
ACK 
AFA 
AP"' 
CAf 

AUSLEY & M CMUI ... LEN 

al 1 SOUTH C AI.. •-. OU N aT IIU :Cl 

Po •o• .,., tz•• ,,,o•• 
1A\,.LAHA8$[C: ,,. L0 11tt0,t. >I.JO t 

t 8:0 • • tl: •·& l l ~ f .II.A ~ ·04 t lll 7000 

Hay 19, 1997 

HAHD DELIVERED 

Ms. Blanca s. Bayo, Director 
Division of Records and Reportin9 
Florida Public Service Commission 
254 0 Shumard Oak Boulevard 
Tallahassee, FL 32399-0850 

Oh\Gildn. 
Oli .COPY 

Be: Determination of appropriate cost allocation and regulatory treatment of total revenues associated with wholesale sales to Florida Municipal Power Agenc y and City of Lakeland by Tampa Electric Company; 
FPSC pocket No. 970171-EU 
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BEFORE THE FLORIDA PUBLIC SERVICE COMMISSION 

Ll ~ ll;IH~L 

~! ( __ COP¥ 

In re: Deteraination of appropriate 
cost allocation and requlatory 
treataent of total revenues associated 
vith vboleaale aal .. to Florida 
Municipal Power Ac)ency and City of 
Lakeland by Taapa-Blectric Coapany. 

DOCKET NO . 970171-EU 
FILED: Hay 19, 1997 

ppaynrq ITMIIIJIT or DR& ILICTJ\IC COJIPNfl 

Aa. UIQ!MCH• 

LBB L. WILLIS 
JAMZB D. BEASLEY 
ltDOfB'1'H R. HART 
Aualey ' McMUllen 
Post Office Box 391 
Tallahasse•, Florida 32302 

and 

HARRY W. LONG, JR. 
TECO Enerqy, Inc. 
Post Office Box 111 
Taapa, Florida 33601-0111 

On blholf of Tfapo Electric Company 

1. WlQHIIII 

Witn111 

(Direct) 

Sub1ect Motter 

1. Oouqlae 
(TECO) 

2. John B. 
(TBCO) 

3. Xaren A. 
(TECO) 

R. Bob! 

Raail 

BranicJc 

Ttstia.ony in suppo£- t of 
proposed regulatory treatment 

Testiaony in eupport ot 
proposed requlatory treat.ment 

Teetiaony in eupport ot 
proposed requlatory treatment 

IerpftJ 

l - 7 

1 - 8 

1 - 8 



(Rebuttal) 

1. oouvl•• R. Bobi 
(TECO) 

2. Koren A. Branick 
(TECO) 

3 • .Jobn B. Roail 
(TECO) 

•otea bbuttal teatiaony ie due May 23, 1997. The coapany 
preaently plana to aubait rebuttal teatiaony of the above 
lis ted vitneaaea but reaervea the right to present 
r ebuttal teatiaony of other witnesses aa well. 

c. UIIII'fl I 

Exhibit 

(KAB-1) 

Witne11 D11cription 

Bobi Appendix 1 to testimony 

Branick Exhibit of Karen A. Bronick 

Rebuttal teatiaony ia due Kay l3, 1997. The company will 
apeoity additional rebuttal exhibits on the date of 
filinq. 

D. anta•n or uuc PQII'fio• 

'f'PR' lltotriA Cplpaly'l ltatWieDt Of 11110 POiitiODI 

The overarching policy iaaue before the CoiUiiaaion in this 

proceedin9 ia quite tiaple: Should tile retail regulatory treatment 

of the Florida Municipa l Power Aqenoy (FHPA) and City ot Lakeland 

(Lakeland) Wholesale aalea be structured in a manner whic h insures 

that aal81 of thi1 nature will continue to be ma~e for the benefi t 

of the gene.ral body of ratepayers or should the regulatory 

treataent be baaed on a diare9ord of basic econoaic theory llnd 

prevailin9 whol esale aorket conditions, thereby insuring that 

\t.'boleaale aalea wbich benefit ratepayers and whic h have been 
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encouraged by thia co .. iaaion will not be made? Tampa Electric 

Reapectfully auggeata that the anawer ia obvious. In caees wnere 

whol ... le aalea are proven t o yield net benetite to ratepayer• ~e 

co .. iaaion ahould vigorously support auch transactions through the 

regulatory treataent afforded. 

Taapa Electric proposes that the wholesale aalee to FKPA and 

Lakeland not be aeparated tor retail rateaaking purpoaea. Instead, 

the Ca.pany auggeata: 

A. That the coats aaaociated with theee ealee remain with 

the retail jurisdiction; 

8. That the Fuel And Purchaaed Power Coat Recovery Clauae 

c•rual Clauaa•) be credited with revenues equal ~o aystem 

ingrgental fuel goat and the Environmental Cost Recovery 

Clause c•znvironaental Clauae•) be credited with revenue 

equal to increaantal SO, allowance coste tram contract 

revenues; 

c. That contract revenues aaeociatod with variable O'M 

expenaa and tranaaiaaion be credited to operating 

revenue, above the line; and 

D. That 50t ot the remaining contract be credited to 

operating revenue, above the line, and 50\ ia !lowed back 

to the ratepayers though the Fuel Clauae. 

It, aa Tampa Electric will deaonatrate, theae ealea are projected 

to produce nat benetita to the general body ot ratepayers and, that 

under the Coapany'a proposal, the variable coat e aeaociated with 

the.. incr-ental opportunity ae lee will be covered, then the 
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co-iaaion ahoulcS eabrace the Coapany' a proposal. To impute average 

coat to thue aalu as Intervenors eugqest , when the wholesale 

aarket price for power is below TUipa Electric ' s averaqe embedded 

cost, would create an insurmountable disincentive to an aggressive 

eearcb for these kinde of market opportunities . Aa Sta!f witnes s 

Wheeler pointe out in hie d1rect tuti•ony, the regulatory 

treataent afforded the FHPA and Lakeland aalea should not create a 

disincentive for Taapa Electric. 

~be 8alea Pro4uae •et Benefits 

There ia no question that the ratepayers are better ott with 

the FHPA and Lakeland sales than they would be without thea, which, 

when all ill -icS ancl cSone, is one of the key issues in this 

proceeding. The tot.al revenue• associated with these 11ales will 

cover the total costa properly allocable to those sales and will 

help defray aoae of the fixed cost already being borne by retail 

ratepayers . There ia no question that the revenues associated with 

these sales vill not cover the average coste which might be 

a llocated under the Interve nor ' s view or the world. However , this 

observation ia of no consequence since these sales generate 

.!ncr-ental rather than average coats and reflec t the prices 

dictated by the co•peti tive aarket tor wholesale puwer in Florida. 

Non-Requir-enta wholesale sales , in qeneral , and the FMPA and 

Lakeland sales, in particular , are d iscr etionary sales which can 

not be forecasted with any precision before the tact. The Company 

has no obliqation to aake new wholesale sales and wholesale 
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custo•era have no obligation to buy froa the Company. Retail 

sales, on the other band, are non-discretionary and muat be planned 

tor and served. These aalea can be forecasted with reasonable 

precision because retail cuetoaera auat look to the Coapany to 

satisfy their electric powor needs. This distinction is ot 

critical iaportanca in understanding how basic economic principals 

should be a pplied in detenaining whether the FMPA and Lakeland 

wholesale aalaa p.roduce nat benefits to ratepayers . 

Bacauaa non-r*lUireaents wholuale sales are discretionary and 

impossible to tor•caat with precision, there is no reasonable basis 

for allocating coat to these aalea before the tact. To the extent 

that theaa potential sales are ignored in the retail coat 

allocation process which ia baaed on average coat, no coat will be 

allocated to thea. Therefore, to the extent that these potential 

non-requiraaenta aalea becoae actual aalaa subsequent to the retai 1 

coat allocation process, they bacoaa incremental sales which 

produce i.ncr ... ntal revenue. It would aake no aenso to impute 

average eabedded cost to these sales which, by definition, create 

only incr8Wlantal coatu . In the limited context ot assessing the 

benefits of an increDental wholesale sale, tha average embedded 

coats already baing borne by the general bod y of ratepayers must be 

viewed aa sunk coats and should not be factored into the 

•••••• .. nt. 

Aa Taapa Electric witness Bohi explains in his t «tat imony , it 

ia axioaatic, aa a aatter of basic e conomic theory, that auch 

incruaantal aalea produce nat benefits t o the general body of 
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ratepayer• if the incr .. ental revenue• received are sufficient to 

cover the incr ... ntal oo•t• •••ooiated vith the •ale a nd contribute 

to defrayinq the fixed coats already beinq borne by the general 

body of ratepayer•. As Tampa Electric witnesses Bohi, Ramil and 

Branick d .. onatrate in their direct and r ebuttal testimony, the 

incr .. antal FMPA and Lakeland sales will qenerate sufficient 

revenue to cover the variable coat• •••ociated with the sales And 

reduce the fixed cost burden being borne by the general body of 

ratepayer• by $9.9 aillion, net present value, over the term of the 

contracts. 

Tbere Are ligDifie&Dt •et Benefit• a.sooiate~ Witb The FKPA an4 
Lakelelld Salaa Wbiob rlow To Ratepayer• UDder Taapa Bleotrio' a 
Proposal 

As explained by Taapa Electric witness Branick, the variable 

costa aaaociatad vith the FMPA tran•action consist of incremental 

fuel coat, S~ allowance coat and O'K expense. Contract revenues 

above thia aaount represent a contribution to fixed cost. Under 

Tampa Electric'• proposal FKPA and Lakeland contract revenues would 

be applied in the following sequence: system increment~d fuel coat 

and ~ co•t credited to the Fuel Clause and th& Environmental 

Clause; OUI expenae, credited to operating revenue above the line ; 

tran .. iaaion revenue, credited to operating revenue above the line; 

the r ... inde.r aplit equally, with half credited to the retail 

customer through the appropriate clauses and the othott· half 

credited to operating revenue above the line. 
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Taapa Electric proposes to credit the Fuel and Environmenta l 

Clauses with revenues equal to system incremental fuel coat and 

actual incr .. ental S~ allowance costa , regardless of the level of 

contract r evenues. Therefore, as Dr. Bohi and Hr Ramil explain, 

regardless of the unit or units which generate the electrons 

actually received by PMPA and Lakeland and regardleas of the fuel 

used f or generation at any particular plant on the ayatc.a and 

rega.rdleaa of Taapa Electric 'a level of average fuel coat , the 

ratepayers will feel no Fuel Clause or Environmental Clause impact 

as the result of these sales. As Dr. Bohi explains, so long as you 

are crediting revenues equal to ayatc:J~ incremental fuel coat to the 

fuel clause for incremental sales, the average fuel coat borne by 

the other ratepayers will not change aa the result of the 

increaental sale. 

Fitty percent of the residual revenue under the company ' a 

proposal would be credited to ratepayers on a more immediate basis 

through the appropriate adjustment clauses . The revenue credited 

to operating revenue above the line in Tampa Electric's proposal 

would inure eventually to the benefit o r retail ratepayers in at 

least two ways. Firat, the credit to above the line operating 

revenue will either defer the need for a gene ral rate case or serve 

to love.r Taapa Eleotr ic' • revenue requirement j n ita next genera 1 

rate adju.taant tiling. Second, under the current rat e stipulation 

which extende through 1999, these revenues would increase the 

potential tor additional deferred revenues and the potential for 

additional refunds in 1999 and 2000 beyond the $50 million in 
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refunda and cradita which Taapa Ele ctric will a l ready provide 

durinq the atipulation period. 

It would be artificial and aerioualy aialeading to auggeat 

that the coapany'a ahareholdera are aoaehow unjuatly enriched by 

the coapany'a propoaed treataent of expected benefita . The propoaal 

doea provide an enhanced opportunity for the coapany to earn ita 

authorized rata o f return . However, the reaaonable opportunit¥ t o 

earn the author ized rate of return ia a riqht quaranteed by law not 

a benefit or a aattar of unjuat enrichJient. 

'l'ba &aniag• Of '1'ba 'l'aapa naatria Ufiliat .. rroa 11boa Taapa 
•laotrio lhly• hal b4 'l'ruaportation 8arvioe, At Priaaa l'ound 
aaaaozt.al)la By fta co.aiaaion, 8boul4 •ot •• Dead Aa A Baaia ror 
DaDJiD9 'l'aapa •laatrio rair Raqulatory 'l'raataant 

Staff and Intervener• iaply in their teatiaony that the 

coaaiaaion abould conaider ravanu.. earned by the Coapany ' a 

unrequlatad parent and affiliate• in taahioninq the regulatory 

traataant to be afforded the FMPA and Lakeland sales. The 

co-iaaion baa aatiafied itaelf that the pricea paid by Tampa 

Electric to ita affiliate• for fuel a.nd transportation services are 

juat and reaaonable. Therefore, the level of earning• enjoyed by 

tho.. affiliat.. ia irrelevant to a deteraination ot the proper 

rata traataent to be afforded the FMPA and Lakeland aalea. 

Independent of the finance• of ita parent or atfiliatoa, Tampa 

Electric ha8 a right to an opportunity to earn ita authorized rate 

of return. Taapa Electric'• parent and unregulated affiliates have 

a ri;bt to their earninqa. Their aarninqa ahould not be aubject to 

the kind of expropriation that Staff and Intervener• auggeat. 

- 8 -



It ie IIIQ I'I lnat t;hl• lJ• ukurol.md that Tampa Electric base• ita 

position on the individual iaauaa aet forth below. 

I. IDIP'" or IIIVU UP IQII!IQII 

IIIPI 1 1 Does the off-ayat.. aale agreement to the Florida 
Municipal Power A9ency provide net benet! ta to Ta.pa 
lleotrio Coapany'a 9eneral body of rate payers? 

""!' ILIC'f'&XCI Yea. The net benet i te troll the FMPA aale are 

project.ci tQ be $9. o ail lion net praaent value . The total revenues 

fro• thia aale are projected to be $77.2 aillion net present value 

and the total coat associated with thia sale are projected to be 

$68.2 aillion net present value. (Bohi, Braniok, Raail) 

IllllJI II Kov ahould the non-fuel revenues and costa associated 
with Taapa Bleotric Coapany'a wholesale schedule D sales 
to the Plorida Municipal Power Agency be treated tor 
retail regulatory purpoaea? 

T!¥U ILIC'f'BXCI Taapa Electric propose• tt.e following 

regulatory treatment for this sale: 

• Theae aalea ahould not be separated and should reaain in 

the retail juriadiotioni 

• The Puel and Purchaaed Power Coat Recovery Clause ahould 

be credited with an amount equal to system incraaental 

fuel coat, eliminating any fuel clause impac t associated 

with aaking this sale . 

• The Bnviroruaental Coat Recovery Claus e should be c redited 

with an aaount equal to incremental costa tor so, 

allowances; 
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• bvenue• •••ooiated with variable operatin9 and 

aaintenance coata •hould be credited above the line to 

oparatinq revenues. 

• Tranaaiaaion revenues should be cradi tad to the company' • 

oparatinq revenues above the line. 

• The reaaininc) aala proceeds ahould be dividotd 50/50, with 

50t credited thrOUCJh the Fuel Clauaa and 5 0 ' credited to 

opuatinq revenues. (Bohi, Branick, Ramil) 

IIIVI 3& Bow abould the fuel revanuea and costa associated with 
Taapa Electric coapany•e wholesale schedule 0 sales to 
the Florida Municipal Power Agency be treated tor retail 
r89Ulatory purposes? 

npa ILic;'l'IIC I Taapa Electric proposes the tollowin9 

requlatory treataent tor this sale: 

• These salea should not be separated and should remain in 

the retail juriadiction; 

• The Fuel and Purchased Power Coat Recovery Clauae ahould 

be credited with an a.ount equal to syatea increaental 

fuel oo•t, aliainatin9 any fuel c lause impact associated 

with aakinq this sale. 

• The Environaantal Coat Recovery Clauae ahould be credited 

with an aaount equal to increaental costa tor so, 

allowances; 

• bvanues associated with variable operatin9 and 

aaintanance coats should be credited above the line to 

operatinq revenues. 

• Tranaa18aion revenues shoul d be c red 1 t e c1 t o t .he c ompany· a 
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operating reve nues above the line. 

• The reuininq aale proc.eda ahould be divided 50/50, vith 

50' credited through the Puel Clauae and 50' credited to 

operating rev•nuea. (Bohi, Branick, Ramil ) 

IIIUI 41 Doea tha off-ayatea aale agreement to the Ci~y ot 
Lakeland provi de net benefit• to Tampa Electric Company's 
gane.ral body of rate payera? 

tm& N.IQ'I'IICI Yea. The net benefit• froa the aale to 

Laltelar.d are projected to be $0. 9 aillion ne t preaent value . Total 

revanuea from thia aale are projected to be $4. 2 ail lion net 

preaent value and the total coata aaaociated vith thia aale are 

projected to be $3.3 aillion net present value . (Bohi, eranick, 

Raail) 

:IIIUJ 11 Bov abould the non- fuel revenuea a nd coat• aaaoc i ated 
with Taapa Electric coapany'a vboleaale achedule D aalea 
to the City of Lakeland be treated for retail regulatory 
purpoaea? 

DU\ ILJCDICI Taapa Electric propoaea the tolloving 

regulatory treataent ror thia aale: 

• Tbeae aalea abould not be aeparated and should remain in 

the retail juriadiction; 

• The Fuel and Purcbaaed Paver Coat Recovery Clauae ahould 

be credited vith an amount equal to ayatem increment al 

fuel coat, eliminating any fuel clauae impact assoc iated 

vith aaJcing thia sale. 

• The Environaental Coat Recovery Clause ahould be credited 

with an eaount equal to incremental coa ta t or s~ 

allovancea; 
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• Revenue• a••ociated with variable operating and 

aaintenance co•t• should be credited abOve the line to 

operating revenue•. 

• Tranaai••ion revenues should be c redited to the coapany' • 

operating reve.1ue• above the line. 

• The reaaininc;r ••le proceed• •hould be divided 50/50, with 

!)0t credited through the Fuel Clau•e and 50t credited to 

oper atincJ revenue• . (Bobi, Branick, Raail) 

ISSCJ fl How •hould the fuel revenue• and costa •••ociated with 
Tampa Electric Company's wholesale schedule 0 sales to 
the City ot Lakeland be treated tor retai l regu l atory 
purpo•e•? 

Z''IA ILICZRICa Tampa Electric proposes the following 

regulatory treataent for thi• •ale : 

• Tbe•e .. lea •hould not be •eparated and •hould remain in 

the retail juri•diction; 

• The Fuel and Purcha•ed Power Cost Recovery Clause •hould 

be credited with an amount equal to system incremental 

fuel cost, eliainating any fuel clause impact associated 

vitb aakinc;r thi• •ale. 

• The Enviroruaental Coat Recovery Clause •hou ld be credited 

with an amount equal to incremental costs for so, 

• 
allo\olances ; 

Revenue• as•oc iated with variable operating and 

aaintenance oo•t• •hould be credited above the line to 

operatinc;r revenuee . 

• Tranaai••ion revenue• should be credited to tho c ompany' a 
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operating revenues abcve the line . 

• The remaining sale proceeds should bo divided ~ 0/50, wlth 

50t o rodltod Lhro ugh tho ruo l Clause and 50 \ c redited to 

operating rev~nues. (Bohi 1 Branick 1 Ramil) 

18801 71 How should the transmission revenues and costs associated 
with Tampa Electric Company's wholesale sales to the 
Flo rida Munic ipal Power Agency and tho City or Lakeland 
be treated !or retail regulatory purposes? 

'fAI(pA llLICTRICI Pursuant to Federal Ener gy Regulatory 

Commission Order 888 and 889 1 the company is required to c harge 

itaelt tor the uae ot ita transmission system the same as it would 

charge a third party user. Tampa Electric must credit the 

transmission revenues associated with the wholesale sales to FHPA 

and Lakeland to operating revenues. These revenues will serve to 

o!!set transmission revenue requirements in a future rate case. 

Traditionally, transmission r evenues have been c redited against 

the Tampa Electric retai l cost of service dur ing base rate cases 

and Tampa Electric will continue the currant treatment or such 

revenues. (Bohi 1 Branick 1 Rami l) 

ISSOI 81 Will the Commission's treatment ot the City ot Lakeland 
and Florida Municipal Power Agency wholesale sales have 
an impact on Tbmpa Electric company's rerund o bl igatio n 
under the stipulation in Doc ket No. 9503~9-£1 1 Order No. 
PSC 96-0670-S-EI, approved by the Commiss ion? 

TAMPA ILJCTIICI No. Aa per the above referenced Order , Tampa 

Elect.ric's commitment to refunds to the retail ratepayers remains 

unc hanged under this proposal. (Branick 1 Ramil) 

ISSOB ta Wo uld the Commission exceed its jurisdiction if it were 
to allow Tampa Electric company to earn a return through 
retail rates tor its wholesale salea to the Fl orid a 
Municipal Power Agency and to the City o f Lakeland? 
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'l'Ml& ILICD,IC I The PERC and the FPSC act independently in 

requlatin9 the aattera aubject to reapeotive j uriadictione . The 

FPSC certainly haa the power to detarJDine how Tampa Electric 

Coapany'a vboleaale aalea will be reflec ted in retail ratea. The 

issue• in thia proceedinq have nothinq to do with Tampa Electric 

earninq a vholeaale return on ita wholeaa le aalee. To the extent 

that the iaaue, aa atated, represent• an effort to relitiqate the 

iaaue of vbQtber everaqe or increaental fuel coat ahould bo 

credited to the fuel clauae vbicb waa addreaaed in Order No . PSC-

97-0262-POP-ZI, iaaued March 11, 1997 , it ahould be diamiaaed aa an 

untimely application for rehearinq of that Order. 

r. II.IPQLUIP IfiPII 

J1M1A JLIQTIIQa None at thia tiae. 

q, IQTIOU 

'fMPA ILIC'fBICa None at this tbe . 

'· vr•• AnAl 

ZMIA JLIQTIIQI None at this tiae. 
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DATED thia 19th day of Kay, 1997. 

Reapectfully submitted, 

JAKES D. BEASLEY 
KEJf'NETH R. HART 
Aualey ' McMullen 
Poat Office Box 391 
Tallahaaaee, Florida 32302 
(904) 2H-9115 

HARRY W. LONG, JR . 
TECO Energy, Inc . 
Poat Office Box 111 
Tampa, Florida 33601-0111 

ATTORNEYS FOR TAMPA ELECTRIC COMPANY 
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CERTIFICATI OF SERVICE 

I HIRBBY CERTIFY that a t rue copy ot the f oregoing Prehearing 

StateMnt, filed on behalf of Tampa Electric Company, haa been 

turnbhe4 by u. s. Mail or hand deliver (*) on this 19th day of 

May, 1997 to the following: 

Ma. te.lie Paugh* 
Staff Coun.el 
Divieion of Legal Sarvicea 
florida Public Service 

co-iaeion 
2540 Sbueard Oak Boulevard 
Tallahaee .. , rL 32399-0850 

Kr. Gary Lawrence 
City ot Lakeland 
501 Eaet Laaon Street 
Lakeland, PL 33801-5079 

Me. Vicki Gordon Kaufman 
WcWhirter, Raavea, McGlothlin, 

Davidaon, Ria! ' Bakae, P.A. 
117 South Gadaden Street 
Tallaha~eee, PL 32301 
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Mr. John W. McWhirter 
McWhirter, Reevea, McGlothlin, 

Davidaon, Rief ' Bakaa 
Poet Office Box 3350 
'l'eapa, FL 33601 

Mr. Robert ~illlama 
PMPA 
7201 Lake Ellinor Drive 
orlando, FL 32809 

Kr. John Roqer Howe 
Office of Public Counael 
cfo The Florida Legialature 
111 Weat Madiaon St., Roo• 812 
Tallahaaaee, FL 32399-1400 
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