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TAMPA ELECTRIC COMPANY 
DOCEET NO . 960001- EI 
SUBMITTED FOR PILING 7/26/96 

BEFORE THE PUBLIC SERVICE COMMISSION 

PREPARED RBBOTTAI TESTIMONY 

OF 

JOHN B. RAKIL 

Please state your name, address, occupation and ompl oy(•r. 

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

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

Tampa Electric Company in the pos)tion of Vice President -

Energy Services and Planning. 

Have you previously filed testimony in this docket? 

Yes. I filed d i rect testieony in this docket on June 24, 

1996. 

What is the purpose, of your rebuttal testimony? 

My testimony rebuts certain positions and statements made 

in the direct testimony of Hr. Hugh Larkin, Jr. !or the 

Office of Public Counsel ("OPC"). 

Mr. Larkin recommends that the Commission issue a pol icy 

statement that would be not only unnecessary but also 

OO CUHfiH 1i'J~PC:q-of~TE 
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1 wrong. His recommendation that incremental fuel pric'ng is 

2 not appropriate sales other than •economy• transactions and 

3 other ~hort-torm transactions is baned on an irrational 

4 distinction between short-torm and long-term off-system 

5 sa los. This approach would deny retail customers the 

6 overall benefits that can bo dorivod !rom lonqer term 

7 transactions. I doscribo how Hr. Larkin'D rocommondatior: 

8 incorrectly isolates the consideration of longer term orc-

9 system sales transactions in tho context of the fuel clauoe 

10 alone and ignores the total economic benefits these 

11 transactions provide. I take issue with Mr. Larkin's 

12 contention that competition is tho ~ reason lncremontal 

13 fuel pricing might be used in pricing off-system sales. 

14 Finally, I show Ta~pa Electric's ratepayers are receiving 

15 benefits today !rom separated sales priced at incremental 

16 fuel prices through lower baoc rates end increased deferred 

17 revenues. 

!8 

19 Q. 

20 

21 

22 

23 A. 

24 

25 

Is it nocessary for the Commission to issue a policy 

regarding the effect of certain wholesale sales on retail 

fuel cost recovery !or Tampa Electric Company? 

No. In the fuel hearing held in August of 1987, tho 

Commission roviowod and approvod tho uoc of opot coal 

prices for fuel pricing of o!t-&ystom sales. In the final 

2 



1 order !rom that !uel hearing, Order No. 18136 for Docket 

2 Nos. 870001-EI, 870002- EI and 870003- EI, the Commission 

3 recognized the appropriateness of spot coal as tho price 

4 basis for economic dispatch of units and as the price basis 

5 for avoided cost payments to cogcnorators for both Florida 

6 Power Corporation (FPC) and Tampa Electric. Additionally, 

7 the Commission approved the concept ot spot coal pricing 

8 !or both short-torm ott- system sales and for the r~maining 

9 term o! the unit sale ~o Florida Power & Light !rom Big 

10 Bend Unit 4. The considerations which warranted the 

11 Commission 1 s approval o! the use o! incremental fuel 

12 pricing o! unit po~er sales in the 1987 proceeding remain 

13 valid today. Tampa Electric has made new selgs priced on 

H this basis over since and has credited the retail fuel 

15 clause accordingly in each biannual !uel hearing. Theoo 

16 practices wer~ thoroughly reviewed in connection with all 

17 ot Tampa Electric's off-system sales transactions in Tampa 

18 Electric's 1992 rate case . At that time, the commission 

19 did not change the fuel pricing and treatment of long-term 

20 sales. 

21 

22 Q. 

23 

24 

25 A . 

Do you agree with Mr. Larkin's assertions regarding the 

type of sales for which incremental pricing is appropriate? 

Yes, i n part and no, in part. I agree with Mr. Larkin ' s 

3 



1 assertion that incremental fuel pricing is appropriate for 

2 •economy• and other short-term transactions. As Mr. Lark in 

3 rocoqnizos, ratepayers ot both the selling utility and the 

4 purchasing utllity realize benefits through the sharing of 

5 resources. However, Mr. Larkin has created an artificial 

6 distinction between the sale of electricity on a short-term 

7 or daily basis and longer term ott-system salos wh i ch are 

8 separated for rate making purposes. Longer term ott-system 

9 sales are also beneficial to the system. Therefore, no 

10 artificial limitation should be adopted as policy which 

11 would hinder the use of incremental fuel pricing for one 

12 type of beneficial transaction, (i.e . long-term off-system 

13 sales), but not for another. 

14 

15 Q. 

16 

17 

18 

19 A. 

20 

21 

22 

23 

24 

25 

Mr. Larkin states that a longer t.arm oft-system sale cannot 

be an economy transac tion. Do you agree with his 

assertion? 

No, I do not. on page 5 , line 6 through 8, Mr. Larkin has 

added qualifiers to the concept of "econolily transaction· 

which are erroneous and irrelevant . The term of an off­

system sale of capacity and energy is irrelevant as long as 

that transaction provides an economic benefit over that 

term. Further, economy broker transactions ofton occur 

durinq on-peak hours so, clearly, Mr. Larkin ' s qualifier 

4 



1 that economy transactions can occur only during off-peak 

2 hours is in error. All off-syste~ saleo should be judged 

3 on their total oco.,omic bcnotits which aro dopondont on 

< syste~ econo~ir~ and the specifics of each transaction. A 

5 policy which would arbitnrily roquiro ditferent fuel 

6 pricing and treatment of off- system transactions based on 

7 the term of the contrac~ or Mr. Larkin's other qualifiers 

8 would be wrong and could result in loss of potential 

9 bonofits provided by lonqor term transactions. 

10 

11 Q. 

12 

13 

14 

15 A. 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

Is it appropriate for Mr. Larkin to characterize the sale 

ot capacity and energy trom a unit at a tuel price below 

average fuel cost as a "subsidized" sale? 

No, it is not. Mr. Larkin has made several errors in his 

characterization. first, he implicitly assumes that 

pricing fuel based on average cost gudrantees that there 

will not be an adverso effect on the retail fuel adjustment 

clause. Every customor ' o transaction, whether retcil or 

wholesale, affects the fuel adjustment clause differently 

based on their usage characteristics compared with the 

system generation curve. For oxample, FPC purchas~s so 

MW's from Tampa Electric on Tampa Electric ' s All­

Requirements ("AR-1") wholesale tariff. '!'he fuel pricing 

and fuel clause Goparation for this AR-1 salo is based on 

5 
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system average fuel costs. However, since FPC uses this 

purchase as an intermediate purchased power resource, it 

taxes energy prinaril y at timeo on , or near , Tampa 

Electric ' s syrc~m peak. Since incremental fuel costs at 

these times are generally greater than the rystem average 

fuel revenue:: collected from Florida Power Corporation, 

this sale would be considered "subsidized" or "non economic" 

by Mr. Larkin. Mr . Larkin ' s concerns are with long-term 

sales priced at less than average fuel costs. Here is an 

example whore a sale is priced at system av9rage but by Hr. 

Larkin ' s fuel clause only criteria, this sale is non­

economic. The point is that Tampa Electric tollows the 

correct methodology for all of its sales. credl.ts to the 

fuel clause should be accounted tor on a consistent basis 

and should reflect only the actual tuel revenues received 

from ott-system sales. 

This lead:s to the second error in Mr. Laricin ' s 

characterization which involves measuring the value of an 

ott-system sale based ~ its impact on the fuel clause. 

Continuing with the FPC example above, Tampa Electric 

~aceives significant capacity and non-fuel energy revenues 

from ~he sale of syst~m capacity under tho AR-1 tariff. 

These additional revenues, taken into consideration ~long 

with th~ impact of the sale on system average fuel cost, 

6 



1 make tho transaction beneficial to retail ratepayers and 

2 Tampa Electric •a system as a w~olo. In !act, Tampa 

J Electric •a retail c.ustc:z~ers are currently enjoying tho 

4 benetjta o! tho FPC sale through lower base rates bocauso 

5 that sale was part o! the separation of rate base and 

6 expenses to the wholesale jurisdiction that reduced rotail 

7 revenue requirements in Tampa Electric's lost base rate 

8 case in 1992. 

9 

10 2· 

11 

12 

13 

14 A. 

15 

16 

17 

18 

19 

20 

21 

Hr. Larkin assorts that tho presence of competition drives 

the need for incremental fuel pricing in o!f-aystom sales 

of capacity and energy. Do you agree? 

Yes, in part. Undoubtedly, compoti tion is shaping tho 

wholesale power market. However, Mr. Larkin's scenario of 

two local uti : ities competing to serve a th~rd utility is 

outdated. There are many more competitors in tho who!es alc 

market today and they are aggressively marketing power to 

utilities in Florida, frequently basing their pricing on 

incremental !uol costs . 

~ 2 Naverthelass, whore I pa~ticularly diaa9ree with Mr. Larkin 

23 is his assertion that ~ co~potition drives tho need ! or 

24 incremental fuel cost pricing. For instance, just as the 

25 Comcission approved spot coal pricing ! or economic d~spatch 

7 



1 ot Tampa Electric's generation resources in 1987, 

2 purchasing utilities can require spot coal pricing to 

3 increase thP dispatchaoili~y ot their purchased capacity 

4 resource.... Additionally, many purchasing utilities are 

5 willing to assume qreator risk by purchasing energy based 

6 on opot coal prices on tho prospect that it spot coal 

7 prices stay low, the sale will dispatch more. Should coal 

8 markets change and spot prices exceed tho average price o! 

9 coal, such wholesale customers risk having to pay fuel 

10 prices above average. Thio !uol revenue would thon be 

11 credited to the retail !uel adjustment clause ilnd thereby 

12 lower the retail average tuel cost . I doubt OPC or Hr. 

!3 Larkin would rocomnend that avarage !uel cost be credited 

14 back to the retail fuel adjustment clause in this scenario. 

15 

16 Q . 

17 

18 

19 

20 A. 

21 

23 

24 

25 

Mr. Larkin quc!&tions tho designation ot a wholesale 

customer a s an incremental tranoaction. 

t houghts regarding his position? 

What are your 

Mr. Lar~in states that the designation ot a new customer as 

an incremental customer is not justified from an economic 

standpoint. This is incorrect in ~he case ot o!t-syst~m 

sales. Providing capacity and energy to wholesale 

customers, in contrast to retail cuotcmers, is not a legal 

obligation o! Tampa Electric. Whether or not wholesale 

8 



1 

2 

3 

4 

transactions should be made depends upon on whether or not 

the overall effect io beneficial. There foro, tha 

designation as lncrementsl is appropriate . 

5 As a incremental customer, the use of spot coal pricing for 

6 the determination of incremental costs is appropriate. 

7 Tampa Electric purchases losu coal under long-term contract 

8 minimums than is required by the generation needs ot its 

9 ~tAil customers alone. To the extant tr.~t Tampa Electric 

10 elects to serve one of these discretionary wholooale 

11 customers from a coal-fired unit, the appropriate fuel 

12 pricing for that sale is spot coal . This appropriately 

13 represents the incremental costs of making the sale and 

14 does not represent a price •concession• as Mr. Larkin states 

15 in his testimony. 

16 

17 Q . 

18 

19 

20 

21 

22 A . 

23 

24 

25 

Mr. Larkin disagrees with your testimony that retail 

ratepayers benefit from wholQsale sales through the 

contribution to fixed costs. Please describe why Mr. 

Larkin ' s disagreement with your testimony is incorrect. 

It is indisputable that Tampa Electric's ratepayers are 

currently enjoying the benefits of Tampa Electric's 

participation in the wholesale bulk power market. For 

example, the jurisd ictional rovenuo requirement used to set 

9 



1 Tampa Electric's retail base rates is approximately $9.0 

2 million lower than it otherwise would havo been if rate 

3 base and expenses were not separated from the retail 

4 jurisdiction to reflect transactions with incremental fuel 

5 pricing. Comparing this $9.0 million dollar annual revenue 

6 requirement reduction to the estimated $1.1 mil lion fuel 

7 clause impact in 1995 clearly shows that retail ratepayers 

B are cutrently enjoying the positive benefits ot this type 

9 

10 

11 

12 

13 

l4 

15 

16 

17 

18 

19 

20 

21 

23 

24 

25 

ot transaction year after year. In tact, retail ratepayers 

are enjoying approximately eight times as muc.h positive 

benefit as they are absorbing negative fuel impact. 

While it is true that retail rates do not change 

instantaneously with the addition, or loss of a separated 

sale, these sales nevertheless should not be discouraged 

throu9h an arbitrary re9ulatory treatment as proposed by 

Mr. Larkin. Each of these sales contributes revenues to 

cover fixed costa which would otherwise be placed on retail 

customers. 

In addition, as I stated in my direct testimony in this 

proceeding, Tampa Electric is currently operating under a 

regulat~ry treatment where the benefits to our custc~ers 

from incremental off-system sales are even more immediate 

and direct than is normally the cAse. First, thE 

10 
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1 

2 

separation o1' rate base and expenses !or surveillance 

report purpoaes is adjusted monthly according to tho 

3 current level of actual MW and MWH of separated aa1oo 

4 compared to the level incl~ded in the last projected test 

5 year unJer which current base rates were set. Thus, ~hen 

6 an additional sale is tlade, additional rate base and 

7 expanses are carved out of the retail jurisdiction raising 

8 the reported return on equity. Next, owing to tho deferred 

9 revenue plan that the company , tho Office o! Public Counsel 

10 ar.d the Florida Industrial Power Uaera Group aqroed to, and 

11 which the Commission approved first !or 1995 and then for 

12 the period 1996 - 1998, this increased return on equity 

13 r esults in incr,ased deferred revenues ana potential 

14 refunds . 

15 

16 Q. 

17 

18 

19 

20 A. 

21 

22 

23 

2 4 

25 

Is Mr. Larkin correct that tho contribution to fixed cost 

derived !rom separated oft-system sales flows directly to 

shareholders? 

No, he is not. Beyond the iapact on return on equity, 

Tampa £lectric •s current deterred revenue plans for the 

years 1995 and 1996 through 1998 arc providing timely 

benefits to the ret"ail ratepl\yers. For example, Tampa 

Electric deterred approximately $50 million in revenue from 

1995 based on the deterred revem•e plan approved on Hay 20, 

11 
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1 

2 

J 

4 

5 

6 Q. 

7 

8 

9 

10 A. 

11 

12 

1995. Had Tampa Electric's rate base and expenses 

associated with all separated wholesale sales not boon 

separated in 1995, those deferred revonuea would have boc~ 

reduc~d by approximately $29 million. 

Do you agree with Mr. Larkin that all utilities will adopt 

the procedure ot pricing off-system oales at incremental 

tuel coats? 

No, I do not agree . First, Tampa Electric received 

approval tor incremental fuel cost pricing of unit sales ln 

the 1987 fuel hearing. This approval may not apply to 

13 other utilities. 

14 Second, the economics ot other utilities may not make this 

15 option beneficial. I believe there are differences between 

16 Tampa Electric's generAtion resources and those of the 

17 other utilities in the state . Because of these 

18 differences, the other util~tiea may not be able to price 

19 fuel At their incrementAl cost and be able to make sales 

20 which are both Attractive in the market place And 

21 beneficial to their retail customers. Therefore, it is 

22 possible that other utilities i n the state may not be in 

23 the position to mAke ott-system sales proposals similar to 

24 those oftorud by Tampa Electric. 

25 

12 
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1 Q. 

2 

3 

4 A. 

5 

What should bo the Commission's expectation with respect to 

such sales hy other utilities? 

To trc ext ent incremental !uel coat pricing can be used by 

other uti lities to make ott-system sales that might not 

6 otherwise be made and such sales are beneficial to tho 

7 retail customers, they sho~ld be en~ouragcd to make this 

8 type of transaction. By maximizing the use and the 

9 efficiency of genPration resources, thuso companies and 

10 their ratepayers will benefit in the end. There is no 

11 rational reason for the Commission to issue a policy which 

12 will discourage utilities from executing ott-system sales 

~3 agreements that provide total economic benefits to ~heir 

14 customers and their system. Such a policy would not only 

15 harm the selling utility's retail customers, but it would 

16 also disadvanta?e the purchasing utility's customers since 

17 they would be denied the benefits of an economic purchase. 

18 

H Q. 

20 

21 A. 

22 

23 

24 

25 

Does this conclude your testimony? 

Yes it does. 
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