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BEFORE THE

PUBLIC SERVICE COMMISSION

In re: Fuel and Purchased Power
Cost Recovery Clause and Generating

Docket No. 940001-EI
Performance Incentive Factor

REQUEST FOR CONFIDENTIAL
CLASSIFICATION OF CERTAIN INFORMATION
REPORTED ON THE COMMISSION’S8 FORM 423-1(a)

Pursuant to §366.093, F.S. and Florida Administrative Code
Rule 25-22.006, Florida Power & Light Company ("FPL") requests that
the Florida Public Service Commission ("Commission") classify as
confidential information certain information reported on FPL’s

June, 1994, 423-1(a) Fuel Report as delineated below. In support

of its request FPL states:

1. FPL seeks classification of the below specified
information as proprietary confidential business information

pursuant to §366.093, F.S. In pertinent part, §366.093, F.S.

provides:

(1) * *» * Upon request of the public utility or
other person, any records received by the commission
which are shown and found by the commission to be
proprietary confidential business information shall be
kept confidential and shall be exempt from s. 119.07(1).

(3) * * & Proprietary confidential business
information includes, but is not limited to:

(d) Info tion concerning bids or
contractual data, the disclosure of which
the efforts of t. public utility or its a
contract for good or services on favorable




2. 1In apPlying the statutory standard delineated jin paragraph
1, the Commission js not required to weigh the meritg of public
disclosure relative to the interests of utility Customers. The
. by this pleading, js whether the
information Sought to pe protected fijtsg within the statutory
definition of Proprietary confidentjal business information,

§366.093, and should therefore pe exempt from §119.07(1).

demanding standard of actual adverse results; instead, jt must

the contracting for goods or services on favorable terms. See

Attachment A) A COpy of FPL’g June, 1994, Form 423-1(a) with the
information for which FpL seeks confidential

classification highlighted. This document jg to be
treated as confidentjal.




Attachment B) an edijited Copy of FPL’g June, 1994 Form 423-1(a)
with the intormation for which FPL Seeks
contidential classification edjteq out, This
document Day be made Publjc,

Attnch.nnt C) Thig document

is a )
matrjy identifying each jtepm on FPL'g Form 423-1(a)
for which confidential classitication is Sought,

e information is: (1) Contractua) data, that (2)
the disclosure of which would impajr the efforts of

the Utility ¢o contract for goods or Services op
favoraple terms.

Attschment D) The affidavijt of Dr. Pame]a Cameron, Dr. Cameron’g
affidavijt was previously £l FPL’s originaj
s : = :

T e, -1 T — -_—
®Lul on March 5, 1987, jn this docket . It js
refiled with thjg request fq, the Convenience of

the Commission. Attachment E updateg Dr. Cameron’g
affidavit,

Attachment E) The affidavijt Oof Eugene Ungar.

F.s., which FPL myst estab)igh to Prevail jp its request fqop

confidential classification of the information identified by

Attachments D ang E. First, the identified intormation is

COntractua) data. Second, disclosure of the information is
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1dentified as confidential in Attachments C and D, to wit:

(a) That th® No. 6 fuel oil data identified is contractual
data.

(b) That FPL’s ability to procure No. 6 fuel oil, terminaling
and transportation services, and petroleum inspection
services 1is reasonably likely to be impaired by the
disclosure of the information identified because:

(i) The markets in which FPL, as a buyer, must procure

No. 6 fuel o0il, terminaling and transportation
services, and fuel inspection services are

oligopolistic; and

(ii) Pursuant to economic theory, a substantial buyer in
an oligopolistic market <can obtain price
concessions not available to other buyers, the
disclosure of which would end such concessions,
resulting in higher prices to that purchaser.

10. The confidential nature of the No. 2 fuel oil
information, identified in Attachments A and C as confidential
information, is inherent in the bidding process used to procure No
2 fuel oil. Without confidential classification of the price FPL
pPays for No. 2 fuel oil, FPL is reasonably likely to experience a
narrowing of the bids offering No. 2 fuel o0il. The range of bids
1s expected to converge on the last reported public price, thereby
eliminating the probability that one supplier will substantially
underbid the other suppliers based upon that supplier’s own

economic situation.

1S reasonably likely to impair FPL’s ability to negotiate future

No. 2 fuel o0il contracts.




11. FPL requests that the commission make the following
findings with respect to the No. 2 fuel oil information jdentified

in attachments A and C:

B That the No. 2 fuel oil data jdentified is
contractual data; and

b. That FPL’S apility to procure No. 2 fuel oil is
reasonably likely to be impaired by the disclosure

of the information identified because:

(i) the pidding process through which FPL obtains

No. 2 fuel oil is not reasonably expected to
provide the lowest bids possible if disclosure

of the last winning bid is, in effect, made
public through disclosure of FPL's Form 423~
1(a) -

12. Additionally, FPL believes the importance of this data to
the suppliers in the fuel market is potently demonstrated by the
plossoming of publications which provide utility reported fuel data
from FERC Form 423. The disclosure of the information sought to be
protected herein will no doubt create a cottage industry of desktop

publishers ready to serve the markets herein identified.

13. FPL requests that the information for which FPL seeks
confidential classification not be declassified until the dates
specified in Attachment €. The time periods requested are
necessary %o allow FPL to utilize its market presence in
negotiating future contracts. pisclosure prior to the jdentified
date of declassification would impair FPL's ability to negotiate
future contracts.

14. The material jdentified as confidential information in
attachments A and C is intended to be and is © d by FPL as

6




priv,te, ,nd hs not otherwise been publicly disclo®ed to the be®t

of FPL’'_ knowlgdge and belief.

WHEREFORE, FPL respectfully requests that the Commission
classify as confidential information the information identified in
attachments A and C which appears on FPL’s unedited Form 423-1(a).

Respectfully submitted,

Date: August 12, 1994

g%even H.

Attorney

Florida Power & Light Company
P. O. Box 029100

Miami, Florida 33102-9100
(305) 552-2724

Florida Bar No. 0869181

sk\f\HobFuel . jun
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ATTACHMENT C

Dockel No. 940001-El

August, 1994

Justitication for Confidentiality for June, 1994 Reportt:

FORM LINE(S) COLUMN RATIONALE
423-1(a) 16 - 41 H (1)
423-1(a) 16 - 41 | (2)
423-1(a) 16 - 41 J (2). (3)
423-1(a) 16 - 41 K (2)
423-1(a) 16 - 41 L ()
423-1(a) 16 - 41 M (2). (4)
423-1(a) 16 - 41 N (2). (5)
423-1(a) 16 - 41 P (6). (7)
423-1(a) 16 - 41 Q 6). (7)
423-1(a) 1-15 HILKLNR (8

------------------------------------------------------------------ Rationale for contidentiality:

(1) This information is contractual information which, it made public, ~would impair the
efionts of {FPL} t0 contract for goods or gervices on favorable terms.” Siaction
366.093 (3) (9). F.S. The information delineates the price FPL has paid for No.
6 tuel oil per barrel tor specific shipments from specific suppliers. This information

would allow suppliers to compare an individual supplier's price with the market
quo-e-for thal date of delivery and thereby determine the contract prcing formula
patween FPL and that supplier.

ng formulas generally contain two components,
ed price for that day and (2) atrans ’
n port of delivery. Discounts and
compon g wyntract formulas are discussed in *

1




(2)

(3)

(4)

)

(6)

Disclosure of the invoice price would allow suppliers to determine the contract
price formula of their competitors. The knowledge of each others’ prices (i.e.
contract formulas) among No. 6 fuel oil suppliers is reasonably likely to cause the
suppliers to converge on a target price, or follow a price leader, effectively
eliminating any opportunity for a major buyer, like FPL, to use its market presence
to gain price concessions from any one supplier. The end result is reasonably
likely to be increased No. 6 fuel oil prices and therefore increased electric rates.
Please see Dr. Cameron's affidavit filed with FPL's Request for Confidential
Classification which discusses the pricing tandencies of an oligopolistic market and
the factual circumstances which identify the No. 6 fuel oil market as an oligopolistic
market in the Southeastern United States. As Dr. Cameron's affidavit discusses,
price concessions in an oligopolistic market will only be available when such
concessions are kept confidential. Once the other suppliers learn of the price
concession, the conceding supplier will be forced, due to the oligopolistic nature
of the market, to withdraw from future concessions. Consequently, disclosure of
the invoice pnce of No. 6 fuel oil paid by FPL to specific fuel suppliers is

reasonably likely to impair FPL's ability to negotiate price concessions in future No.
6 fuel oil contracts.

The contract data found in Columns | through N are an algebraic function of

column H. That is, the publication of these columns together, or independentiy,
could allow a supplier to derive the invoice price of oil.

Some FPL fuel contracts provide for an early payment incentive in the form of a
discount reduction in the invoice price. The existence and amount of such

discount is confidential for the reasons stated in paragraph (1) relative to price
CONCessIoNs.

For fuel that does not meet contract requirements, FPL may reject the shipment,
or accept the shipment and apply a quality adjustment. This is, in effect, a pricing
term which is as important as the price itself and is therefore confidential for the
reasons stated in paragraph (1) relative to price concessions.

This column is as important as H from a confidentiality standpoint because of the
relatively few times that there are quality or discount adjustments. That is, column

N will equal column H most of the time. Consequently, it needs to be protected
for the same reasons as set forth in paragraph (1).

This column is used to mask the delivered price of fuel such that th2 invoice or
effective price of fuel cannot be determined. Columns P and Q are algebraic
variables of column R. Consequently, disclosure of these columns would allow a
supplier to calculate the invoice or effective purchase price of oil (columns H and
N) by subtracting these columnar vanables from column R.






(2)

3)

(4)

(S)

(6)

Disclosure of the invoice price would allow suppliers to determine the contract
price formula of their competitors. The knowledge of each others' pnces (i.e.
contract tormulas) among No. 6 tuel oil suppliers is reasonably likely to cause the
suppliers to converge on a target price, or follow a price leader, effectively
eliminating any opportunity for a major buyer, like FPL, to use its market presence
to gain price concessions from any one supplier. The end result is reasonably
likely to be increased No. 6 fuel oil prices and therefore increased electnc rates.
Please see Dr. Cameron's affidavit filed with FPL's Request for Confidential
Classification which discusses the pricing tendencies of an oligopolistic market and
the factual circumstances which identity the No. 6 fuel oil market as an oligopolistic
market in the Southeastern United States. As Dr. Cameron's affidavit discusses,
pnce concessions in an oligopolistic market will only be available when such
concessions are kept confidential. Once the other suppliers learn of the price
concession, the conceding supplier will be torced, due to the oligopolistic nature
of the market, to withdraw from future concessions. Consequently, disclosure of
the invoice price of No. 6 fuel oil paid by FPL to specific fuel suppliers is

reasonably likely to impair FPL's ability to negotiate price concessions in future No.
6 fuel oil contracts.

The contract data found in Columns | through N are an algebraic function of
column H. That is, the publication of these columns together, or independently,
could allow a supplier o denve the invoice price of oil.

Some FPL fuel contracts provide for an early payment incentive in the form of a
discount reduction in the invoice pnce. The existence and amount of such

discount is confidential for the reasons stated in paragraph (1) relative to prnce
CcoNCessions.

For fuel that does not meet contract requirements, FPL may reject the shipment,
or accept the shipment and apply a quality adjustment. This is, in effect, a pricing
term which is as important as the price itself and is therefore confidential for tha
reasons stated in paragraph (1) relative to price concessions.

This column is as important as H from a confidentiality stardpoint because of the
relatively few times that there are quality or discount adjustments. That is, column
N will equal column H most of the time. Consequently, it needs to be protected
for the same reasons as set forth in paragraph (1).

This column is used to mask the delivered price of fuel such that the invoice or
effective price of fuel cannot be determined. Columns P and Q are algebraic
vanables of column R. Consequently, disclosure of these columns would allow a
supplier to calculate the invoice or effective purchase price of oil (columns H and
N) by subtracting these columnar vanables from column R.




7)

Terminaling and transportation services in Florida tend to have the same, if not
more severe, oligopolistic attributes of fuel oil suppliers. In 1987, FPL was only
able to find eight qualified parties with an interest in bidding either or both of these
services. Of these, four responded with transportation proposals and six with
terminaling proposals. Due to the small demand in Florida for both of these
services, market entry is difficult. Consequently, disclosure of this contract data

is reasonably likely to result in increased prices for terminaling and transportation
services.

Petroleum inspection services also have the market characteristics of an oligopoly.
Due to the limited number of fuel terminal operations, there are correspondingly
few requirements for fuel inspection services. In FPL's last bidding process for
petroleum inspecticn services, only six qualified bidders were found for FPL's bid
solicitations. Consequently, disclosure of this contract data is reasonably likely to
result in increased prices for petroleum inspection services.

(8) This information is contractual information which, if made public, "would impair the

efforts of [FPL] to contract for goods or services on favorable terms.” Section
366.093 (3) (d), F.S. The information delineates the price FPL has paid for No.
2 fuel oil per barrel for specific shipments from specific suppiiers. No. 2 fuel oil is
purchased through a bidding process. At the request of the No. 2 fuel oil
suppliers, FPL has agreed to not publicly disclose any supplier's bid. This non-
disclosure agreement protects both FPL's ratepayers, and the bidding suppliers.
As to FPL's ratepayers, the non-public bidding procedure provides FPL with a
greater variation in the range of bids that would otherwise not be available if the
bids, or the winning bid by itself, were publicly disclosed. With public disclosure
of the No. 2 fuel oil prices found on FPL's Form 423-1(a), the bids would narrow
to a closer range around the last winning bid eliminating the possibility that one
supplier might, based on his economic situation, come in substantially lower than
the other suppliers. Non-disclosure likewise protects the suppliers from divulging

any economic advantage that supplier may have that the others have not
discovered.




Date of Doclamﬂcaﬂon:

FORM LINE(S) COLUMN DATE
423-1(a) 16 - 19 H-N 3/16/95
423-1(a) 20 - 27 H-N 3/15/96
423-1(a) 22 - 49 H-N 12/31/94
423-1(a) 16 - 41 P 33199
423-1(a) 16 - 41 Q 06/30/96
423-1(3) 1-15 HLKLNR 03/31/95

(@) or 423~1(b) for six Months aftg, the end of the individya| contract Penod the
information rélates o




. reasonab

A ——

ly likely to impair FPL's ability to negotiate such purchases.

The No. 2 fuel oil pncing information appearing on FPL's Form 423-1(a) of 423-1(b), for
which contidential classification is sought, should remain confidential for the time penod
the contract is in effect, plus six months. Disclosure of pncing information during the
contract perod or prior 10 the negotiation of a new contract is reasonably likely to impair
FPL's ability to negotiate future contracts as descnbed above.

FPL typically negotiates its No. 2 fuel oil contracts pnor to the end of such contracts.
However, on occasion some contracts are not negotiated, until after the end of the current
contract period. In those instances the contracts are typically renegotiated within Six
months. Consequently, it is necessary 0 maintain the confidentiality of the information
identified as confidential on FPL's Form 423-1(a) or 423-1(p) for six months after the end
of the individual contract period the information relates t0.




IEFORI. ™L
FLOR\DA pusLIC SEI“CI. COMM\SSlON
) AFHDAV\T
DlSTllCT OF COLUHI\A ) 8o Dochet Ne. l"oﬁM-tl
)
Before @€ the undenignod authority, Pamels i. Camerof appeued. who
peing VLY gworo bY me, 334 and restified
1. lNTRODUCTlO
= 3 o
NW., wWashingtof. p.C. 20036. National
Economic Research Agsociates. inc. (NERA) as 8 Seniof Analyst. 1 received @Y BS.
om TVexas Tech Univenity in 1973, ™Y MA. i
in Economics

min'mnﬁon fr
976 and ®Y Ph.D.

in Business Ad
y have peen

g (rom the Un'weniw of Oklahoms
My malof tierds of stud

Economic
1988.

sna 0
{ndustrial Otnninﬁon. pPudblc Finance and Economeu'.cs.
1 b

and

g W utility
ne;ol'm'\on.

wxes re\atin

ms prov'\din; serv
ket aoalysis.

including mar
evaluatios-

o ssked ©Y 13
ys fuel oil

fir

projecy
evaluate

pany (F PL) O

4 Light Com
i€ any.

~uels
power 30
ae what impact. public

orida

1 have bee
its

in which fFPL bV

and 0 delerm'\
L and

asection dann 8 likely © have ©° FP
price informatio®

1 will address

ain f gl r?
dem\ed

disclo
e 42

is the

ported 08 Floridd pPubic Service Commission Form 4238



B

The impact of Jublic disclosure of price information depends oo the

structure of the markeis iovolved. la the following sections 1 discuss the economic

framework for evaluating the structure of markets, the role of disclosure i

oligopolistic markets and review the circumstaoces of FPL's fuel oil purchases using

this (ramework. The (inal sectioa summarizes @y coaclusions.

1. THE ECONOMIC THEORY OF MARKETS

Economic theory predicts that the behavior of individual firms and the

consequent market performance will be determined largely by the structure of the

relevant market. The structure of markets range from highly competitive 10 virtual

monopoly depending upon such (actors as the number and size of firms in the

market, the heterogeneity of products and distribution channels, the case with

which firms can enter and leave the market, and the degree t0 which firms and
consumers posseas information about the prices and products.
Using these four basic criteria of characteristics, economists  distinguish

competitive, oligopolistic and moaopolistic markets. For example, 3 competitive

market i3 characterized by the following: (1) firms produce 3 nomogeaeous product,
2) there are many buyers and sellers %0 that sales or purchases of each are small
in relation 10 the totmal market (3) eotry into or exit from the market i3 0ot
coastrained by ecopomic Of legal barriers: and (4) firms and consumers have good
information regardiog alternative products and the prices at which they are
available. Under these circumstances individual buyers aod sellers have only an
imperceptible influeace on the market price or the actions of others in the market.
Each buyer and seller acts iodependieatly since those actions Wwill not affect the
market outcome.

Aa oligopolistic iodustry is one in which the oumber of sellers is small

enough for the sctivities of sellers to affect each other. Changes in the output or

nerg




-3-

the price of one fires will affect the amouats which other sellers can sel and (he

prices that they can charge. Oligopolist;c industries @ay sell either dilferentiateq

or homogeneous products aand are usually characterized by high bdarriers 10 eatry.

Because of (he interdependence of suppliers, the extent to which they are informed
with respect to the actioas of other parties in the market wil affect their behavior

and the performance of the market.

A moaopolistic market is one i which 3 single seller coatrols both (pe

price and output of a product for which there ar¢ 00 close substitures, There are

also  sigaificant barriers o preveat others (rom eateriog the marke la this

instance, (he seller knows (ne details of each transaction and there is po clear

idvantage 0 (he buyer in keepiag these details coafidential.

It is clear qven from this brief discussion that 3 determination of the

likely effect of the disclosure of the terms and coaditions of transactions depends

on the type of market iavolved. la determining (he Stfucture of FPL's fuel oil

market, | have reviewed (he sellers and buyers operating in (hese markets, the

homogeaneity of the product, the factors governing eatry or exit from (he markets

and the role of ioformatioa. The review indicates thar the fuel oil market i0 which
utilities ja ¢he Southeast purchase supplies is oligopolistic, That is, the actions of
one firm will affect the pricing and output decisioas of other sellers. The
interdependencs among fuel oil suppliers i compounded by the presence ia the

market of g few very large purchasers, such o FPL. T following sectioas

nera




111. EFFECT OF DISCLOSURE IN OLIGOPOLISTIC MARKETS
A brief review of the role that secrecy plays io oligopoly theory is

helpful io understanding the pricing policies of oligopolists and the predicted impact

oa fuel costs.

An oligopolistic market structure is characterized by competition or

rivalry amoag the few, but the oumber of firms in a market does not determine

conclusively how the market (unctioas. In the case of oligopoly, a number of

outcomes are possible depeading upon the degree to which the firms act either as

rivals or as cooperators. Sellers have a common group interest in keeping prices

high, but have a cooflict of irnterest with respect to market share.

The managemeont of oligopolistic firms recognizes that, given their mutual

interdependeace, profits will be higher whea cooperative policies are pursued than

when each firm acts only in i’s own narrow self-interest. If firms are offered the

opportunity to collude, oligopolistic markets will tend to exhidbit a tendency toward

the maximization of collective profits (the pricing behavior associated with
monopoly). However, coordioation of pricing policies to maximize joiot profits is

not easy, especiclly where cost aod market share differences lead to conflicting

price and output preferences amoog firms. Coordination is coansiderably less

difficult whea oligopolists caa commuonicate opeonly and freely. But the antitrust

laws, which are concerned with iohidbiting moaopoly pricing, make overt cooperation
unlawful. There are, however, subtle ways of coordioatiag pricing decisions which
are both legal and potentially effective if discipline can be maiatained.

One means of coordinating behavior without runniag afoul of the law is

price leadership. Price leadership can geoerally be viewed as a public signal by

firms of the changes in their quoted prices. I[f each firm knows that its pric® cuts

will be quickly matched by its rivals, it will have much less incentive to make them.

nera




By the same logic, each supplier koows that its rivals can sustaia a higher price

Quote only if other firms follow with matching prices.

Focal point priciog is another example of oligopolistic pricing that allows

coordination without violating the antitrust laws, Here, sellers tend to adhere to

accepted f(ocal points or targets such as a publicly posted price. By setting its
price at some focal point, a firm tacitly encourages rivals to follow suit without
undercutting. The posted price published (or various grades of (uel oil by region
would serve as a focal point for that area. Other types of focal points include
manufacture associations' published list prices or government-set ceiling prices. By
adhering to these accepted targets, coordination is facilitated and price warfare is
discouraged.

While oligopolists have incentives (0 cooperate in maiotaining prices

above the competitive level, there are also divisive forces. There are several

conditions which limit the likelihood and effectiveness of coordination, all of which

are related to the ability of a single firm to offer price concessions without fear of
retaliation. They includee (1) a significant aumber of sellers; (2) heterogeneity of
products; (3) high overhend costs coupled with adverse business conditions; (4)
lumpiness and iofrequéncy in the purchase of products; and (S) secrecy and retalia-
tion lags.
A. The Number and Slie of Firms
The structural dimeasioa with the most obvious influence oa coordination

is the number and sise distribution of firms in the market. The greater th® number

of sellers in a market, everything else the same, the more difficult it is to maintain

a3 noncompetitive or above-cost price. As the aumber of (irms increases and the

market share of each declines, firms are increasingly apt to ignore the effect of

their pricing and output decisions on the actions of other firms. In addition, as the

nera




number of firms increases, (he probability increases that at least ooe firm wil have

lower than average costs aad an aggressive pricing policy, Therefore, gn oligopolist

in an industry of |§ firms is more likely to offer secret discounts and jess likely to

be discovered thaa 20 oligopolist in ag industry of only three firms.

B. Product Heterogeneiry

If  products were truly homogeneous or perfect substitutes in the

consumer's mind, price would be the only variable with which firms could compete.

This reduces the task of coordinating, for firms  myst coasider only (he price

dimensioa. Whea products are differemiated. the terms of rivalry  become

multidimensional and coonsiderably more complex.

C. Qvechead Costg

The ability of oligopolists o coordinate js affected in , variety of ways
by cost conditions. Generally, the greater the differences in cost structures
between (irms, (he More trouble the (firms will have maintaining a com
policy. There is als0 evidence that industries characterized by high over
are  particularly susCeptidble to priciag discipline breakdowas wheq 2 decline jp
demand forces (he industry 0 operate below capacity. The industry chancterized
by high fixed Costs  suffers more whea demand s depressed because of strong
inducements towgrd price-cutting and 3 lowver foor (marginal cost) o price

decreases. (Price-curting will be checked 3¢ higher prices whea marginal costs are

high and fized COST are relatively low,)
D. hmnhmm.llmmm.nt.mﬂm
Profitable (acit collusion it more likely whea orders are small, (requent
and regular, since detection and refaliation are easier under these circumstances.
Any decision to undercut a price on which industry members have tacitly agreed

requires 3 balancing of probable gaing against the likely costs. The gaia from
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Cutting the price derives from the increased probability of securing 4 profitable

order and larger share of the  marker. The cost arises from the increased

probability of riva reactions driving dowa the level of future prices and, therefors,

future profits. The probable sains wijl| Obviously be larger when the order at stake

is large. Also, (he Amouat of information o firm coaveyy about s pricing strategy

10 other firms in (ne market increases with the oumber of transactions or price

Quotes. Clearly, (he less frequencly orders are placed, (he less likely detection

would be.

E. Stsnum&l!lmﬂu-.l.m

The longer the adverse consequences of rival retaliation can be delayed
the more attractjve undercuuing the accepted price structure becomes. One meaqs

of forestalling retaliation s (o $rant secret price cus.  If price s above marginal

cost and if price concessions can reasonably pe éxpected 0 remain secret, oligopo-

lists have the incentive (o engage in secret price shading.

Fear of retaliation i3 no¢ limited just ¢ fear of Matched price cyis by
other sellers o the marker. 4 disclosure of secret price coacessions (o oge buyer
may lead other buyers 10 demand equal tredtoeat. The resulc would be an erosion
of industry profits as the price declines 1o ccommodate other buyers or a2 wijh-
drawal of price €00¢Essions in general,

The aumber and size distribution of buyers in the Market is a sigaificant
factor where fear of retaliation ig 20 importane market element. Where one or 5
few Jarge buyers represeat g large percent of the market, cthe sranting of secret
price concessions 10 those buyers by a seller is likely 1o iMpose significant costs
(that is, result o significant loss of sales) for (he remaining sellery. Sioce dis-

closure of secret price concessions in this case smia likely 10 prompt immediate

reaction than would knowledge of price IR 1o smaller, insignificant firms,

nera




it follows thae rather (hgq risk agp

offering coacessioqs.

It is not in  the loog-rya interest of the firm
COoNcessions 1o ibitiace price cyeg which woyd lead o lower market prices Senerally

Of ruinoug price wary. If kuowledgo of price coacessioag leads othe, sellers ¢

reduce price dccordingly, the pricc-cuning firm w;y lose (he Market sphare

will be disclosed, the mog¢ profitadle Strategy ;¢ @ore |ike|
offering Price concessiong. Eliminatiol OPportunities for secret
price, for éxample) woyld 8reatly reduce the

concessiong,

v, MARKET EVALUATION

After reviewing (pe theoretica) Criteria used by économists (o evajuate
market Structure  wicp FPL Persoangel knowled.eabl«l 0 the res of oy

procurement, | requested gpd4 W& Dprovided with esseqqi

inalyze (he Market g which Fpr Purchases No. 6 fuel o (resid). These daqa,

The produce vader COnsideration g resid and iy primary purchasers ,re
utilities.  FpL is located jq the Southease 30d, because of i geographical location,
Purchases regid priman‘ly from refineries jq the Guif Coast arey or the Caridbbean,
Tnnsoormion Costs limit (e Market (o these areas, although it may be pbossible 1o
pick yp distressed cargoes (rom other locations 00 the spor market.  Other major

Purchasers of resid from the Guir Coast and Caridbbean are utilities g the

Nera
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Northeas:. Due to the additiong) transportation Costs, however, utilities ia (pe
Southeast would be valikely o Purchase resid from aortheasterg refineries. The

Northeast does 00t have adequare refinery capacity 10 meet the demand in thag area

and s, thezefore, a get importer of resid from the Guif Coast aad foreign suppliers.

Therefore, the Northeast ang Southeast are separate, but related, markecs.
FPL purchases resid in very large Quagtities, usually a barge or ship lots
(100,000 1o 200,000 barrels of more). |[g 1986, FPL purchased 25,460,637 barrels of

low -sulfye resid, the majority of which (68

10 two-year) contracts. The remainder wag Purchased on (pe POt market, There

are very few buyers of resid in the market who purchase Quantities 3pproaching the

levely consumed by FPL. Table | shows (he relative 4jzq of Purchases f(or the

Mmajor consuming utilities in the Southeast and (ne Northeast. Of the 10 utilities

who had purchases of more :hag 300,000 barrels Per month for (pe July through

September 1985 period, FPL s clearly the single mog¢ important buyer in terms of

The eatry reQuiremeats for sellers ia (hig market gare substantial. Sellers
must be capable of meeting all of e utiliey's specificatioas including Quantity aad
Quality (foe example, maximum sulfur, ash anq water content). Suppliers mus¢ either
refine or 8ather and biend Cargoes (rom refineries 10 markewable specifications.

The capital requirements associgted with buildiag or buying a refinery are
certainly subs:antial. Aoother viabig option for €olry into this market would be 2
3 reseller, blender of trader. ANl of these participation levely would require o
financial Position in the o) 10 be sold. A this level, the entrant would gather
Cargoes from refiners of other (radery and Dblead (if  required) 10  marketabie

pecifications. The primary facilitips requirement woulq be storage tanks 0 hold oil

for resale or ‘o blend cargoes. Assuming the entrant T 10 sell o0 wutilities,

nergas




110,000 hrrela.

This wou!d represeat one barge lot. It is possible to leass tanks with agitators for

the mioimum purchise quaotity would be approximately 100,000 to

blending. The most flexible approsch would be to lease a 250,000 barrel tank. This

would accommodate two barge loads or one medium capacity vessel. The cost for

250,000 barrels of leased storage would be approximately $0.01 per barrel per day or

$0.30 per barrel per montk. Total taak cost (assuming (ull utilization) would be

approximately $75,000 per moath.

The prospective reseller would also need to have open lines of credit to

finance oil purchases until paymeat was received (rom the customer. Assuming the

entraat intended to move a miaimum of 1,000,000 barrels per month, it would be
necessary to finance approximately $15,000,000 for 33 to 40 days.

Although the curreat barriers to entry into this market as a reliner or
reseller are substantial, they would be evea higher except that th. depressed state
of the oil industry has created surplus refinery capacity and increased the storage
tank capacity available (or lease. The cost of these (acilitiyg will increase as the
oil industry improves aad the curreat surplus availability dimioishes. Thus, it is
reasonable to aaticipate that (uture eatry coaditions will be more, rather than less,
restrictive.

A oew company could also eater the# market 35 a broker selling small
cargo lots to utilities. lao this case, the broker would oot havg to take a f(inaancial
position with th® product and would act as a middleman between refin.n aad/or
resellers and customers. The® primary barrier to eatry at this levgl would be the
need to hav® established cootacts with refiners, traders and potential customers
normally %ctive io th® market. However, this may not be a very viab“

an emering company expects to make utility sales, For exampje, FPL has informed



me that they are hesitant to deal with 3 broker who does not actually hold title 1o

the oil being sold as this would be considered a high-risk source.

Table 2 preseats a list of Currently active firms capable of supplying

resid to the southeastern utility market on a cootract basis. This list represeats

the (firms presently capable of supplying the southeastern utility market. Some of
these (irms also supply resid to the market in the Northeast. The list of potential

contract suppliers to FPL is somewhat shorter. For example, because of the low-

sulfur requirement, Lagoven S.A. is aot 3 preseat supplier to FPL, but could supply

other area utilities With less restrictive sulfur  specifications. Lagoven refines

Venezuelan crude oil which has a high-suifur conteat. Others, such as Sergeant Oil

and Gas Company and Torco Qil Company, sell primarily to US. Gulf Coast
resellers, but could supply utilities that have their own transportation and buy ia
sufficiently large quantities. 1Ia its last request for bids to supply requirements for
1987 and/or 1988, FPL received 12 proposals. Under circumstances where only 12 to
20 firms compete for sales in a market dominated by a few large purchasers, each
firm will be coaceraned with the actioas or poteatial reactions of its rivals. The
loss of a large sale, such as an FPL coatract, would uadoubtedly have 3 significant
effect on the market share of that firm.

Some refiners or resellers, though anot ordioarily capable of or willing to
commit the resources Necessary to meet utility specificatioas in order 1o compete in
the cootract market for low-sulfur resid, may be potential spot market suppliers.
Table 3 lists firms in this category. The oumber of firms in this category is also
small enough that they must be aware of and consider the prices offered by the
others in their decisionmaking process.

The primary characteristic which distinguishes oligopolistic markets is the

interd . w of the sellers in the market. Clearly, ia view of the relatively
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small number of sellers, the restrictions oo eotry and the small oumber of large

buyers, the bids and prices offered by oae fuel oil supplier will have aa effect on

the pricing policy and the quantity sold by the remaining sellers. A firm wishing t0

sell resid to FPL io this market cannot igoore the actions or pricing decisions of

other firms and reasonably expect to profit io the long term.
8. Elfsct of Disclosurs

In Section (1I, the role of disclosure and the factors conducive 10 price-

cutting in oligopolistic iodustries was discussed. The analysis indicates that the

factors which facilitate secret discounting are also preseot in the southeastern

market for resid. A3 discussed, there are curreatly 12 to 20 firms capable of

supplying resid io this market. Resellers or brokers will have differeat cost

structures than refiners. The oil industry is typically classified as a high overhead

cost industry. Contracts for resid are large and infrequent. The probable net gains

from discounting are greater where orders are large and infrequent. In the absence

of pubdlic disclosure, price concessions could reasonably be expected to remain secret

for at least one to two years under a long-term contract. And finally, the expected
gains to uadercutting the industry price to a large buyer such as FPL would be
large if secrecy could be assumed. All of thess market characteristics which are
present in the southeastera resid market are conducive to the graotiag of price
concessions. A limitiag factor, however, may be disclosure or the lack of secrecCy

since price copcessions t0 3 singular large Dbuyer such as FPL could mean 3

significaot loss of sales for the remaining sellers.

The analysis of the fuel market in which FPL competes indicates that

sellers have a strong incentive to graot price concessions, put are most likely to

grant them oaly if secrecy can be assured.
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V.  CONCLUSION

Theory predicts that to the exteat (uel supplies and services are

purchased ia oligopoiistic markets, public disclosure of detailed pricing information

will greatly limit opportuaities for secret price concessions. This theory is evean

stronger whea applied to a large buyer ia relation to the size of the market. My
analysis of the actual market indicates that FPL is a very large buyer purchasing

fuel oil ia aa oligopolistic market where interdependence is a key characteristic. It

follows that the expected consequeace of grester disclosure of the details of (uel

transactions is fewer price coacessioas. Price coocessions ia fuel contracts result

ia lower overall electricity cost to ratepayers. Consequently, public disclosure is

likely to be detrimeatal to FPL and its ratepayers.

“"PAMELA J. CAMERON

'2a®

Swora befors me this 2 ___ day of March, 1987 ia the District of
Columbia.

HOTARY PUBLIC

My commission Méd / 8

ner
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Page 1 of
NORTHEASTERN AND SOUTHE
UTILITIES CONSUMING APPROXIMAT!LY
$00,000 BARRELS PLUS PETROLEUM PER MONTH
Number of Average
' Delivery Barrels Sulfyr
-_.._._munsznnm__.____ —Pointy —tatlg Burchaseq (‘fﬂn“"f-
ercent
(1) (2) 3) (4)
Florida Power and Light
Company
July ] Florida 2,920,000 0.83%
August 9 Florida 1,088,000 0.84
September 9 Florida 4 0.8!
5,302,000
Canal Electric Company
July l Muuchusem 868,000 2.03
August i Massachuserts 1.095.000 2.09
1,963,000
Cen¢ral Hudson Gas and
Electric Company
July 2 New York 902,000 1.32
August 2 New York 1,012,000 1.31
September 2 New Yvork 392.000 1.23
2,506,000
Commonwealth Edison Compaay
July 8 Illinois 547,700 0.67
Connecticyt Light and Power
Compaay
August k| Coanecticut 696,000 0.99
Consolidated Edison Compaay of
New York
July 9 New York 1,220,000 0.29
August 9 New York 848,000 0.29
September 8 New York L1.075.000 0.26
3,143,000
nera




IABLE |
Page 2 of 2
NORTHEASTERN AND SOUTHEASTERN
UTILITIES CONSUMING APPROXIMATELY
500,000 BARRELS PLUS PETROLEUM PER MONTH
July through September 985S
Number of Average
Deliye:y Barrels Sulfur
——Unlity/Month —Pointa . __ Stane Burchased
(Percent)
(n (2) 3) (4)
Florida Power Corporatioa
July ? Florida 730,500 1.25%
September 7 Florida —54).900 1.14
1,374,400
Long Island Lighting Company
July 4 New York 1,499,000 2.20
August 4 New York 1,636,000 2.20
September 4 New York 272,000 2.30
4,007,000
New England Power Company
July 2 Massachusetts 591,000 1.50
September 2 Massachusetts 841,000 2.04
1,234,000
Peansylvania Power aod Lighe
Compaay
July 6 Peansylvaaia 306,000 0.91
August 6 Penasylvanis 1,393,000 0.89
September 6 Penasylvania 507,000 0.89
2,506,000
TOTAL 23,976,800

: o ion, -
—— U.S. Department of Energy, Energy Ioformation Administration, Electri
Bawer-Quarterly, Tabi® 14, Third Quarter 1985,
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POTENTIAL SOUTHEAST RESID SUPPLIERS
LONG-TERM CONTRACTS
Loog-Term Current or
Traasportatioa Previous

Active Company Rg(?)n:x (Q!nzgz).l.nm Sunnh:(x).i:[m

Amerada Hess Corporation Yes Yes Yes
Amoco Oil Company Yes Yes No
Apex Oil Company No Yes Yes
B. P. North America No Yes Yes
Belcher Qil Company No Yes Yes (current)
Challenger Petroleum (USA), Inc. No No No
Chevron International Oil Company No Yes No
Clarendon Marketing, Inc. No No No
Eastern Seaboard Petroleum Company No No No
Global Petroleum Corporation No No No
Hill Petroleum Company Yes No No
Koch Fuels, Inc. Yes No No
Lagoven S.A. Yes Yes No
New England Petroleum Company No No Yes
Petrobras (Brazil) Yes Yes No
Phibro Distributors Corporation No No No
Scallop Petroleum Company No Yes Yes (current)
Sergeant Oil and Gas Compaay, Inc. No No Yes
Stinaes Interoil, Inc. No No Yes (current)
Sua Oil Trading Compaany Yes No No
Tauber Oil Compaay No No No
Torco Oil Compaany No No No

Source: Duta provided by Florida Power and Light Company.
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Amcnd es’ Cotpom'\on . Yes
AMOCO \ Comptny Yes
Aper on Company Yes

p. Nott Amesics Yes
elchef (o] \} Complny Yes
Challeot ¢ Petro um { ., 1oc No
Chevto 1ateroat osl \Comptny. inc. Yes
Clared a M3 ting. v
astef® Sea petrol CompanY
Hill pereoley ompsnY
Koch Fue\s.\ c
Lagovee S.
New Eng\? a? oleum C° psoY
Phibro Distri®Y s COf o
Petro Comptny
nd C Como® y, \n¢




ATTACHHNT E
BEFOIRE THE
FLORIDA pueLIC SERVICE COMMISSION
AFFIDAVIT

Dociket NO. 940001-E!

TATE OF FLORIDA) 8%
who being duly gwom

COUNTY OF DADE )

eol, Miam, Flonda 33174.

by me, said and testified:
ss 159250 W. Flagler X
the Business

My name is Eugene Ungar. my business addre

a Forecasting Specialist 0
nng from Comell University in
ersity of Chucago-.

ight Company ("FPL") @s

ee in Chemucal Enginee
ministration trom the Univ

|snenvb‘;odbyF|or\daPowa&L
| received Bachelor's Degr

ree i BusINEsS Ad
by Mobil O Corporaton
ribution Depanment, and
Depanments in postions

where | served as 3 Seniof Staft

the Woridwide Refining
of increasing

1o 1984, | was employed
the Corporate Supply & Dist

Supply Planning and Controlier's

From 1974
Coordinatof and Supernvisof in
and Marketing Division's Strategic

ible tor the tuel pnce

responsibility.
ngineer and was fespons

In January ol 1985, | poined
related planmng projects-
given the added responsibill

FPLasa Senior Fuel E

forecasting and tuet-
ader tof FPL'S Forecast

In January ot 1988, | was

y for being TeamLe

sk Team.
988, | was named Pnnc

he added responsioility for

Ripview Board Ta
pal Engineer
Group in the Fuel

In September ot
the Reguiatory Services

In June of 1989, | was gven {

Resources Depantment.

in July ot 1991, | was
ober of 1993,\wasnamedF
attidavit of Of pPamela J

named principal Fuel Analfyst.
orecasting Specialist.

Camaron, dated March 4, 1987 The conditio

In Oct

| have reviewed the
in Dr. Cameron's attidavit, that led to he> n winich FPL bu
oligopolistic, are still true today tollows
psan updated ron's Table 1






Ungar Affidava
Page 3

an oligopolistic market is kkely lo result in a withdrawal of Price concessions to that buyer, thereby impainng
the buyer's ability to Negotiate contracts in the future

The adverse ettect of making information of this nature avalilable to suppliers is evidenced by the
oil industry's reaction 10 publication of FERC form 423. That torm discloses a dekvered price of fuel o4,
Because of the importance of this information to fuel Suppliers, several services arose which Compiled and
sold this indormation to Supplers that are only too willing to pay. We expect that a simdar “cottage
industry” would develop # the FPSC 423-1(a) or 423-1(b) data were Made public. Therefore, the
Publication of this information will be made readily available 10 the tuel suppliers, and this will ulimately
act as a detriment to FPL's ratepayers.

The information which FPL seéeks to protect from disclosure is contractual data that is treated by
FPL as proprietary confidential business information. Access within the company to this information i
rastricted. This iMormation has not, to the best ot my knowledge, been disclosed elsewhere. Furthermore,
Pursuant to FPL's fuel contracts, FPL is obligated to use all reasonable efforts 1o maintain the confidentiality
of the information idantified as confidential in Attachments A and C of FPL's Request for Specified
Confidential Classification.

The pricing iMormation appearing on FPL's Form 423-1(a) or 423-1(b) for which confidential
classification is sought should remain confidential for the time period the contract is in effect, plus six
months. Disclosure of prcing information dunng the contract period or Prior to the negotiation of a new
contract is reasonably likely to WTpair FPL's ability to Negotiate future contracts as described above.

FPL typically negotiates new residual (No. 6) tuel oil contract ted Services contracts

pnor 10 the end of existing contracts However, on occasion Soma contract negotiations are not finalized

until after the end of the contract period of existing contracts |es wa
typically negotiated within the next six months. Co =mssary 1o :
of the im " lon FPL's Form 423-1(a) or 423-1(b) for six * wnr the end
of t to

Wi respect to residual (N “ormaion on the Form 423-1(a) or 423-1(b) for Oy
] nct purchases o an the terms of t L
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Cconfidential for a period of six months after the delivery.  Six months is the méinimum amount of time
necessiry for conlidentiaiity of these types of purchases 1o aliow FPL to utilize ts market presence in
Qaining price concessions during seasonal fluctuations in the demand for residual (No. 6) fuel o,
Disclosure of thig inlormation any sooner than six months after Compilation of the transaction [ reasonabiy
likely to impair FPL's ability to negotiate such purchases.

In summary, it is My opsnion that the conditions cited by Dr. Cameron in her atfidavit are still vakd,

and that the markets in which FPL buys tuel oil, and fuel o related services, are ohgopolistic.

that term is defined in §366.093, F.S. As such, disclosure of this contractual data would impair FPL's ability
1o contract for No. 2 fuel oit on favorabie terms in the future.

No. 2 tuel oil is purchased thvough a bidding process. At the request of the No. 2 fuel oil Suppliers,
FPL has agreed 1o not Publicly disclose any Supplier's bid. This non-disclosure agreement protects both
FPL's ratepayers, and the bidding suppliers. As to FPL's ratepayers. the non-public bidding procedure
Provides FPL with a greater vanation in the range of bids that would otherwise not be available if the bids,
or the winning bid by Rselt, were publicly disclosed. With public disclosure of the No. 2 fuel oil prices found
on FPL's Form 423-1(a), the bids would narrow to a closer range around the last winning bid eliminating
the possibility that one Supplier might, based on his economic situation, come in substanfidily BWEF an
the other suppliers. Nondisclosure likewise protects the suppliers from divuiging any econo ‘r
that supplier may have that the others have not discovered

The No. 2 tel ol pricing inormation appearing on FPL's Form 423-1(a), for wie
Class#ication is sougiht, should femain confidential for the time period the contr

months. Disclosure of pricing information during the contract penod or prior fo t
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FPL typically negotiates its No. 2 tuil oil contracts pnor to the end of such comracts. However,
on 0Ccasion SOMe comracts are not negouated until atter the end of the current contract penod- In thos®
instances the contracts are typcally renegotiated within six months. Consequantly. 1 is nocassasy 10
maintain the confidentiality of thé irdormation identitied as confidential on FPL's Form 423-1(a) Yor s
months after the end of the indvidual contract perod the inlormation relates 0. Disclosure ol this
irdormation any sooner than six months atter completion of the ransaction i reasonably ikely 10 WMpaAIr

FPL's ability t0 negotiate such coniracts.

Further affiant sayeth naugiht.

The torego®™) instrument was acknowt ore me mé:‘_-‘i day ol gust, 1994 in Dade
County, Florda by Eugene ungar, who 1§ porsona nown to me and who dd t n oath.



TABLE 1
NORTHEASTERN AND SOUTHEASTERN
UTILITIES PURCHASING APPROXIMATELV
6 MILLION BARRELS PLUS PETROLEUM |N 1993
Average
Sultur
—Mtiilty/Month _State _ - b -Content
(uuu) (Percent)
Flonda Power & Light Florida 37,902 1.57
Company
Canal Elecyric Company Massachysetts 7.688 1.54
Florida Power Corporation Flongda 10,788 1.85
Long isiang Lighting New York 9,747 0.90
Company
Source: us
Mm - b )
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POTENTIAL SOUTHEAST RESID SUPPLIERS

Ameragy Hasg Comp. YES
8P North nca YES
Chevron lmema!ional O Co NO
irendon arketing, Inc NO
Clark O Traq Co NO
Coastal Fugig Marketing, |nc NO
t NO
Globa/ Petroleum Conpany NO
Intemor Trade, Inc (Brazy) YES
w. Stone O, ) NO
Koch Fuels YES
Kerr McGee YES
Las Energy Corp NO
Lyongen Pet Co YES
Meta“ooehschan C NO
Northeag; Petroieym NO
Petroby YES
Petrolea NO
Phibro Energy inc NO
0 Energy lmemaznonal NO
Stewan Petroleym Comp. NO
Sl“‘m Imoroil. Inc. NO
Sun Ol Traq; Conpany YES
Tauber Oy Co"pany NO
Texaco YES
Tosco Oy Company YES
Traﬂswom Oil usa YES
Trntoc YES
Vitol SA Inc NO

Previous
Suppiier of FPL
ntr t

YES/YES
YES/YES
NO/YEs
YES/YES
NO/YEs
YESry ES
YES/YES
NO/YES
NOmnNO
NONO
NO/vEes
NO/vEs
NO/ves
NONO
NO/NO
NONO
NO/NO
NO/YEs
NOrves




CERTIFICATE OF

BERVICE

I HEREBY CERTIFY that a true and correct copy of Florida Power
& Light Company’s Request for Confidential Classification of the
Form 423-1(a) for June, 1994, was forwarded to the Florida Public
Service Commission via Airborne Express, and copies of the Request
for Confidential Classification without Attachment A were mailed to
the individuals listed below, all on this 12th day of August, 1994.

Barbara A. Balzer

Florida Public Service Commission
101 East Gaines Street

Fletcher Building

Tallahassee, FL 32399

John W. McWhirter, Jr., Esquire

Joseph A. McGlothlin, Esquire

McWhirter, Reeves McGlothlin,
Davidson, etc.

P. 0. Box 3350

Tampa, FL 33601-3350

G. Edison Holland, Esquire
Beggs & Lane

P. O. Box 12950

Pensacola, FL 32576

Major Gary A. Enders USAF
HQ USAF/ULT, STOP 21
Tyndall AFB, FL 32403-6001

Robert S. Goldman, Esquire

Vickers, Caparello, French & Madsen
P. O. Box Drawer 1876

Tallahassee, FL 32302

Mr. Prentice P. Pruitt
Florida Public Service
Commission

101 East Gaines Street
Fletcher Building

Tallahassee, FL 32399

Jack Shreve, Esquire
Robert Langford, Esquire
Office of Public Counsel
624 Fuller Warren Building
202 Blount Street
Tallahassee, FL 32301

Lee L. Wills, Esquire

James D. Beasley, Esquire

Ausley, McMullen, McGehee
Carothers & Proctor

P. 0. Box 391

Tallahassee, FL 32302

Lee G. Schmudde, Esquire
Reedy Creek Utilities, Inc.
P. O. Box 40

Lake Buena Vista, FL 32830

James A. McGee, Esquire
P. O. Box 14042
St. Petersburg, FL 33733




Zori G. Ferkin, Esquire Josephine Howard Stafford

Sutherland, Asbill & Brennan Assistant City Attorney
1275 Pennsylvania Avenue, N.W. 315 East Kennedy Blvd.
8th Floor Tampa, FL 33615

Washington, D.C. 20004

Anthony G. Tummarello

Director of Energy

Occidental Chemical Corporation
5005 LBJ Freeway

P. O. Box 809050

Dallas, TX 75380-9050

§teven‘ﬁ: Feldman

SHF/ssk

Certif2. jun




