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I 
~ocket No. 970171 -EU 

I 
I BEFORE THE FLORIDA PUBLIC SERVICE COMMISSION 

Olfll!CT TESTIMONY 

I OF 

I JEFFRY POLLOCK 

1 Q PLEASE STATE YOUR NAME AND BUSINESS ADDRESS. 

I 2 A My name Is Jeffry Pollock. My business address is 1215 Fem Ridge Parkway. 

I 3 Suite 208; St. Louis. Missouri 83141-2000. 

4 Q WHAT IS YOUR OCCUPATION AND BY WHOM ARE YOU EMPLOYED? 

I 5 A I am an energy and regulatory consultant and a principal In the firm of Brubak.er 

I 6 & Aaaociata. Inc. (BAI). 

7 Q PLEASE STATE YOUR EDUCATIONAL BACKGROUND AND EXPERIENCE. 

I 8 A I have a Bachelor of Science Degree in Electrical Engineering and a Masters in 

I 
9 Bu~ineaa Administration from Washington University. Since graduation in 1975. 

10 I have been engaged In a variety of consulting assignments including energy and 

I 11 regulatory matters in both the United States and several Canadian provinces. 

I 
12 More details are provided In Appendix A to thla testimony. 

13 Q ON WHOSE BEHALF ARE YOU PRESENTING TESTIMONY iN THIS 

I 14 PROCEEDING? 

15 A 1 am appearing on behalf of the Florida Industrial Power Uaen. Group (FIPUG) 

I 16 FIPUG members are customers of Tampa Electric Company (TECo). They 

I 17 purchaae subatantlal quantities of eledr1c power and energy under various firm 

18 and lnte.nuptlble tarif'fa. 

I 19 Q WHAT 18 THE PURPOSE OF YOUR TESTIMONY? 

I 
I BlUSAJCEA A AaoCIATD, IHc. 
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A I shall anen TECo'a proposed retail regulatory treatment of its new wholesale 

sales to the Florida Municipal Power Agency (FMPA) and the City of Lakeland 

(Lakeland). I have also conducted a limited review of TECo's cosVbenefrt 

analyaia, even though I flnnly believe that such an analysis is Irrelevant m 

detennining the appropriate regulatory treatment of the new wholesale sales. 

Q HAVE YOU PREPARED ANY EXHIBITS IN CONNECTION WITH YOUR 

TESTIMONY IN THIS PROCEEDING? 

A Yea. I am sponsoring one exhibit consisting of two oocumenta, a copy of which 

ia appended to thla testimony. These exhibits were prepared either by me or 

under my supervision and direction. 

Summarv end RtcOmmtndetlont 

Q SHOULD TECO'S PROPOSED RETAIL REGULATORY TREATMENT OF THE 

NEW WHOLESALE SALES B.E ADOPTED? 

A No. TECo haa not provided any aaauranoes that retail oustomers w111 realiZe 

benefits that outweigh the costa aaaoclated with the new wholesale sales. Under 

ita proposed regulatory treatment. TECo would retain 78% of the net benefrts. 

while retaU cuatomerw would retain only 22%. These minimal benefits could eaaily 

be offset by higher fuel costa because the dedication of coal-fired capacity to the 

wholesale market will make It unavailable to retail customers for an extended 

period. In other wont., TECo may have to rely on more expensive resource• to 

meet retail custornel"'' needs. 

However, even aNuming that the projected benefits to retail c-.ustomera 

were to outweigh the costa. the baae portions of the transactiOns should be 
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treated 11 separated aales for both the adjustment d ause calculation.> and 

ulltl fnga monftorlnQ reporta. Aa diiCUIMd In more detail later. 

• 

• 

Retail customers are paying 100% of the embedded costs of the 
system resources (generation and tranamiaaion) bemg used to 
support the FMPA and Lakeland sales. Falmeaa demands that 
they also receive the benefitl derived from the further use of these 
resources. 

Separation will prevent oost shifting. enaure that competitive 
wholesale ulea are not being aubsidlzed by regulated retail sales 
and aeate a more '-vel competitive playing field. A regulated 
utility ahouid not be permitted to gain a competitive advantage over 
other wholesale entitles which do not have the luxury of using thear 
"captive" customers to sut.ldlze dlacounted wholesale rates wh1le 
providing adequate returns to their lhareholdera. 

Finally, as the electric industry becomea lncreaalngly more competitive 

(both at the wholesale and at the reta.U level), thla Commiasion should prevent 

attempts by regulated eledric utilities to uae their market power to thwart 

competition. This can be achieved only by requiring utility investors to bear the 

revenue ahortfaU between fully allocated embedded coats and the revenues 

dertved from competitive salea. 

Tbt Nltum of tbt Ntw Wboltltlt Slln 

Q IS THERE ANY DISPUTE THAT THE FliP A AND LAKELAND TRANSACTIONS 

QUAUFY AS "SEPARATED SALES" AS THE TERII HAS BEEN PREVIOUSLY 

DEFINED BY THIS COIIIIISS'I0,_7 

A No. Both of the new wholesale aalea are long-term (with a duration greater than 

ont year); and aeoon:llng to the Interchange Contr.cta between TECo and FMPA 

and TECo and Lakeland, TECo Ia committing ayatem resources to supoort these 

customera' bale capacity and energy requlntmenta. For example. under the 

FMPA agreement 

I«UMJtU A AIIOCV.TU, IHc. .. 
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Exhibit A of the FMPA agreement identlftet the four generating units 111 mclud1ng 

Big Bend Unit Nos. 2 and 3 and Gannon Units 5 and 6 

Supplemental capacity and 1uodl*i energy will be provided to FMPA 

end Lake!and on an a .... vallable ballt. Thla portion of the new wholesale sales 

can be c:ategortz.d ea non-.eparated Min. 

TECo 11 ualng it. trenamilalon system to deliver the contracted power and 

energy requirementl under both the FMPA and Lakeland agreements. TECo 11 

charging FMPA end Lakeland for the trantmlulon and ancillary Hf\ :--ea but not 

ahlling the revenue wtth retail ratepayera. 

Q WHAT IS THI! COIIIIIU ION'8 POUCY REGARDING SEPARATED 

WHOLI!SALE I AL1!8? 

A The Commiaion't policy wet artla.lllted In Docket No. 670001-EI. Order No 

PSc-97-0261-FOF-EI, luued on March 11, 1997. The Commlaalon found that. 

. .. 11 a generic policy, there ahall oe unifonn coat 
allocation bMwMn the wholeule end retail mar1<eta for all 
prospecttve aeparable Nlet. Thus. we shall Impute 
I"'YenUet In the fuel adjustment dauM In the event the 
actual fuel NVenuet 1 utility receive~ from a Mparable ule 
are lea than everage ayatem fuel co1t1. A utillty'1 
lharehotderl will, In ett.ct. be required to pay for any 
lhoftfal aeeoc:ilacl wtth fuel rewnuea If the actual fuel 
NVenuet the utility collecta ere lea than the average 
aystem fuel costa we Impute. Imputation of fuel revenues 
will protect the retail ratepayer from automatic lncreaaea In 
fuel COlt~. 
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Q WILL THE COMMISSION ALSO CONSIDER ALTERNATIVE REGULATORY 

TREATMENTS OF NEW WHOLESALE SALES ON.". CASE-BY .CASE BASIS? 

A Yet. In the aforementioned order, the Comml11lon indicated that. as an 

exception to the general rule. it would allow a utllity to demonstrate •. . on a 

caae-by-c:aae batla, that each new tale does. ln..!lg. provide overall benefrts to 

the retallratepayera. rul. at 4, emphaalt supplied). However, it Ia clear that the 

utility hit the burden to prove thr. the actual benefits of new wholesale sales 

would clearty outweigh the cotta from the retail customers' perspective. 

CoiUBtntfttAna~a 

Q HAS TECO SUBlimED A COST/BENEFIT ANALYSIS IN THIS PROCEEDING? 

A YH. Thla analyala purportedly shows that retail cuatomera would benefit from the 

new wholesale aalea. Therefore. TECo Ia requeatlng a varianc:e from this 

Commiulon'a general practice of treltlng new long-term firm wholesale sales aa 

aepareted for adjustment clause and regulatory monitoring purposes. 

Q HAS TECO CONCLUSIVELY DEMONSTRATED THAT THE BENEFITS TO ITS 

RETAIL CUSTOMERS FROM THESE NEW WHOLESALE SALES WILL MORE 

THAN OUlWIIGH THE ASSOCIATED COSTS? 

A No. Firat, baaed on TECo"a own projectlona, retell customers would rece1ve only 

22% of~ net benefltt derived from the new wholeulfo aalea or about $2 .2 

million net preMnt value (NPV) over the duration of the agreements. This would 

tr'lnUte Into 1 benefit of only $0.00014 per kWh aold to retail customers. The 



I . 

I 
I 1 

2 

I 3 

I 
4 

5 

I 6 

I 
7 

8 

I 9 

10 

I 11 

I 12 

13 

I 14 

I 
15 

16 

I 17 

I 
18 

19 

I 20 

21 

I 22 

I 23 

24 

I 
I 

Page I 
Jeffry Pollock 

c;uttomtt'l' lhere of the projtcttd btntntt Ia email compared to tht 7a% lhtt 

TECo's shareholders would retain. This sharing mechanism is virtually the 

oppoalte of the Commlaalon'a longstanding 20180 sharing of margins from broker 

ulea between the utility and Ita retail cuatomera, reapectlvei)' . 

Second. and perhaps more Importantly. whether any benefits will 

rNteriallze at all will depend critically on the level of Incremental fuel coat 

aaaociated with the new wholesale aalet. At the Commlaalon ia well aware. Jny 

forecast that dependa on projections of fuel cotta Ia speculative at beat. It would 

not be good public policy to approve a proposed retail regulatory treatment for 

wholeule ulet that reliea ao heavily on projected fuel co&ts that are subject to 

extreme ftuc:tuation. 

Q HOW 010 YOU DETERMINE THAT RETAil CUSTOMERS WOULD RECEIVE 

ONLY 22% OF THE NET BENEFITS FROM THE NEW WHOLESALE SALES? 

A The analyala Ia provided in Exhibit_ (JP-1). Document No. 1 All of the 

lnfonnation JRMnted In this e.xhibit wat derived from TIE Co Exhibit __ (KAB-1 ). 

Document Not. 4, 5, 8 and 7. The amot~ntl 1hown In Document No. 1 are stated 

on a net JRMnt value (NPV) ba~. 

TM ~tatting point for TECo'a cost/benefit analyaia Is the auumption that 

the new wholesale 1ale1 will genere= $81 .4 million (NPV) of Incremental 

rewnues. TECo then propoMt to detennlne t~ Incremental coat of fuel, the coat 

of additional 802 allowance• con1umed. and the variable O&M expense 

ataoellted with theM tales. These Incremental co1t1 total abo.Jt $70.5 mllliun 

(NPV). Fu.l would comprise $65.9 minion (NPV}, or 93%. o' the incremental 

cotta of the new wholesale ules. In eddltlon. because TECo is projectino to add 

laua.u~U A IUIOaATD, lite. _ _j 
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pe~klng capacity during the durallon of the Lakeland agreement. TECo haa 

estimated the incremental coat of these capacity additions to be $0.8 million 

(NPV). 

The total incremental coat of the new wholesale sales ia projected by 

TECo to be $71 .3 million (NPV). Thua, TECo would derive $'1 0 .1 million (NPV) 

of net bentfita. Stated differently, the new wholesale aalea would provide a 

contribution to fixed coats of $10.1 miii:Vn (NPV), according to TECo'a projections 

WHAT PORTION OF THE $10.1 MIWON OF NET BENEFITS IS TECO 

PROPOSING TO RETAIN FOR ITS SHAREHOLDERS? 

TECo Ia proposing to retain 100% of the ttanamla~n revenue ($5. 7 million NPV) 

and 50% of the net non-fuel revenue ($2.2 million NPV). Thus. TECo would 

retain $7.9 miOion, or 78% of the $10.1 mUIIon of net benefb derived from the 

new wholesale sales. This Inequity Ia exacerbated by the fact that prior <o the 

wholesale transaction, TECo'a holding company, TECo Energy, will derive a profrt 

from the transaction from Ita coal company, ita coaltran&pertation company and 

ita non-regulat8d generating company. None of these proflta will be shared with 

,.tau customers. 

HOW WOULD RETAIL CUSTOMERS BE AFFECTED IF TECO'S PROJECTIONS 

OF INCREMENTAL REVENUES AND ASSOCIATED INCREMENTAL FUEL 

COlTS WERE TOO OPTIIIISTIC? 

The benefitl to retail customers coold very well disappear if TECo's 10-year 

forecast projection of profitability either overstates the Incrementa' revenuea or 

underatatet the corresponding lncramental fuel coats auocJattod with the new 

wholnale sales. As can be seen In Document No. 1, retail customers would 

Baua.ucu A AS10C1A Tl!l, INC. 
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receive $2.2 mllllon (NPV) in net benefits baaed on TECo's projectJons. These 

benefits are only 2.7°~ of the projected Incremental revenues and only 3.3% of the 

projected incremental fuel costs. In other words. if either the projected 

incremental revenues are overstated by 2.7% and/or the incremental fuel costa 

are undemated by 3.3%, the net benefits to retail customers would disappear 

Q HAVE YOU HAD AN OPPORTUNITY TO EXAMINE EITHER THE 

REASONABLENESS OR THE SENSITIVITY OF TECO'S PROJECnONS OF 

INCREMENTAL REVENUES AND FUEL COSTS ASSOCIATED WITH THE NEW 

WHOLESALE SALES? 

A No. I am awaiting receipt of discovery responses to determine the 

reaonablenesa and sensitivity of the projected annual costa and benefits. how 

theM aaln are being modeled and which resources would operate on the margin. 

Q WOULD A MORE IN-DEPTH ANALYSIS CHANGE YOUR 

RECOMMENDAnONSIN THIS PROCEEDING? 

A No. First, TECo has the burden of proof to demonstrate that retail customers will 

gain a real benefit from the new wholeaale sales. It has tailed to do so. TECo 

should have provided the Commission with a sensitivity analysis to determine the 

likelihood that beneftta will materialize In each year that the new wholesale 

agreements are in effect. 

Second, even If the sensitivity lt\Jdiea were to d~monstrate that reta il 

CUitomel'l are likely to benefit. TECo hal not provided any guarantee that retail 

cuatornel'l will aave money. Given the speculative nature of any long-term 

forecut, the Commlaalon should not anume. abat:nt a guarantee from the utility. 
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I 1 that retail cuatomers will ever aee lower ratea during the duration of the new 

2 wholesale agreements. 

I 3 In aummary, the Commlu lon'a policy on the regulatory treatment of 

I 
4 separated wholesale salea ahould not be abandoned based on the results of a 

5 highly apeculltlve coat-benefit analyaia like the one aubmitted by TECo in this 

I 6 proceeding. 

I 
7 Rtaulttorv Il'lltmtnt 

8 Q TECO HAl CHARACTERIZED ITS PROPOSED REGULATORY TREATMENT 

I 9 AS A 10110 SHARING OF THE REMAINING SALES PROCEEDS BETWEEN 

10 TECO AND RETAIL CUSTOMERS, YET YOU HAVE CHARACTERIZED TECO'S 

I 11 PROPOSAL AS A 78122 SHARING. HOW DO YOU RECONCILE THE TWO 

I 12 POSmONS? 

13 A TECo Ia auumlng that It Ia enoo.d to retain all of the revenue• aaaociated with 

I 14 the coat of providing trlnamlsalon and andllary aervlcea to FMPA and Lakeland. 

I 15 In other worda, TECo haa characterized these tranamlaalon revenues aa a coat 

16 which It Ia proposing to charge ltaetf In acx:ordance with its FERC Open Access 

I 17 Tlltff. 

I 
18 Q IS IT APPROPRIATE TO CHARACTERIZE THE TRANSMISSION PORTION OF 

19 THE REVENUES DERIVED UNDER THE NEW WHOLESALE AGREEMENTS AS 

I 20 A COlT INCURRED BY TECO? 

I 
21 A No. To my knowledge, TECo It not Incurring any additional generation or 

22 transmlsalon Investment to provide Mrvlce to FMPA and Lakela:'ld. lrn other 

I 23 words, the new wholeaale aalet repreaent an Incremental uae of TECo'a 

24 

I 
transmialion ayttem (and genet11tion rHOurces in the case of ancillary services). 

I hUSAUA a AMOCIATII, bee. J 
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The revenue. deri'ied from thislnctemental use of the transmission systerm. thus. 

can be used to defray fixed costa. Finally, because the FMPA and Lakeland 

agreement. were conaummated subtequent to TECo'a last base rate case. none 

of the tranamlaaion-ntlated and ancillary costa now being caused by t1 1ese 

customers have been allocated either directly to these customers or to TECo. 

For d of the above reatona, it would not be appropriate to charac\~riZe 

the tranamlulon charges as additional costa Incurred by TECo when thvse 

Incremental revenues are dearty available to defray TECo'a exiating t.ranamiaaion 

and ancillary Mrvioe coaa. Conaequentfy, the transmission revenues should be 

treated aa net benefits derived from the new wholeaale aalas. 

WAS THE ENVIRONMENT IN WHICH TECO NEGOTIATED THE NEW 

WHOLESALE SALES DIFFERENT FROM ITS NEGOTIATIONS WITH OTHER 

WHOLESALE CUSTOMERS? 

No. The whore.w. mar1cet haa been competltlve for tome time now. A good 

example of the competltlon TECo hal faced occurred In 1991 . when TEC"..o 

participated In a competltlve aollcitatlon proceaa for the opportunity to serve the 

cities of Fort Meade and Wauctlula. TECo was ultimately successful in capturing 

these aaJn from Florida Power Corporation, and It has been Increasing ita maritet 

share ever Iince. 

II T!CO'I PROPOSAL TO SHARE THE BENEFrrS DERIVED FROM THE NEW 

WHOL£SALE SALES APPROPRIATE? 

No. The ahartng of the benef'lta aasoc!ated with long-term firm (i.o .. separated) 

wholeule Mlea Ia Inappropriate becauM ~all customers are supporting ~ 

of the cost of ayatem capacity resouroes (both generation and tranami.sslon) •n 

_ _ _j 
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their base rates and through the various adjustment clauses. The capacity coats 

associated with TECo'a purchase• from the Hardee Power Partne~ . which is 

ownad by a TECo affiliate. TECo Power Services (TPS). are being fully recovered 

from retail cuatomera in the Capacity Cost Recovery Factor. 

Thua, r.taU customera ar. entitled to receive all of the benerrts associated 

with the long-term use of the facilities for which they, and they alone. are paying. 

TNt meant tNt any beneftta denv.d from the11e ules should be used to reduce 

retlill r.tea To do otherwise would be tantamount to forcing retail cuatome~ to 

subaidlze TECo'a ventur.s in the more competitive wholesale mai'Xet. 

IS THERE ANY ISSUE THAT THE NEW WHOLESALE SALES ARE BEING 

PRICED BELOW TECO'S AVERAGE EMBEDDED COST? 

No. According to TECo'a witneaa, Mr. John B. Ramil. tihe fully allocated 

embedded coat to serve the new wholeaale ulea will exceed the Incremental non-

fuel revenues deftved from theM aalea (Testimony at page 11. beginning at Line 

21). Thua. the wholesale sales are being prn:.d below TECo'a embedded coat. 

WHAT ARE THE IMPUCAnONS OF ALLOWING A REGULATED 

ELECTRIC unUTY TO SEL.ECnYELY OFFER BELOW-COST DISCOUNTED 

RATES TO SOliE CUSTOMERS WITHOUT PROVIDING ASSURANCES THAT 

ITS CAPTIVE CUSTOMERS WILL DERIVE BENEFITS? 

TECo'a pi'OpOHd r.gulltory treetment would shift coat responsibility from 

competitive to regulated ope111tiona. That Ia, retlill cuatomers may experi_,nce 

ad~ rete lmp~~c:ta aa a reault of the new wholesalo aalea. Such coat shifting 

wlllltlfle competition because the utility, by virtue of forcing captive cuatome~ to 

underwrtl.e Ita ventures In competitive wholellle marileta. wl!l gain an unwarTanted 
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competitive advlntlge over other m1r1ttt partlelplnta who do not have the luxury 

of ualn~ their Clptive cuatomera to offer aubaidlzed rates. Such an outcome. 1n 

my opinion. would be contrary to good public policy and to the goal of increasmg 

competition in thee~ utility lndultry. 

Until retiH cuatomer1 can chooM their generation aupplier. regulation must 

remain a aurrogate for competition. Thua, retail cuatomel"'l should pay only their 

fully allocated embedded coat of Mrvlot 1nd no more. 

Q WOULD TREAnNG THE NEW WHOLESALe SALES AS SEPARATED SALES 

MINIMIZE SUCH COST SHIFTING BETWEEN COMPETITIVE AND REGULA TED 

OPeRATIONS? 

A v... it would. However, in TECo'a caM, It would not completely solve the 

the retell fuel and purchased power coeb, the cost of purchased power from the 

Hardee Power Pattnel'l and the fuel cost auociateo with Schedule D wholesale 

...... 
Aa can be seen. the retail fuel adjustment charge• (Column 1) are 

c:onailtentty higher than the fuel costa dertYed frol"' Schedule D aalea (Column 3). 

Thla result may be primarily attritxrted to the fact that TECo ia dedicating above­

contrKt and apot mar1tat coal purcha'" prtmarily to ita wholeule operations. It 

It alao attributable, in part, to the fKt that TECo Ia purchaoing expenalve 

eleetrk:lty from Ita aftUiete, TPS. and ehalglng the full coat of these purchases to 

1t1 caJtjve retell customers. The energy portion of these purchases Ia shown In 

Column 2 of Document No. 2. 

BaULUU It A&IOC&A TD, IHC. 
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I 1 In other words, TECo is purchasing capaCity and energy from rts affiliate 

2 whlll, 1t tht ume time, It 11 H lllng aystem capecity and lower coat energy 

I 3 raaourcea to tt. affiliate and to other wholesale ma!i(et partlc1pant.a. Th•a pract•ce 

I 
4 might be characterized as a further attempt to ahift coat.a betweon competitive and 

5 ~ulated operations. 

I 6 Q IN A COMPETITIVE MARKET, COULD A SUPPLIER CHARGE DIFFERENT 

7 P~E8FORTHESAMECOMMOonY? 

I 8 A No. Acconflng to the testimony of TECo witneu, Dr. Douglas R. Bohi. in a 

I 9 compeOOve maOOtt, • ... it Ia not possible to charge different prices for the same 

10 commodity because of arbitrage.· (Tettifr.ony at Page 11. Unea 12-14) On this 

I 11 point, I agrM with Dr. Bohl. 

I 12 Q ARE YOU CONTEinNO THE PRUDENCE OF TECO'S PURCHASED POWER 

13 AND SAL£8 AGREEMENTS? 

I 14 A No. I am not suggesting that there Ia any Impropriety In either TECo'a purchased 

I 
15 power or wholesale service agreements per ae. What I am suggesting Ia that the 

16 Commlulon has an Important role to play, 11 a surrogate t:or competition. to 

I 17 ensure that the dramatically different prices TECo Ia charging for retail and 

18 wholesale gener1t1on eervlcea It In the belt Interest of retail customers. 

I 19 Q DR. IIOHI ASII!RTS THAT IF THE INCREMENTAL COST OF WHOLESALE 

I 20 SALES ARE COVI!R£08Y INCREMENTAL REVENUES, RET AIL CUSTOMERS 

21 WILL NOT BE SUBIIoaJNO WHOLESALE SALES. HOW DO YOU RESPOND 

I 22 TO HIS A.SIERTION? 

I 23 A Or. Bohl't 11Mrtlon Is baled on a .. erTOneout aaaumptlon that .a utility having low 

24 fnc:remental operating costa Ia mora etftdent than a competing aupplier that may 

I 
I ll111WtU A A.oa.\ta, IMC. 
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!have higher operating costs but lower total cos:s. This is reminiscent of the 

d octor who tells a patient that ·you are in great shape for the shape you are rn· 

when In fact the patient may be terminally Ill. 

Q 18 IT APPROPRIATE TO MEASURE EFFICIENCY SOLELY BASED ON 

INCREMENTAL COST? 

A No. A firm may have low incremental costa simply because It has invested caprtal 

to offset variable production costa In anticipation of operating at a sufficiently high 

load factor to eam an adequate retum. This Ia not a measure of efficiency. It is 

th• reault of a strategic decision to employ operating leverage . 

Elec:tric utilities have chosen to lnvHt (or over-invest as some analysts 

now contend) in capital because, in a regulated environment, all additions to rate 

base would produce a higher retum for the utility's atoct<holdere. Traditional coat 

of serAce regulation l"eWarded Investment because revenuG req uirementa are the 

sum of retum on Investment (I.e., profits) and operating t~xpenses (i.e .. revenues 

• J)n)fltl + expenses). It It wrong to characterize a firm that was incentivized to 

lnvHt u neceuarlty being more efficient than another firm that chose instead to 

minimize m.mJl coete. 

The regulatory equation Ia in stark contrast to conditions in a competitive 

martcet where proftta equal revenues minus expenses. Because price Ia market 

determined, the moat ef'lldent supplier will have a strong Incentive to minimize the 

oyera/1 cost of goocn sold to maximize the opportunity for profit No distinction 

will be rMde between fixed and variable costa. or between average and 

Incremental com, 11 auggnted by Dr. Bohi, in determining etrlciency. 
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I 
I 

1 Q HOW SHOULD THE COMMISSION PROTECT TECO'S RETAIL CUSTOMERS 

2 fROM UNWARRANTED COST SHIFTING? 

I 3 A Any revenue shortfall between the embedded costs associated with the new 

I 
4 wholeaale aalts end the revenuet dertved from these sales should be bome by 

5 TECo It Ieist until such time as TECo Is able to demonstrate that. based on 

I 6 ldull dltl, retail customers will be "held hennlesa. • 

7 Therefore, I recommend th8t there be no sharing of margms from new 

I 8 aepereted wholeaalt aalea, and thlt 100% of the non-fuel revenues should be 

I 9 retumed to retail customers. including ell transm1aslon and ancillary service 

10 cherges. Further. TECo should be ordered to perfonn a jurisdictional separation 

I 11 study In which embedded cost. 11'11 approprtatety allocated to all long-tenn 

I 
12 aeperated wholeaale aaln. This jurisdk:tional separation study snould be the 

13 basil for measuring the eemlngs dertved from TECo'a retail operations. To do 

I 14 otherw!M would artiftdaUy depreueamlnga from retail operations and reduce the 

I 
15 potential for Mure refunda under the eamlnga cap approved in Docket No. 

16 ~I. 

I 17 Q WOULD SUCH A POUCY DISCOURAGE UT1UTIES FROM PARTICIPATING IN 

18 

I 19 A No. A ptUdently managed utility will use Ita best efforta to maf1(et surplus capacity 

I 20 and energy lrretpecttve of whether It nteeivel 1 apedflc monetary incentive for 

21 doing 10. Thla Ia because maximizing ofY•yatem aalea ahould enaoble a utllhy to 

I 22 mlnlmtze retail 111tas and, therefore, protect whet many utilitlea are now realizing 

I 23 ia their moat valuable .... t~lr retail cuttomers. Thua. a rate m•nlmizatlon 

I 
I aauauu A A.IIOCI.A TU. IHC. 
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strategy will be critical to the future aucx:eas of lno.~mbent electric utilities in a fully 

oompstltlve retail o.~atomer choice environment. 

DOES THIS CONCLUDE YOUR DIRECT TESTIMONY? 

Yes. it does. 

Balllo.\KU a A.UOCt.\11!1, IHc. 
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Quallflcatlo·n• of Jeffry Pollock 

PLEASE STATE YOUR NAME AND BUSINESS ADDRESS. 

Jeffry Pollock. My business maillrng address is P 0 Box 412000. St LoUIS, Missoun 

831-41-2000 . 

WHAT IS YOUR OCCUPATlON AND BY WHOM ARE YOU EMPLOYED? 

I am a consultant In the field of public utility regulation and a principal tn the firm of 

Brubaker & Associates. Inc .. energy e~nd regulatory consultants 

PLEASE STATE YOUR EDUCATIONAL BACKGROUND AND EXPERIENCE. 

I am a graduate of Washington University. I hold the degrees of Bachelor of Science 1n 

Electrical Engineering and Master of Business Administration At various times pnor to 

g~Uon, I worked for the McDonnell Douglas Corporation In the Corporate Planning 

Oepattment; Sachs Electric Company: and L. K Comstock & Company While at 

McDonnell Douglas, I analyzed the direct operating cost of comiTlercial alfcraft 

Upon graduation, In June , 1975, I joined the firm of Drazen-Brubaker & 

Alloclates, Inc. Draun Brubaker & Assoa.tea, Inc. (DBA) was Incorporated in t 972 

assuming the utility~ and economic consultlng activities of Drazen Associates. Inc .. 

IICtlw since 1937. Brubaker & Associates, Inc. (BAI) was formed in April 199.5 ln the 

last five yen, BAI and its JQ<Seceasor firm has participated in more than 700 regulatory 

proceeding In forty states and Canada. 

Outing my tenure at both DBA and BAl. t have prepared numerous flnanc•al and 

eoononW; studies of Investor-owned. cooperative and municipal utilities, including revenue 

requnmera, COlt ot MMc::e studies, rate design, site evaluations and service contracts 

Recent ~ts have lnclude"d advising clients on electric restructunng 1ssues. 
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dtYtloplng ,.1pon1t1 to uUiily requeatt for proposals (RFPs). and manag•ng RFPs for 

clients I am also responsible for developing and presenting semmars on electnc1ty 

issues. 

I have worked on various projectl In over twenty states and 10 two Canad1an 

provinces. and have testified before the regulatory commiSSIOns of A!abama. Anzona. 

Colorado. Delaware. Floride. Georgia, tttlnois. lowe. Lou1s1ana. Minnesota. Miss•ss•PP•. 

Missouri. Montane. New Jersey. New Mexico. Ohio. Pennsylvania, Texas. Virg1n1a and 

Wa:shington. I have also appeared before the Ctty of Austin Electnc Utility Comm1ss•on. 

the Board of Public Utilitlet bf Kansas City, Kensas. the Bonneville Power Adm•n•strat•on. 

Travis County (Texas) District Court, and the U.S. Federal Oistnct Court. 

BAI provides consulting services in the economic. techmc.al. accour.!•ng. and 

financial aspects of public utility rates and In the acquiSitiOn of utility and energy serv1ces 

through RFPs and negotiations. In both regulated and unregulated mt'Xets Our clients 

inc:ludo large Industrial and Institutional customers. some utilities and. on occasion. state 

regulatory agencies. We .. tso prepare speciet studies end reports. forecasts. surveys and 

siting studies. and present seminars on utility-related iuues 

In general, w. are engaged 1n energy and regulatory consulting, economic 

anelysls and contract negotiation. 
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BEFORE THE FLORIDA PUBLIC SERVICE COMMISSION 

In Re: Dotennlnation of appropriate cost ) 
allocation and regulatory treatment of total ) 
revenun ... oclated with wholesale sales ) 
to Flortda 'Municipal Power Agency and City ) 
of Lakeland by Tampa Electric Company. ) 
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Jeffry Pollock 

On Behalf ol 

Florida Industrial Power Users Group 

May 1997 
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TAMPA ELECTRIC COMPANY 

TAMPA ELECTRIG COMPANY 
OOCI<ET NO 970171 -EU 
Wl TNESS POLLOCK 

EXHIBIT NO ----­
(JP-1) 
DOCUMENT NO 1 
PAGE 1 OF 1 

Analyala of TECO'a Proposed Regulatory Treatment 
of tbt FMPA and L•kt!and :lt!ee (NPV SMI!I!ona) 

Qescdp.tion Amount 

Incremental revenues $81.4 

Incremental costa: 
Fuel $65.9 
S02 Allowances $0.6 
Variable O&M $3.9 
Capacity $0.8 

Subtotal $71 3 

Net Benefits $10 1 

Benefita retained by TECo 
Tranamllllon revenues $5.7 
50% of net non-fuel revenues $2.2 

Subtotal $7.9 

Percent of Benefits retained by TECo 78% 

Benefits retained by retail customers $2.2 

Percent of Benefits retained by retail customers 22% 
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TAMPA ELECTRIC COMPANY 

TAMPA ELECTRIC COMPANY 
DOCKET NO 970 171-EU 
W ITNESS POLLO CK 
EXHIBIT NO - - --­
fJP- 1) 
DOCUMENT NO 2 
PAGE 1 O F 1 

Comparison of Retail Fuel and Purchased Power Costa, 
Elan p ym hayd Powtr Ent rg)' Coati a nd Elan Sa !u for R"'ula 

Repolllog_Montb 

Oct 95 
Nov 
Dec 
Jan 96 
Feb 
Mar 
Oct 95 - Mar 96 

Apr96 
May 
Jun 
Jul 
Aug 
Sep 
Apr-Sep 96 

Oct 
Nov 
Dec 
Ja.n 97 
Feb 
Mar 
Oct 96 - Mar 97 

Retail FueV 
Purchased 
Power Coat 
(Cents/kWh) 

(1) 

2.24 
2.11 
2.40 
2.10 
2.23 
2.54 
2.26 

2.13 
2.51 
2.29 
2.61 
2.41 
2.25 
2.37 

2.23 
2.08 
2.24 
2.12 
2.04 
2.41 
2.19 

Hardee Power 
Partners Native 

Purchases 
(Cents/kWh) 

(:>' 

10.00 
83.37 
6 .20 
6.41 
2 80 
5.99 
6.97 

-11 .55 
3.38 
3.50 
3.78 
3.64 
3.15 
3.50 

5.66 
29.44 
6.63 
6.08 
4 .99 
3.56 
4.84 

Source: TECo Fuel Cost Recxwety and Capacity Cost Recovery 
Filings: 

Schedule A 1. L34 Schedule A7 

Schedule 0 
Firm Sales 
For Resa le 

(Cents/kWh) 
(3) 

1.57 
1.49 
1.49 
1 64 
1.59 
1.67 
1.59 

1.69 
1.91 
1.92 
2.05 
1 79 
1.79 
1.87 

1.72 
1 70 
1.84 
1.77 
1 63 
1.67 
1.73 

Schedule Al3 
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CERTIFICATE OF SERVICE 

I HEREBY CERTIFY that a true and correct copy of the foregoing Testimony and 
ExhlbiU of Jeffry Pollock on behalf of the Rorida Industrial Power Users Group has 
been furnished by •hand delivery or U.S. Mail to the foliowing this 9th day of May, 
1997: 

• Leslie Paugh 
Division of Legal Services 
Florida Public Service Commission 
2540 Shumard Oak Boulevard 
Gunter Building, Room 370 
Tallaha11ee, Florida 32399-0860 

Lee L. Willis 
James D. Beesley 
Ausley & McMullan 
227 South Calhoun Street 
Tallaha111Je, 1Fiorida 32301 

John Roger Howe 
Office of Public Counsel 
111 Watt Madlaon Street 
Suite 801 
Tallahassee, fL 32399· 1400 

~ u..:. }V_~ JJ.. .. ~ 
John W. McWhirter, Jr. 
McWhirter, Reeves, McGlothlin, 

Davidson, Rief & Bakas. P.A. 
Post Office Box 3350 
Tampa, Florida 33601-3360 
Telephone: (8131 22~0866 

Joseph A. McGlothlin 
Vicki Gordon Kaufman 
McWhirter, Reaves, McGlothlin, 

Davidson, Rief & Bakes, P.A. 
1 17 South Gadsden Street 
Tallahassee, Florida 32301 
Telephone: (904) 222-2626 

Attorneys for Florida Industrial 
Power Users Group 
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