JANUARY 

Public Se rvi ce 
1990 

Commission , 

----

ST~VE TRIBBLE, Dfte~ 
Divist o n O L Records and Reporting 
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NOTICE OF FURTHER PROCEEDINGS OR JUDICIAL REVIEW 

The Florida Public Service Commission is required by Section 
120.59(4), Florida Statutes, to no tify parties of a ny 
administrative hearing or judicial review of Commission orders 
t hat is available under Sections 120 . 57 or 120.68 , Flotida 
Statutes , as well as the procedures a nd time limits that apply. 
This notice s ho uld not be construed to mean all requesls fo[ an 
administralive hearing or judic1al review wi 11 be granted o r 
result in the relief sought . 

Any party adversely affected by the Commission ' s final 
action in t hi s matter may request: 1) reconsider a ton of lhe 
decision by filing a motion for reco nsideration w1th he 
Director , Division of Records and Reporting within fifteen (15) 
day s of the issuance of this or~er in the form prescribed b y Rule 
25-22 . 060, Florida Adm1n1 s rali ve Code; O L 2 ) )Udictal rev1ew by 
the Florida Supreme Court in he case of an eleclric, gas o r 
telephone utility or lhe First District Court of AppC'al in the 
case of a water or sewer utility by fil ing a notice of appeal 
with the Director, Divtslon of Records and Reporting and filing a 
copy of the notice of appeal and t he filinq fee with the 
app ropriate court. Th1s fl1tng musl be completed wilhin thlCLy 
(30) days afte r Lhe issuan~e o f this o rder, pur sua n to Rule 
9 .110, Florida Rules of Appellate Procedure. The notice of 
appeal musl be in Lhe form specified in Rule 9 . 900 ( a), Florida 
Rules of Appellate Procedure. 
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C~li\NC£ C04l CONil~CTS PlOPOS£0 fC. FMJV K\ltET PtJCE 

Uti I lty S\.Wt lcr 

-
Contrect 

htcutlon 
01\c 

Appe t ech h n Po.~cr IIOV'IUI~er Oat·Tu Coat Corp OI·Jen·I!O 

l Appetech l en Po.Hr MOV'Itelncer Pltuton 15· Jut ·1!0 

IIOV'Itelncer Uestaorctand Coat 02·0c t ·1!0 

A~tach l en Power Ultchcr Creek Coat 21·llov·&O 

IIOV'It e lnccr Cerbon Coet s 01 ·Oct ·80 

6 leltlaore Cas l Electr ic l randon Shores [astern Assoclat~ Coat 

1 le 'tlmorc Cat l (t ectrlc lr&ndon Shores le~lng l lattl 

a l eltlnort Ces l ftcctrlt lr&ndon Shortt Ashland Coata, Tne . 

9 C l~l~t l Cat l £tee. Mensford Coat Co. OI·Jen·79 

10 Clncl~tl Gat l (tee. 

II Cincinnati Cet l El tc. 

12 Cont~rt Po.~tr 

ll Cl t v. [t ee. 111111. 

Ml•l fort 

111 ... 1 fort 

Cae¢cll 

l eh Shore 

Cepltol fuela 01·Jul·79 

Cllbcrt lrport Hardwoods OI·Jul·79 

A.l . Messcy OI·Apr·79 

Mepco 20·Apr•79 

I( laltlmorc Ces l El ec t ric l r&ndon Shorts JMO McCall 

IS Ccor9l1 Power Scherer II ut 0 laca-d 

16 Ceorol• Power Schtrer Ucst1110reland 

17 (entucky Uti lites Client South Eut Coal 

14 Tenncstce Velley Auth. Arilerst 

llot e: II • vlnt19lng roethod Ia us~. Occl<knul, P\bllc C~et and 
fi PUC agree wi th the ccntratt t us~ by Sttff Vl tncss Pyrdol 
or, et ttrnatlvcty, the contrecu lrdlcet~. 

Ol·Apr·78 

l0·JI.Il· 78 
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CONtRACT PRIC£5 fOR 197'9· 81 B.O.M. 8 COHPLIAHCE COALS DEliVERED tO CRYSTAL RIVER 

Del l v'ertd 
Price 

C0t1trac:t C0t1t rac:t (c:mts/O!btu) 
Line htc:ut 1001 lOI'IN!It ........... .. ... 
No. Utility Pl~t Supplier Dltt (000) 1987 

................. .. . .... ......... .... .... ....... ... ... ..... ......................... . . ........ . .... ................ . ................. 
A~ladli.n Power MOlllta lneer Oat·tell Coal corp OI·Jen·80 1,000 262 

2 Appa lachian Power MOllltalneer Pit Ut0t1 15· Jul·80 1,000 25l 

l A~tac:~ian Power MOlllta ineer ltett80rtlard C~l 02·0c:t·80 600 240 

4 ~lachlan Power MOlllta lneer Ul tc:her Creek Coal 2Hiov·80 lOO 227 

s App-alachian Power MOllltalneer Carbon 111111 OI·OC: t ·80 240 Zll 

6 Balti80re Cas & Elec:trlc: Brardon Shoru Eastern Associated Coal 11· Jun· 81 lSO 204 

7 Baltteore Cia & Electric: Brandon Shortt Relldlng & Batu 22·Jun· 81 )00 186 

8 laltieor e Cas & Elect ric: Brandon Shores Ashland Coals Ire 23·Jun·81 )00 208 

9 Ctrcinnau cas & Elec:. Mlaal fort Kar~~ford Coal Co 01·Jan· 7'9 420 247 

10 Cinc; lnnau cas & Elec:. "'•' fort Capitol fuel a 01 · Jul · 7'9 240 235 

ll Circ l nnat i Gas & Etec:. Mt•l Fort Gilbert l~rt Harc:t..oods 01·Jut·7'9 240 228 

12 CansUlltr s Power Cllqlbel I A. f. ltassey 01 · Apr·7'9 720 200 

13 Cleveland Elec:. lltua la e Shore Mapc:o 20· Apr·7'9 250 241 

14 Georgia P·owtr Sc~erer Blue Oll80nd 10· Jen·7'9 500 )50 
.... . .......... ................ 

TOTAL/VEIGHTEO AVERAGE 6,460 242 

fLORIDA PGIER CRYSTAl RIVER POUEll MWHTAIN 22·0C: t ·80 236 

Source: Ellhlblt 135 
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