
A', 

,. , 
., 

BY H.MD DILJyDX 

AUSLEY &, MCMULLEN 
ATTOI'INI: Y S ANO COUN5CL0RS AT L AW 

., , SO V TH C A t. ..,. OV H S T "I:I:T 

P 0 0 0 • :le i I Z I P .JIJO t l 

l ALLAHAIUU :: t. . r t.O IU O A .JI.l U I 

• •o• ~ •••·•"• , ... ,. ••0• 1 ••• 11eo 

April 25, 1997 

Ms. Blanca s. Bayo, Director 
Division ot Records and Reporting 
Florida Public Service Commission 
2540 Shumard Oak Boulevard 
Tallahassee, Florida 32 399- 0850 

Re: DetenDination of appropriate cost allocatio n and 
regulatory treatment of total revenue• Associated with 
wholesale sales to Florida Municipal Agency and City or 
Lokelond by Tompo Electric company; pocket No. t70171-EU 

Dear Ms. Bayo: 

Enclosed for filing in the above docket on behalf of Tampa 
Electric Company are t he original and fift0en (1 5 ) copies of ~he 

following: 

1. Direct Testimony of John B. Ramil; - ... .... .: { ... '" 

2. Dir ect Testimony and Exhibit of Karen A. Branick; and 
c '/ .:' ~ 'I 

3. Direct Testimony and Appendix of Douglas R. bohi. rl ·/ 1 '' 

Please acknowledge receipt and fil i ng of the a bove by stamp ing 
the duplicate copy of this letter and returning the s ame to this 
writer . 

Thank you for your aasistance in this matter . 

c;~a.duw;bjm 
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CQfiriQUI OJ IDUCI 
QUCIIf 10· 170171-IR 

I HEREBY CERTIFY that true and correct copiaa o! Taatimonisa 

of John B. Raail, Karan A. Branick and Oouqlaa R. Bohi on behalf of 

Tampa Electric Company have been !urniahed by hand delivery(*) or 

u. s. Mail thia 25th day of April, 1997 to the following: 

Ka. Lealie Pauqh• 
Stat! CounHl 
Diviaion of Leqal Service• 
Florida Public Service 

co-iaaion 
2540 Shuaard Oak Boulevard 
Tallahaaaaa, FL 32399-0850 

Kr • Gary Lawrence 
City of Lakeland 
501 Eaat Leaon Street 
Lakeland, FL 33101-!5079 

Vicki Gordo.n JCaufaan• 
McWhirter, Reevea, McGlothlin, 

Davidson, Riaf ' Bakaa, P.A. 
117 South Gadadan Street 
Tallahaaaee, FL 32301 

- 2-

Mr . Robert Willia .. 
PMPA 
7201 Lake lllinor Drive 
Orlando, FL 32809 

John Roqer Howe 
Office ot Public Counsel 
cto The Florida Legislature 
111 Weat Madiaon st., Rm. 812 
Tallahaaaee, FL 32399-1400 
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BI,OR! TBI PUBLIC IIIVICI C~IIIIO. 

JOD 8. llAIUL 

Please state your naae, address, occupation and employer. 

Hy name is John B. Ramil . Hy business address 702 North 

Franklin Street, Tampa, Florida 33602. I am eaployed by 

Tampa Electric Company in the poeition or Vice President­

Energy services ' Planning. 

Please provide a brier outline or your educational 

background and bus i ness experience. 

I was educat~d in the private s chools or Tampa, Florida . 

I gruduated trom the Universi ty o r South Flor ida i n June ot 

1978 with a Bachelor o r Science degr~e in Engineering. I 

am a registered protessiona l Engineer in the Stato o r 

Florida. 

I joined Tampa Electric Co•pany in March or 1976 as a 

cooperative education stud~nt and tull-ti .. 

employment with the Coapany in June ot 1978. I was 

responsible tor various engineering assignments prior to 

DC ' I" 
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bei ng promoted to Manaqar, Environaantal Planninq in 1982. 

From June 1984 until April 1994 when I was promoted to ay 

present poaition, I held the poaitiona of: Manager, 

Generation Planning; Manager, Fuel Planni09 and Operation.; 

Aaaiatant Director, Power Reaource Planning; and Director, 

Reaource Planning. currently I am Vice Preaident - Energy 

Services, responsible tor the company ' • cuatomer aorvice, 

energy services, bulk power and planning functions. 

Have you testified previously before the Florida Public 

Service Commission ("FPSC" or"the Commiaaion")? 

Yes . I have testified on behalf of Tampa Electric in a 

number of proceedings before this Commi~sion. I testi ~ied 

in Docket No. 870001-EI, havinq to do with Tampa Electric's 

ott- system sales, Big Bend unit 4 power sales contract 

modifications, and the appropriate fuel prices tor dispatch 

and interchange pricing. I submitted direct and rebuttal 

testimony in Docket No. 870408-£! in aupport or Ta111pa 

Electric's request tor approval of its proposed no n - fir. 

load methodology and annual targets. I also testified in 

support of doterl'linationa of need for the Hardee Power 

Stat i on, Docket No. 880309-EI and Taapa Electric 's Polk 

Unit one, Docket No. 910883-EI. In ~ddition, I testified 
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on the subject o! aa-available energy payments to 

c09eneratora and small power producers , Docket No. 880001 -

EI and in the Com.missions annual planning hearing, Docket 

No. 880004-EU . I test i fied on issues related to ayete• 

planning, tuel inventory planning, who lesale saleo, 

acquisitions and system construction i n the co•pany's last 

rate case, Docket No. 920324-EI. I testified in Docket No. 

930676-EI, regarding the proposed construction o f 69kV 

transmission facilities t o serve the Cities of Fort Meade 

and Wauchula . Most recently , I ~eatitied i n Docket No. 

960001-EI, on the wholesale fuel issue in the August Fuel 

Adjustment he aring . 

What is the purpose of your testimony? 

The p urpose ot my testimony is t o outline the Company's 

proposed r eta il regulatory treatment tor the wholesale 

sales a nd t o demonstrate that this proposal is consistent 

with well established economi c theory, past commission 

precedents and s o und public pol icy . 

Why is mak ing wholesale sales important to Tampa Elec tric 

Company? 

Making cost eftective wholesa l e sales whi c h provide 
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revenues greater than the incremental coat ot making auch 

sales is good tor the C011pany' • retail customers as well as 

its shareholders . Since ita 1985 rate cas., when tt:ia 

Commission gave the Coapany an incentive to keep retail 

prices down by increasing wholesale reve~ue, the Coapany 

worked hard to optimize those sales. The current and 

anticipated levels of such wholesale revenue has been one 

of severa.l signiticant variables that this Company has 

managed resulting in reduced prices to customers in spite 

of the pressure of increasing costs. Retail custoaers 

benefit through low prices and stockholders benefit in the 

increase in probability ot the Company earning its allowed 

rate of return . 

Mr. Ramil , please give a brief description of the Tampa 

Electr ic wholesale sale to the ~lorida Municipal Power 

Agencf . 

Tampa Electric will provide firm base load capacity to the 

Florida Municipal Power Agency (FMPA) !rom December 16 , 

1996 through March 1 5, 200 1 . The capacity to be supplied 

will begi·i with 35 megawatts through 1997, increasing to 

150 megawatts in 2000 . Ma . Branick will describe this 

wholesale sale to FMPA in detail. 
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Mr. Ramil, please give a brief description of the wholesale 

sale between Tampa Electric and the City ot Lakeland . 

Tampa Electric will provide 10 aegavatt.a ot peaking 

capacity to the City ot Lakeland (LaJteland) tro• Noveaber 

4, 1996 through Septelll.ber 30, 2006. Ma . Branick will 

describe this wholesale sale to Lakelaud in detail. 

How do the characteristics ot these sales ditter ~roa the 

characterist ics ot other wholesale sales aade troa Taapa 

Electric's system? 

The most signif i cant difference between the FMPA and 

Lakeland sales with the previous aalea reviewed by this 

Commission is the dynamic market environment in which these 

sales we't"e made. For example, in the 1980 ' s lind early 

1990's, when the firm base load Big Band Station sal•• were 

made, the market price tor base load capacity wac 

~.opproximately equal t o Ta mpa Elec tric 'a average system 

embedded cost. Thus, the non-fuel revenues received froa 

thane contracts were approximately equal to ~he cost 

allocated to the wholesale jurisdiction. Since that tiae, 

several things have occurred . The Florida wholesale aarket 

currently has some capacity and ample energy available at 

low pric es, a nd out-of-state power aarketera have bac oae 
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active players in the wholesale •arket. The coabination of 

these !ac tors has created a "buyers .arket• tor capacity and 

enerqy. Buyers are taced with aore wholeaale power options 

than ever before and are in a poaition to secure 

co111petitive prices that are lower than previous years. 

Tampa Electric was able to coapete successfully in the 

aarket to meet the needs of FMPA and Lakeland reliably and 

at a competitive price. The prices, while above the 

incremental costa, are below the Colllpany'a average elllbedded 

costs. 

The FMPA and Lakeland agreements also di!fer from the bulk 

ot Tampa Electric's previous wholesale aales because they 

contain a provision tor supplemental service and are made 

!rom a different mix of resources . The vast ma jority of our 

existing wholesale sales come fro• our units at Big Bend 

Station. The PHPA sale is the o nly wholesa le transaction 

by Tampa Electric that is served by individual units froa 

both Tampa Electric's Big Bend Station and its Gannon 

station. The Lakeland sale is a vhole~>al., transaction 

supplied from all ot Tampa Electric's generating resources . 

What makes Tampa Clectric ' a wholesale aales such as thoae 

to FMPA and Lakeland competitive with other sales in the 

wholesale market? 

6 
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Tampa Electric 's ayatam haa low incremental tuel coata tor 

most hours ot t.he day. over ninety percent ot Tampa 

Electric's generation comes !rom low-coat, coal-tired 

generation. Thus, coa 1 is on the margin a aignit icant 

portion ot the time enabling a &l'le priced !rom these types 

ot units to diapatoh well in the buying utility'• ayatem. 

Ms. Branick's testimony wi ll discus• Tampa Electric's 

incremental costs in more detail. 

How should the revE nues and ccsts associated with Tampa 

Electric's wholeaale sale to FMPA and Lakeland be treated 

tor retail regulatory purposes? 

Tampa Electric Company proposes the following regulatory 

treatment for these sales: 

These sales should not be separuted either in the 

traditi onal system average cost manner o~ in a manner 

which recogni zes market pricing a s it has been done 

before. 

Fuel Treatme nt : 

a. The Fue l and Purchase Pow•r Coat Recovery Clause (Fuel 

Clauses) should be credited with an amount equal to 

system inc reme ntal tu•l coats. 
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Specified Non-Fuel Revenues: 

3. The Environ11ental Coat Recovery Clauae (ECRC) should 

be credited with an amount equal to increaental costa 

4. 

5 . 

tor 501 allowance•. 

Revenues aaaociated with variable op~rating and 

maintenance coats should be credited above the line to 

the company '• operating revenues. 

Transmission revenues should be credited to the 

company 's operatinq revenuea above the line. 

Remaining Non-Fuel Revenues: 

6. The remaining aale proceeds ahould be divided 50/50 

between retail rate payers through the Fuel Clause and 

the company as an addition to operating revenues. 

Why do you propose the system incremontal fuel and 502 

allowance cost be credited to the c )auses? 

As Ms. Branick will discuss in more detail, by assessing a 

cost equal to the incremental t'uel and 802 allowaa ce costs 

and crediting these costs to the Fuel and Purchaaed Power 

Coat Recovery Clause and the Environ•ental Coat Recovery 

Clause, any impact o n making th••e aalea on the retail 

customer has been eliminated. This would not ~ the case 

it system average fuel cost, which inc ludes fixed fuel 

8 



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 0· 

12 

13 

14 

15 A. 

costs, were c redited to the tuel clause , providrd system 

average tuel cost and system incre.mental fuel cost we.re not 

equal for the time period over which the calculations were 

made. This would also not be the case it the fuel revenues 

from the sale were credite~ through the fuel clause. As 

explained by Ms . Branick, crediting to the retail fuel 

clause the system incremental fuel costa incurred t o serve 

the wholesale sales ensures that retai l fuel charges are no 

higher than they would been had the sale, not been made. 

Please explain your proposal f or the crediting of sale 

revenues to cover transmission and incremental variable 

operating and maintenance costs? 

The Federal Energy Regulatory Commission (FERC) Orders 888 

16 and 889 require a utility to c harge itself !or the use of 

17 i t s transmission system identically to the way it would 

18 charge any other user of its transmission system and to 

19 account for t his revenue stream separately. Trans"isaion 

20 revenues associated with wholesale sales were either 

21 separated (for separated sales), or revenue credited (tor 

22 wheeling r evenues from cogenerator use ot the transmission 

2 3 systeLJ) in Tampa Eleotr ic • B 1 ast rate c ase, Docket No . 

24 920324 -EI . Therefore, 1:0 operate in keeping with the 

25 direction of FERC Order 888 and 889 , Tamp~ Electric s hould 
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credit the transmission revenuea, above the line for 

regulatory purpoaea juat like it would do for transmission 

revenues from a cogenerator or otrler third-party. 

Tampa Electric proposes ~o record, above the line, variable 

operating and maintenance expenae revenues to cover the 

variable operating and maintenance costs associated with 

the sale. Since these costs arP. not currently being borne, 

through the cost r ecovery clauses, by the retail ratepayer, 

it would be i nappropriate to r~turn theae revenues t o t he 

ratepayer through a clause mechaniam. 

What are the ratepayer benefits associated with Tampa 

Electric' s proposal? 

Ratepayer benefits are as fo l lows: customers will recognize 

immediate benefits from their 50\ ahara of t .he proceeds by 

the proposed c reait through the clauses, and will also 

realize the benefits of the 50\ credited to operating 

revenues in two ways. Fir~t, these revenues wil! indeed 

enhance the potential for refunds during the term of Tampa 

Electric ' s current rate Stipulalion. Secondly, these sales 

will contrlbute to lowering the revenue requirement i n 

Tampa Electric's next rate proceeding, or in postponing 

c.ltogether a need for a rate case. In addit i on, the 

10 
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proposal on the treatment of our fuel costa enaur~s there 

will be no fuel impact to ratepayers as discussed above. 

What would the effect be of treating the•• sales in the 

same manner as Tampa Electric's Big Bend sales which are 

separated at system average embedded costs? 

The FHPA and Lakeland sales ar~ incremental or opportunity 

sales. Tampa Electric has no obligation to wholesah> 

customers t o make these kinds of sales and would only do so 

i n those cases where net benefits accrue to the general 

body ot ratepayers and the Company's shareholders are not 

harmed . As Dr. Bohi has explained , separating FKPA and 

Lakeland sales on an average cost basis, would create a 

tremendous disincentive to Tampa Electric to make these 

types of sales in the future and wou l d not ne consistent 

with sound economic theory. The resulting loss ot benefits 

to our genera 1 body of ratepayers undgr that treatment 

would be in no one 's best interest. 

Tho impact ot separating the rate base portion of these 

sal~• at system average embedded cost over the term of the 

sales, would lower retail non-fuel revenue requirements by 

$71.1 million , present value. The total non-fuel revenues 

!rom the sales are projected to be $ 14.8 million, present 

11 
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va lue. Thus, a $56. 3 million present value u t revenue 

r e quirements deficit would be le!t for the company. 

Imposing this revenu~t requirement de! ici t on the 

shareholders would be unfair under any circumstances, but 

would be especially unreasonable given the provisions ot 

the comprehensive stipulation under wh~ch Tampa Electric is 

currently operating puts extremely tight constraints on the 

company's earnings. The ratepayer would enjoy the 

artificially high benefits !rom these transactions through 

separat ion at h igher than the actual revenues !rom the 

sales while the shareholders would be left with no way to 

meet the revenue requirement d•! icit associated with 

meet~ng the market price . 

In the September 25, 1996 stipulation between Tampa 

Electric , Office of Public Counsel and FIPUG, reter.:tnce is 

m~de to the regula tory treatment of existing and future 

wholesale sales . What is the i mpact of this refer ence on 

the treatment ot the FHPA and Lakeland agreements? 

Upon the filing of the September 25, 1997 ntipu lation the 

Commission stat! pointed out that it believed that a sa le 

from t he Polk Power Station might warrant different 

treatment than the treatment attordod other sales in the 

s tipulation. Consequently, an a mendment to the stipulation 

12 
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was negotiated and approved by the Commission which 

provided that the Collllllisdon would review the treatment of 

any wholesale sale from the Polk Power Station. Like a 

potential sale from the Polk Power Station, tne FKPA and 

Lakeland sales are differQnt sales and therefore require 

revie~o for appropriate regu l atory treatment. The 

Commission recognized the potential tor a difference in 

regulatory treatment in sales of this type in Order No . 

PSC-97-0262-FOP-EI issued March 11, 1997 . Aa per that 

order, if a utili t y can demonstrate that there are net 

economic benet ita to retail ratepayers associated with 

sales like FMPA and Lakeland, then coste other t han syste.m 

average embedded costa could be credited to the retail 

clauses. 

Has the Commission acted in line with the px·emise set forth 

in Dr. Bohi's testimony and your proposa l in determining 

regulatory treatment or Tampa Electric's sales in the past? 

Yes. In the company's 1985 rate order, t .he Commission 

reduced the retail revenue requi re.ment by $37 million baaed 

on Tam~a Electric's existing aale or capacity and energy tc 

Florida Power " Light Company. In this proceeding , the 

Commission challenged the company to aalce up the deficit in 

revenue requ irements by aaking up to $37 million i n 

lJ 
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wholesale sales. The commission treated the wholesale sales 

by allowing the company to credit 100' ot the non-tuel 

revenue trom such sales above the lin e in the retail 

jurisdiction . Apparently aa a recognition or the wholesale 

market, in 1987, the co .. ission approved a proposal by the 

company to credit fuel revenues baaed o n the increaental 

fuel cost trom ott system sales to the retail custoaer tuel 

adjuatmen~ clause. In the company's 1992 rate case, the 

Co111111ission separated certain ot the co111pany '• wholesale 

sales at system averaqe coat , certain other & at unit 

embedded coat, while still other aalea were not separated 

trom the retail jurisdiction. For those sales that were not 

separated from the retail jurisdiction. in some caaea, 

revenues were shared 80/20 and in other c ases revenues were 

tlowed 100' to retail customers. There are good, sound 

policy reasons tor this. Tampa Electric is not similarly 

situated compared with othec utilities in the state. Ita 

qenerat ion system, ita retail customer mix, its s orvice 

terr i tory geographies, its cost structure , its regulatory 

situation, the types of sales it is c apable or making 

within FERC guidelines are now ar~ have been in the paet, 

very ditferent than other ut i lities. 

Tampa Electric urges the co-iaaion to continue ita policy 

of reviewing regulatory treataent of whol~aale sales on a 
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case-by-case basis. Ditterent sales have different costs 

and benefits . We all s hould take the time and effort in 

this proc eeding to look a t these unique and extremely 

beneticial sales i n detail and make every effort to do the 

right thing both tor the retail cust~mera and the company . 

Baaed on Commission precedent, how should the ColllJDiss ion 

regard your proposal tor the FMPA and Lakeland Agreements? 

To the extent the Commission has assessed wholesale sa l es 

on a case-by-case basis with a view towards encouraging 

those sales which are c onsistent with both ratepayer 

benetits and market realities, I would s ubmit that our 

proposal tor the FMPA and Lakeland s ales i s entirely 

consistent 1d th past Commission precedent and should be 

adopted in these proceedings. 

Wil l the Commission's treatment of the Lakeland and FKPA 

and wholesale sales have an impact on Tampa Electric ' s 

refund obligation approved by the Commissio n in Docket No. 

960409-EI? 

No, the obl igat i on is not affected in any way, however, 

under cer tain c ircumstances, the amount of any potential 

1999 r efund could be inc reased by t ho existence o ! the 

15 
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sales and Tampa Electric 's propoaal on the ~reatment tor 

the sales . Tampa El e ctric has guaranteed a total of $50 

~il lion i n refunds under the moat rec e n t a t ipulation 

approved by the Commias ion in Docket No . 960409-EI . Only 

it the 60/ 40 aharing pro'!iaion above 11 . 75\ return on 

equ i ty ot the st i pulation yields more than $25 millio n i n 

1998 , will t he re be an add i tional retund in 1999 . In the 

unlikely event that a 1999 refund oc cura, the exiatenc e ot 

aales combined with the Tampa Electric'• propoaal to credit 

certain revenues !rom the FHPA and Lakeland aalea above the 

line tor regu latory pu rposes would serve t o i ncreaae the 

1999 refund . 

Does this c onc lude your testimony? 

Yes , it doe s. 
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