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redacted version of his testimony which deletes all reference to that issue. In all other respects,
Mr. Falkenburg's testimony remains the same.
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Q.

BEFORE THE
FLORIDA PUBLIC SERVICE COMMISSION
DOCKET NO. 960409-E1
DIRECT TESTIMONY OF RANDALL J. FALKENBERG
Please state your name and business address.
Randall J. Falkenberg, Suite 475, 35 Glenlake Parkway, Atlanta, Georgia
30328.
What is your occupation and by whom are you cmployed?
| am a utility rate and planning consultant holding the position of Vice
President and Principal with the firm of J. Kennedy and Associates, Inc.
("Kennedy and Associales”).
Please describe briefly the nature of the consulting services provided by
Kennedy and Associates.
Kennedy and Associates provides consulling services in the electric, gas, and
telephone utility industries. The firm provides ::npurli'm: in system planning,
load forecasting, financial analysis, cost of service, ulility accounting,
revenue raquirements, and rate design, - Our clients have included the
Georgia, Louisiana, and Oklahoma Public Service Commissions, the
Attorneys General of Kentucky and New Mexico, the Office of Public Utility
Counsel of Texas, the Consumers’ Utility Counsel of Georgia, industrial

consumer groups in over a dozen states, a number of publicly-owned utilities,

J. Kennedy and Associates, Inc




9

a major Federal Public Power Authonty, and the New Orleans Business
Council.

1. QUALIFICATIONS
Please describe your education and professional experience.
Exhibit No. ___ (RJF-1) describes my education and experience within the
utility industry. 1 have nineteen years of experience in the utility industry
and have worked for utilities, both as an employee and as a consultant, and
as a consultant to major corporations, state and federal government agencies,
and public service commissions. | have been directly involved in a number
of cases related to the Bath County, Beaver Vallcy, Brandon Shores, Grand
Gulf, Millstone, Palo Verde, Perry, River Bend, Trimble County, Vogtle,
and Wilson power plants concerning the topics of rate recognition, prudence,
power system reliability, and economics.

During my cmployment with EBASCO Services 1 developed
probabilistic production cost and reliability models used in studies for
numerous utility industry clients. I personally directed a number of marginal
and avoided cost studies performed for compliance with the Public Uulity
Regulatury Policies Act of 1978 ("PURPA"). At EBASCO, 1 also
participated in a wide variety of consulting projects in the rate, p_lanning: and

forecasting’ areas.

In 1982 1 accepted the position of Senior Consultant with Encrgy

J. Kennedy ond Associates, Ine
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Management Associates ("EMAT). At EMA 1 trained and consulted with
planners and financial analysts at several utilities in applications of the
PROMOD 111 and PROSCREEN 11 planning models. In particular, I assisted
planners in the application of these models to the preparation of studies of
revenue requirements and the financial impact of alternative expansion plans,
I also assisted in EMA’s educational seminars and trained utility personnel
in revenue requirements analysis, production cost modeling, rehability
analysis, and other techniques of generation planning.

Since joining Kennedy and Associates in 1984, 1 have been
responsible for the firm's work in the arcas of generation planning, rcliability
analysis, and the rate treatment of new capacity additions. I have presented
expert testimony on these and other matters in over seventy-five cases before
regulatory commissions and courts in Arkansas, Connecticut, Flonda,
Georgia, Kentucky, Louisiana, Maryland, Michigan, Minnesota, New
Mexico, New York, North Carolina, Ohio, Pennsylvania, Texas, and West
Virginia. Included in Exhibit No. ___ (RIF-1)1sa list of my appearances.
Have you previously presented testimony before the Florida Public
Service Commission?

Yes. In 1984 | appeared before the Florida Public Service Commission
{"FPSC':; In Florida Power Company (*FPC") Docket No. 830470-El and

addressed issues related to the Crystal River 5 generating unit. In 1987 1

1. Kennedy and Asgociaies, [Inc.
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filed testimony in FPC Docket No. 870220-El related 1o cost allocation and
rate design and the performance of the Crystal River 3 nuclear plant. In
1992 1 filed testimony in FPC Docket No. 910890-El related to cost
allocation and a variety of revenue requirements issues.  Docket Nos,
870220-E1 and 91890-El were settled prior to my appearance, In 1992 1
filed testimony in TECO's last general rale case (Docket No. 920324-El)
addressing issues related 1o cost allocation, jurisdictional separations and
interruptible rates, That case was also settled prior to my appearance. I
have also presented testimony in a number of smaller proceedings addressing
issues related to interruptible load, off-system sales and DSM.

Please discuss how your qualifications relate to the issues you are
addressing in this case.

The primary subject matter of this testimony concerns the rate treatment of
a new power plant and cost allocation. 1 have already pointed out my
experience in cases related to the rale treatment of new power plants. In
addition, as can be seen from Exhibit No. ____ (RJF-1) I began my work in
the utility industry in the cost of service and rate design arca nincteen ycars
ago. | have been involved in cost of service and rate design analysis dunng

L1

mos! of my career.

Because it is purported that the selection of a cost allocation technique

is intended to reflect the decision process underlying plant construction, |

J. Kennedy and Assoctares, Inc,
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helieve my expertence in the planning area and prudence audits enables me
to bring the perspective of the planner to this issuc. In my previous work |
have extensively reviewed a great number of utility planning documents that
have led to the construction of new capacity over the perniod from the 1960
to the present, and have also been involved in a great number of planning
cases concerned with major plant additions.  As a result, although I will be
addressing cost of service related issues, I will be approaching them from the
perspective of a system planing expert.

I1. INTRODUCTION AND SUMMARY
On whose behalf are you appearing and what is the purpose of your
testimony?
I am appearing on behalf of the Florida Industrial Power Users Group
(“FIPUG"). These industnal customers arc among the largest power
consumers on the Tampa Electric Company ("TECO") system and have a
direct interest in the regulatory treatment of the Polk County power plant
which will be addressed in this case. FIPUG has asked Kennedy and
Associates to review TECO's filing and comment on the Company’s
proposed regulatory treatment of the Polk County Unit and 1o address the
issues raised in the Prehearing Order relative to the cost allocation
methodology appropriate for the project and certain other issues.

Do vou have a summary of your testimony in this case?

1. Kennedy and Associates, Inc.
5.
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| have concluded the following:

1 do not dispute TECQ's need for the added capacity available from
the Polk County project and do not question the prudence, used and
usefulness or cost effectivencss of the combined cycle portion of the
plant. However, the Commission must decide whether the gasifier
portion of the project is prudent, used and useful or cost effective.
My analysis of the cost effectiveness of the pas fier indicates that the
current and near term fuel cost savings are minimal compared to the
high initial capital costs of this project. If the Commission approves
the prudence of the total investment, I recommend that the
Commission utilize a phase-in approach to mitigate these high initial
Cosis,

1 urge the Commission to reject any notion that TECO will have a
stranded cost recovery problem for two reasons. First, TECO's
embedded cost of capacity and energy (including Polk County Unit)
is lower than the cost of mew combined cycle generation. In a
competitive market, it is likely TECO would carn higher rates of
return on its assets.  Second, TECO's investors knew full well that
competition was a possibility during the period of the Polk County's
Unlt construction, Thus, they accepted the risks of any stranded cosls

for the plant.

J. Kennedy and Assocales, Inc.
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4 The FERC Mega-NOPR heralds a new era of wholesale power

competition. Owing 1o this major shift in the regulatory paradigm,
the Commission should carefully assess the junisdictional allocation
of the Polk County Unit (and all plants) between the retail and
wholesale market. The Commission should make an assignment of
any capacily resources not needed to serve retail loads to the
wholesale jurisdiction and impute long term wholesale sales at
whatever cost it allows for the Polk County Unit.
III. RATE TREATMENT OF THE POLK COUNTY UNIT
Due to the stipulation TECO’s rates are frozen until January 1, 1999,
Why is rate treatment of the Polk County Unit an issue?
The stipulation addresses the crucial issuc of TECO's base rate levels by
freezing rates. TECO, FIPUG and the OPC are all satisfied with this result.
It also determines the treatment of any excess camnings via a deferral
mechanism. However, the remaining issuc (o be addressed is the question
of how one measures excess earnings in the surveillance reports.  If TECO
includes the full cost of the Polk County Unit in its regulatory rale hase,
then, all other things being equal, eamings will be depressed. In that case,
carnings may not exceed the 11.75% level and revenues previously deférred
will be 'I.;.Sl'.d up.* If, on the other hand, TECO is not allowed the full cost

of the Polk County Unit in rate base, then carnings will be increased.

J. Kennedy and Awsociates, Inc.
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stipulation and recent cost cutting efforts. With wholesale competition on the
doorstep, and retail competition perhaps not far behind, the traditional
solution of raising rates is becoming less and less attractive within the utility
industry.  The last few years have scen substantial cost-cutting and
downsizing efforts taking place in the utility industry and relative rate
stability in most places. It appears that TECO has concluded its best future
lies in cutting costs and using innovative regulatory approaches, rather than
increasing rates, in order to increase shareholder value. | agree with this
perception and support it.

With that as a background, please discuss the issue of the regulatory
treatment of the Polk County Unit.

The Commission must consider a number of factors in its determination of
the rate treatment for the Polk County Unit.  These include the traditional
issues of prudence, used and useful and the cost-effectivencss of the resource.
However, as discussed above, the stipulation itself also has a bearing on the
impact of any cost disallowances which the Commission might impose. The
Company has addressed the prudence issue in its tesimony. For my part,
I will note that prudence is not the only standard for ratemaking. Due to the
presence of competition in wholesale markets, and the likely r:r_ncrgmc'c of
retail cmr;p’ctition during the useful life of the Polk County Unit, the latter

two standards will take on increasing importance. [ will concentrate on the

J. Kennedy and Associates, Inc.
9.
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cost effectiveness of the resource relative o other options and make rate
treatment recommendations which will mitigate its initial high cost.
Comment on the cost effectiveness of the Polk County Unit.

Exhibit No. ____ (RJF-2) is a cost-effectiveness analysis of the Polk County
Unit from the perspective of current ratepayers. The source data for this
study comes directly from Mr. Hernandez's Exhibit No. ___ (TLH-1.) This
analysis compares the current cost of the Polk County Unit to the costs of a
gas-fired combined cycle unit at the site. The only modification I have made
to Mr. Hernandez's study is to remove the Polk County gasifier sunk costs
and the DOE graut from the analysis. This analysis, therefore, reflects the
costs of the Polk County Unit as built compared to TECO simply building
a combined cycle unit at the Polk County site.

Why is this a relevant standard of comparison, and how does your
analysis differ from that of Mr. Hernandez?

In TECO's original certification proceeding, a gas-ﬁnﬁd combined cycle unit
was one of the alternatives considered. Given that TECO demonstrated a
need for new capacity, and the relative economic advantages of combined
cycle generation, this would have been considered a reasonable capacity
addition at that time, and it remains so today. TECO, however, decided to
build a t::‘x:il gasifier at the site and received the DOE grant for doing so.

The Commission conditioned approval of the project upon the DOE grant.

J. Kennedy and Associates, [ne
-10-
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This analysis addresses the question of whether TE( *0’s decision remauns the

most economic choice from the current perspective.  Naturally, the
Commission must also consider the question of prudence, i.c. whether the
decision 1o build the gasifier was reasonably expected to be the least cost
option in the first place.

Mr. Hernandez's study addresses the question of completion vs.
cancellation of the project. By reflecting the pasifier-related sunk costs in his
study, he focusses solely on the question of whether it made sense ©
complete or abandon the gasifier project. With so little left to be spent on
the project, the answer is obviously yes, assuming that reasonable operating
performance is possible from the gasifier.

What are the results of your study?
My study shows that over its entire lifetime the Polk County Unit may be an
economic resource compared to a conventional combined cycle plant built at
the same site. However, the projected economic advantage is rather small
($27 million in NPV in 1996 dollars) and it will take until approximately the
year 2021 before the high initial cost of the gasifier is overcome by the
projected long term fuel cost benefits on a cumulative present value basis.
Long term projections such as this are obviously quite uncertain, WHhat is
highly oc;thin. however, is the fact that the initial costs of the gasifier dwarf

any possible fuel cost benefits during the carly years of operation of the

J. Kennedy and Associates, Inc.
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plant. In the initial years of operation during TECO's rate freeze (1996 10
1998), the gasifier results in additional capital costs of $64 million (NFV) but
produces less than $ 13 million in fuel cost savings.

In your view, what is the primary consequence of the cost-effectiveness
test you have performed regarding the issue of rate treatment?

The analysis performed demonstrates two problems. First, there is some
doubl as to the long-term economic advantages of the gasifier portion of the
plant. However, irrespective of the question of long-term cost effectiveness,
the high initial cost of the project relative to a "plain vanilla® combined cycle
plarit is the most pressing concem. 1 propose that the Commission seck to
implement a rate treatment for the gasifier which will mitigate its high initial
cosl.

Why is the high initial cost of the gasifier such a concern?

There are two reasons. First, there is the question of intergencrational
cquity. Today’s ratepayers could well end up subsidizing future ratepayers
by paying the highest costs of this asset when it produces minimal fuel
savings. Second, with the likely prospect of both wholesale and retail
competition in the years ahead, current ralepaycrs may find themselves of
paying down much of the costs of the Polk County Unit under a rcgu'Ialm‘
regime, u;rliiic TECO reaps the benefits of the project’s lower operaling costs

in the years ahead in a deregulated environment, TECO™s current ralepaycrs

1. Kennedy and Associates, Inc
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Q.

may not retain the clann on the eventual benefits of the plant under
competition, even after having suffered its high costs under regulation.
Having identified this, please proceed now to the question of the rate
treatment of the Polk County Unit.

In FIPUG's view, the high initial cost of the gasifier is not a major problem,
so long as it does not give rise to a rate increase.  We believe that it 1s
possible 1o craft a solution to this problem.

Exhibit No. __ (RJF-3) is a copy of a letter from Mr. Gordon
Gillette, Vice President of Regulatory Affuirs of TECO, 1o Mr. John
Slemkewicz, Supervisor of Electric and Gas Accounting for the FPSC. The
letter demonstrates that from 1994 to 1996, TECO would experience excess
earnings, with a reduction in earnings in 1997, due to the inclusion of the
Polk County Unit in rate base. However, the shortfall in 1997 was nol as
great as the over earnings in expected in the period 1994-1996. In addition,
TECO's sales growth projections are not particularly large, averaging 3% or
less. The interesting point is that for 1997 TECO's ROE was projected o
be 9.28%, apparently without any base rate increascs. While | do not intend
to address the question of TECO's appropriate ROE, this indicates a shortfall
of a magnitude which could potentially be eliminated via higher sales gm'wlh,
cosl cuiti;'sg, clc.

Are there any other factors which bear upon this question?

1 Kennedy and Associates,  fnc.
L13-
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Yes. Under traditional utility regulatory accounting, the initial year ot anew
plant is the highest cost, Every subsequent year has a lower cost as the rate
base is depreciated, and the deferred tax reserve decreases. In the present
case, TECO hopes 1o be allowed a seven-year tax life for the project. This
will greatly accelerate the reduction in cost dunng the wnitial years of
operation, This suggests that if TECO could stave off the necessity for a rate
increase in the first few years of the Polk County Unit, it will be casier 1o
do so after that. Thus, the necessary ingredients are in place for recognition
of the new plant in rates without a rate increase.

Would this be unusual?

When viewed in the context of the period from the 1980s to 19940, this would
have been unusual indeed, However, as Mr. Rowe points out in his direct
testimony, FP&L has recently accomplished the inclusion of the costs of a
number of new power plants into rate base without a base rate increase.
Please describe FIPUG’s proposed rate treatment for the Polk County
Umit.

FIPUG proposes to allow TECO to initially include the cost of the combined
cycle portion of the plant into rate base for purposes of surveillance reporting
in conjunction with the rate freeze. This approach will be Cquil.:lbit to
sharcholders and will assure ratcpaycrs that they are pay:ng for a cost-

effective resource.,

J. Kennedy and Associates, Inc.
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Why do you recommend inclusion of the cost of the combined cycle
portion of the plant in rate base as opposed 1o the total booked cost of
the unit?

A combined cycle plant represents a reasonable standard of companson for
a new utility plant. My review of planning studics in recent years indicates
this has become the capacity addition of choice for most utilities. TECO
contends that completion of the Polk County Unit as a coal gasification
project was a lower total cost option than a combined cycle unit, based on its
studies over the period 1992 to 1996. However, | seriously doubt that any
one would have proposed a prudence disallowance had TECO decided that
the added costs and technological risks ot coal gasification did not warrant
the investment and chose to build a conventional combined cycle plant
instead. In addition, the higher than expected costs of the project and
reduced fuel savings cast some doubt on its long-term benefits.  Had the
Commission expected these in the first case, 1 quudun if the plant would
have ever been certified. Thus, under present economic circumstances, the
combined portion of the cycle plant represents an option which would be both
prucd=nt and cost-cffective. For this reason, 1 do not dispute inclusion of at
lcast that amount of cost into rate base. Given the need t"f_tr and cost-
ef fr:u:livcr;r:ss of the combined cycle portion of the plant, the problems of

intergenerational equity and the potential regulated ratepayer subsidization of

1. Kennedy and Associates, Inc
«]5.
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TECO's competitive  future discussed above arc not Concerns.

However, the gasifier portion of the plant cost represents an added
investment which must pass the regulatory tests of prudence and used and
uscfulness, or cost-effectiveness, particularly in light of the 1ssues o
intergenerational equity and the prospect for clectnic utility competition.
Assuming the Commission determines that the gasifier is a prudent
expenditure, how do you propose that TECO treat the additional
investment?

In that case, TECO should be allowed to recover all operating expenses and
depreciation on the plant as a whole. However, in order to mitigate the high
initial cost of the plant, I recommend that the Commission defer the return
on the gasifier to effectuate a phase-in of its costs, so that the total rate
impact of the project is as close to neutral as possible during its initial years
of operation, Under the stipulation, TECO's investment and expenses for
financial reporting purposes are largely independent of the rate treatment ol
the Polk County Unit during the rate freeze, because rate levels and expenses
are independent of this.

Do you have a specific schedule for this phase-in proposal?

Yes. 1 propose that in the first full year of operation, a deferred return be
allowed c;ﬁ 100% of the gasifier investment ($191 million). Each year afier

that an additional 20% of the gasifier's initial rate basc would be allowed a

J. Kennedy and Associates, Inc.
16~




current return, At the end of five years, the full rate base would be allowed
a current return.  Deferrals would be amortized over years 10-30. 1l
approach will mitigate any currenl rate impact of the plant, but will also
provide a rapid and definite phase-in. At the end of the rate freeze, TECO
could petition the Commission to accelerate the phase-in if it can demonsirate

lower than currently expected costs or larger fuel savings benefits.

IV. JURISDICTIONAL SEPARATION FACTORS

Will the Polk Unit have an impact on the relationship between wholesale
and retail sales?

Yes. The Commission needs to carefully consider the issue of jurisdictonal
separation factors and the treatment of the Polk County Unit’s costs in the
wholesale jurisdiction. As a result of the FERC Orders 888 and 889
(stemming from the Mega-NOPR) TECO, and all utilities, will now be
participating in a competitive wholesale market. ‘r‘;"hilc, in the past, the
wholesale and retail jurisdictions were both regulated markets, now TECO
will be involved in a regulated retail, but increasingly deregulated wholesale
power business. Commissions have traditionally had strong concerns in
instances where utilities operated in both regulated and competitive businesses
and have Ifr'oquenlly instituted special measures to protect regulated castomers

from subsidizing the deregulated or unregulated businesses. In the present

J. Kennedy and Associates, Inc.
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case 1 urge the Commission to take special care that retail ratepayers do not
subsidize wholesale ratepayers.

How can the Commission ensure this?

The Commission should revisit the junsdictional scparation factors,
particularly for generation resources and ensure that a reasonable portion of
the costs of the Polk County Unit (and, in fact, all plants) is assigned to the
wholesale jurisdiction. This can be done by allocating the wholesale
jurisdiction all capacity not required to serve retail peak demands. In
addition, the Commission should make it a rebuttable presumption that the
allowed cost of the Polk County Unit is the cost of serving long term (greater
than 5 years) wholesale loads. In other words, it should impute the costs of
the Polk County Unit as the revenues derived from long term contracts in the
wholesale market.

Explain why you believe that this should be done.

TECO and all other utilities are now in a position to compete on a much
broader scale for wholesale loads. A danger in this situation is that TECO
could build unnceded capacity in an attempt to expand wholesale market
shar~. To prevent retail customers from subsidizing TECO's unregulated
wholesale efforts, the Commission should assign cxcess capacity to the
wholesale jurisdiction and impute the allowed cost of the latest capacity

addition to the wholesale market as the price of long term sales,

J. Kennedy and Associates, Inc.
-18-
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V. STRANDED COSTS AND PRICE INDEXING
Do you believe that the Polk County Unit should be recognized in any
future stranded cost recovery type of exit fee?
No. There is no evidence that TECO will have a stranded cost recovery
problem. In fact, an excellent case can be made that TECO would carn
higher returns on its resources under a competitive regime than would be the
case with continued regulation,
Please explain,
In considering stranded costs, 1t 1s important to recognize the enlire
generation mix of a utility, not just its highest cost, or most recently
completed plant. In TECO's case, the Company's embedded cozt of capacity
(even with the Polk County Unit) is a less than S400/kW. This is lower than
the current cost of a new combined cycle generator or combustion turbine,
However, TECO's capacity mix is 87% coal-fired. Since coal fuel prices are
now lower than natural gas or oil (and expected to remain s0), it is clear that
TECO's existing capacity mix will be lower in cost than either a new CT or
combined cycle plant. Thus compared to the cost of new gencration
resources, TECO's existing resources would have a substantial compenitive
advanmage. TECO can generate energy from its existng units at a Iuwur‘cml
than a nc;w' generation resource would require.

Why is this significant?

1. Kennedy and Associates, Inc.
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In a competitive market, economic theory holds that price will equate o
marginal cost. If excess capacity is present, then the prnice will equal short
run marginal cost. However, in an equilibnum position, without excess
capacity, price will equal the long run marginal cost of new gencration.
Currently, the load and capacity balance in the area is in balance. SERC, as
a whole, has a reserve margin of 24% over the firm summer peak, while the
Florida and Southern subregions have reserve margins of 23% and 20%,
respectively. There is no longer a substantial amount of excess capacity in
the region. Therefore, we can expect that under competition, the market
price will equate rather quickly to the cost of new generation, and eventually
settle in at a level higher than TECO's embedded cost of capacity. For this
reason, TECO would expect to carn higher returns in a competitive markel
than under continued regulation. In light of this, it is clear that TECO's
stranded costs are probably negative.

Does the recent time frame for the Polk County Unit's construction have
any bearing on this issue?

Yes. It is frequently suggested that investors would perceive it to be unfair
if high cost nuclear plants were not included as part of a stranded cost
recovery charge. While there is room to debate this point, at least one [hing
is clear. Illnlikc a nuclear plant, which was originally conceived in the carly

1970s and perhaps completed in the 1980s, the Polk County Unitisa product

J. Kennedy and Associgtes, Inc.
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of the last five years. While utility investors might claim to have had no idea
that electricity competition would someday become a reahity wh-rn nuclear
plants were undertaken, the same cannot be said for TECO's current
investors, The prospects for both retail and wholesale competition were well
known in the carly 1990s when TECO began its involvement in the project.
In 1992, for example, the federal EPACT was passed which required the
institution of wholesale competition. Thus, TECO's current investors made
their choices with their eyes open as regards the possibility that the Polk
County Unit might someday be an asset used in a compelitive market, Thus,
1o this extent, investors should bear the risk (if any) of stranded costs for the
Polk County Unit.

Should the Commission establish a performance-based rate indexing as
a method of cost recovery for TECO's Polk 1IGCC unit?

No. FIPUG has alrcady proposed a ratemaking inechanism for the Polk
County Unit. Performance-based ratemaking is a I‘mnq'l.mnl]f,r used term these
days, and may mean different things to different people. [ am assuming that
in this instance, it means some form of rate indexing. Generally speaking,
this has meant that utilities are allowed to automatically increase prices based
on an index of inflation and fuel prices with, perhaps, a productivity nfrwt.
While 1h:l.-r'|: is no specific proposal on the table, this type of performance

hased ralemaking is unwarranted because it simply allows the utilities the

J. Kennedy and Associates, [Inc
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opportunity to overearn.  If such a system had been in place in Florda over
the past decade, the current TECO refunds as well as the 1987 FPC rate
reduction would have never taken place, Instead, steadily rising rates would
have occurred, and substantial over collections would have resulted.

Further, formalistic ratemaking standards have been a one-way street,
For example, the Commission has had an O&M benchmark methodology tor
years, but has been reluctant to apply it when it implied a large disallowance
For example, in the FP&L tax refund case, the Commission dechined 1o
reflect an O&M benchmark concept in determining the refund level. Unless
the Commission is prepared to implement this type of approach, even if it
spells serious problems for utilities at some future date, it should not allow
it to be introduced now when "times are good.”

The fundamental flaw with performance based ratemaking is that it
tends to caplure only increases 1o cost, such as due to mflation, without
giving credit to sources of decreasing costs, such as s::llcs growth, rate base
depreciation, ete.  For most electric utilities, very little of the actual cost of
service is related to inflation, at least in the short run. Most electric utilities
revenue requirements are dominated by the capital investment in production,
transmission and distribution plant. In the absence of a new plant, [hl:!nl..'
cosls wiltl decline over time. Labor related costs, such as O&M, may follow

inflation to some extent, but are hardly driven by inflation. For example,

). Kennedy and Associates, Inc.
22.
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utilities, such as TECO, have actually been able to freeze or even cut O&M
expenses in some cases, even when overall inflation in the cconomy has been
running at 3% or more. Finally, a utilities’ fuel prices are driven by existing
contracts, as well as prices in fuel markets. Simply because a neighborning
utility has an increase in fuel costs does not mean TECO should be granted
a fuel price increase.

The primary argument in favor of performance-based ratemaking 1s
that it allows a utility to reap some of the rewards of its own cost cutling
efforts and efficiency gains. However, FIPUG's proposal accomplishes thal
goal, while still allowing ratepayers to share in some of those benefits as a
costly new power plant is worked into customer rates. | recommend that the
Commission reject any form of rate indexing such as performance based
ratemaking and adopt the FIPUG proposal instead.

Does this conclude your testimony?

Yes.

J. Kennedy and Awsociores, Inc.
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QUALIFICATIONS OF RANDALL J. FALKENBERG, VICE PRESIDENT

EDUCATIONAL BACKGROUND

[ received my Bachelor of Science degree with Honors in Physics and a minor in mathematics trom
Indiana University. | received a Master of Science degree in Physics from the University of Minnesot
My thesis research was in nuclear theory, At Minnesota | also did graduate work in engineenny
economics and econometmnes. | have completed advanced study in power system reliabiliry analysis.

PROFESSIONAL EXPERIENCE

After graduating from the University of Minnesota in 1977, 1 was emploved by Minnesota Power as a
Rate Engineer. [ designed and coordinated the Company's first load research program. [ aiso performed
load studies used in cost-of-service studies and assisted n rate design activities.

In 1978, [ accepted the pasition of Research Analyst in the Marketing and Rates department of Puget
Sound Power and Light Company. In that position, [ prepared the two-year sales and revenue forecasts
used in the Company’s budgeting activities and developed methods to perform both aear- and long-term
load forecasting studies.

In 1979, | accepted the position of Consultant in the Utility Rate Department of Ebasco Service Inc. In
1980, [ was promoted to Senior Consultant in the Energy Management Services Deparunent. At Ebasco
[ performed and assisted in numerous studies in the areas of cost of service, load research, and utility
planning. In particular, [ was mnvolved in studies concemning analysis of excess capacity, evaluation of the
planning activities of a major utility on beha!f of its public service commission, development of :
methodology for computing avoided costs and cogeneralion rates, long-term electnicity price forecasts, and

cost allocation studies.

At Ebasco, | specialized in the development of computer models used to simulate utility production costs,
svstem reliability, and load patterns. [ was the principal author of production costing software used oy
cighteen utility clients and public service commissions for evaluation of marginal costs, avojded costs an
production costing analysis. [ assisted over a dozen utilities in the performance of marginal and avorded
cost studies related to the PURPA of 1978. In this capacity, | worked with unlity planners and e
specialists in quannfying the rate and cost impact of generation expansion alternatives, This activity
included estimating carrying costs, O&M expenses, and capital cost esumates for future generanon,

J. KENNEDY AND ASSOCIATES, INC.
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QUALIFICATIONS OF RANDALL J. FALKENBERG, VICE PRESIDENT

In 1982 | accepted the posiion of Senior Consultant with Energy Management Associates, [nc. fhd was
sromoted to Lead Coasuitant in June 1983. At EMA | muned and consulted with planners and financ:al
analysts at several utilities in applications of the PROMOD and PROSCREEN planning models. | assisted
slanners in applications of these models to the preparation of studies evaluating the revenue requirements
and financial impact of generation expansion altematives, alternate load growth partems and altemate
regulatory treatments of new baseload gencration. [ also assisted in EMA's educational seminars whese
utility personnel were trained in aspects of production cost medeling and other modern techniques of

zeneration planning.

| became a Principal in Keanedy and Associates in 1984, Since then | have performed numerous
cconomic studies and analyses of the expansion plans of several utilities. | have tesnfied on several
occasions regarding plant cancellation, power system reliability, phase-in of new generzung plams, and
the proper rate treatment of new generating capacity.

PAPERS AND PRESENTATIONS
Mid-America Regulatory Commussioners Conference - June |984: "Nuclear Plant Rare

Shock - s Phase-In the Answer”

Electric Consumers Resource Council - Annual Seminar, September 1986 "Rate Shock,
Excess Capacity and Phase-in®

The Metallurgical Society - Annual Convention, February 1987: “The lmpact of Elecine
Pricing Trends on the Aluminum [ndustry”

Public Utilities Formightty - “Future Electncity Supply Adequacy: The Sky Is Not
Falling® What Others Thunk, January 3, 1989 lssue

J. KENNEDY AND ASSOCIATES, INC.
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Date Case Jurisdict Party utitity Subject
.
LB B924 4 Alrea Carbice Louiewille CWiP in rate Dase.
Gan & flecuric
5/8.  A30&LTO- FL Flortca (matrial florica Power Carp. Phase-in af coal wit, fuel
El Power Usefs Lroud savingd basis, o8t
aliocation,
10/8& 89-07-n cr Conmecticut Indatrial Soweciicut Facess capacity.
inergy Consumars Light b Powar
11/88  R-8L2451 B Lemigh vValley Ferraylvania Phase-in of muclear wnit.
Power Commitiee Power L Light Ca.

/8% 1-S40380 ba Phila. Ares [moustrial Philscelpnis fconomica of cancellation of
Erergy Usery’ Sroup Electric Co. mucioar pererating wnits.

1/8% Case No. (44 Centuchy Induatrial Louisville Gas fcomomics of cancelling fossil

J2ey Utilicy Conuumers & Eleczric Ca. gerarating units,

/85 A-842832 A West Penn o1t Pern Powaer feonomics of pusped s1OrFage
Pengmr |ncmtrial ca. germratingunits, optinal reserve
Intervencrs margin, excess capacity.

1/85 8-y oA Leorgia Public Seargis Power Ca. Carcellation af muciear e,
fervice Commisaion losd and energy forecasting,
staft genaration planning sconomics.

S/85  BL-TAR- W vest Virginia Mononganela Powsr Economics of pumped sLorage

E-&2T myltiple Ca. genecat ingunite, cptimal reserve
intervenars margin, eicess capacity.

ras E-7, HE Caralina [ramtrial Suke Power Ca. suciear unit sconomics, fuel cost

s N Growp tor Fair projections.
yrilicy Rates v

T/RS o9 (4 Centucky Unian Light, HSeat Intermuatible rate.

Irechastrial utiliny L Power Co.
Consumers

A/E% BA-2R9-U AR Arisrass Electric Ariarman Power | Prucence revie,

Energy Lignt Ca.
Conuusery

1788  85-09-12 (1 Corvwcticut Industrial Commecticut Light Eacens capacity, 'inancial 1mpact
Erergy Cormumert L Powsr Ca. of phase-in of mxlesr plant.

1,88  R-850192 A Philadelphis Ares Milscelpohia Phase- ln e sconomics af v
Iremerial Energy Elwctric Co. ruciear plant.

Ugera’ Croup

RS R-A%0220 A Uest Pern Power weat Pern Power Ca, Cotimal reserye sarging,
IrugTrial prucence, off-system sales
Infervernsy guarsntes plan,
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/B8 A4-081- v west Wirginia Erergy sorcrganel 4 Power Generation plaming,
£nl Users' Groug Ca, economicy prudence af & Sumped
storage fyoro unit.
/88  I554-u A Attorney General Gecrgia Power Co. Cancellation of muctesr plant,
Georgia Public
fervice Comisnion
iraff
Fyas M12TIIA N Occ idental Chemical Wisgares mohawk Avoided coat, prociaction
Corp. Power Lo, cont soceli.
FBs ET- (1 WC [ramtrial Ouke Power Co. Irncentive fuel adjusiment
Sup <08 [rargy Commities clane,
12/88 9RITY o AtTorrey General fig Aivers Electric Power syatem reliadility
413 2f Centucky Carp. ralysis, rate treatment of
EELELY CADEL | TY.
/AT BA-5dk- o west Virginia Energy Morcrsganel 4 Power fconomice and rate trestment
(81 Usera® Grouo aof Jath County pueped itarage
County Pumped Storasge #lant,
s/8T  U-1T282 LA Lol i ana Gulf States Prugerce of Biver Send
Publ ic Service Utilities Wuclear Plant.
Commission itaff
a/aT  PUC-AT- “ Eveleth Mines Minnesota Power/ fconomics af sale af jenerating
23-aD b USK Corp. dorthern ftates wnit ared relisbilicy
EQO2/E-015 Power recguiresents.
-PA-B4-T22
T/AT  Docket (3 Attorrey General fig divers Clectric Flrancial workout plen for 3ig
waas of Centucky Corp. Rivers.
a/87 3ATIY @A Geargia Public Georgia Power Ca. Wuclesr plant prudsence sudit,
Service Comminaion Vogtle Duyheck experses.
Statf
0s8F  A-A%0220 1y PP Irekmtrial weat Perm Power Co. Weed for power sd ecofcaics,
Intervanors County Pusped Storage Plant
ios/8F ATOZI0-E1 FL occidental Chemical Florids Power Corp. Cost allocation, interruotible
Carp. rate cewign.
1o/87 ATO220-E1  FL occidental Chemical florida Powar Corp. wuclear plant performance.®
Corp.
/B8 Caze No. KT "tentucky fncustrial Loulswille Gos & feview of the current status
e utility Comusers Elecrric Ca. af Trisole County Unit 1.
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Lubject

Irea

i/n8

10/84

tosan

12788

1/89

2,89

1/89

S/89

as89

10/89

fosew

anee-El A

Came NO. [ 4
16217

Caze Mo. LA

175224 1Geh
Qiw |
hadicral
Biacrict

rag-v GA

T -y A

8-1T1- oM

EL-AlR

Am-170- [+

EL-alR

|- 380052 A

10500 [4

p-ATO216 A

A3/ T0kA fI0

$Tat-u A

18L0-u =1

087 Ll

av-128-u AR

Bezicental Chemical
Carp.

satioral Southwire
Aluminum Ca.,
ALCAN Alum Ca.

Louintana Public
Tervice Comission
staff

Geargla Pubiic
tervice Commission
Staft

Georgta Punlic
Service Comigsion
Start

ohio Imnaustrial
Energy Consumert

Philadelphia Area
Irchatrial Inergy
Users® Sroup

areen Rtiver fteel Ca.

Areco Advenced
Materials Corp.,

Allegheny Ludlum Corp.

Georgie Public
Service Comisaion
ftait

Georgia Public
Service Commisaion
staff

Attorney General of
New Haxico

Arkarmas Electric

frergy Conaumers

Florica Power Corp.

Jig Bivern Electric
Carp.

Gult Statem
yritities
Atlanta Cas Light

Ca.

nited Cities Gan
ca.

foleca Edison Ca.,
Cleveland Electric
[liuminating Ca,

hiladelphia
Electric Co.

fentuciy Utilities

west Pern Power Co.

Georgie Power Co.

Georgis Power (o,

Puniic Jervice Co.
af Wew Mexico

Ariarmas Fower
Lighe Ca.

sethocology for evaluating
interruptible (cad.

Jent realfucturing
agresasent .

Prudence af River Zerd
wuciear Plant,

Yeather normallzation of
a0 ales and reveruat.

Weather normalitation of
580 salen and reverues.

Power tystem relispilicy
retarve Sargin.

Wuclesr plant cutage,
replacesent fusl coat
FRETvery.

Contract dispute,
interruptible raten.

Hesarve margin, svolded costs.

Prudence of fuel procuressnt.

Need and economica of coal e
ruc lear capacity, power sysiem
planning.

Power yyatem plarning,
economic and rellanility
sralynis, mxclesr planning
orutence .

fconmalc Impact of asaet
rronafer and 8fipulation amd
aettlement agreement .,

J. KENNEDY AND ASSOCIATES, INC.




Extubit ___ RIF-1)
' Page b ur
Expert Testimony Appearances
of
Randall J. Falkenberg
As of April 1996

Date Case Jurisdict. Party Utility Subject
11/4%  2-391354 BA Philaceiphia Ares Philacelphia tale/leaseback of ~muciear plant,

irastrial Energy Electrie Ca. eiCEls CBOACITY, Shate-'n

Usera' Lroue compirection delay (FOPUCENCE.

1,90 u-1T2A2 LA Louiniana Public Gulf Stactes Sale/lesseback of Muclear power
Service Commidnion utilities plant,
staff

&40 AR-1001- ] Inchiatrial Energy onio Edison Co. Powar wpply relisbility,

EL-ATR Consumer CACHSE Capac|Ty o juntment.
=50 WA N.0. Wew Orleans Wew Orleara Punlic municipatization of imvestor:
Jusiness Counsel Larvics Ca. oureed UtiliTy, generaltion
planning, relisdility sanalyste.

7/%0 3T23-4 GA Georgla Public Atlanta Gas Light weather normalization

jervice Commizsion Ca. o justment ricer.
Statd

/%0 8278 AT maryland [ncatrial faltimore Gan & Trverum recuirementy, a1 and
Groug Electric Ca. slectiric CUIP (n rete Dase,

D 0-138 4] Centucky [rcserial Louwisville Gas b Power wystiem Dlarning,
utility Consumers Eleczric Co.

1270 u-93ké L1 Association of Consumers Power Demarc- 3l de sunsgement .

Retuttal Bus inezsel Advocating Co.
Tariff Equity (ABATE)

591 J9T-u GA Georgia Public Cecrgia Power Co. Demarxd- 1 lde sarsgement
Sarvice Commisslon load forscasting, and
srart integrated resource olamning.

T/91  94S T office of Public El Pasa Electric Fower plant plamning, prudence,
utility Courmel Co. quantification of dasages of

isprudence, ey irommental costl
af slectricity.

/91 L0OT-u A Georgia Public Georgia Power Co. Integrated resource planning,
Service Commiasion regulatory risk sasersment.
seaft

oy 10200 Lp gffice of Public Texas-New Mexico Imprudence disallowsnce.
utility Counsel Power Co.

12 w7282 LA Louisiena Public Gull tates fear-end pales axd cuslomer
Tervice Comisgion dtilities adjcetment, jurisgictional *
Staff allocation.

1/92 A9-TAI-£-C WWA Wear virginia dorongahela Fowsr Avoided comts, reserve sargin,
LAergy Usera Group Ca. possr plant sconomics.,

9 -3 (43 Newport Stesl Co. Unien Light, West Interruptible rates, design,

L Power Co.

cost allecation,
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- [
§792 1&90-£1 il Oeeidental Chemical Florida Powar Cora. tncentive regulation,
Carp. jurtsdictional separation,
inferruptible rate desiGn.
A2 ei31-Y LA Georgia Teatile Georgia Power Ca. [Ategrated resource planning,
Marufacturers Asun. Gosand- 3 icde sanagenent .
452 TION2L-El L Florids [rusorial lampa Electric Co, Coat allocation, intermotible
Poeer Users Sroug rates Secoupl ing, D5M
1092 132-4 i | Georgin Textile Georgla Power Ca. tesicdential conservation
mgref @ Dur e e Azan, program certification,
1992 11000 ™ office of Molic rraton Lighting Certitication of uzility
utilizy Counsel snd Power Co. cogeneration project.
1192 u-1990& LA Louinisna Pubiic Entergy /Gl f Production coat savings
Service Comitaion States UEiLicies from smrger.
Staff (Direct)
11492  BL&D w0 Weatvaco Carp. rFotomec Edison Co. Cont allocation, revenus
dlarribution.
11792 20404 L Florics [rcustrial ftatewice Decoupl img, demanc-sice
Power Usery Group Tul emak | rg saragement, conaecvaticn,
performance incentive factor.
t2S92 R-009 Fh Armco Advanced Weat Pern Power Co. Erergy allocation of production
22378 Materials costa.
179 MM "o Eastalco Alumirm/ Potomec Edison Ca. Economics of GF va. comBined
Westveco Corp. cycle power plan.
Y F2-E-08% Y occidental Chemical Wisgars Mohswk fpecial rates, whaeling.
a8-£-081 Carp. Power Corp. "
93 U 19904 LA Louiniaems Public Entergy/oult Proguction cost savings from
fervice Commission States Utilizies L Ts
seaff {Surrebuttal)
/9y ECV2 FERC Louisisrs Public Gulf States Merger.
21000 Service Cosmission utitities/Enteryy
EA92+ 504~ 000 Staff
(Returtall
A479%  930095-EW  FL Florida Incatrial Statewice Irveatigation of proposed
Power Uters’ Groun Bl emak ing stociholder incentives for
aff-ayrtem salen of capaciwy
ard ereergy by iesator-
ouned urilities, -
TS B2-A90, 4 fentuciy Ireaatrial Big tivers Electric Prudencs of fusl precuresent
V2-4R0A, Utility Customers and  Corp. decisions,
w0-38d-¢ Centucky AtTormey

General
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Georgia Temtile
Marufacturers Asun,

Large Power
| At Ervanor s
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yeility Customers

Gecrgia Taxtile
Harufscturers Aian,

Large Power
[ntervenors

west virginia
inergy Usery’
Creagp

Westvaco Corp.

Cenuciy [ndustrial
yeilicy Customers

Inckatrial Energy
Users of Chie

Large Power [ntervenart

Eentucky [nuatriasl
Utilicy Customersy

The Incustrial
Ereryy Conaumers of
Perraylvanis

fentucky Inatrisl
utility Cumtomers

Gecrgia Power Lo,
Hiresata Power Co.
Cenpucey Utilities
Geargla Power C2
Mirreiata Power
Ligae Ca.
Monorganels Pouer

Ca.

Potomec Edison Ca.

Louiewille Gas
L Electric Comparry

anio Power Compadry
mirresata Puolic
ytitities Comminnion

Eentucky Utilitien
Compsry

Statewice -
sl utilities

Centuciky Utilities
Comparry

AMiocatfon of coat of pollutien
contral e pment .

Aralysin of Feverus ©eoulresenty
ared o8t allocation fssues.

Hewimw ared CriLigues DF o ed
o | Frorment 3l wurcharge,

leview of purchased Dower egr sement
vl fuel sdjustment clause.

deverus reoulreaentl, InCenti-e
compermation,

Beversm srvualfization, I0E
serformances Donue, g cost
allocation.

deverns regiiresents, 20E
perforsance DoMus, And Feverus
gistribution,

Erwirormentsl surcharge.
Coat-af -sarvice, rate design,

demand sllocation of power

Guantification af evwirormental
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$ix month review of
CAM surcharge.

|:|lrl-:!1 Accein ¥i. Poolco,

mooel ing Poolco, mariet power.

Clean Alr Azt Surcharge,
Court Oroered fefund.
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1997
1998
1999
2000
2001
2002
2003
2004
2005
2006
2007
2008
2009
2010
2011
2012
2013
2014
2015
2016
2017
2018
2019
2020
2021
2022
2023
2024
2025
2026

CPW (965)

Q&M
-1179
-3129
-1742
6822
7033
7265
7498
7738
7977
8241
8505
8777
9049
9348
9647
9955
10263
10602
10842
11292
11641
12027
12411
12809
13205
13641
14078
14528
14978
15473
15969

69,695
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Cost Effectiveness Test for Polk County IGCC
Cost Difference Between Polk IGCC and CC

FUEL
-1423
-5462
7441

-18470
-20210
-21854
-23710
-25725
-27598
-30291
-32867
-35673
-38831
42009
45573
-49431
-52501
-55433
-58706
62178
£6054
-69756
-73880
-78250
-83124
-B7780
-92971
-97334
-102206
-106694
-111698

{343,900)

CAPITAL

7413
346974
29442
26790
24437
22678
20864
19539
21126
21213
21315
21441
21578
21722
21873
22026
22184
22347
22516
22691
22522
21831
21325
20828
20336
19852
19374
18904
18442
17999
13625

246,711
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TOTAL
4811
26383
20258
15142
11260
3089
4652
1552
1105
-837
3047
-5455
3204
-10939
-14053
-17450
-20054
.22484
-25248
-28195
-31891
-35898
40144
44613
49583
-54287
-58519
-£3902
-63786
-73222
-82104

(27,494)

Fage | uf I

ACC NPVS
4811
28,958
45929
57.537
65,439
70,633
73.368
74,203
74 747
74,370
73,113
71,063
58,219
64,760
50,692
56,070
51,208
46,219
41,061
15,850
30,424
24,835
19,114
13.285
7.375%
1.444
(4.508)
(10,357)
(16,119)
(23.733)
(27.494)
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M-, Johin SlamkewicT, super/iscr
z1aczric and Gas iccounting Sactlon

aureau of Revenue Requisements
pivisicn of Auditing and Financial Analysis
T1orida Public Service Commission

o1 Zast Gaines s=rset, ROCD 352
allahassee, 7L 32399-983590

Dear =, glemkewicz:

ig the additional inforzaticon requested 2V oixm Devlin

Tnclosad
—haz we discussed today zelated to our deferred revenue propesal.
vau will Zind 2 schedula indicating our projected ju:iﬁd;::;anal -
adjusted rate of return analvsis through 1597 and 2 schecdule .
tiszing the major sorecast assumprions included in that analvs.s.
Tnis information {s our curzent best sorecast without tae gffects
Jf deferring favenues for these periccs and, thus, is tae
seginning peint for our rasvenue defar-al discussicns.
we ara looking forward t3 aeeting next week ©2 fuzchaer dlsSCus3
our proposal.
Sincarely,
A2
Gordon L. Gillette
Yice President = Qegqulatory Affaizs
&
- %

ce: Tim Devlin, F1Srida Public Sazvice Commission

Roger Howe, gffice of Public Counsel Z
scc: A. D. Oak

.. L. Lafler

J. R. Rowae, JrC.

5. L. Willis, rsJ.
anclosyures
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TAMDA SLECTRIC COMPANY
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1694 . 1997
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1954 (1)

1995

e

$572,693

437,189

£572,693
424,106

4595 970
431,633
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1556

$612.223

441,589

T TP

$135,5C4

$1,7¢8,663

7.75%

1126%

$148,387
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TAMTA SLECTRIC COMPANY
1505 . 1997 MAJOR FORECAST ASSUM

" istomers: 1995
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OTHER MAJOR FORECAST ASSUMPTIONS:

FTVENUES:

Ratail Castomer Crowth 1.50%
Feta] Sales Crowth 3.00%
Sales for Rasale 2,132,409 MVH,

OPERATION & MAINTENANCE EXPENSES:
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