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(Tranzaript rorbinues in sequence from Valune 2.0

COMMEISSIONER DEASON: Call tke hearing kack
to orgcex, Mr. Willis.

ME. WILLIS:1 Commissionesr, jugr before the
break Commissiconcr Clarke asked uwz to get the materiala
with resgect to the pricr procecding sn econooy
intercaange, and Z've jot that material to distribute

at this point. (Hands ous documenta)

WILLIAM LYNN BROWH
wad ralled ag s wiknese on benalf of Tamsa Electric
Conparnyy and, havirg been duly gworn, testified as
Eollowe s
DIRECT EEXEMMINATION
BY MR. WILLIS:
] Could you please state your oame and
addraca?
A William Lynn Brown. 702 MNorth Tranklin
S-reet, ‘lamca, P_orida 336CE.
MR. WILLIZF: Coammissioner, i order Lo gpeed
this aleng, we would propose to present both
Mr. Brownm'e gireck and his rebuttal at this ooiatc.,
COMMTHSIONER DERASON: Any objection to

hearirg dipecl ard rebuttzl? (He repgonses.) Very

FLORICA PUBLL1C SERVICE ZCMMISSION
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Q (By Mr. Willis) Mr. Zrown, Zid you proparo
and cause to be mreZiled Direct Testimony on Gctober

the 1st, which iz stated "Prepsred Lirect Testimony of

éﬁ_ L. Erowa't

A Y=g,

2 Do wou have any sadditiona or correchtlione oo
taat testimors?

A Yea, I de., I nave two corrections. The
firgr one 29 on Page 3, Line 21 {gic). Thae date
"Semrember 22cth, Z2000," should be chanoged to
"Macember 31, 2000." The second correctian is on
Fagjea B, Line 4 {gic)]. Tha word "ieY after the word
"brokes" snould ©s charnged to "was." Should read
"orog<er wags limited to." Those are all <f the
forredtions.

0 Jkay. IfL I wers to ask vou those questions
wich those corrections, would your answers oe the
HAE 7

A Yes.

MR. WILLIS: We'd ask that Mr. Browwn's
Tracared Direct Testimony be inmerted into the recard
az thougs »ead.

COMMIZSSIONER DEREON) Without objecticn it

snall hbhe sao inserkted.

FLORIDA FUBLIC SoRVICE COMMISSION
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4} (By Mr. Williz) Mr. Rrown, did you also
pregars ans waise bo be prefilesz Prepazed Rebutcal
Toalimony of w. L. Brownr

¥ Yes.

o Oc vou have any additicns or cexrecticons ko
chat tegtimoeny?

M K.

) If T were ¢ aak vou the questions contained
in thar derument, womld yoLr answoers he fha asna
boday?

3 Tes.

MR, WILLIZ: We's apk that KMr. Brown's
rebutta” tearineny be inserted into the record as
tnough read.

COMMTIOSTONBR DEASON: Without chiection it
ghall be 5o inserced,

T MR, WILLIZ: 'd aleo request an exhibit -
number be provided for Mr. Brown's exhibit, which ig
attarnanld to hiz Relnbta Teotimons.

COMMISSTONER DEASON: EBxhibhit 34.

(Bxhilbic 34 marked for ident ficatlor:. )

FPLORIDA puslll SERVICE COMMISSICON
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BEFORE THE FLORIDA PURLIC SERVICE COMMISHIOH
PREFARED DIRECT TEBTIHMONY
CF
Ww. L. BERONN

Pleags gtate wour pame, address, oceoupabtion and employver .

My name i@ Lynn Brown. My Dusinese addreas is 702 North
Franklir Stpest, Tampa, Florida 33602, I am employed by
Tampa Blectric Company [(“Tampa Eleftric” or “company*! as

Director-Wholesale Markecing and Sales.

Pleage provide a brief ogutline of wyeour educational

background and susiness experience.

I received a Hachelgrs degree in Blectrical Enginearing
from Louisiana 8taks Univeraity in 1972 and puheequently
joined Tampa Electric. I have held various englnesring,
operatione and managerial positions in Enecgy Delivery
from 2973 throeugh 1557. I bkecame Manager of shart Term
Wholegale Trading in April 1337 and was promoted oo
MMrector-Whelesaie Markebing ang Sales in Auguet af lasztb
yvear. I am responpible for short and leong-teim wholesale

power purchases.

whatr is the purppoae of wour teEtiquﬁuﬁghth¥PHEFEEEEﬁiHQ?
11903 oCT-lw

arpaarsRETORT NG
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The purpose of oy testimony ia to provide an overview of
che purchased power agresments that Tampa Electric has
entered inte and is sesking te recover through the Fuel
and Pucchased DPower Copt Recowvery and Capasity Coat
Recovery Clausea. I will also providée an overview of the
whalasaie ensrgy market, its changes <wver the past

several years and its impact onh purchased powsr ccoats.

Has Tampa Electric entersd inte any purchassed power
agreementz that were no: included in rthe cowmpany’'s ~ask

purchased powsr projections?

Yea. Tampa EBlestric lkac cigned several agreemsents for
khe purchase of £irm emapacity and energy for 1853, 2000
and beyond. The rconpany is alsc in the prodsess of
negotiating for additional capacicty and energy for the

yaar 2400 to achleve desired operaling ressrves.

The company has entered intc fiwve oontracte with four
cuppliers of papacity and energy. Three of the =uppllers
Ars gualifving facilities: Cheslanta Torporation,
Farmland Hydrao, and Zubnrndale Power Parthners. The
fourth supplier is Hardee Powsr Partpners Limited (“HEP").
The Compary’s purchase from HFF was accomplished through

an amenament to the purchased power agresment originally

2




1D

1l

12

i3

14

15

LG

18

18

20

21

22

3

41

a5

531

gigned on July 27, 1%8% and approved by this Commission

in Dackat No. S243409-BC and Order No. 22335,

What are the terma of these zgresments?

The terme of the agreements are ag followa:

Okeelanta Uorp. (1) May 1, 1299 - Junse 30, 199%
Farmland Hydreo June 1, 138% - Septamber 30, 2000
Cae . At
Bupurndale Fower July 1, 1395 = Eeptemyer—36, 2000
Okeelanta Corp. {Z) September 1, 19385 - March 31, z2002

Hardes Power Fartnars May 15, 2000 - December 31, 2412

Why did Tampa Electric enter inte theze fiwve purchacad

powelr agreemenke?

Tampa Electric entered into these five agreements in
order to maintain owerall system 1eliabkilicy for its
retail ratapmorers. A5 the pcomparny has reporked in its
Ten-¥gar Site PFlan, retall loed has increased sSince 1937
at a higher than expected rate cauring a sgignificant
inoreass in the uzse of demand-aide managetent ("DSMT)
programs. Acoordingly, the rcompany haa modified its
planning criteria to net only plan for a minimum 15

percent reserve margin bubt to improwve the gualiky of ibs
3
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razarye margin by planting for a minimum of 7 percent
suppry-oide resources. The company plans to achieve the
deslred aystem reliability feor ite retail customers by
arcelerating new generating unit construction and
acguiring firm ecapacity purchases. Thim enhanced
planning criteria is dsecribed 1in det2il Iin Tampa
Electric witnesza Mark D. Ward's cestimony Zi:ed ic Doocket

Mo, S81890-ELT,

How did tne company determing that rthe texrms of the

purchazed power agreercents were prudent?

In determining the appropriateness and need for purchased
poweTr agreemente, it i important to  understand the
wholepale marketr in Florida and the re=t of the country.
This markatr has changed significantly over the past faw
yearsa. From a 8State perspectivae, retail demand and
energy uBage have inecresssd at higher-than-expected rates
and exiatingy genaracicn and DSM resources have  leen
utilized at high capacity faatore and frequency. The
State 1im experiencing lowsr wplanning and  operaring
reESrve margins, thare im greater reliancs on DEM
regources and there are limited import capabaliries,
Uncil recently, wkilities have deferred constrwction of
rapaclity additions. The same ir ktzue in the =aoutheaat

4
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and several other regiona of the Tnited Etates. S
afferted utilities, including Tampa Elegkbreie, hawve
recognized Stare and jurisdictional needs. Eesource
planz have kheen modified Soc mast thie groweh in demand.
but until additicnal capacity 13 construsted, utilitises
nave had te rely heavily on DEM and purchased power at

higher costs to mest the meceda of thelr retail custemsrs.

Additionally, an energy eshortage in ancther geographic
regicn can affect rthe price and availakility of energy
within our state. Henece, Florida utilitiss arse now
concerned with bkath the balance ©of in-state and oub-0f-
atate pupply and Semand. For example, when price spikes
occur in cther regione, Florida utilictiea may find that
significant amounts of wholegsale egnergy have oeen
exported out of atate to more lucrative marketa. Thia
meanid that if a Plorida wecility reguirea energy during -
sugh times, it must be willing te pay high =pob pricea,
contract for Eirm  purchases, or build addicional
generation repources to mirigate ita exposure te auch
pricesz. Tampa EIeotric has found fthat f{orward energy
prices for the eastern United States trading huke such as
Cinergy are gocd indicators of pricem in Floarida., Thece

prices have increaped rapidly over the last 18 months.
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The nature of theas purchases has also changed. Today,
wtilicies must kalance firm  and non-firm *block®
purchases and hourly purchazesa to agerve their retail
leoad. *Blocka” of firm or nso-firm energy transaccions
are typilcally purchased and sold for periaeda of eight ta
1l heours per day. The ampunk ©f energy available Co Dbe
purchaged and sold on an hourly baale on a given day ie
impacted by the muantity of bDloeck purchases and Sales
conducked on that day. Several years age, most non-fiem
ensrgy bought and aald on che wholesale markeb wae ‘“next-
hour,* cost-hased economs Snergy. Today lesa of rchis
type of energy is available for gurchaze. Whenever Tampa
Electric anticipates a shortfall, it ganerally purchaces
a eowmbinarion of blocka and hourly energy to meet nabivea

load requirementa.

Given these market <characteriscics and the lead time
needed to conetruct new generating unita, Tampa Electric
raegognized the nesad te asoure purchassed power agreements
for ics netive lcad needes and to mitigake coscs and
availabilicy rizka. In aarly 1%%3%, Tampa Electric
anlisfired bkida from potential power suppliers  for
apecific pericds for 1599, 2000 and bayond. Based upon
the reEsponges, Tampa EBlectrie hnegotiared  Lche five

purchapes menticnad akove, Eazch purchase 1is for £f£irm

]
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capacity and energy priced at the best available market

price for the required pericds of time.

Flease depcribe the awvailability of purchassd peower in

lace July 1983,

At the end of July, the New England and Midwest reglons
of the United States weye experiencing generatieon
shortfalla. As a result, most of the awvallanle energy in
Florida wa= belng exported to thisz lucrative markek.
Tampa Electric was 1n need of purchassd power to cerve
itz nmative load customers on July 29, 30 and 31. In an
wffort teo mitigate the high market price of purchaged
soway, the comparny offersd to cogeneratrnrs in its serviece
area to purchase any snergy they could make availabis and
axport to the company'=s ayaban. The offer was mads teo
every Tampa Electric cogeneration customer based on a
fixed pripe for a fixed perdod of time with advance
notice giwven by Che company. The purchase price offer
was higher than standard cogeneraticon firm and  as-
avallable energy rates but was lower than the prevalling
market price. Several of the Cajeneratfora Cook advantage
of thig coffer and were able Ko provide needed ensrgy to

Tampa Electric’'s system.
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How wetre thepe tranaarticns treated?

Thege tramaoactions were treaktes ia the asme manner aa
other nan-firm, short-term purchagsz and were included in

the company’a purchased power expense Loz July 135549,

Aare the capacity and onergy costs asecciated with these
purdbacged power tranpactlions included jin the compacy*s
Fuel and Purchase: Power CosC Recovery and Capacity Cost

Reccvery ractors for Z40G7

Yes., The capacity and engrgy coats are included in the
pchedulea gubmitted by Tampa Electric witneza Karsn 0.

Fwolak inm Sthadpnle -7

As vou depd¢ribed cthe wholesale martket, you indicated that
hourly awveilabdlity of energy has changed. Pleaze
dearribe how Tampa Electric utilizes Fleorida's Energy
Eroker HNetwork (T broker”: for sheort-tezm, nen-firm

Ltraneactionat

From time to time, Tampa Electric utilizesa the broker CO
maks short-term, non-firm sales and purchases. AL one
time, the broker was the mear effective available methaod

nf matching suyerz and s=sellers but that has changed.

B
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Today, many utilities either make hourly or block energy
gzles nff the broker at market-nased prices. 8ince the
hrokar ;;; 1imired to eoet-based transaccions, 1t has
eXxpaerienced a ateady depline in usage due te greater
profit opportuniticy elsmewhere for those sesking to pell

powWeET

What is the moet eifective meanz of conducting economy

energy transactions today?

While the broker can b2 the hept means for a baver to
enter into a coet-based hourly transaccicon, other more
lucrative apportunities exiet for sellers in today”'s
market . Thege include market-based, hourly, off-bDroker
transactione ant same day or next day market-based block

adlec.

Flease deacribe the Cyvpes of economy salssa that Tampa
Eleatric has entered into that are mads with ©r wichouc

the uae of the nroker.

Tampa Electric has entered inte FERC-approved noD-
eeparated, economy eales transacticone arranged wikth ane
without the use of ths broker. Economy galez, sitrher

Schedule C (Epochemy Interchange Service) or Scheduls X

9
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(Extended Eoonomy Interdhangs Servige] aales, are short-
term, non-firm sales. Schedule T sale=s are tradicional,
coet -baser, “Yeplit the savinge,” hourly eccnocmy ealee
traneactions that can be made either with or without the
wae nof the broker. Scheduls X =sales are traditicnal,
coBkt -haped, “split the 3gavings,” tmulti-hour, econony
gales traneacticons that rcan nobt be made with tne uge of

the broker.

I'n general., how are Zcheduie C and X transactions made?

These transactions are based uvpen matshing a buyer'a quote
nf higher incremental coets B0 a geller's gquote with lower
inaramencal coscs. The Etransastisn price resulbs in a

cofso0 gharing of the differense batween the quotes.

fchedule ¢ and X transactions are subjsct ta imuediate |
cancellation by the aesllexr if the capacity is needes to

me=st @IDher commitments.

Does the ™aplit the =avings concept for economy =ales

changs if the bhroker is not ucilized?

No. The methed utilized for matching bhe buyer and saller
ia different, however, kthe =ame ocoot-based, “aplit the

savinge" schedules are amployed. Thersefere, thers ia no

10
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need cto make a differenciaticon betwaen noh-gaparabed
energy =ales made with or without the ngs of the braker.
Doas Tampa Electric enter ints other non-fizm gales

tramgactlana’?

Ted. Tampa Electrie also enters inbte intecmediate-berm
(leas rthan one year), non-flrm =ales under Schedule T
(Negotiated Interchangs Service; Zetters of commitment.
othedule J sales are ot "aplit the pavings® cransactions.
These sales are negotiated, non-firm energy cransacktions.
21l proceeds from these =ales are cocurrently oredited
through the Fuel and Purchased Power Cost Recovery Clause.
Ho Scehedule J gales are made tnrough the kroker and chese

are not an issue in this proceeding.

Pleage sunmarize vour testimony.

In order to maintain its overall eystem relisbilicy for
ira rarail ratepaysrs, Tampa Electric entered into five
purchapsd power agresments begimning in 1259, Elthough
frur of the sgreements affect only 195%% and 2000, ths
Eifth is a long-term purchazed power agreement with HFP.
Thiz coet-pased agreement was contenplated as an option
in the wriginal agreement with HPP and Seminole Electric

Toeperative entered inkte in 1989 that was reviewsd by

11
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thie Commis=sion and approved by the FERC, Baasd upcon
changing market conditions ané a diilgent evaluation of
alternatives, these agreements were deamed to pravide
fivm capacity ané energy at the kest avallable prices for

the pericds of time needed.

Toea thim conclude your bestimony?

Yes, it does.

12
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EEMCREE THE FLORIDA PUBLIC SERVICE COMMIZSION T

PREPARED EEETTAL TESTIMONY
oF

W. L. RROWH

Plesse &tate your name, address, cooupation and enplovex.

My rname is Lyn: Brawn., My business address i3 708 Horth
Frank in Strest, Tanps, Flozida 236GE. I ar anployed by
Tamipa Eleccric Compeany (“Tanga Electric” or company™) as

Direc-or-wholasgala Markering and Sales.

A-z you the =ame Lynn Brown who filed direct tesTimony in

this docket?

Tes,

Wnat is The purposs of youor rebalials taestinony?

The torpose =f my rebuttal testimony i& to address the
izsues ra‘sec by FIPUG witnass FKenc T, Tayier with
respect tp tne Hardee Power Pariners purcnased POowers

sgreemaent (“HEFP agreament”).

OQCUMENT HUMATR-TATE

| 3385 NON-1 &

Frsc-RECTHD S HEPORTING
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Have wou presared an exhibiT in supperting vour rebuttal

testimony s

Yes. Exhizit _ (WL3-2) cortains Lwe documents.

Baz the HEF agreem=nt been availzble for review by FIPUST

Yez. The underlying sgraetent betwesn HFF zand Tampa
Tlactric dated July 27, 1980 has been otn file with &and
apgraved oy the Feder:l Energy FRegulabtory Commisslon
(“FEREYY Sor nearly = decade. Subseqient amendments to
the agreement dated September 24, 15989 =and Decembex 15,
1930 were alsc approved by the FERC and are on Lile and

avallarsle fer gpubklic inspection.

The trlrd =md fourth amendments to the HFF and Tanpa
Tlectriz agreement, hoth dsted as of September 15, 1893%
z=rd filed with the FERC on that date, were approved by
“va FIRC on Qosober 15, 1939 in Docket Kos. ERBE-4453-000
angd BERS9=44A84-000. These znencments are also on fille and
avairable for public inspsctisn. They are slse available
thvcugh the FERC's Interznst web site. Tampa Electric has
nocbified this Commlssion esch time its agreement with HEF
nag beeon amended. "he mosT recent amendments to the

sgreement ars inecluded in Dosument 1 of my exnibit. Alse

£
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jrrinded in sy exhibit as Document 2 is the petition EFF

filed with TERC regarding the HFE agreement.

How did <he opportunity to purchase f{irm oower undsr the

=7F =greelent arize?

Tuiz opportunity arcse by virtde of HPF'= having the
arpility to uss Seningle Elegiric Cogoerativers  (PMIECY)
Hardes site for the Phase T bulld out. HPE'= ability to |
1se this site tggether with its eypertuniiy —o purchase a
Ti-megawast [MEMTY  combustien turbine (YOTT] provided a
unigue opportunity  te  ebtain = sritical firm T5-MW
purchese without uvsing Tamps Electricfs TPelk site,.  This
is 1lmportent sinee toe company already has accolarsted
its plans to kuilc oot the Polk site which includes LwWo

180-Mn £ zdditisnz betwsen now and May 2602,

Flezse cescrihe the bazic  provisions 9f  The  RPF

agreeme-t.

~n order No., 2233F issued In LDecket HNo. E403085-EC oh
Tecearboer 22, *9F%, this Commissicn detetmined the need |
for cemsiruction of the Herdee Power Station to serve thne
needs of SEC with the project alss serving the needs oI
Tampa Elecktpic’z customars. Tha projecst was ta be

3
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constructed by Tampa Electric's affiliate, TECD FPower
Servicés cerporetlan, in Two prEses. Phasze I o0f the
projest, conslsting of ocne 220-MW eccmbined cycle it and
one TE5-MW OT, wat conskrumred and plased in zervice in
1393, EEC retzinseg the motion Co call inr the
constreeticn of Thase II gonesisting of &= additiconal 143
MWs of capscity ione TE-MW CT and two heat recoverly stesm .
generators with sssoslated steam —urhines} schaduled fo

ba placed in service in ZG0U2.

o May 24, 1929 SEC walved 1is pption under its agraement
with HEF ul's) ~pguirs constroction af Fnase TI.
Aooordingly, Tempa Electrlc exercised iks opticn unders
the agreement to reguire HPF ts begic canstruction, The
first phzsze of the Fhase II ouild gut will consist ©f the
remsTtruction of a T5-MW CT next tc the sxisting €T whigh
PP exsects ba have in ssrvice by May 1%, 2000, Campa
“lpotric has the zhility To complete the Phase II buile
ant and Ly reguired te notify HPP of this cption by
December 1, 2000, The first phese cf the Phase IIT build
cut is reflected in the faurth amendmest to the agresment
far the saie erd purchase of capacity and energy between

HE2F znd Tempz2 kMleztric,
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The purchased power agreenent in the fourth amendment
necomes effectiwe May 15, 2000 and expires Decemper 31,
©012. Cepacity payments are $6.23 per kilowatt meonth and
energy charges are priced siwilar toc  these 2f the
priginal agr-eement. Tampa Electric and SEC entered inta
a subgecuent agresnent whershy SEC has a non-firm, second
mall on —ne uelt and pavs a daily capacity charge and
anergy cherge whenever they exercize their call. Tnese
sharges are the same as these paid by Tampa Electric to
HPP and zl! revenues from £ales to SEC will be crecdited

to Tampa Electric’s retal’ custzmers.

What are zlternaTives that Tanpa Electric wguld gonsider

under tne clrxcumstancesT

A Tlorida uzility requiring enercy in the curraht market
ha=s thne ootion cof: 1) being willing to pay high spot
p;ices Zor mon~filrm enexgy and tTaks the risk Zhat the
power msy hot he availazle, (2] buiiding additisonsl
generation regources to mitigate itz exposure Lo suen

prices, ar [Z] aentaring into cheort and long-term

cocntrazts far capacity snd sneray purchases.

What =approach has Tampa Electric Laxen under these

clroumstances?
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Tampa =lectrice hkzas taken & balanced szproach wusing
cawaral differert strategies to mnest its cushbomers'
mesds . Crovisian of reliable zervice 1s paremoknt.  The
company beliewvez it is extremely important tzo irmedistely
address {he relizbility neseds of T“he company’ s Cu3Lomexrs
in ways =hst provide reascnable Aass2UYance that the
resources will ke awvailarle. With that imn nmind, zhe
company decermined that 1t weouid be banaficial ard
pradent to accelerate its Folk Unit % <onatruction, &
150-MW -1 from January 200. to Ozboper 2000 and ity =olk
Unit 3, & l&3-MwW CT fzom January 2003 to May 2002,  Hext,
~=p company negotisted severs- short-term Zirm agreasments
with Oxec.anta Corp.r Farmland Hydre Ing., and Rusdrodale
Power Partners. Finally, tTne comgany negetblated with HEF
fo- the porchase pf fizm pswer from May 13, 2000 o
secerher 31, 2012,

How oOid Tampa Elsct-ic evslunate the terms oI the HEF

agreemzct to other market opportunities?

With respect +to  the HEP  agraement, Tampa EBlectric
racelved rasponses to its solicitaticon from Florida Fower
ard Light and Fl.orida Pewer Corszration and bhoth proncsed
higher goricing than the =FF  agrecment nricing. This
analysis i3 supported in the rebuttal testimopy of Tamps

E
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flactric witwess Mark D. Ward., The company also received
s vprapcsal from the city of Lakelard that inditially
appeared to hawve tne potential to provide a lower price
thﬁn ~hr HEP agreehent but it was subsequently withdrawn.

dawve yeu looked at the cnergy futures narket to compare
the prices te be paid under thege purchazed poWer
agreaments with the rcublished forward enerdy prices for

the eastern United States trading hubs?

Yaz. Tempa Electric feund that the HPFP contracted prices
are belww the competiltive ©ld price for the twelwvea—yaar
term. The contracted praices for each burchasse Ppower
agraement the coTpeny entered into for 1923 and 2000 were
alsa  lawer than tublished Zorward prices for specific

pericds in 1%%9 and 2000,

How does Tanps Electriz justify the pradence of  the

purcrase of power uncer “he HPF agrecment?

oz  descrited in ¥r. Ward's testimony, the colpany
performed severs. pradustion cost snalvses to gnsure the
HEF agrsemsnt wzs 3 cost effective ancd prudent inwestment

that m=t the conpany’s integrated resource plian.
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How do The teotal cests of Lhis additicnal 75 MW

= the =atal costs of the gzlginal HFF Agresmsnt?

The comekbs ace lower,

Does —his conclude your rgbuttal testimony?

Tes.

CofpRe
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BEY ¥MR. WILLIE:

Q rould you pleaze suomarize both your direct
ang robuttal testimonye

A veg, Good aftercoon, Commigalcrers.

My Direct Tes-iwmcry describes Liwve
agqreenects Tanmpa Electric hae cigrned with four
zappliers for the purchase of [irm capacity and energy
for —959, 2000 and bewvend. Four of the ooiLracts are

for varyirng Cerma ovar the ceriod, May 1. 'F8, through

1 ae late as Desember 21, 2020, The Fifth agreensnt is

a long-terw purchassd sower agreement that Hardee
Power S-ation bas with Tarpa Electric's affiliate,
Harcdy Zower Partners Limiked, or HEF.

In entering inte t“his agreement with HIPE,
Tampa Electric Look advantage of an spportuniry to
acguire the outpus of a Eirm 7E5-wegawatt combustion
turhine pricr kLo the summer of 2000 by exercising an
option as providsd in Lhe origiral agreement with HEF
and Zeminsle Electric, Tampa Electricd ecntered into
thege five agreenents in order to mainbain overa ]
syatem reliakility Zor ices rahail cusboters.

Az my Lestimcny indicates, Tansa Ilectric's

1 relail load has inoresszed z2ince 1337 at & hignar Lbhan

pxpacted rate. The conpany plans to achlewve the

denired syvstemn reliability Lor itz retail cugtomera by

FLORIDA PUBLIC SEREVICE COMMZSISTICK
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accelorating new dgenerating unit sonstrocticn and
acouiring firm cepseily parchasss.

My testimony slso deacribes sigrificant
changes :n the whcolesale market in Florida and tne
ozt of the rountry cwer the cast few years. These
include an cwerall tighteninsg of the wholagale markerx,
the wolatility of market prices due to shortagss
ojgczide the state and the changes in the mannar in
which wholegale power is offeted [or hourly
trangacrions to 2lock purchaces.

It ia ir wview of thase markat
charanceriscics, and the lead time needsd Lo conptruck
new generating units, that Tampa Eleckric recognized
Ehe need Lo secure purchaRed power agreetments Zor 1cs
nacive load ke mitigare oosts and availability rizk.

My testimony desarlbhea Tampa Hlectric's
succepsful efforts o mitigate the high markek price
nf purchased power through the negotiation of

short-term £irm purchases at rates lower than bthe

Frevailirg market price.

Finalivy, oy taesLimeny degeribes the types of
egonomy sales chat Tampa Flecbric has eanbered :into
that are nade with and without tne use of ~he Florids
Zroker system; that is, the wnergy 3roker Network.

These economy =aled are priced on a oot baped

FLORIDA PULDLIC SEEVICE COMMISSION
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splis-<he savings basis whether or not the broxear is
Lhilived,
That corcludes my direct summary .
v Prooeed with wvour rebuttal summary.
A My rebutbtal rLesctimony addresdges izzues

raigsed hy FIPUS regarding the Aardee Power Fartrnaexs
murchaged powsr agTeenment that Tampa Eleclric entered
irto for 75 megawattes of firm power keginning in May
of 2000, This opoorcunity aroee by vlrtue of HEP, or
Hardae Powev Partner:s, having the shility ko uze
Seminole EleclLrle Cooperative's Hardes site.

on May Z<th, 1399, Seninole waived its

opticn under ite agrectent with HEFP to regaire

[ construction of an additicnal 145 negawat-a of

capacity. Accordingly, Tampa Elrctric exercised ita
cotbion undsr Lthe aaresement to require HPZ ko hegin
cochartraction o 8 To-megawabtt OT, whlich HPP expecte o
nave into agrvice v Maw 15, Z000.

h Ploridas utility reguiring energy in the
cuTrack narkec hae the option of, one, being wliling
to pay hign marset spot prices [or noonfirn energy and
take the risk that the cower may nal be awvailable.
Two, bui_dili=gy addicional gensration resousaez Lo
mizigate ita eXgosure to such pricez. 9r bhrae,

entering inte short and long-term contracks for

rILORICA PUELIC ESEVICE COMMISSION

551

[




1

11

12

13

14

15

16

17

£2

=3

24

25

252

casacity end etcrgy purchansed.

In evaluating the reliapililLy nseds of ocur
caatomers, Tanpa Blectric hap taden a balanced
approacht caing ssveral different strategies.

Proviaton ef reliable gervice ig paramount.
Wit thaz in wind, the company determined that it
would be beneficial and prufent o accelevate itz Polk
Unit 2 condtruction, a laG-megawabt CT, £rom January
of 200l to Jctober of Z002, and izs Bolk Unit 2, a
180 -megawakt CT Zrom Janusry 2003 ko May 200%.

Kext, the comuany negotiated seversl
short-term £irm surchase agreements with Okeelants
Corporaticn, Tarmland Hydee, Incorporated and
rubnrnda’ = Power Partnerg. inalli, “he company
negekiaked with HPP for the pursnase of firmn power
Trom #May 15, 2000, to December 31, Z01Z.

ln reviewing the HPPF purohaze oplion, Tatgpa
BElectyig made a so_icitation of proposala. Tamps
Elactric received Tesponsea to by golicltation feor
ceaking wapadity cemparable to HPE's 73 megawatts fron
Flotida Powe:r Corporaticn, Plorida Zower & T.Aght, =oth
of which provoded higher pricirg chan HFFE.

The comgpany sloo received 2 Sroposal fram
Lhe City of Lakelarnd Ehat inik-ally appeared £Eo hawve

the poatential to prowvide 2 lower price than JHPF, but

FIORIDE PURLIC SERVICE COMMISS1ON
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it was subsequectly withdrawm.

The cownpany cerforme:d production ccet
analyees concerning the HFF pricing a1d determined i=
was a coat-effective and prudent investmernt bhat met
the company's [ulbegrated Rescurce Plan. Furthermore,
-he total cogbt of this 75 megawatbz arc leower than
thode of “he original HFEF agresment.

Thalt ocheladss wy BUmMmADy .

MR, WILLIB: TWe tender the witness.

COMMINYSIAONER DEASON: Mr. MeWharler.

CROSE EXAMIMATION
BY ME. McoWHIRTER!
] Mr. Drown, wou are the head of Tanpa
Electric'a marketing arm?
A Thst'e correct. -'m Director of Whalesale

Marke-ing ard Salesa.

2 2ol are you an employee of Tampa Eleciroo
Comp Ay e

A Ted,

g Wheh a Fransaction ie performed, are thke

traneactices always by Tama Zlectric or do you ack,

in some ‘nstances, as a marieter for other carcies?
h The Marketing Departoent acts ag the

marketing agent for Eardes Power 3taticn ag well as

al” nf Th= Tampa Blectric rescurceas.

FLORISE PUBLIC SERVICH COMMIESIGH
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g When Tampa Electric Company sells powar in
~he wholesale market, i3 it Touled in some fashicn
throagh the Hardee oserabt.on?

A I den't quits understand your guasLion,

0 Well, doez the traneackion ge directly from

Tapnpa =lectric to the purchaser withowt any

involvenent whataoewver af Hardes or doea Hard=e have a2

inrplyernert in each wholeaale trarsacticon?

A They do not have any involvemrent UNZess we
pel> goeneration frem the Hardee Powex Station.

g The purposse of your teptimeny ig gtated on
Page 2, Line 1, of your dreest Teatlmony, and ic wss
Lo provide an overview of the Puxchased Power
Agreementa.

Wnat responsibility doez Tampa Electric
have, in your opirieon, if you understand reguLatory
affaira, to provide che Commipaion with badgic
informakbien so that it can determire the prudency of a
transaction?

A Well, I'm act & regulstorny perach. 1'm not
certain of the total reguirved inlornatbicn that's --

total icformatic:n that's r2guired to justily Lhesco

| purchases.

g ¥Your rebutbal Zestimory criticized

Mr. Tay:oT because he reguest=sd the underlying

FLORIDA PUBLILIC SERVICE COMMISSTCN
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concracts that support this contract, TRCO's agreemenkt
witn Jarder Bower Parbnera and the other entities.

And vou sztazed that he cculd nave gone ho Washinmton,
the Federal Energy Reculatory Commizaion, and locs up
the contracts, ans a2 shoulde't hawve to rely on Tampa
Eleckric to provids it as part of chis procesding.
That'z how T read the tescimony. Te —hat what you
really meankts

A I dan'Lt pelieve that's what T gaid in oy
teakinany .

v What dig you say? What did you mest ke Bay?

A I bamically eaid that the Purchased fower
ontrackte, the fiwve Purchased Power Contracte that we
anktered into were prudent and coeb-effeckive, a4z far
ar the Hardes contracdt ig concerned, I did describe
the Hardee coabract.

Q But oo didon': zupply a copy o LT or LChe
amendnenta or the cetition supperting it or anything
until after Mr. Tayler pregented his testimony, did
o

A s I recall, whenr -- as A rssult of oy
depopition, - did supply <opiss of the agrsements, che
Hardee turchage agreemente, az weli &g the cther
contracts,

»] 1'd 1like firsz- —o btallk akout the capacitw

FLORIDA FUEBLLT BE2VICE COMMISSTGHK
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tha-'a awailable to the Tamnpa BEleckric retail
meogkomers ag a re3uls of chese brangacticons,
Mr. Hernandez gave ua some baceground buc paid yol
knew noere about it so I'm going to aBk wyou.

Wit respect to the zcapacity of the Hardes
plant, am I cerrect in aspuming that for the firsc 285

reqawatte Seminele kas first call on that cavac by?

s o
0Q Mhat i the circumstance?
A Cemitole only has a eall on the 295

megawalts if they lose voe of their rescurces.
Gccherwigsse, it is Tarmpa Electric's bto use.

u} all rigat. Would e look at your exhibit
and lewk at the pesition of Hardee fower Parktners
filed with ths Federal knersy Regu_oatory Comniagisn on

Sepbenner 15th, 29%37  (Witness compliea.)

A This is exhib!t WLE-2 you're referring to7?
Q Yoz, gir. It'e one af the Asccmonts
attach=ad.

A End whal paged

o I'd lake vwou to Zacx at pags -- firar atl
all, look at the petiticon ol Harcee Fower Partners for
an sedor acosoTirvg rates. The Lirgr paje of that
petilicoh ia nct oumbered, and it'= ~he third sec of

fgocurentd in your exhibit. {Pause}

PLORTDA PUALIC SERVICE COMMISITION
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A I= thie the =meiirion for the third ancndhnenrt
or Che petition for the tourth amendment?

Q It'e enkitled "WLE-2, Docuneslk 2, Page 1 of
izt and it'e dated SsoTember 15thk, 1532, with a 3atsas
ptamp from the Faderal Energy Regulatory Commigeion.

A 411 right. +“hies ia the petition for che
third anendment.

Q Okay. MNow, Ehat pertition waz filed on

kehalT of Hardes Power Partners, Tampa Elecactric and

L Beminmle by a law firm repreacnting the threes

enbibiea?

b Tes,
o) All right. The pectition, at Page 9,
degorices the Seninole agreenent. Bnd on Page 7, I'd

Llike your to read, if yeu will, the sencence that
segins with "Thise cacaciky and ceonbract' heginning on
Line 2.

A "This capaciby and enaeregy cal be ca’led upon
by Szminole without regard to outages oy 1tE cwn units
bar iz subdect to puecilfied ancual cnergy
limitaticne."

Q That meant Lo me Lhat iz ooecld call =i thet
poweT at any Lime whether 1ts urnirs were up and
running oT nok.

A I haliewve if you rofer to the previous

FLORIDA PUBLIC SERVICIT COMMISSZOM




b

[

1%

J1

12

1&

17

1l&

14

20

21

232

23

24

550

page --
2 Azl risht.
A -- next to _ast Zine -- arid thi= 13 Page &

I referring to, the sencence that begine with "The

CemingleY -- do vou ses Laat?
Q Tes .
A "The Semincle agreement also provides for

HEF> Bale to Sewinole of 245 megawabtts of Biga Bend 4,
or BE4, capacity and corresponding ensrgy porchased oy
HEP from Tamca Blectric for a rer year pevicd
comencing on Januazy 1, %3, Thac is the capacity
that that pentence refers Do o Page 7T,

% mll right. So with redpest Lo Big Bend 4,
i there's a nead Ly Tampa Elegtric's retail leoad and
thsre'e & need by Senirole ftor the power, Semincle haa
pricr righta o ik?

A That 1da correct.

Q Now, with re=spect <o Lhe 295 negawatts, who
has prior righ-a to that?

A The righte are as ¢ described. S=mincle
only has & Tignt e 1t if they less one of their
regourcea, And I might add providing they have ook --
prruse me, 1f they loss cnie of thelr resclurces.

Q Ckay, Thera'a an anerday requirenenrt

connected with it: they can only use sc much ensray?

FLORIDA DLBLIC SERVICE CCMMISSION
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A Under the Big Send 4 agreement there is.

Q ard what Tercentage of the total ousgtut (e
that 143 megawatss ia Hemincle enbitled o

A They're ertilled to the extire 1453 megawatsa
prewiding they do no- excsed thelr eneroy.

O what s the eresgy relatlcnship? 145 times
B760 wotld give you kotal outplt.

A I dorn't have that ensrgy oumber in megawat:

houre wWwith me.

] What percertage iz k7

A L don't recall.

g Tz ik more or less than halfz

A I den't r=call offhand but I can get the
informaticn.

Q That's all righnt.

And in slmplifisd terms, unlses Seminc_e haa
sne af ita plants out of operatison, 1T 18 not encitled
to first call on tke 2oy megawatts of Hardee; Tampa
Electrict has first -zl17?

A That iz corrseoz alac. The 13 megawatts that
semincle has wibth Cryatal kiver 1 is dingluded in Lhal
resoUrce 12BL.

Q AFe ¥OU ca28ting agperaiona upon Cryatal
Riwver 37

A o, - wonld newvar do thas.

FLORTRA PUBLIC SERVICE COMMISS CON
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0 Buz any time Cryetul River 3 is down, they
ran call on this 2835 megRwAt-L!

A Mo, “hev can only call on 23 megawabzs.

0 I zee. Witk respect to the new contracts,
the 749 megawabta chat will «ome in ir May of thia
vear, Tamga Elect-ic Company will hawe fizat call on
that?

A 1t's a 75-megawatt contract, and yes, the
answer ia yed.

R ind the way Lhe contract reade, == - read
it, it saye Tarpa B_ectric Commeny will have -- havs
che right to diapatch it but it deean't limit It oonly
ter the retail load, it can dispatch it anywhere it
wanks to: ia that ocorrect?

A ¥Yes, we <an.

| Ig it your testimeny in this caee bnal Tampa
Eleckric Company at thiz time cotrit itself Co pay
for -- or at leawt that the retail cupbomera oI Tampa
Flestric Comsany a2t this pelnt in time o2 commitcted to
pay the casacity charges with reppect -o Lae new
Hardee congtraction for the next 12 years?

A The cas= is tao p3y Lor the Capacity Chardess
and the snarocy charges for the next twelve and s half
YEATS.

u} and o ~f o fsceedwicr is made today. thak

FLOEIDA PULLIC 3ERV-CE COMMISEIGH
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essentialiy becomes a stranded inveatment in the
ewvank, day, deregulation spoald Soour?

MR. WILLIS: I objeclk ¢ chat guestion. [t
palls for a lega” econclugicn. I think it'a
inappropriate.

COMMISSIONER DEASCH: M. MoWhizher, there's
been ar objecticn.

ME. McWHIRTER: I'll concur in the
abjeation. It does 2call for a legail concluasion, and
thie may az well.

2 (By Mr. Mcwhirter} Is ic your intenkion
that Tampa Electrie Company pe bound on Ehla contract
and that rhe ratepavers e hound Lo pay fcr the
capacity charges thall ara contained in that contract
for ths next 12 years under the caparity surcharge
oot racorery svetem and the foel cost reccvery
adjustment clause?

A Yes,

4] All right. MNow, wou =aid thal you went ouat
and looked for cther power and you went to Fleorsida
Powsr Corporation wnd Florida Powsr & Light, Your
oompary hag previously contracted with Filorida Power
Torporaticrh to supply zhe reguarermenta of the FMPA
contract; g that ncz correch?

F- Part of the requiremanks, yeak.

FLORISA PUELIC SERVICE JOMMISETON
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=] And do vou know whaz the pobtential for

; renewing that agreement with Florida Power was for the

forthooming perioad, for the ferthcomirg year?
-4 To my know_edge the agreemsnk expized at the
end of this voar and was nonrenewab_s.,

Q Okay. Doea Florida Fower hawve available

J capacaky to aupply 70 megawatta o Tampa Slecktric

Cornpany tor the next twelve and 2 na L oyears; Ub
megawstbty for the rext twelve and a4 half yesrs?

A We received 2 responss oo our roguedt that
indiceted that they have cacacity beginning 200L. Buab
iz was not available - according tc their written
Tegponae, it was not available Deginning Majy of 2000,

0 arid what respense did you get Exom Florida
Pow=z & Lignt?

A They did hawve the capacity beginning May o:
2000.

n] A2nd vou initially aplzcitesd Lakeland but

found that that was not a viable albernative?

h Takelznd witndrew their respones.
Q I eee. Zid you solicit Duke?

A N,

n) id wou solicic Conphellabion?

A M.

0 Did yeou aclicit BG&E?

PLORIOE PIRLIZ SERVICE CCMMISETICH
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w} 2id vou Bolicit Sythe?

A jilta

g —id vou salicit aov innependent cower

producters gealtitg o do buaineag i Lhe arate of

Fiorida?
A e,
4] -f Tampa Electric Comnzany built 75 megawakta

and didn't need the power for ite own 1oad and sold it
on the whoiegale markec, whabt wWedlsf nappen to the
proceeds of that sals with respect to now the revenue
is accourrted for by Tanga Eleciric Company?

A That dependz or. how we sold it, ander what
gontract and --

o We.l, i you =o0ld it aB a Zirm wholesale
gale?

A If we built a uniz for the purposs of naking
Firm whrolesa_ e aales and aeparated Lhoze salsz, then
all of the revenues from those sales, I would aasume,
oo to the bottom lins.

Q If vou madoe a ronesparated sale and the
purpoge of the plant wag -- wyou put it in your retail
rate Saze DEcauge you intendaed 1T for retall cuatomers
Bt vyou made a short-term wholegale Sonado’e J male

Erom that plant, how would -—he revenuss he created?

FLORIDA PUBLIC SERVWICE QOMMISSTON
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. 120% o Lthat would go Sack to the retall
customers.
Q WMow, _et's lcok at the pilant with Eardee

cargtracking it and Tampa Blactric fomoany doean ' =
have necd for the locad ang Eardee sells it in the
wholesale markec, what porticn of —he proceeds doss
Tampa Zlectris repe-wve?

A Por thip 75-megawatt CT, Tampa Electric bas
total call to that CT and we recaive 100% of the
benef-ks af the zale,

] o if the Hardee 75 negawatt plant sells
poweT to Heminole ar o Plarida Power & Lighi or
anoLher erkitby and receivep revenue, 1s it vour
tescimory that that revenos would flow te -he
cugstomers oL Tampa Electric Ucmoany in the same manrsex

that a plant 1ln the retail Tate hase would flow the

revremisa?
B b {=F=IN
0 Are ywou familisr with the capital struccure

2l the Hardee 75-megawatt plant?

N Hes .

2 Are you familiar with the cepital gbruchkure
of the assigree ol TECO Power Bervices who will row
Cwl this clart? Is it Hardes Power Partners Limited?

A It's Hardeese Power Parsner=s Limited, yeas.

FLORID® PUBLIC SERWICE CCMMISSION
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But the questicn ip -- could you ulsape repeac ilL?
o The capital z=bructure, the rarvric of dehs e

equisy cif that encitcy?

A Mo,
o] How wap the price that Tampa Electric will
be charged Zor -- and Seminole -- charged for the

capacity and the energy of this plant develop=d?

a The caparacy -- firvet of all., the capacity
piece, it'a a cost based, kaard ot the cogt of the
unlt to Hardee Zower Fathners, Also, there ia gome
charge in chere to pay [or Chwe common uge facilicties,
that a8 khe plant's common uee. And then thore lo a
rate of return that was factored in that wap subnject
to PERC approval and has ceen approved by FEREC.

L] How are the digpatching provisicens of this
new 75 megawzttE, how do they compare wizh che
digpazching crovisiona Cox the oridinal 2857

A The TE megawat-ts -a botaelly at Tampa
Blectric Jompany's digoretion. It is bpnkslly under
our dispakch. The 225 mecawatks 1s also at our

ignTetion provided that Seminole does not have an

ih

outage on one oI their units or there's an cutage on
Crysta- River.
Q For all inteonca ard purpoges ther, chis

plant s sxackly the game g it it were constructed by

TLORIDA FUBLIC SIRVICE COMMISSION
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Tanpa Elactric Company in ik rate base, and the oniv
difference 14 Cthat you joel Lhe bensiite of
oo-ownership with S=aminole; is5 that correct?

A That ia correct. Thsre are berefits of
Baving thiag unlt at the Hardee Power Sktasion.

] Well, chac's the only cifference Chwern,
naving it -- say, 2L it had been built at the Polk
staticn?

¥} I kelieve thaZt witneas Mark Ward can addrea=
gone av this. Zutk, bhasically, the Hardee Power
Staticr, as hasa been previoualy stated, was degigned
with thie opticn; that is, the option of fuilding out,
egpentially, a station that wad oot puilt out at ths
Time, at the initial stage, and Tampa Kleatrio Company
exerciped ite option to do pe. We sxercissd it eoc
that we rould have capacity avallable to our customers
for the summer of 2000, peginning in the sumer of
2000, Ard we enterec Into a cost-based Lransaction
with Harcee Power Partnera that ia below the responeess
te bBid that we Zssusd and iz much bettex thar the
CUET &0t TaxkKert.

0] How does it corpdre to tne cost of Lho plant
that 'a being built at the Polx statich of simliax
slza?

A To the Polk 2 yoa'rce raferring ta?

FLOETIOA FUEBELIC SERVICE CCMMISSION
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g Tea,
B I do not koow.
o Was any irdependsent analyzia run nos bzeed

on bke comparison ko coertract offeres you had, bt
corcariaon to other codat of agonastuction analyses?
A - believe Mark Ward did analwses o Lhat
Eype.
MR. McWHIRTER: Thac's all the gueaticog T
hawe of =his wilnesg.
COMMISEIONER DEASON: Mr. Surgez=s.
MR . BUORGEZ3: T,
COMMISSIONER DEASBOM: Staff.
ME. FERTIRG: I just & few guesctions.
CROSB EXLMTNATION
BY HR. EEARTIMNZ
Q Ia 1t correckt that Tampa Blectric Company
Folicited bids for the powser that was ultimately

ocrovides for Hardee Zower Partrera?

Y Tep, B1r

Q Waa that aclicitaticr “imices to serlbain
entitisss

A The cntities thabt I aadcriban, wves.

Q For thea ather fFour Furchassd Fower

Agreements you discusses in your cescimery, did vou

@o’icit bids for the power provided under thoao

FLORTEA PJIBLIC SEEWVICE JCMMISSION
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l|| egreemancs as well?

2 A We did rot selicit coen bisg, We searched
3 || out cpportunzties &nd negotiatceZ on an itndiwidunal

4 (| nagiag with Chodge.

= e Cnrer the life of the Hardee Power Partners
£ || centracs, approximately how much will TEZC, on

7| average, pay wder bEnat oontract on a

E |l dollar-per-megawakbt-bour basis?

= A The rapacilty charge iu 5£.23 cenktzs per kY
L || menth. The energy charge is a vass-through of fucl
11 || and O&M,
12 o How mach doess the ensrgy charge amourt co?
13 A Tt wvaries depending on tne fuel price.
14 [| Because Zt's a gas-fired unit, it dependa on the price
1z || of gas. Bun T don't have the projectasd average nurber
15 || Lor che 2000 -- excuse me, feor the Cwelive and a ha” f
17 || berm, Bk am I recall, it's approximately $45, and
14 || taat includes all &M, Thakt's over the 12 wearyg.

18 0 Can Tamp:a Electric Company make seconome

2% || energy sales over the broker vsing markst-hased

&l |! pricincs?

22 i A Ho. WMo -- the cerms “econony" and "macket
23 !baged" do nob agree ln curc view.

24 %] Well, lek e rephrsse the queeticn,  Can

EE'ITEED make =males cwre- the bhroker using mAT<et-rhased
i =

FPLORLDA FUBLIC SERVICE COMMISIION
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mricitg?
A W= Zamn.
{m] nder what schadules woald TSCD maks thooo

tynea of aalen?

A Uncer our markst-kasec schedule.,
Q Whicn achedcls iz that?
A Eome refer to it as & mark=t-kased J. ik

artually dossn’'t have a unigque letkbter or aschedule
-2tber of ite own, It'e a brani-new schedule, of
aoarde, that haga't bkoen arcound very long.

v How long haa TECO heern abls to make those
tyvpes of aales over the bhroker,

A 5irce approximately June the lat -- wel:,
gxcuae me, cwer the broker?

Q Tos .

A Birnce Gotoker the Foh.

Q And ams TECD participated in bthose types of
tranzacticna?

A Ho.

a Jkaw. Doeg it inktard La?

A P mav.

u] Lf you dic, how would you treat the revenus

frem thoae Bales?
A If we do a market-based sals crer the

bro<tex, we would Flow 100% of the bherefits barck to our

FLORIDA FUBLIC SORVICE COMMISSION
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retail ocustomers.

ME. EEBATING: T have no furtner guestions.

L

COMMIJZAIONEE DEASON: S0 you're saying it --

Lhe deciding facotor of whethar your gaplit it 84730 or
you flow it 100% is not aspendert on whether ZbB's a
sroker 2ale or not, it's dependent on whethesr it's an
tnopamental coat gale orf markel-based sale.

¥2., BROWN: Taat 1s exactly right.

COMMISSIONER DEASON: Rediresot.

#R. WILLIZ: I have no redirect. Hove
admrigaion of Exhibkic Z4.

COMMISSIONER DEARSOM: Without cobjection
Ixninil 34 ig aubmitted.

imxhibhit 34 received in evidence.}

ME. WILLTIA: Tail Mark Ward.

COMMISSIONER DERSON: While Cie witne=s 1is
taking the atand, let wme take thia opporbanifty o agk
the parties where we feel like we stand.

IL i9 new almoat 2:00 porn. of the szscong
cay., We atill nave a nmumber <f witneeses o go, and
welre prebably geing o nesd to maks arzangemencs Lo
possibly work lace intc the evening, and I neecd to
nave paraons ln the Clerk'a olfice be adviged of that
if that's what wa're going to oo,

S0 let me begin wizh Staff as far as cross

FPLCH1A PUSLIE BERWICE COMMISSICH
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examinaticn of the remainins witnesses, de you have a
genaral Zeel?

ME. KEATING: Staff wil_ have no cross
examinaticn for any of the remaining wirnesses, either
direst or rebustal. I'm not sure, we may have cre oo
two gquegations [or this witneas, bubk other tnan that we
have nc other cross examination,

COMMISEIONER DEASON: Yor nonce of che
ramainlay witnegoos?

HR. KEATING: Yes.

COMMISSIONER DEASON: Olcay . Mr. Burgessz.

MR. BURGESS: I had intended “uat a few
queetions, a couple of mimates, for Mz, Hernandez and
Mr_ Hrwell on rebuttal. Bnd than, of couraes, we have
the direct tegtimony of Dr. Dipmikes.

COMMISZIONER DEABON: We have the what?

MR, BURCESS: Sponpor the Direct Testimony
of Dr. Dismukes.

COMMISSIONER DEASOH: Mr. MoGee.

M. MzGEE: 1 hawve limited ecresza for the Lwn
intervensr wituesses and dcaff witnsss,  Very limdted.
COMMISSIONER DEASMI: Very limiled.

Mr. Mownlrcer.
MR. MoWHEHIRTER: I Lhave a few quearions [or

this witness and mayibe one or two questiona for

FLOWITA PURLTO GEREVICE CSCMMISSION
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Mr. Black whzn he comes back on rebustal, but ne-hing
elaa.

COMMISSIONER DEASON: Lhcthing exteraglive: iz
that correctr

ME. MeWHIETER: HNorhing extensive. Oy maybe
EXpane il ve,

COMMISSTONER DEASCH: T'm Sure 1K'\
expensiva. (Laughter] Mr, Ch:ilds.

MR. CHILD3: Nc dqueations.

COMMISHETONER, DEASON: Mz, Scone.

HR, STONE: Commisgioner, in £ollowing
Mr. Keating's lead chis morning, I was going to
suggest that perhapa Mr, Taylor, Kr. Dismuites and
Mz. Harlow could be inserted into the record as though
read and crosg examinakbion be digpenzed wikh, but I
den't kngw 1f that will work with tns other parties.

ME. WILLIB: We wou.d agree Lo bhat.

COMMTSSIONER DERSON: Mr. ChiZde, yrou have
ria quepticns. Mr. MoCea, you have some limdted
Jaestionas

MR. McGEE: TFf it was understoca by other
Farties btkey would walve croea, we would waive it az
well,

COMMTSSIONER DERSON: Thart woald ke

Witnegaosea Tayler, Dismkes and Staff witness Harlow.

FLORIDA PIFBET.TC SLERYICS COMMIGA TOWN
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HR. McGZEE: That'z correst,

MR. BTONE: Yea, Compizsioner.

COMMI3SIONIR DERSCH: Ve may be in hetter
shape than I tioouaght,

Ckay. Ihab gives me an “dea, We'll
continue.

MR. WILLIS: We would also Zike to preaent
bath the direct and rebukbtal of Mark Ward at ore
Sit+tituy.

COMMIBEZIONER DEAOCOMN) Any chisction Lo
hearing dizect and rebutbtal for Witness Ward? (No

Iresporde. | Hearing no obiection, that will ke fine.

HARE 0. WARD
was called az z witnese on behalf of lawmga Flectric
company &ad, having been dulv sworn, testificd ag
Followa:
DIRECT EXAMTINATION

EY MR. WILLIZ:

u Wonld wou state yeur neme and addresa;
olease?
h Mark D. Ward, Tawpa Electric Cowpany, 702

k3

Noxtn Franklin Street, Tamca, Foorida, zip oode 33602,

] Did you prepare and cause to be prefiled

prepared Direct Testimony of KMark D. Ward tbkat was

FLORIDA FUBLIC 3ERVICE ZOMMISSICN
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submitted in this procesding?
A Tew, [ did.
g Do you have any additions or corrsations to

that teptimonwy?

A Yeo, T odo.

Q Could you pleape provide that.

A Faga 5, Direct Tearimony, Zine 11, 1I'S like
Lo change the word "firm™ £o "rtota?. ' 1t would read
"tetal load. ™

My next change is Page 5, Line 13,  Again
change the word "firm" ta "total.' And my third
oorreccion 14 again Page 5 am? on Line Zs, after che
gentence erding wlth "decermination™ I'd like Eo
inserrt the fallowing. "In this proceeding Tamga
Bleciric Zompany ie seeking recowvery of $-,B37,092.
Thiz amcunt represeila the nes regoverable fuel From
the purchasaed power cost of the Gannon & accidencs, and
-4 the difference between the 25,073,325 &f the to-al
Zuel purchased opower replacemernt ccsts and tke
2stimated surchased powsr coat of the interruntiszle
custonser buy-ithzough provisicr . ™

Q With cthose changes, wou’d your answers be
the zame to the tegrimocoy?
A ¥ee, sir, they would.

MR_ WILLTE: We recquest Lhat: the prepared

FLORIDA PUBLIC SERVICS COMMISSION
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Dorect Testimony of Mark D. Ward be insertsed irto the
rezptd as though read.

COMMISSIONER DERSON: Wichout objection, it
ghal? be a0 ingexrted.

MR. WILLIZ) II= has an exhihbit actached to
hie Zeptimerny which I would reguest z= marked as a
composite axhiklikb,

COMMISSIONER DEASON;: It will be identified
a3 Exhiblt 3=,

{Brhibit 35 marked for identificat’ion.)

Q {By Mc. Willls} Did you prepare ard cavge
ta e prefiled in chis dockek prepared Rebutksl
Testimony of Mark D. Ward?

A Yaz, I 4id.

Q Do you have any additicna or ecorresctions to
that ceatimncny?

A Ted, T do. Two ccrrecticna,  2age 92,

Ling 1, Z'd like to change the mumaer "297%0 <o wagg o
Ard bLoe pecond changs, aga-n Page 9, Lino 1,

I'd like to charge the numecer "369" to "g31.00

Q Doges chat comglete your correctionar
A Yes, it does.
o If I were to ask vou zhe suesticne coatained

in tniz dogcanent with those correcticns, would voor

anawers be Lthe sare today?

FIARIDA PUBLIC 3ERVICE COMMTISSION
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A Yea, they wounld,
MR. WILLIZ: We roguest M>, Ward's Rebuttal
Tegtimcery be inserted dinto the record as thouch read,
COMMISEIONER DEARSON: Without ebjeccion, it
ena:l be 40 insarkbed,
HR. WILLIS: Reguest his exhibit attached o
kis rebuttal Legbimony be marked on his Exkibit 1s.
COMMIZSIONER DEABON;: It wil- he go
identified.

(Rxhibkit 3% marked for idenlbificacion.)

FLOEICA PUZLIS IERVICE COMMTSSION
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TAMPL ELECTRIC COMPANY
DOCEET Ko. 990001-EL
FILED: 1971/%8

BEFORE THE FLORTDA PUBRLIC SERVICE COMMISEICN

PEEPLEED LOIRECT TESTIMONY

aF
MARK O, WaARD

Fleazse stats vour name, adareszs, coocuapalbion and employexr,

My mame iz Mark D. Ward, My bugineps aZdrsss 1o T02

Marth Franklin Street, Tampa, Florida 353ECE. I am

erp_oyved by Tanpma Electric Ccompany ("Tampa Biegzroo¥ or
"Cofpalny") @S Manager, Resourcs Plannindg.
Flzasse prowisfe a brisf outlins of yoor sducational

macaground ano ousiness exoerience. i

T receiwved a4 Barheler of science Jegrsese in H=chanazal
Engine=sting in 1584 Zrom Lhe Uniwvezeicy oF Alshanz -n

Suntsville. ricry o Ty enalovment oWilk:h Tamoa EscIric,
I o meld o a numoer of engireering peositcionz with varasce
acrospace companies and the Deparcmenc of Defen=e. -n

2598, T bhegan my emnzloynent as &2 Consulbirg Encivesr with

Tampa Flzcoric'a Generat’on  Flaneting gdecartment, in
Fekruary 2387, I wWas pRromdoec ©o Manager - Resource
Ple=n-ngy. I an wosporeille for wanagirg Tamps Elecoric's

regourse planning sctiwvities that include enorgy rosource

wti—izaticon ocrudies, production So=2T studies, eyretan
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reliabilicy atucies, anc ~he COoOmpany '’ = integraced
resodrce  planning process=. Az manager of EResousce
Planning, I alss represenc lampa Electric on the Fler_da
Seliability Coordicating Jounci.'sg REegcurce Working

aroug .
Whzt ze the puroose of your tegtimony in this proceading?

Tae purpose of my testireny is to suspars, for Commission
review and approva., -eplacenent fus) zed purchased power
cosbs asscciaced with kthe april &, 1238 3anocen Jnic €

agcident.
Have wou trepared an exhibic o support Your tescimeny?

Y=z T nave. My Exbibit Ko. sﬁgfi fMIH-1) was prepared

cnder oy direction and avpervision and consisktas ol Lwo

‘.
.

dacunents.

Waat was ths tocal coas of reslacement fuel and purchased

powsr apsociale with tha Genren Unik & accidenc?

The teotzi =uvelk of replacement Lfuel and purchagef power

wag 55,073,426,
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Eow do ths ooste comparse to the costs presenced o the
commisson in staff'e E=ccrd fet of Interrogatoriss HNo.

26 i Lals doecker?

The rosksz are nigher chan what was provided in vesponse
o CrberragaToy o, za o ai sulmitted on Avgusb 1@, THED,
The company provicsed & pre.iminary es3zimate of 51,524, 6440
Eor the total Eusl and oSurchasel power CcosSDs associates
ith the Sanron Unic 6 accident. The congany indicavend
that az thar bime, it had 1initiazed a detailed stucy thac
wou'd henchmark -t= svestem far the monthe o Rpr-l, xav
and Junwe of 1590, “he zomoauyr stated that —hie £2tsniled
stuiv weould oSrovide i laind gracige resulbs of Lles
ncrenencsrl coscs of fuel anc purchaseZ  powes, The
Compary’'s resconse Lo Stalf'e 1nterrogatory MNo. 26 15
proviies as Document Mo, 1 of wmy exhibit.,
Z.ezse descrize, Ln decail, Ebwuryﬂu decermined ang

calculaces the cost of replacamsnt fuel z2nd purgnasac

LoOWer.
Zannon Jrnit G wWas off-1ins  Zox scheduled spring
nmaincersnce at ktne Kime of the accidert. nic 6 wWasg

origina_ly sgchecu.ad to return to service oo May 23,

2982, The gix Ganoen units were returaed Co sServias as
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follows:

U=it 1 hp-il 10, 19259
Unit 2 Aprxil 17, 1939
Lait 3 April 1%, 1922
Lnic 4 Aaprzl 1z, _99%3
unic = Maw 16, _4825
Unic a3 June Z2, 1935

—ampa Elsctric’s Resource Plarning depariment, noder Ty
direction and sumpervisicon, ca.culated the total cost of
repiacermert fuel and purchased powez Zue ts che hore:l &,
184959 Zaaner accigseEnt by comzaring bwe  Sroduction  anst
goansriog. Sne  runresented the actual  acciden:
serdzzions and the okasr recrezsntsed oonditichs  S5sC
wenld nawve existed had che accident a5t occurred. T owill
refer to :these as “recovery caze* and ‘business plan
case,* respectively. T“he atuly pesied covered from April
2, 1959, the date of the accidenT, through Sune 22, 1535,

the date Cannonh Unit & waz Teborned To =ervics.

For eschk scenarisn, actuzsl syskem performance dates was
uzed to nedel  Tamca  Zlectric’a demand anc  energy
recuiremnents and ilks aversse cosh for surchazed powsr on
an hourly bazis for the study zZeraod. I the recowazv

case, <he availapility of Tampa Eleciric’'s generabing
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units was based on acsdel unit periormance and ir the
business plan cisse, Lhe aveilability of the gensrating
tni-s was bamsed on eacs unit's plarmed outage szchedile
and historizcal ferced and  wmEintenance outdge  TEIeR.

Froducrtion costs  for  sysbem genezaling arnites an seth

soenarics wers baped on each unct’s avarage fusl  and
variable omeratirg cost.
L}
Ueing <the :nformaticr described above and & nodel
deve’_oped in-hoaze for chis purzowse, the cost £S LeZve
Tampa Elsctric’s i loagd waa rcalculated Ifgr each cass.
For the o—us ness slan case, ths eusnarics consistsd »f
_ Gl

Camps RLeotric ressurcea serving the company’ & lcad

vequirsmente fn the mest coat-effective Cispasol on an

houzly hazia. For those hours wien a capacity deliciency
cxiszed, a powsr purchase wss wace @l Lhe aversge prics

of actual gurchassed powess L[ox that hour.  For esach czse,

-

Ene cotel orofuckion cost of  Ene sinulazion wEs
caleoulated arnd the differentizl produckinn oosts of the

bosiness plan case and Lbke recovery cass waE Seiormined

fo e §#5,073,5Z2E. This repressnts tha —otal replacenent

fuel and muerchased power capbke  asessiated  wiitnh tns

accident. Doame=l 2 of my =xhikikt akowa the results cf

the producticn cost Zetermnination. In this proceseding Tamp
Electric Gompany is seeking recovery ol 51,837,092, This amoupt
rcpresents the net receverable fuel from the purchazed power cpsl
of Gannonm € aceldent, and is the difference between the
55,073,526 of the totel fuel purchaved power replacement costs and
tthe estinated purchased power cest of the interruplible
customer buy-through provision.

-
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A

Deea this cercluds yeur Cestimony'?

¥Yes, -k does.
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TabPA ELECTRIC SOMEBANYT
DOSKET WO, 990003 -EI
FILED: 11/1/39%

583
EEFORE THE FLORIDA PUBLIC SERVICE CORMIBSION
FEEFARED REEUTTAL TESTIMONY
aF

PARK D. WARD

Flemse state Your name, address, orcupstion and employer.

My namo isg Mark D, Ward. My fuziness addre=ze 1is 102

Forzh Franxiin Strest, Tampa, Floriss 33&£02. I =m
[
employed by Tampa Elsetele Cowpany {("Tanpz Electric” or

“ocompany”] a3 Manager, Resource Flanning.

ATe you the same Mark D. Ward who fiied pre-filed

tastimony in thlis rcroceeding?

Yes, I am.

what is the purpose of vour rgbuttal testimony?:

The purpose of my rebuttal testimony 1 te address the

points adwvanced by FIFUG witress Kent L. Taylor with

respect ko  the Hardee Power Fartness parciazed power

agrpemant (“HEZ agresem=nt™) .

Fave you preparad an exnizit to supipbma¥npiobgst-mony®
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Yes I have. Exhibit No. 3§ (MDW-2) was gprepared under
my directlon and sSupervigicn and egonsists af  one

document.

Is the HFPF agreenent & prudent and cost effective

planthing option?

Yes.

How dees Tampa ESleckric ju=stify the prudence of  the

purchase cf power uncerx th: HPFF agrgsment?

First, =this capacity is needed to provids asppropriate
planning and gensrsting reasrcve margins - particularly in
the ini<ial wyears of the agreement. Tamuia Elegktric &as
experienced sustained eccnomlc  exXpanslon  withio  i:s
service territory resulting in highsr peak demands and
cnexgy requirements. This is particularly evident in
recent summers a5 the coxpany has experienced reduced
planning rceserves. To address Tois, =The company has
cecided ta advance its suprly-szide Fessurce additions,
As explained in Tampa Electric witness Brown’s pre-filed
direct testimeny, There 1z a Tilght msrket £5r power nos
anly in the Sceothesst but in several other regions of +he

courtry as well., This tight markeb raises concerns about
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the availabllity and price of purchased power, Tha
addition of the coegt-based HFP agresment provides Tampa
Electrls’s CustTomers protection against purchased power
price wvoiatility wihile inpreving the plannine reserves

for Tampa Electric and renlnsular Flarida.

Secondlsy, —he curront grzilabilizy ()l parml b iad
generating  sltes ang  oombustlor  turddnes (YOTT) is
itimi%ed. For exampnle, the current delivery lead time far
a Generzl Electric 77 CT 1sg four years and growing,
howewver, a 7EAR CT which 1s the chesen technsaleyy far the
Hardee Power Stetion =lrte MHaxdoae™ »r "Hardea 3ite™] has
a delivezy lead Tima of twe years 1L purchased Erom the
manmifacturer. As the result £ a unlgue scpportunicy HEPE,
throzgh +the sscendary market, oktained the zight to
acquire +the only 7ER mgching awvailable n the Unived
States for Zmmediate dellwvery. This unif i= dual Tuel
capable and gimilar Zo the <hree existing 7EA  CTe

currenkbly operating at the Hardse site.

Tnirdly, Jlike the charges to the existing assets at the
Hardeg =ite, the capacity and eheryy charges for tha
fourth T are cost-hased and FERC-accepted., On October
15, 1239 FERZ accepted HPP' = petition for cost-hased

rates pertinent to hrendment 4 Sf the existing purchased
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powWwer agreement with Tamnpa Electric as included in »r.

Brown's rebuttal testimeny exnihiz,

Fourtnly, & power =sale adresment oetween  Seminole
Eleckric Ceogperasive ("S82CY: and Tamps Electric for the
new HEP CT provides benefits fo- the company’s customers,
Hnanever Tampa Electric is not utillring the CT, EEC has
contracted through 2012 for The rights for a kack-up cell
opTtion from <his unit. The SEC “back-up call optlien” e
non-firm bt paye Tampa =lectric 2 daily capacity charge
and energy charge whenewver SEC ewarcises its zall. These
chargez are the =£ame ae thosa pa‘d by Tampa Elartrie tn
HEFR, fuu=ther supporting the compotitiveness of the
pricing fgr the HPFP agreement. ALl revenues from sales

te SEC will ke ecreditec to the company’'s ratail

CUSTDTECs.

Finally, all axisting 7ER CTs at the Xardee 3ite have
Bearn a=1 are exXpecTed to continus to be wery reliable
sources of capasity  and eneryy to szatisfy Tampa

Blectric's needis.

How did Tampz Electriz gete-mizne the cost effsctivensass

af thae HPP agreement?

i~
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A5 deacribed in the pre-filed and rebuttal testimany of
MI. Browin, Temps Electric exercised 1te option
acknowledged in Zommizeion Order No. 22335 Lo pursuae
Phate II af Che &XisTing purchased power agreement with
¥®F for firm capacity and eansrgy. Through Tampa
Elegtric's i1nzegrated planning process, the company
getermined that tne HFP agreemsnt is the meost cost
gffective alternative hased on & present worth revenue

regquirement analyails conparing it to other alternatives.

Hriefly describe the &fompany's Iintegrated  ressurss
nlanning procass.

Tatpa Dlectric's rescurce planning progéess s one In
which comtinations ef  demangd-gide and  supply-sids
rgsources are evaluated on a fair and consistent hasis to
satisfy future capacity and ensrgy reguirements ic & cost
effesctive and re_iable Tanner, wh-le cConsldering the
intercs”s of the Zoxpany’s CcUsSTomers. The supply-side
resources =het the placning precass considers inziude &
variety of generating wnits based an technology and
avallakle firm purchased powsr altarnmativaes, Tampa
mlectric's irnteqgrate? resource plarning methodolady was
used 1n  Dockez Mo, 230851-23, MAdeoptian of HNumeric

Consarvation Goals and Conslceration of Natipmnal Enercy
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Policy Act Standards.”

Please describe the analysis Tampa Electric prepared in

evaluating the cost effectivenass of the HEP agresment.

The ana_yels, which was performed under my directieon and
supervision, considered the two responses  te o the
saliciced kld snd & basse cese plan analysis toat insludes
! th:ee—yea: firm purcha=ed power agroemet:t with capasity
and  ehergy priced balow market conditions. The twao
rezpocnaes to the apliecited &id were frem Fiorida Power
and Light and Floride Fower Corporation and  were
describad in Mr. RBrown's rebuttzl testiimony. Dooument 1
of my exhibit showz tre ingremantal pr2sent worth revenns
requirements <f the W resperses and the =P purchags

agreencnt cocmpsred T2 the Dase case.

The presen- wortn revenue zIequirements for sadh gass
Included projected capacity and energy paymenlts for Cfirm
purchasesd wower agresments, capital aﬁd D&M costs for
generation expansisn and rnet recoverabla fuel &nd
purchasad power expenses. The results of the incremental
present wsrth rewenue reguiremants shew that <he HPZ
agreament is the most cost—-effeclive optlon, The HFS

agreement i3 prejected to pe 3.2 xillign les= than the
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base case option tha: includes a three-vyear purchase and
is $8.5 millicn iess than the next lowest cost purchased
power opTion. Tme HFF 2gresment was chosen a&  the
cptimum alternative bazed an its oVerail] COST
effectiveness &nd since It supports Tampa Electric's

sha*t and long téerm planning requirements.

id Tampa Electric ewvaluate an option of bullding the 7EA

OT at its Pclk sike?

Tes.

Plpase explain the evalustien of the opticn —n bPuild the

TJER T at its Palk =ite.

The cption <f bhullding the 7BER 2T at *+he corpany’'s Polk
site would incur nighsr coete than costs estimated for
HPZ constructing Lthe unlt at the Hardee site. In
acditicn to lower posts, The Hardee site cffered other
henefits that wWere not awvzilable at the Folk =ite. For
example, The Hardae site cffered an existing
infrastructure thst include=s personnel experisnced wits
operating VEA technology, an eXisgting GZU Cransformer,
inventory of 7TER  spare parcs, natursl gas pipeline

inTeraocnrections, znd trzhsmissian switechyard
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interconnections. Thiz infrascructu-e, which curreatly
does net  exwist at the Foelk site, would result in
additional ocosts *to the company te  sepport FER OT
technalogy, Since the HPP agresment is & cosgt-based
tzansacticn, 1T became evident that puilding at the Polk

site would be a leseE cost-effectivs alternarive.

The other benefit of garstructing the 7ER CT at the
Hardee site is the esonomic sdvantages gzined through +he
pack=up powar sale agresment between SEC and  Tanmpa
Ilectric. With Tampa Fleztrie and £EC zraring trhe Hardee
gite facilizies, this adrzerent could oniy e contrarctad
Ircm =Esets aTt the Hardee gzite which wiil help reduce

averall costs for Tamps E_ectricfs cuntomers,

Did Tampa Electric consider any other factors prior to

entering into the BEF agreement?

Yes. Trhe company considered the relative size of the
purcrnase from HEF and determined it £it well with the
company's strategy of balancing generating rescurces with
Iirm powelr purchazses over terms of varfisye lencths,  This
size purchsse represents an Eppropriate commitment for
~he term of the purchass. The ¢ommitment Lor perchasing

TE MMz under =—hs HPFZ agreement increases the comnpanv' s
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iony—Lerm purchased capacity from to ?ﬁQIHW§ whicgh

represents approximatelsy 10 PE:EEntHﬂtuTampiffﬁeEtricrs

year 2000 total summer capacity.
Please summarize yair rebottal testimony.

Tampa Electrics, thrgugh its integrated rezource planning
procesd, ildentified tae neac to add resoitroes hoth in its
short~ and long~term planning pariofs. Beting oo the
need, Tempa Electric sought input from several supply-
gida altermnatives. The most cost effective and prudest
el tarnatitre was to exercise an cotion contemplated in the
conpany’ s oxiginal agreement wWith HPT. This alternative
provides £7.4 milllan dellars in cumuwlative present worth
revenue regui-ements savings through 2002 and 3302
niilion dollars in cumulastive present wWarth savings

through 2032,
Joes this conclude your testimony?

Yaz, 1T does.

§u)
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2 (By Mr. Willis) Pleage zurmarize both your
Tirect and Reimttali Teatimony.
B Firat my direct testimony.

Good afternoon, Commipsicners. The purpose
of my direct testimeny is to guantify the ooastg of
replacement fusgl and curchased powsr casts agaociated
witn the April B, 1552, Sarnon 6 accident. Tamgsa
Electrin's Hegource Flarning Departhant, under ry
direction and supervision, calculsted these coara by
somparing two production gophB Bcenarlos.

The first case, which T refer to aa reccvery
cass, represented the actusl accident condizions. And
the s=2cond cazes, which I refer to as the busiroesg plan
vaga, rsprepented condicions that wopld have exisced
hed the accident rot gccurred, The stady period
covered Trom April 8th, 1959, the date of the
accident, chrough Juhne 22nd, 15%9%, the date Gannon
unlt £ wadg returnerl to service. TFor each garenaric,
actual svestem performancs data was umed to modsl Tanpa
Blectric demand and erergy requirements and 1ite
avorage coat for purchased nower on a hoewrcly basis for
the stusy periced. For each case Lhe total production
cogt of sesimilation was ca_culated and che
differential produrtion ¢net of the pusiness plan cage

and the redovery case waz determined to be 55,073,526,

FLOBRIDAR IELIC SEEVICH COMDMLSS10H
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Thig reprezenks the tolal replacersnt fue. and
purchasad power cost associaces with the accidenr.

In this procesding Tamps Electric Conpany ies
gealting recovery of #1,537,%02, Thia amount
rapresents the nel recoverables fusl and purchased
power copte of the Canccn ¢ accident, srd ia tke
differonce between the 55,073,328 of tokal “uel and
purcrased power replacement coals and the eatlmated
purchazed peowear <osb of Lhe interruptible cu=stomer
uy-through provision,

That concludes the gummary o wy direack.

Q FProcess with vour rebuttal sumary.

A Tampa Electri:, through fcs incegrabed
resourse planning process, ldentified the need to add
resourcoa both in ite phort- and long-term planning
pericgis. MActing on chis neod, Tampa Bleciric sought
ineut Erom aupply-aide altermnatives. The moat
cosc-effective and prudent alternati+<s wap an
agreen=nt with Hardee Power Partners for flirm capacity
and energy. Thie alternazive provides $7.6 million in
cunulative present worth revenue roequirenert savings
threough 2082 and 23.2 nillion in cumdlative prosgent
werth reguiremests savings bhrough 2012

Tarps Elec=ric believes chat the Eardes

Dower Parther Purchaas Agresment is not only a

FLOKLDA PU=LIZ SERWVICE COMMISSION
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cogkh-effective positicon put im a prodent one Eor
several readons,

Chea, Tampa Eiectric has EXpeTIencod
Bugrained econnmic expansion within its sstvice
Zerritory rasulting Zn higher ceak demandz ard STy
requiremencs. Thia ¢unditicr sas been, and will be,
sxperienced by the Peninsular Florida market, the
goutheaet and sevaral otker ropicne of the Unized
S-arcen .

lie type power markeb raipeg concernd ahout
—he availapilicy ard price of ourchaded power, The
additien of the coeb-Lased Hardee Power Parlner
Agreenant provideg Tampa Electrico!'s customers
probecticn againgt purchaped power price wolability
while improwving the planning reaserrsg for Tampa
Eleartric and Peninpular Plorida.

Two, the currert availability ¢ corbuslk:icon
turbised 1= Zimited. At kest, the delivery times Erom
trhe manufacturer is more thar Lwa years, As a resull
oZ the unique opzortundily, Jardee Power Paroners,
throuoh the secondary mar<et, obtained the righ: to
acguire a GE 7IZIA wachine available for inmediate
delivery. Thie unit is duzal fuel capabls and sivilar
Ler Erm Ehres TEA OTe currently oparating at che Eardoe

B iven

FLORIDA PLALIC SEEVICE COMYMISSICON
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Three., The capacity =and encroy chargyea for
CLha Herdes Power Pariner Agreensckt ars costed baased,

Fou:r., A powaer zale afrearent hetwesn
Seminole Electric Cocoperative and Tampa Eiectric So-r
the new Hardee Powsr Parcners C7 crovidsz henefits for
the ocompany's CUustomera, Whenever Tampa Hlecotric ia
not utilivirg the COT, Seminole has contracted through
2012 for the right for a backup rall cption from this
ik, The Seminele Electric backup call option is
nenfirm Lut pays Tampa Electric a daily capacity
charge and cherdy tharge whenewver Sarinole Blectric
exercises ics call. Thess chargss are the same ae
those paid by Tampa Fleortric Tormpany to Hardee EBower
Partners further supporting the pricing of the
agrzemnent. All revenuez from thiz azale co Semincole
Tlegtrir wi_l be oredited to the comcahy's retail
cuptomers.

Five. The Hzvdes Zower Partners ctalion

pikte ocrffered an existiryg infrasktruckere that includea

personrel exper-enced with operativg 7BA —echnology

ard an exlarcirg CGEU cransaformer, & invenctcry of TER,
gpare parta, rcatural gas pipelins interoonnecticns and
& tranemission switchyard interconnecticn.

Hiven theare reascons, and the costs of che

Eaxdee Power Parlnera ourchase, Tampa Electric

FLOEINA PUELIZ SERWICE COMMISSICH
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zelisves it ghould be considersd a cost-effoosiwa and
prudent reaource cptlon far serving ita oustomerd.
That concluodos it
MR. WILLIS: Tender the witness.
COMMISATCNER DEAJON: Mr. McWhirter.
CRCE2Z EXAMINATION
EY MR. HoWHIRTER;:

] Mr. Ward, you amended your keptimony, your
Mrect Testimony, «on Page 5 to change from the
calealated cost to revover the replacement power oogt
for Jirm load to total lead. What is the impack af
that change ir veur =estimcnyt

A The impact of the change -- it'a a
alarifigation of what the 5% milllicon regresents.

Q rnd you changed the 5 million ke 1 million.
What is the eignificance of thak?

-1 Trne 1.8 million i the f£ael ard purchased
power mpacte that we're agking [or racovery duse to
CLhe aonident.

o Rll rigat. HNow, the di(ference between 1.E
and 5 million, is that Che voakbk of thke power that was
rmurchased and charged —co the aonfirm customers cr the
IS-1 and I&-3 cua-crera?

-1 That wag of the co=- that we caloulaked in

cutr analysses for the IS custovers, the buy-through

FLORTOA PUSLIC SEEVIZE COMMISSICN
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Frovisinsn.
ME. McWHIRTER: My attractive asgiekbant ia
Holrg to pass out a dacument . cocunent handed o))
MR. WILLTI8: What iz Lhs =source of this
docament, Mr. McWhirters
MR. MCWHIRTEK: That wae prepared for one of
y coiente by Tampa Electric Compary. T'w going Lo
requeat that it Se marked for identificaticn, and then
if we can't wverify it wich thie witregze, then we won't
vee 1t. This will be Exhibit 36, I beliewe, o
identification, Mr. Chairman.
COMMIBSIONER DEASON: I beliewe it's 17,
ME. MoWHIRTER: 37. I apolcgize.
tExhibzb 37 marked for identification.)
Q2 [(By Mr., McWhirter} 26 I've inddcabed,
Mr. Ward, this is a document prepared for ane of my
clienta by your conpany dealing with the ocurchascs for
the summsr. Are youn femiiiar with those numbers? Do
thev lcok ir any way similar te the oneg that yourve
ca_culated lrdependent  wF
B I'm not tamiiizr with cthese aunmbers.
[ They are tobally unigque to you.  You've
never seen them before, anvihing like them?
A L' never deon thase numbars.

4] All right. FKever ssen anything like thenm

FLORIDA FUBLIL SREVICE COMMISSI0ON
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with respect to purchased power?
A Ha, I haven't. {Pause]
Q Mr. Ward, in your Direct Testimery you calk

aboit bhe energy marker in Flarida ard --

A Exzuse me. My Ticect Testimony?

Q ¥ea, =2ir, did you net?  Gr maybe it was
rebuttal,

A I think it's rehotlLal .

Q il riaht. Is= it your sheervaticn tha-

power that waz [ormerly available to you on the gpot
market has dries up because of more astractive PTices
for this power in khe norcherr climear

A I received my information fron oar Wkeeleszale
Maricating Departmenc.

Q S0 your Znformaticr: Za secondhand and we'd
have To lact back to Mr. Brown far tharc?

-1 Wi bave a department that facaees cor the
whalesale warket.

0 ¥You are bhe perscr that pesformed the
copt-eZfectivensss scudy for the new 75-megawatl unit
at the Hardjee sicev

A It was under my dirsction, that'd rovrect,

Q In that cost-sifectivensas atudy, did yon
hear the fquestios I azked Mr. Ward aboubk warious

independaonl powsr producers Shat have been atterpting

FLOR1DA PUSLIC SERVICE COMMISSION
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Lo provide power to the stactc of Florzida?

A I think weu askes Mr., Brown., Cou’d you
TEZRAT The gquestion?

a ¥Yes. HWeuld I repeak?

I asked him 1L there had been any attempt co
acdalre power from companiea like TDuks, Conatellakion,
PGk, Sythe or other merchant plant purveyors and he
referrad thao guestion to vou.

R I don't krncw of any.

Q Ckay. Did you, in your cost anslysls, look
at the price “hab Du<e was propodirg, or any of theas
obther utilities are promosing, for a2 gale of their
Rpower?

h Mo, we dizn't.

MR. McWHIRTER: I hawve nc further guestiong.

COMMISSIONER DEAEON: Skaff.

MR. KEATING: MNo gquesticns.

COMMTSSTONER JACOBS: Mr. Ward, in the
exhibiz attached to your teatimony, Document o, 2,
the £abls which goca icko setail on the fuel and
purchased powsr Ccoatsa.

WITNEZZ WARD: Cn my Direc- Teatinony?

COMMISSIONER JAODBS: Yed. Your Direct
TeaT imany .

WITHESS WARD: Exb:ikitb =,

FLOEIGA ~URLIC SERVICE COMMISSION
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CUOMMIBHTONEBR JACOBS: Yes. I'm gorxy,
locurent No. 2.

WITHESS WARD: OKavy.

COMMISSIONER JAUOBS: You hawve here a tablie
which liaka incremental fusl and increcental purchased
power fecr the montks april throwvgh June.

WITMESE WARD: Yeas.

COMMISAICHER JRCOB2: And the - - what T had
heard before i= that the sumine- monthe are gerneraly a
time <f increascd uaage - -

WITNESS WARD: Typically that is corroot.

COMMISEIONER JACOBS: -- on your system.

And when I legok at the irercmental fuel, what I asoume

you're aaying is that cthat's an adjuskment for thke

| fuel you had anticipated veu had used had that unit

Leen operacincg.

WITNESE WARD: Thal'zs correcz. That's --
becavge thoge uniks wersn't availanle in the reccovery
capa, they effectivrely bercams a2 credit n chig
analysia.

COMMTSETICONER JACDBS: COkay. That dosskn't
gguarce witn the analyziz I've heawd before, that May
zrd June would have bess high vsage menths for ol 5o
you woauld sxpect there would have bean o higher frel

cogt in thoss moatho .

FLOEIDA BFUELIC EERWICE COMMISS 1o
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WITHESS WARD: There would kawre been if che
unites had been swvailalble. Zut remenber, ws're
comparing in one cade, the actia’ ocage, whick ip what
I term ths reoowvary oase, wnere the Canron unitsa at

various times were sutierins outages dus to zhe

| accident, compared that Lo a fusiness zmlan gase whers

i we aggume that thoses wnits, if they weren't on a

clarned outage, would be available for gereration. In
Lhat cadge, 1n the beainese plauning case, those units
did run more resultbing i a credit that you're geeing
for fthe three months.

COMMISEIONER JACOBS: Okay. I sse. Iz thsat
r=flected hers?

WITHNESEZ WARD: Fardon?

COMBISSIONER JACDBS: That case, that
zecenario iR not reflected in chis cable, tihouch.

WITHESS WAFD: There 148 an ingrement .oocx
betwesn the two cases.

COMMISSIONER JACOBEB: T mea. T mee. Okay.
Thank wou.

COMMIESIONER DBASON: Red:rech.

ME. WILLIS: T nave 2 redirect.

COMMTSSIONER CLARK: 1 would like to ask &
muestion, and, percaps. 1 shonld have ashed Mr. Brown.

In answer to Mr. MeWhircar's pueRticn you

FLCRIDA SPUUBLIC SERVICE COMMISSION
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indicated that vou did ot solicit bids from werchant
powex plants; is chat correct?

WITHWESZ WARD: I don'c know that we
aolirlted hide. That'a nob ackually iy --

AOMMTESTONER CLARE: wWho wouls B bhe? Was
it Mr. Brown?

WITKESB WARD: Ye=, it would he.

SOMMISSIONEIR DEASUN: Eedixoot.

MR. WILLIS: No redirect, Mowe sdmiesicon of
Exhibi-s 35 ard 2%,

COMMISELONER DEASON1 Without obiecticn
Exhibice 3% and 28 are admitred.

(Exhikit 3% and 3§ recsived in evidence. )

COMMISSIONER DEASCN: Ma. Xsufman.

Ms, FAUFMAN) FIPUGS wou—d call M=, Hans
Taylcr,

COMMIASIONER DEASQN: It may be posaible
that this restimony can be atipulated, aa= T
underztand.

MR. STONE: Lhat wasd ™y wuderscanding Erom
the earlier discussion, 1a that Eke next thres
witnesses wculd be inserced Znto the record as thoughk
read.

COMMISSTONER DERSON: Any chijecticon?

HR. HaRT: we don't nhave anoy croBs

FLCREIDA PUJRDCO BERVICE COMMISSION
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exarnination. We do nave an abjection to a couple of
lirgg of testimony teing included in the r=cord.

COMMISSIONER DEASON) rFor WiLnesse Taylaore

ME. HART1 ¥Yes. In gther words, we Lawre an
rbiection to the itkroducticr of his tescimony az read
in the racard.

COMMIESIONER DEASON: Bub wou have no cross
exaninaticn.

¥R. HART: I have ro croae examinatien. Dt
I would like & ruling on the Moticon to Streike
portion of his cestimary.

COMMIZSIONER DEAZON: [eLC's take that up at
thig tim=.

ME., HART: ©On M». Tavlor s cesztimeny, ok
Page 4, mfarlbing with the lagt word on Line 1, what
Mr. Taylor seeka te do in his testimony here ard in
his exhibiz, which we would alao objscc to, i ko citze
to an OSHA repoerz, arnd to punt a porzion of the D994
report in the record. And we beliewve thnat thia iz a
violation cof Florida public policy and che Suprems
Court rulings on uace of reports of thls type, that
Foet accident inveatlgatione and safety Teports are
not co be uded in thesge kirds of fault-finding
determinations. 2nd I would cite Florida Powsr Corp

rersus Publiz Service Commlsasion.  There weatrr LFwo

FLOR-DA PUBRLIC SHEEVICIZ COMMTISION
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caAes. One ‘n 1984 and one in 1962 which I'm sure
nany pecple remember, where the HEC report was used iz
thig fashicn aund the court made 2t wery olear Chat G
was a wviolatlion of pablic pelicy anst the rules of
aviderce to uge thegsas types of reportz in these waya.

COMMISSIONER OEASCH: M-, Hart, refreskh my
memory. Was that ruling from the Supreme Couth that
tne Comnlasion could not use thak -—ype of report at
a_l, or waz it that rthar report could not be the ecle
baewis of a finding by the Comriszion?

ME. HART: WwWell, in this particular case,
Mr. Taylor's testimoay,. that i the aole bapig.

Second <f all, aek'a ot that the Commission
might not use thia for some purposes out you can't uee
it for a favwlt-findino proecssedinyg, which log what thia
ohie is. We already have teatitwony from the company'e
witness as Lo the mistake by the employes Chat led Co
tne ageident. But this reporc in and of cself 2= nokb
admissible for -his purpoge. If vou're goina to pat
it irto the record, you bthar leawa any ravigwzr of
thia record of thip procerding without any wady Lo know
what weight it was giwver, whether it was gliven --
whether it inflaepnced people's oplunlond evwen 1L Caesr
gay ir their aryuments and Lriefs that they don'c,

830 it's inapprogriate to put it in the

FLORIDRE PUBLIC SERVICE COMMISS ZoM
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record and then say you didn's consider it or midn'-
base vour [inding on it, 5o we Think it would be
‘nappropriale o ailew this into the rscord.

COMMISSIONER DEAHON: NMr. McWhirter.

MR, MoWHIRTEER: Mr., Chairman, if you'll read
th2 teatimony cn Page &, =ssgentially what he's saying
lg he =ees emoke by the CEHR report, He does Dot
euggest that the Commiseion rely upon the O5HA report
‘n any way with respect bto ita findings. What ke
dose, becauas he'sz ecen ths emeoke and there's ovildsence
af a fire, he sayp "I recounend that the Commission
disallow the fuel replacement cost until TECO tames
forward with clear and conviacireg evidence that it and
ite employess gvwould bear wo repponsibility. IE that
proct ia forthcoming, then the Cormiszlon should
determine the avpropriace cost epporticnmernt bebween
the arcility and its custcners, bobth of whom wers
totally without fault

Sc he's not suggesting -hat the GSHR report
be vaed aa affirmative prosf. He's suggesting thatk
thne COnomiseion, becauas of the D8EAR report, require
Tamoa Electric ko make elear and convinceing procf that
it ia in no way at fault in thisz explomion. EBo wa're
rot relying an iz, BEnd [ weould nct suggest o the

CommiszZion zhak wyeu @ely on that testimony,. the D%iA

FLO®TZA PURLTO SERVICE COMMISSION
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reporc, in aay fashicn, o maks your finding in this
CAsSe,

QOMMISSIONER DEASON: So then why is it
included in the seakimony i we're not to rely on it?

ME. MeWHIRTER: MNewspsper reporte and the
J9RA report came to hiz artenticn ard he was concerned
about it. He has not had the opportunity to nmaks an
independent inwvestication. Hig testimony 2lso sayvs
that -- I fc't want to go into that -- Dut it'as theaxe
juat to auggesk to the Cotmisaion that it should take
gome artion with respect to thies and demand Tamnpa
E_eokbric to came forward wilh Lhe evideroe,

COMMISBEIONERE DEASON : Staff.

MR. EKEATING: One of the =xkibite that's
been moved into the record alrsazy ia Mr. Elack's
depogiticn trangeript. Criginally one of the
at Lachments to that transcript wae the OEHA regort.
Szatf did oot morre to icelods Lthar as parc of 1ita
axhikit because we 4id want -o eteer clear of any
rrchlems ag far es public policy regarding reliance on
tnese pocet acridenC reports [or Che gams reasons that
Mr, IHart gtated, thak Eagically the Florida Power
decisisng trem the Bunrems Court ain 1382 and 194, Ch
“hat case the Supreme Court fzulkted the Commiasz=isn fcor

relvins emcesgively on tha post-accident ceport.  And

FLORIDA ZUBLIC SERNWICE COMMISETION
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the Nuclear Begulatory commisepion's Ketice of

viclaticr alLatea that Shey szhon’d not serve as the

primary source of evidenacs in a fault-Finding
dererminaticon.

Te Staff it wasa'l -- we didn't Zsel it was
necedsary to move that into the reccrd.  We felt we
had develeped the facta indegendsn= of the O5HA reporc
through the deposition and rovered most of thoee aTeas
ap far as whether it sheuld be incauwdad or exceludad.

as= a matter of heing, I gueasa,
ronseryvatively cautiounas, I would susgest that iz not
be included because Z'm not sure it adds that much to
the reoord.

ME. MoaWHIRTER: Mr. Chairman, based on the
Szaff'e coacention, and since we do noet zely on the
OEHE report for any concolugicn that would be pinding
on Lhe Commission at all, Tf1. agres ko atrike the
referance fxom the teatimony.

COMMIESIQONER DRARAON: Mr. Hart, you're
perking bLhat -- eXactly walch _ines do yoa w.eh to
nawve ptricken from Chis testimony?

ME. HARRT: odn Page 7, tho firec sentence --
firat 1lire, ar the end of the sentence the word "an
excerpk, ' that sentence and the next sentence bthat

begins "ilt zopears" and of course the exaibit that's

FLORIDA FUELIC SERVICE COMMISZION
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refersnced there, these two s=niernces amd that exhibitc
are the only Lhing that we seek to astTike from the
testimoany. And we would stipulabe Lo the crtxy of the
redt nf the testinony ma il'd written,

COMMISBEIONER DEASOM: ©Okay. That porbion as
you jusk identified will ke ptricksn from khe
Lteatimony. And, of couarse, the Exhlkit EGT-Z,
li%xewisse, willi ke removed from ths witness's exkikit.

And with that, the preflled ceatimony will
he inserted inte the record ae though read. And we
neaed to identify the exhibitz attached to thaz
Legt imorny.

MS., EAUFMAN: Cornizgiconer, Mr. Taylor haa
FOT-1, 3 axd 4.

OCMMTSSICHER DEARSON: ®DT-1, 3 and 4
attached kEo the prefiled testimony will ke Zdentified
ag Exhibhic 36. &And without oojectbicn, Exkibit 38
gshall "= admitkhed inlo the recors.

{Bxhikit 38 marked for identilicaticon and

racaeivan n eyvidence )

FILORIDA PUBLIC EEREVICE COMMZISEION
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BEFORE THE FLORIDA PUBLIC SERVICE COMMISSI0ON

DIRECT TESTIMONY ANLDFEXHIBLTS
0or
KENT DL TAY LA
ON BEHALF OF

FLORIDA INDUSTRIAL POWER LSERS GROUP

[INTRODUCTION

FLEASE STATE YOUR NAME, AND BUSINESS ADDRESS.

Kent [} Taylor, 490% Peacl Eust Circle, Suite 104, Bonlder, Colorpdo, 30347,

ON WHOSE DEHALF 15 YOUR TESTIMONY PRESENTED?*

The Flotida Industrial Power Users Group (FIPLUCG).

BY WHOM AND IN WHAT CAPACITY ARE YOU EMPLAOYEDY

I am the Chaprrman of KT, an enetoy consilting fimi.

PLEASE STATE YOUR EDUCATIONAL BACKGROUND AND RELEVANT
BLSINESS EXPERIENCE.

The inforrnation 15 shown on Lalabal No, E}‘i (KDT-13

HAVE YOU TESTIFIEER BEFORE OTEHRR REGLLATORY BOHMES!

T o5, Thavetestilied belore the Federyl Fnergy Regulawry Commissien, the Calorade Mablic
Ltilities Cammission, the Public Service Commizzion of Mevada, Bepie Du Gaz Naturl Ou
CQueher., atd the Florida T'ublic Serrvice Commizsion,

IN WHAT AREAS LAV YU TESTIFIED?

I~
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I have testified in the preqs of ¢ost of service, cost allocation and rate desigm witness snd also
as & ¢lient management representative,

WHAT IS THE PURFOSE OF YOUR TESTIMONY IN THIS PROCEEDING?

[ will discuss FIPUG's posilion on severz] genernc issues and then specilically addeess
positions advanced by Tampa Eleetric Cornpany (TECoe) Lor subslentive rulings that will
adwversely aflect CUstOIMers.

ARE ¥OU PRESENTING EXHIBITS IN SUPPORT OF YOUR TESTIMONY!?
Tirme conatralnts did oot allow for detailed guantative analysis ol Glines mailed oul by
numerous witlities on October 1*. These filings ate extensive, but contaln anly surmmary
iformation.  Thete is madequate tins for diseovery or quanbtative analysis. [ have nol
prepared independent exhibits, bul | have attached an abstract of the findinps by the 176
Occupational Safety sud Heallh Adminisiration that rebuts testimnny filed by THCo and an
exwact from another Commuission deckstl that 1 believe should be piven precedential

considcration in thix case, Because of the tme constraints, the eonclosions and positions

offered arc congeplusl rather thun speciliv, it cthe issues they address are quite material.
"hese issues descrve more than the cursory study thal will eeeur al 1he three-day hearing in
Mevembetr. | am advised by counsel that the amounts soueht for poarantced eost recovery
pass threugh surcharpes in this docket by the four largest investor-owned wilitics are awver
£3.7 billion, TP, the next o the smallest wilitr is projeeting 2 § 44 million cost recovery
increase over 1ast vear's projoctions, including purchases Frum allibuled compaoies, and a
404 %5 incrense in the envirnnmental surcharge. The $44 million increasc is over twice the

armount wranied it THECo’s 1992 pate cage and only $1 million dess than granted m | 985,

.
1
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when Big Bend 4 was placed in serviee witlh an autharized cetut an eguity of 14.5%. These
comparisons show the relative importance of this truncated procedure when compared to
penerzl rate cascs, where uthGes provide more information and ¢onsumets have fhe
opportunily Far mote time to stady the proposals.

WIHAT ARE THE GENERIC COST RECOVERY CLAUSE ISSUES YOU WESEHTO
ADDRESS IN YIHIR FESTIMONY T

FIPUG recornmends several changes o the utelety proposats. Fiese, finel facoors should net
be uniform fer the whole vear. Thers should be a factor for the shouldor consumption
periods and ahigher lacior for the summer peak parinds when the less efitgient and more Nuel
costly pencrating planls ure operaling. This approuch would: (E) provide a conservalion
incentive in the swnmer peak season, (2) mone properly reflect cost cansing behavior, and
(Y allovate cosls eguitably between hiwh and low load Tactor customers, Secend, he now
nhecleta generic avd TEC a-rclated #0720 not revenue split for ceonony'broker salez should
bo climinated [or the reasons ciged in this estimony. Tided, vlite filings showld be caretul v
studied to insure that all revenues from unseparated wholcsale sales are flowed theough the
fuel, environmental and capacity cost rocovery clavses, The Commission sheuld confirm
that all non-separuled wholesule sales are recallable for the haoedit ol retail cusipmars.
Faurth_ all amounts paid by utilitics to affilisie companies for wllimale recovery [oom the
retail custerners should b publicly disclosed, Fitl, when olT-sy siem saley und third-party
power purchased oceur simultanennsly wiilities should not be allowed to recover preser fucl
costs [Tom telull costomers than they cotlect fron wholezals custorners.

PLEASE CITE THE SPECIFIC ARFAS OF TEC(S REQUEST WENCLL ARE
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UNACCEPTABLE TO FIFUL.
| will discuss (1} the generic and TECo-rolated 80020 nel revenwe splic tor hroker and
ceonemy siles, (2} additional foel costs 4 4 resultefthe Crannon aecident, (3) appropriate
treatment of the plunt dedicated to FMPA, {4) and the now Hardee Power Station pobesr
purchese cotfract.

8020 NET REVENUE SPLIT CENTER
WHAT 18 FIPTIGS POSITION ON THE PROPRIETY OF THE B0:2D NET
REYENUE SPLIT?
FIPUG bclisves that additienal compensation for a specific utitity mansgemcnt
reaponaibility. whercin the justification revolves around the need for additional incentives,
is nonsense. 45 a fundanental propositien, ubilitics should prudently manage all aspects of
their busingss and be willing to do o 0 retarn for regulated retums. Indead, the retail natore
af whilities” custamers places increased emphasiz on management prudence.
IS THERE ARISK Y3 REWARD [IMPLICATION EMAEDDED IN ¥ OUR BELIEFT
Yes, the wility cxpercnoes no osk releted b Lhese sules, There 19 no enirepreneunul sspect
to the sale ol pewer from regulated generation resources. The retail customers are financially
responsible. Therefore, 100% of the bencits shoold {low dircetly e (hen
) ¥OU BELIEYVE UTILITIES WILL AGGRESSIVELY SEEK THESE FIMYVER
SALES ABSENT AN ADDITIONAL INCENTIVE?
T presumne they wauld ifeompelled w do se. Perhaps the appropriate inferenes (s a nogalive
incenfive so that utility unwillingtess to assertively pursue overall cost reduchon avenues

for i retai] eustoiers wotld ke canse for Commiszion sanction.
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TNDER WHAT CIRCUMSUANCES WOULD FIPUG SUPPORT ADDMTIONAL
INCENTIVES FOR EROKERECONOMY SALES?
EIPLICH would temper its pesition i the ulilities were required wo hear financial respansibilie:
fursuch sales.
BOES INCREASED COMPETITION WITHIN THE STATE OF FLORIA
TEMPER YCOHIR POSITION?
Perhaps, ifthere were retwl competition in Flondza. However, cutrently, Flomicda ubihbes are
nel in peopardy of losing their customers throngh competition, At the ratepayer lovel,
louking upy, there are for moscclstomers, o0 aloeenatives o incumbent utility service. Retail
cotnpetition would induce abbbes 1o seck  power cost miligalion {or relal customers.
thereby providing the negative incentive mentioned earlier,

NN ] 1. h
ARE YOI FAMILIAR WITH THE CIRCUMSTANCES SURRODUNDING TEEE
GANNON EXPLOSIONY
Only o the exlent that Lhuve read the newspaperaricles atad the OSHA reperl, [ understund
that inlustoial consumet reprezentatives were Jemed] Lhe oppurfumty Lo exarming the pronises
01 to teccive an explanation of the circumstanees surrounding lhe explosion,
WHAT ACTION DO YOU RECOMMEND TO TIE COMMISSION WITII
REASFECT TO TEEL GGANMOMN PLAMNTY
Ifr. T3lack has testified that the campany bears ne responsibility for the accident. ke Ward
has testfied {hat cuslomers should he charged an additional 55,073,326 (o cover the cost of

replacetnent fuel. This approach puts the total fsk for the cost of replaccment fucl on

fa
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customers althouph there is no evidence that they were responsible for the explosion. el
nd I eyt T ibimriieid -
s, Under the circumstanccs, 1 recomrmend that the Commnission disallow the fuel
replacement cast until TECo comes Borwardl with clear and convincing evidoncc that 1t and
its emplovees should bear oo responsibility, 1 that proof is fortheoming, then the
Comrmission should determnine an appropoiate cort apportictment between the utility and 1ds
customners, bod of whom are etally wilhout fault.

TREATMENT OF COSTS THE FMTI'A WHOLESALE SALE

HAYLE YOU EXAMINED MR. HERNANDEZ'S TESTIMONY AND TIIE RATE
ORDERS HE REFERS TO!

Yea.

INYOURPROFESSIONAL OPINION, DOES HIS PROPGSAL APPEAR TO BEIN
THE BEST INTEREST OF CONSUMERS?

$ased on the limitcd information supplicd, 11 would appear vhe cuslomers will b beuter
served if the Comnussion adheres 10 the genenic policy it prescriked in Oeder Mo, PRC-97-
0262-FOF-ELin Dokt Mo, DHWN01-E], especially in Light ofthe dramatic changes that have
ocourmed in the wholesale markar in recent vears. | can do no better than adopt the testimony
of Thavid P Wheeler tited in Dacket Mo, 970171-ELT, I have attached his testinony as
Exhibit Na, ﬂ (KLDDT-3}, TTe explains the repulatory philosophy adepted by the Florida
Fubliz Setvice Corrnniasion to deal with the brgeoning whiolcsals mavket, It is a god

phifasophy. For long term wholesale commitments, the rate base dedicated to wholesale

T
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wales is separatcd. For shorl lerm wholesale sales, there 13 oo separslion, bt all revenues
flow to customers throngh the fuel and capacily cosl recovery clanzes. Thiz approach iz
desighed o prevent paming and appeurs W have had a beneficial effect on the customers ol
P&l and FPC in 1999 and lor the prospective vear.
BID THE COMMISSION FOOLOW  THIS GENERIC POLICY AS
RECOMMENDED BY ME. WHEELER WIENTHE FMPASALL CAME BEEFORE
1r?
[t did in TECa's 1992 rale cuse, I sluled the generic policy for all utilities in the 1997 fucl
Decket Ko, 97000L-EU, In Dovket Mo, 9701 T1-EUL the Commission addressed the contract
which Mr. Hermandez has brougeht wp again in his devket, As Mr Hemuandee esplains, the
Crominission required TECo to separate the FMPA sale us 11 bad done in the 19592 rate case
and detetrnined ool w allow TECo W deviate fram the peneric poliey prescribed by Mr.
Wheeler, I didd, however, give THCo aslight edge in that it only required I'li'Co 10 make
the [uel clouse whobe to the exwent fuel revenuas received from FMPA wouald cover
ingremental ather than averapge fuel costa. In that docleet, the Commission allowed TECo
a benefit that was denounced inCirder No, PEC-97-00162-FOF-EI, which made the tollowing
findinge:

Whenever # withiy eredils un amount which is less than averags sysiem fusl

costs t the Tuel adjusiment clawse Bor its separated wholesale sales, the retail

ratepayers pay inerensed (e above averana) fuel eosts than they would have

paid it toel revennes were credited through the fusl clavse based on average

[uel custs, When fue] prices are discounted and that disconnt is autonatically

¥
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passed through to the retuil repaver, and the other non-fuel revenues go e

the utility’s shareholders immediately, there is an invressed possibility of

Fany the systerm.
3r. Hemnandez overstales his case when be suggests that the deeision in Dockel Mo, 57040171 -
EXT was based "sodelr" on a Stipulation between TECo, FIPUG and 1he GPC.
DO ¥YOU AGREE WITH THE COMMISSION'S GENERIC POLICYY
[t appears to be just ard squible, I yiilities are permitted to sell capacity 1w the wholesale
market at leas than cost while tetall eastmers pay the full cost there is a potential for two
evils. Retail customers are reguired o pay [or semeathing that 18 not available o them and
the urility will have an incentive to cogage in prsdatory pricing in the wholesale market o
kill off cormprtition.
WHAT DOES MR. HERMNANDEZ PROPOSE IN THIS CANTY
He propaescs ta deviale fum the geoerie policy by keeping the spesial advantage previonsly
awarded on fiel costs and to cnhanee that sdvantage by huving customers pick up the full
costs of 130 MW of peoerlion lhat is dedicaled to FMPA, a wholesale customer. ltappears
that the price o FMPA 15 1ess 1han the fareying costs attributable to the capacity. TECo
provides no analysis of how ic caleulates benefits and how the benefits are chaved betwern
customers and the company. ‘The problem is exacerbated becavse the 130 W 1s backed up
by u st call wis @ vis retail customers onBig Bend Lniks 2 and 3 and Gannen Umil 5 and 4.
Lxhibit Mo, E-4 attached to Ma, Zwolsk s tesbmony 10 this docket and Tixhibal Mo, KAT-
in Docket Mo, 9701 71-F10 discloses that the 1530 MW conuraitroent is backed up by a first
call an 1486 MW of TECe's most cfficient penerting units. Txbahit XNev D5 in this dockoet

3
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ahovws that TECo will sell 1,317,600 3WH of firm power to FMPA {7.3%0 ol iy Lotal
projectcd genération) during the forthenming year at a price less lhan 11 cherges its
interruptible clsoomers. To faimess, | moust peint out that my obscrvations are based upon
the October 26, 1996 letter of comrmitment (o FMPA thar was filed as an cxhibit in Pechet
o, 9T0LT1-TIA. wr. Hemandez has referred 1o suhsequent letter apreaments which mo
have improved retail customners’ position. bul those have not been provided.

NINTECO ADHERE TO THE MANDATES OFORDERNG. PSC-97-1273-FOF-EL
ENTERED IN DOCKET NO., 4T0171-EL?

It iz not clear from Mr. Hemuande:s's legtiondny. In response to this question, at page Phe suvs
"To the caent that Tampa Flecire’s retail rescourees were being used to supply FMEA,.,
TECo has snd will gontinue we separate the capital and Q&M costs,.." Abpage 10 of seq, be
stales thal the FRMPA contract was served troim fhird -party contracts. On page 1 1, he savs thit
singe "Aprl 28, 1998 none of Tampa Blectric’s penerating units have boen used to sernvs e
zale.” I conclude Irom these sialements that THCo ok the thivd- party purchass approach
a0 that it would nut ayve W separate 150 MW of capacity from its vetall rate base as the order
Tecquited.

HOW WERE TECOH'S NONFIRM CUSTOMERS ANTF THE FUEL CLAUSE
AFFECTED BY TECO'S ELECTION TD SERYE FMFPA FROM PURCHASED
FOWER CONTRACTS?

If I ECe’s genemting copasily was not dedicated we F&IA during most of 1998 and 1999,
it 1% very clear that the sale 1s not in the best imtetest of TECo's readl cusinmera, because
cven with the § 30 MW of capacity availakle for their load thore were wamerons interrapt s

3E
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and third-parly purchases for the interruplible and [J86 customers, The curmen! propeosal
would reinstate FMEPA*ssuperior call ighls an THU's generating capacity. Furtheringquiry
may disclose that the third-party purchases [or FMPA served 1o drive up third-party prices
for TECa’s nuiive lnad customers m 1998 and 1999,
IN LIGHT OF YOUR FINDINGS FROM THE LIMITED INFORMATION IM THE
RECORD, WHAT IS YOUR RECOMYMENDATION?
"I'he FMPA transaction should be separatesd intn another docket and be given lhorough study
tn insure that TECe s retsil vustomets are aot being unduly discrininated agaiusl by iy
large wholesale sale. Inthe imerim, the plant sheold rerain separated and the [zsttwo years
should be studicd o wsserlain the precise impact of this contract on retail customers.
I YOU HAYFAQTEHER OBSERYATIONS CONCERNING WHOLESALE SALES?
Tes, Capaeily shoriages in the countey have resulted in very high prices for spot muarkel
capacity in peak periods. There is an incentive for urilites w mke advantape of this
circumstames by seutimg up their mven corpmndity trading floors and making shaott term sales.
The Coramissian should eggressively reinforce is penenic Order No PRC-47-(1262-FOF-EI
perlaimnpe 10 whalesale sales by adapting a mde on the sulyect. The mle shonld, at a
niunimum, trandate that:!
1, Muonliten customers shall not be inrertupted for cconotnic reasons to chable EreawT
wholesale profits forflic utilite, am led w believe that this dees ot presently occu,
hut o Commigsion poliey on the aubpect for the protection of retail eustomers is 1n

ordar:

]

If wholesnle sales ure being mede contemmporancously with third-party purchases.

L1
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redai] eustorners should be cherged no mete than the imbedded eosts Lor Lhe period:
3, T avaid canflicts of imteres!, wilities should not be granted exelusive ugency rights
1 purchase power for nonfirm vuslomers when the reserve margins bohwecn installed
capacity and total systern demsnd Eall belosy 15%4:
. All short-torm wholesale sules shalt be recallable.
15 FIPUG CONCERNED THAT TECO WILL AVOID SERVING THIS MARKET
FROR ITS FOWER GEMERATION ASSETS, THERERY ELIMINATING
REVENUE CREDITING FQOR THE RETAIL CUSTOMERS ENTIRELY?
Mo 1 am confident that crediling oppurunilics will emearge on more advanmageous terms if
the Commmiasion embraces FIPUG s other revommendanons.

HARDEE POWER STATION POWER 'URCHASE CONTRACT

WHAT IS FIPUG'S FOSITION WITH RESPECT TO THE NEW LONG-TERM
'OWLER CONTRACT FROM HARDEE PFOWER PARTNERNY

s FIPUCY 5 pozition that the burden 1s on TECw o prove 1he prudends of this ¢ontract as
it glael i 1he 1992 rate cage. An extract of the relevant portion of the order o thes cuse 15
attached as Exhibil Mo, Eﬁ_ (KDT-41, In order tn do o, 'FECe must g the comtract into
gvidence and provide information as to why thrs 13 the mest podenl course ol uehon 10 take.
TECa has ool presenied the conctact tar review nor justified its prodence. Further, FIRUG
te presentatives have been unable Lo examine the cantract. Nenetheless, the leng torm nature
nf the agraement and the potential for sffiliate abose preatly concern F1PUCG. Consequently.
FLELG i3 eppased to the inelusieon of thiv contract in the eost recovery adjustnents at fhis

tire witil a revicw has been acvomplivhed and the prudence of the contract has boen

12
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deteroined.
15 THERE A BROADER REGULATORY IMPLICATION FOR CONTRALCTS OF
THIS TYPE?
Yeu, all marerial utility Irnsacions with affiliaces, for which the rale payens are financial by
respenzible, should be subjceted to public seruting. ‘T'he potential for abuse arnong ablilemes
should be acknowledged and therefore, snch ansaetions should e open for public review:,
WHAT DOES FIPUG RECOMMEND THF. COMMISSION DO IN REGARD TO
THIS CONTRACT?
FEPEICE recammends that (he ¢ontract ot be approved at this tinwe and that it b
considered it a separate docket.

BOES THIS CONCLUDE YOUR TESTIMONY?

Y¥es,

I3
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WE. McWHIRTER: Wr. Chairman, Mr. Taylcr Ls
a calarful fellow that's ocome hafway across the
country to B2 here and speak to you “ocday, And I
nrderzland that nobody wants to crogs examine him but

I'd like vou to have the cpportunity to hear a suremary

| of his wisdom., It won't bake you tmore than a mincee

and 37 gsconda, ard respectfully request that he be
a_lowed to give hia surmary.

COMMISSICHER DERSON: = there any chlection
ta Ltha gummaxys?

HR. ETONE: Commosdiconers, i had been hoermal
practice, as svidenced yesterday, that when ctestimony
ig stipulated inkte the regord Enatk Ehe sumnsry iz
tipprnasd witl. Ir faoc, Tarticularly vescerday we
agfes oy the ocpportunicy to allow Ms. Ritenour te
present h2r summary and I wad adviged Chal Lhal was
ot appropriatce.

COMMTSSTONER DEAAON: Okay.

MR, McWHIRTERI Az colorful as he im, if
iz'e ner appreprlate Zor Ms. Hitencur, we'>l give up
on Mr. Taylor.

COMMIBSIONER DEAIOM: Very wel:. Thank wvou,
V>, MCHWalrcer.

Jkay. tVWaxk witneas ia Pubklic Conoesl'm

witness; is that correchk?

FLAORIDA FUBLIC SERVICE COMMISSION
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M®. BURGESS: wea, sir. T call Eo the
witness stand Or. Cismukes.

MR. STONE: 1 believe we alao talkes ahaut
ptipulating hia testimony into the reccrd as though
read-

COMMISSIONER DEAAON: 1 believe thal ia
corract. Is there any objsction to stlipulatirg the
testimony inlo the record and walving crias

pexamination? (Mo reaponse]

G2

Hearing rorne, then if we oan -- we'll simply

ipmert the testimony of Dr. Dismukes into the racord,
are there exhigitz attached to the testimomy?

MR. BURGESS: N, =zir. There's an
atrachment that's a atatement of his professional
qualificakiomg.

OUMMISSIONER DEASON: Would it Lbe
appropriate tc have it identified as an exaibit?

MR, BURGESS: E:rther way. It could just
stand as cart of the testimcny or an exhibit.

COMMISETOMER DEASCH: Let'as iderntify 1T as
Ewhibi= M. 37, This iz Appendix 1 to ihe testimeny.

MR. BURGESS;: It is identified as Rppendix

COMMTSSIONER DERHON: We'_l identity it as

Fxhibit 2o, and it likewime will be admitted into Che

FLORIDA PUEBLIC ESRVICE COMMISSION
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record.

{Bxhibh't 2% marked fFor identificaticon and

regaijvad in evidence., )

FIORIZA PUZLIC EERVICE

CCMMISETON
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BFFORE THE FLORIDA PUBLIC SERVICE COMMISSION
DOCKET NUMEBER 290001-E1
DIRECT TESTIMONY QF DAYID E. DISMUKES, PH.D.

ON BEHALF OF THE CITIZENS OF THE STATE OF FLORID A

0Q. State your name and busingsa address.

A My name is David E. Dismukes. My business sddresy 15 6455 (verian Street, Baton, Rovgr,
Lowistana TORODE.

3. What 15 your current occupation?

A 1 am a Consulting Economist and Principal in the Acadian Consulting Group, T also serve as
an Asgistant Professor at the Center for Frergy Studies, and as an Adjunct Assistant Professor in the
E. I. Thurae Collegs of Busine;s Administration at the Louisiana State Univecsity,

Q. Have you prepared an appendix cutlining }‘EIIEJT professional qualifications?

A Yes, Appendiz 1 was prepared for this purpose.

Q. TWhat ig the parpose of vour testimony?

A I have been retained by the Gifice of Public Coungel (QPL), on behalf of the Citizens of the
Ytate of Florida {the Citizens), to recommend fhe cemoval of the 20 percent incentive return allowed
to Flonida™s clectris wiilicies on gains from sales of purchased power. The Citizens recommend fhat

100 pereent of the gain on these sales be credited to ratcpayers through the tuel adusiment clause,
0 Would you please explain how the cxisting shafng mechioesm tor broker sales was
established?

A Yes. The broker svatem was established in 1978 duting a perind of signifieant change in

energy markers, parcicularly the electric power indusiry, In the same year, Congress passed the
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National Fncrigy Act {NEA) which was ¢composed of five different scatutes.” The general purpose
of the MEA was to ensure sustained economic orowth during a period i which the avaiability and

price of fimure erergy resources was boouming increasingly uncertaim. The twe major themes of' the

I legnslation were to: (1) promorg the uze of conservation and renewsblefalternative energy, and {2}

reduce the country's dependence on foreign oil.

Florida waa tot exempt from the economic and energy crises ocourring during this penod.

I The state velied heavily on larye steam generation, a large portion of which was oil-fired.  In the later

part of this volatile peried, the Flonda Energy Efficicacy and Conservation Act {FEECA) was enacted
ta exphicitly promote enerpy conservation and energy reliabilicy. It was out of this cnvironment ehac
the state of Florida esgrloted o broker system as a means to ncrease power exchanges, cootdination,

and reliabihty.

Eatlicr in this proceeding, it wus noled thar the origins of the Flonda broker system were
baged on a0 eatly imvestigation by the Commission regarding the possibilities of aplimuzed generation
expatision within pentnsular Florida, [Howcll Deposilion, ocket Number 990001-E1, January 14,
1999, 17:15-21]. In addition to inereased generation planning, the Commission explored the idea of
creating a state-wide cenival dispatch organization. The centralized broker sustem. which works like

a loose power poo] arrangerent, appears to be the compromise selution to enbance state-wide bulk

power system cooudination. At the time the Florida broker system was created, it was recognized as
a utique cootdination arangement between different types of weilities.  In many ways, the
arrangement can be thaught of a9 an early precedent for teday's competitive spot wholesale markels.

Between 1978 and 1984, the Comimission considered the effects of eeonomy {broker sysieimn}

sales on retall revemue requircncnts G the eleciris ulilities’ base rate cases {Fains on economy sales

'"The Public Ublites Regulatery Palicy Aer (PUREAG he Mutivoel Foergy Tax Aot e Motiooal Energy

Comservation Palaey A the Power Plaol errd Lishogtrind Focls Act (FATAY end the HMahmrel Cros Policy Acl

.




2

E|

¥
9
10
11
12

13

£2 &

1 I were recognized cither as an increase to (@t Y2ar revenucs or as 4 reduction in test yoar expenses.

Under either approach, the offisct of fhe adjustment was 10 increase test year net operating income
{NGI), which reduced she magnitude of the rate increase, or incroased the magnitude of any rate
decrease. An adjustment had to be made because, to do otherwise, would lgnore wholesale revenues
acauired by the use of retail (eansmission and generation assats.

The uncertainty associated with economy zalez from year to year, however, created a
regalatory probleny Test year retail rates would be unnecessarly high il acionl gains from economy
energy sales wers greater than those estimated for the test year. The opposite would held if gains
from ccongmy sales were less than anticpaled.

In order to clironale the uncertainty associated with economy enerpy sales, the Commission
decided in 1924, 1o move the ratemalking treatment ol gaing from base rates to the fuel adjustment
clause. In addition to this move, the staff witness in this procesding, Mr. C. K. Hwvostk,

recomniended that there be a sharing of the gain on ecunomy sales between otility sharehelders and

14 I ralepayers. [nstezd of reducing fuel and purchasad power costs by the fiall smount of the gaing, the

5
1&
17
18
19
10
A
s
23
24

25

Commission approved the recommendation to apply %0 percent of those gains to ratepaverd and
allowed the remaining 20 peresnt of the gain to flow through to utility shareholders. The 20 percent
incentive was wiven to uliliies to encourage them to participate in the broket syitem singg under the
old regilatony recovery remme, utilibes had incentives to participate so that they could retain camings
from unforecasted gains from economy energy sales.

Q Why should the Comroigsion remove the 20 percent incentive T1eturmn?

A For the reasons outlined in the teatimany and recommendations filed carlier i thig dockel by
Commission Siafl witness Tom Hallioger. In his testimony, Mr. Ballinger noted the axtimsive
mdustry changes that have occurred since the inception of the incentive program in 1984, Thesc
changes are the result of a confluence of economic, technigal, and public policy factors that have had
the net result of makiog the power industry more open and competitive than i wasg in 1984 The

-7
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compehtive nature of these markets, and the signals they send to market participaeks, should be

enpugh to ensourege Florda's utilities to take full advantage of ali availahle market apportunitics

including increased sales on the Flovida broker system.
Mr. Ballinger recommended that the 20 percent incentive relurn be removed becguse of the

incrcased competitive namre of the dustry. [ agree with this recommendation and its rationale, The

continued use of thege incentives iz not only anti-competitive, 1t denics ratepayers the full benefits of

enhanced whelesale competition ervisioned in the Enengy Policy Act o1 1992 and FERC Order 888,

Q. Won't the removal of these incentives discourmye utilities tram participating in competilive
whilesale markets?
A No. ¥ince economy energy sules are oppottunistic in nature it is a guestionable proposition

a5 to whether utilitics can stratemically fand consistently) mampulate Ltheir economy sales for profit.

In fact, it 35 important te keep in miod that the whole issne of the uncertainty associated with
I forecasting these gainz was one of the main reasons €or moving their rsfermsking ireatment feom base
rale cases 1o fluel adjustment proceedings.

Howrever, even i vou assyrme that utilities have & reasonable amount of contral owver the level

of ther ecomomy sales, there are still 8 number of incenlives to participate in these competitive

whwlesale markets including the Flonda beoker systemn.  Indeed, the competitive nature of the mdustry
wives Florida's atilities e number of incentives to purticipate in These markets witheur an additionsl
incentive adder  These incentives Include:

(17 Opportunities to reduce rales through credits to the fie] adjustment clausc;

(2) Greater bullk power system efficiencies; and

{3}  lncreased name recozmtion gs 4 rehalle compatitive player in bulk power markess.

Q. How will mtes he reduced through increased economy cneruy sules, and il 5o, what incentives

do utilities have to reduce rates when retail conpetition is currently oot aklowed 1a Florida?
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A Gams from economy energy sales are used 1o reduce fiel expenses within the fisel adjusiment
clause, If 100 percent of the gains from these sales were passed throush to customers, average retail
rates would be Jowered via reductions in the fuel adjusiment clause (other things being equal).
I Utilities showld be in a position in ghe current envirenment to take full advantage of every opportunity
ta reduce rates.  Two forms of competition, existing and anticipated, provide utilives with strong

incentives to make rates as competitive as possible.

Exisling competitive threats, while limited, typically take the form of sclf-generation and
copeneration gpportunities. Thess opportunities have fraditionally becn restricied i large electricity
users and particulady those that have combined heat and power applications, Jloweser, technalogical
mnpvations, and the advent and rapid promotion of small scale peneration capabilities gt the 1MW

lewel and lees, are providing utiliies with a greater number of threats at the distritution level as welk

Failure to address rale competitiveness with swmmercial costomers and potentially residential
l enstomers could lead 1o a lnss of these customers through self~genertion oppurtunilics available with
distribuied energy resources {DER).

The threat of fulure competition gives utlites additional meentives to reduce their rates. Rate

somparisons berween utilities within and belween various regions are being made on an almost daily
basiz. In some states, these compatisons have been used 1o sound the cladon eall B redail
restruciuring. Utilities must be copnizant of this fact, particoularly those thal bave rages thar may be
greater than state, regional, and national averages.

Other competitive threats include the patential siting of competitive merchant tacilities, The

power industry trade press report regqulmly on the legal battles in Florida over the siling of

competiive merchant tacilities. In most all cascs, Flonda's investor-oasned utilitles (I0Us) have
protested these applications. I believe that it is unreasenable for Florida's 100 to, on tbe ang hend,
protest these competitive wholesale merchant facilitics, and ou the other hand, ask for incentives to
participats in wholesale power markets. It would appear from recent events thar if Florida's 10Us

-5-
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are uawilling to participate in these markets without an incentive, there arc plenly of other
competitors that wili de so without a regulatory entitlement.
Q. How would enhanced aperating efficiencics setve as an incentive to utilities to maks economy

wholezala (ransactions?

A Increased economy sales will have the effact of increasing overal] systom cepacity atilization.
As a result, thers i2 the strong possibility that 1ms increased capacity utilization wil increase overgl!
operating efficiencies by reducing averape system heat ries. 1o the absence of a base rate case

procesding, thesa increased efficiencies paing can be flowed-throogh o shareholders. Thua, ulilities

'ﬂm make additional economy sales have the potential to offer thelr recail customers additional rate
decrasses through reduced fuel adjostments and their shareholders higher eamnings through increased
profits. If ulilities are serious about gethng ready for competition, then they shoygld need no

additiongl incentives to take advaantage of (his “win-win"” opportunity.

Q. Why would gaining tame recopnition be important to g utility?

A Wholesals and retail markets are becoming mons and more competitive on a daily basis. New
enirants enter and old participants are mesging into new players. More and more we see electric
ulility companies advertising snd giaming up with creative tag lines to define themselves as
competitive and full scrvice energy providers. Actively participating in wholesale markels, whether
through the broker system, other spot transactions, forwaed market, or other long term wholesale

contracts establishes Flonde’s wilities as experienced, flexible, and reliahble providers of whalesale

etectricity. Utilities in Florida can point to their expertise and historie participation (o the Florida
broker system as evidence of their eredibility as a wholesale power provider. This expericnce and
Teputation iz an “mtangible” asset in many respects, but Clearly participation in a wholesale market
fike the broker system at the least halps 10 maintain this solid reputation, and gl best, only serves 1o

enhance it.
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0. Would wou please sumomarize your testimony”?

' A Yeu Inmy testimony, [ have made the following points:

{1} the development of the Flprida broker system wes a unique and precedent satting
develgpment for whelesale markets not only in Flonda, tut the rest of the United
I states;

(2) the broker system was establizhed in & era of eneray uncertainty when pedicy

measures were being taken at the federal and state level to secure cost etfective and

relisble power supplies;

(3] over the years, the power indusiry has experience 3 contlucnes of economic,
technical, and public policy changes 1hal hawve increased the number of market
participants and the everall competitiveness of the industry;

{4) the competitivencas of the induscry is such that incentive returns on wholesale

power transactiond are not needed and they deprive ralepayers of the full wholesale
benefits envisioned by the Encrgy Policy Act and Orders 888 and $8%; and

{5} the competitive mirkeplace pives utilities incentives to fawilitate economy enerpy
cpponnities. These incentives inelude the epporoiities to reduce overall customer
rates, inereaze generater elliciency, increaze profitabilicy, and inerease name

recoeniiion.

Because of the increased competitiee narure of the indusity, and the market-based incentives
prevalent in wholesale madkets teday, 1 recommend that 1he Comniszion remove tha 20 percent
ncentive retutn ot gains from economy sales and Aow-throuch 100 percent of these gains to
ratepayers.

Q. Does this conclude your testimony pee-filed on Cetoler 18, 19097

A, Yes.
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ME. KBATING: PBaeesd on the parties’
resresentations - BolZews ws Car also stipulate
Mz Harlow's prefiled restimony 10co the record.

COMMISSIONER DEABON: Is cthere ary objectlon
to skipulating Witness Barlew's testimony into the
recard and waiving Cross examinakion? (Mo reaponge . )

Sesilly no ohjsctlon, thar prefiled Le2Cimony
will he inperted into the recesd.

ME. EEATING: There are two exhibklts, JGH-I,
Jog-z. I'd “ike those marked for idencitication and
moved into the record.

OOMMISSICONER DEASON: That will De
identified as Exhibit 40 and withoub objection shall
he admitted inte the record.

(Exhibit 40 marked for identification and

received in svidence.]

FLORIDA PUSLIC SERVICE COMMISEION
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DLHCCT TZETIMONY COF JUC™ G. HARLCH

d. Flessn slate vour name d4nd businsss adnesss,
iy Mo rame iz Jody 3, Harlew. My busimess acdress iz 2940 Shurweed Cak
ot ovard, Tal ahasses. Slarida, 32399-1850,
i By whem are yoo employred ana v wrat capecily?
A, [ am emploved by the Tarida FubTic Servico Soamission CelPsll @ an
Ecormmic Ara” vet r the uezan o System Pranrngshonservaticn ond Eloci-ic
Sa'nly in the DFvision of Elenleic and Gas.
¥ P zase describe wour coucslional and proZessicrdl Ddckground
b T attended _ouisigna Stale Lniversity ond receiwed g B 5. in Rusiness
Setpivriylration wite 29 bBConomics major n 2980 a MoA fr Ceonemics i 19RZ;
andd corpletes the course work and Semeral exans toward my 0.0 i Fooncmics
with a minoe in - eance in 1985, C was erploved by tre SPSC in howsaber, 2201
as a desepect and Flerning Froncmist in the Ddvision o PResezrch and
Reqalatory Rewicw .  In dugost, 1996 [ transferred to ny cuerenl position &g

zn Eccnoméc Bnalyst in the Rurea. of Syszem FlanningdCoqservat®on and Elecls o

Satoby.
. dhal is tee 2Urenase of yoor Testipony?
L The purpese of my testireny is to rocommesd chel Fhe curremt Z0 parcert

slocebn dee incentive for Covestor-cwnsd ulivibies 2217109 ecanomy erergy .
gpprovedl in Corissicn Grder Moo J2953, boeodfsooeLivied.

0 Measze provion 8 h-slory of how tre currens stockholdor ncenl ve care
into eristonco

Ly Eoomiory sales are hodrly nan-1°m sales made zrmarily Lo La<e advantage

ol produciion cost ditferenses betwoen uliTil es. Floricda™s Eneray Broker
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SyiTer was credles an 19YE o facilitate ecovnny Saes wWitoin the stats.
Peioe to tvis tire, whe esals sales were 1imited in Florida aag some wbilil o
were el aotant o participate "noan COOMOLY evergy saley rarket.

Pricr To Ap~il 1. 1924 gains on cooommy sales wers trogled 25 operazing
revene in kass ralos,  Therefore, econory sales were srolscten ‘v ocach rate
praceedicg and ~ewenan recuirsterts wers rduces: foorefect thase projorles
breker reverues . Bolwees rate casss, if & ulbilizy couls =211 mors coonory
anesiy thar projectod, or rake thece <ales &% ¢ higrer margin than projectos,
thra wayopues in ewxcess of tie rate case wrecection would iqcrease che
uzility's =ale of retarn. This geve wLiTilies an jncentive to undorestimle
aconiry ssles during o rate case. Forecastiern thess cales -mwolwves Lhe
zrojeclion of ruiTipls uoitity Inas and costs. Thereforg, those seles wers
very fifficult to prodicl ared of was di7FiouTt o dotesl 7 Lasse szles wers
rideresTimates du-ivg & rate oass.

To eliminete Lhe o ity in forecesting —rese sales cns Lag potertial
o~ Jtilities to undovostmale these sales dorieg a rate casc prococding, on
Jenoary #4. 1981 tre FESG issued Crder ko, 129230 wirich changes Lee
requlatory traatmens of gains wece on 2conory sales.  lhe 1250 orderod Lhat,
bedinning an April 1. 1982 Lhbe investor-cwned ub 1P ties remoes ton ygdiqe fror
pooromy sales from 2dse rat2s ans T-ow frese ca'ns tarough the Fuel and
Purchosed Powse Cost Recowery Clause. ans apply @ 20 peroens slockheldber
incenl. ve o these gatqs.  lhe 20 porcock incent s was 2%pl’ed e 2w Zhe Tins
&g oan iwcentive —o ercourage comnny sales, wh'le the remaining BI peroons
benefittzd ratspavers by reducing the fuel ciarge.

L. Oz wyou bol-eve Lhat an freert’ve was nzedod in 256£7
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& Yo Compared wiTr present macceh coed'ticrs, Lhe wrolesg i rarkeT for
elactricity in Florids was wary duf2rect ie 1934, ThvesZor-Twned electy’c
st11 vies were nol exposed £0 Lhe competition [oro whalesale ousiorers
prporeenced in The electric markct  Loday. mon-uta il fEnerstors  wors
worndal by pov-cxistent . Also. Crdusbrial costomers did cof have 12 sl

genzraztion optices ave’ lable Soday.,  Thevefors, wt®lities hed less “roentive
Loy rake economy sales which oene”il waiecayers anc rosuil v lower ratss,

Alzo taoe geedngerent of econchy sd:es was & peripicral lanction of Ere
system dispatchor . The result wes thel w1 vies did =ot wiseronsly pursee
seonomy salcs.  Noring the transition seriod toward a more fuily deve oped
whalzszla marcel . the sTockhoizer dncenlive encouraced utilizics Lo more
aqaress e’y parficipate in Ste cconemy ma-<st.  This resultes inoa bensfis
to the ubili:ies’ ratepayers.

. by doopon believe ta2 froective s o longer Necessary?
lhore are four crimacy redsons oy T Leligve the dncertive s no Tongss
MTECEGSATY

1 Thz electeic imdustry hes coanged draratical 'y <'ree the incentive
was duorawed in 1984 Thanges hawe ocowered iv both the wholesale and rolais
rerkats far electroity whick =dve .nereased uti ity inzentivos Lo roke
whiz 1253 le ecoromy sales in oraes 1o keep rotes as low as possible.

The wirolesale mar<i: Fas odevelossd draeatical 1y since 1954, Tme —reegy
Pol e Aot of 1932 recuced -cguialary barriers to o ertry “or acdition:l
wholesale gensvazors, or Excipl Wholesa s Gererators.  Prans o seversl
Frerpt Wheiesale Generetors Togaled n Zlerida are currently boang cevelopad.

foso, the Foderal  Frergy Reguiatery  Cormission’s (CFRO open acczss
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reqiiretents set forbr 0 Crders @88 and B8%. 1ss.ed an 1956, rave meduced
barriers Lo transmiss on gncess “or wholesa's compst’tors. These Crangls =
the wholesale market have resclted in s grezter dncenziwe for ub-lities Lo
~ormlets eeonoric wholesdie s2les i ordor Lo keep ratss @3 uw as possiole
and ~eain wholesa 2 custoners.

b pelall markst tor ooclecity has @ so cranged, T litiss are Lnder
zzdad pressuce feem large crdusbeial costomers too keep rates low. Stebls
natural ues pricas anc seonologioe’ develapnznss in power geretatice hawve
inercased the ooportumity fue Lhese Tavge retail custorers foose.f-gererate.
Uti il 2s trerefore hawve more acentive in today’s macksl L neke ecoromy
whpiesale sales which prov se cred'ts to custome=s Shecwh ke fusl o auso.
Taic redaces the poteetial “or toese  aege industrial cusbomers —o se'f-
gererate and Teavie 4 L1171ty 'S sysiem.

21 Making wholesa e sa'es, ‘ro’odivg coonony sales, i3 no longer d
nerisheval funclion <or the system ispatcher,  F735 qas recent v required
“hat <he operal’ons fomction 26 ucbunsles from Lhe werketing funcZion “or
investor-oaned WEiTities. Therefore. | ooeda’s nveslor cwnes UEIT177es now
nawe 4 mark=Ling cepattrent dedicates to making cosl-="fective wrolesa e
ourcheses anc s:1es. For many Jbilitios, one or o rare enplovees are now
dedicesed so'ely fo naking economy 5d &5,

i AL she T the stockhelder dincensivye wes approwsd by Lo FPAC
seonoy sales made outsidz Lhe becker networs ware rars. lowowes, oo orecert
vears. ubil-tics' offoets th make econony 5@ 23 wulsids e sroker nsteork
have incroascs  This has resulted inman f-oreasc in non bross econony S8 l2c.

lhis khgs T wooa decline in sales an the Cneegy 2ecesr hetwork, a5t Zecause
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stilities noes a gresser incenTive te mesn aaditionz) brokor salez. but
hecawze econuny sales made oulsire tas breker nelword are move floxole 212
aften nore profilab e for the ulil-fies ardior tre’r ralesayers.  As nosed Sn
waqe nine of the Lastimony of Tawpa Slectric Zempeny’'s OFLDD wWiTness ¥
Brown, prefi cd Ouloher 1, L899, in Lhis doceet:

onay, many Utt lities eithor make hourly or Buock cnorgy saoes of”

the araces 2= market-based seiczs 5'nce —he brogns is 1inizzd

Lo cosT-based transaclioong, 17 hes 2xparienced a sloddy feciing

in ugace due to greator wealit apportarities elsewhers [or Lense

weedg 1o sell power. While the zroker can be the bost nodns Tor

a huyer to enter $wio 4 ¢nst-hased hourly transaction, cchor nare

lerative coporturitios exist for sallsrs in today's rarkes.

Thase “roode market basec. rourly, off-broker Travsaclices arid

some day or nosxl day rar<oet-basaed Slock sales.

| Torida Power Corpocstiom™s (FRCY witness, garl Wielard, discussed FPOs
increased efforts to make off-secker eecromy Sa 25 in tre “tracsriss on
reconzidzration” heg=-ng in Mocket Moo 9900031-0 ~etc oo |ebraaey 120 19%9.
Mr. W alard cescrizos a “wery open rarkeT whave a lot of commuricalice Lakes
place setwson all Lhe warzies, and the arrangsrents Lfor wholesale sceaomy
sales] arz just mads basical’y over the <Fons between brokers. ™ hhen asked
whetrer o f-orover econary sd'=s w 11 shart to reduce The sa'os meds we F25
on tae broker vetwork. Mr.o Wieland stated <hat only four years qun, S0F oT
[P 's eoomory sA s were rase on the broker notwork . while cuerent |y

quproxinate’y 903 oF FPC's 2coromy 3dles dro rade miside “he broker network.
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“he co-Lioh of the hearing transcrips containieg ke, Wielasd's sidlements ds
incTudzd a5 Zxhizit ‘o, GIGH-Z0.

[t -5 ‘mportant to nale that whele thess o™f-orcker coonory sales Fawe
bzen ineressrg, Tloride Ywer anc Ligrt Compacy CFPLY) and “FC do not apply
~hs 21 porcent stockholder neasntive to chose off-broker econcny 54 es.
ThareTorr, en NCENTiye SO0 NG S7pEIY 10 28 NTCessary in ardar Sooonaurage
BCOrOmY Sa]es .

A1 The FI52°c orcer eszdbliaiing tre stockholder frcent’ve or economy
sales was interpreted ditferenlly oy GU'F Power Compery $GulT) and TECO thar
By FPL 2ad FPC. Accorcing o Jul®'s responsc to osla’fs rirst 32t o
iereagatariss r Locket hno 990001-Z1, Gu'f doos nal rake COoMory enercy
sa3los theough the Frergy Broker Melwork . Howewer, Guofoanp 1es Lhe 20 percznt

£

slLockho cer froevtive to "4l of iTs nov-zeparated wholeosdle aooneiy ensrdy
cales " 1:00 azoliss Lhe incentive o all Schodule © end Scheduls ¥, "split.
the-savings.” pooconry s3les made on ang ofY the begker neTwork. [0 and B2
mrspardid Lmat the 20 percent stockhs™dor roenlive 75 crly applied to economy
cricrgy =ales medz on the bnercy Broker Nolacrk,  The interrociatooy ressonscs
cf qulfl. TED, FPL. amz PC awe i+=c aded 45 Eanilnt Moo (JGH-27.

Ay econcmy sales mode ootsido Che broker systen dincrezse fam iFL acd
TR, the dismaciTy in the aop icatior of Lee sharesoider “rnoertive for Gull
and TTCO versus FEL and FIC witl g snoincrease.  Rewcvivs the stockho'goe
sqeartive would rectify oris dlisparity i+ recu atory Srcatrenl in the Tutare.
0. Caes this conclude your testimony”

5 ¥es
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QOMMYSATCHER DEAHON: I beliewve we can dao
into -he rebulbtal phaps of the case. EStafl, you nave
indicated you have no crods tor avy of the rebuttal
witneasas?

MR. KEATING: Tnal'a correck,

COMMISSIONER DEASCH: Mr. Burgssas, you have
no orces for bhe rebutsal withesoes.

ME. BUORGEESS: HNz. - had a couple of
suspticng for Mr. Howsall,

COMMISSIONEE DEASCN:=: BMr. Howell.

ME. BURGES3: I had indicakted a couple of
questions for Mr. Hernandez ag well, but I may rethink
that.

COMMISBIONER DEASON: And Mr. MoWhirter, vouo
do FEawe aone questiong?

ME, McWHIRTEE: No. I'll waive my
quesTions.

COMMISEIONER DERAON: Yeou have no gusphiansg
tor any rebuttal withesses?

MR. MaWHIRTER: o,

COMMTASIONER DEAZOH: Mr. Stone, you ooy

call Mr. Howell, ard I be_iewve fhat Mr. Burgreaa doss

| have some gQuesticria.

MR, STONE: Thark yvou, Commispizner.

FLZRIDA PUBRLTD SERVICE COMMISSICON
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M. W. HOUWELL
waz celled a=z a rebu-tal wicness on behalf cE Qulf
Powsr Copany, naving been duliy sworn, testified as
Icllows:
DIRECT EEANINATION
EY HMFE. STONE:

Q Mr. Howell, you previcoualy have teskbified
today, Did you prefile rebuttal teatimeny dated
1--2-9 con=sisting of 14 pages?

A Yeo .

@ and there was no sxnipit atkached to your
requtkal hastimony:; is thab correcl?

A That's correct.

u] ATe there any changes cr coTrections to your
prefilsd rebuttal testimony?

A No.

2 IE T were Lo agx you Che gqusstions, would
the answers be the pame as= cdontained therein?

A Yed, they would.

ME. STONE: T move adni-ting his pretiled
rebuttal testimony ainte the roosrd ag thougkh read.
COMMISSICOHER DEARSON: Without cbijection, it

will pe shall ke S5 inss=roed,.

FLORIDR PUBLIZ EERVICE COMMTISION
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2 Before cthe Florida murlic Ees<vire Commission
Relbutbtal Testimomy of

3 M. ™., Howe_1
Dacket Mo, 9%0501-BI

% Date aof rFiling: MNovember 1, 1559

B 2. Please state your name, business address and occupatiom,

7 A, My rame ig ¥, Tw. Howsll, and my business address ig Qne

g Energy Flace, Fenscecola, Florida S2520. I am

o Transmigsion and Systen Contreol Manager for Gulf Power
10 COmMEAIY .

L1

12 Q. Have you previgualy testiZied beforese this Commission?
12 A, ¥Yes. T have testified in varicus rate case,

14 cogeneration, territorial digpute, plenning hearing.

15 aeed debermination, fusl clause adjustment, and

16 purchased:pcwer cgpacity cost recovery dockets. I have
I prefiied direct testimony in this proceeding dated

1% Octcocker 1, 1893,

1%

¢ Q. UWhat is the puzpase of your rebukbtal testimony in this
2l proceeding?

22 A, The purpese of my testlimony 1s teo respond to portions of
25 the direct testimony cffered regpectivelsy by Judy G,

24 Eaxlow of the Floraiaa Dublic Service Commission (FFEC)

23 @zaff, Eent D. Tayis>r of the Florida Tnduztrial Cower
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Taerz Grous (FITNGE), and David E. Zismg<aes o —he
Citizens of Khe Ztate of Florida (Citizens) in
connection with che issue in this proceeding regarding
the 20 percent |6) ashareholder incentive for econommy

Eales .

What general concerns do you have regarding the
testimony you are agdressing in this rebuctaly
In general, the witnesses are propesing thac this
Commissicon accept their troukling cneais that the 20%
shareholder incencive currently sssociated wich economy
energqy sales does not provide an inducement or incentive
Zor utilities to contirue their eZforts to maximize
economy sS@les. Their thesis i=s in conflict witk the
basis charag¢ierisbics of hwran nature ard business
p:actices; An incentiwve is juast thabt - it providss s
motivation to behawe 1o a cercain way. I other wards,
incencives ars =ffective meshandams Lo enesurags the
performance of desired acticns. Ior examples, this
Comisslior nas for years continued an incentive
mechanism in the fuel gost recovery clacse know—m as the
Generatiocm Performance lncentive Faozor.

Thne witnesses for Staefil, FIPUE and Citizens hawve
all confused the concent ol an incentive. They would

nave the Cormizsicn belisve That as long as a 4ciliry s

Liocz=t Mo, 29050°-ET 2 Witness: W, W, Howell
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motivated im gencrsl terms to kesp ice races tao rTetail
oastomers low, additiconal direct ingertives supporting
the goa gf lowering cushorer cosSts are inappropriate.
The fallagy in their thesis i1g thatr they deem the
general motivation ta kesp rates low to be eguivalant in
lopast to the more focused inggnbive provided bw the 208
sharenclder Incentive currenkly sssociatad with ooy
anergy sales.

I certainly agroc that utilitiss teday have an
incentive to keep zates as low as reasonable. Bubt iI an
additicral incentive is prowvidsd, human nature and all
business practices dictate that there will be a respeonse
ta the additicnal ‘azentive. In the case of the 20%
shareholder incentive associated with economy ENEETY
saies, the respornse takes the form of lncreased <fforc
o maximi;e thege galec. Conversely, removal of an
existing incentive will gend a =zignal That the ucility
regourges devosed Lo this accivicy are not as inportant
to the Commission today &g they once ware.,

The second gereral concern T have -5 that the
wiTneszes sponsared by Staff, PIPIG and Citizens hawe
either misunderstood or miscrharacterized the
relatignship of today's mors compehbitivre market with che
need far an incentrive, They azgorlt that the more

competitive mar<et negates the need for an incenkbive. I

Witness: Y. W. Eowell

[
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submit thac The opposite i5 trus, The only reason a
more compebitive wholesale marse: exists teday is thet
the sellers have a direct incentive to m=mke these sales.
That direct incentive is the opporbunity to ma=xe a
profiz. Im fact, for any of the new non-ucility players
in the wholesale arens, profit is che only reason
Aviving these sales. They certainly are not motivarted
co keep prices low simply Zor tnes sake of low prices. 1
azsert o vou that i1f these new playvers knew they would
not make any profics from thelr siforts, they clearly
wou_d not be in tke game. The primar-y driving force
behind the more competitive market ic Florida today 15
the opporbunity for incregased profits., L profite are
OF for non-regulated players who Zilnd ways toe increase
sgles, kthen it hardly seems fairc to derny & pertion of

Ehe profis margin te segulated ubilities.

are there specific coacerns wou have accut the Staff's
reacspns for elimiration of the 20 percent stockholder
incentciwve?

Yes. The Lestimeory stcacted chat the BAS20 1ocentive
encouraged ukilities o NQES agAreggively (emmhaszis
added) participate in the economy wmarket. This
statement underssoras fy pUevious polnt thak regardless

of what ather motivations may exist, an added Incentive

Dackst Ho. 390001 -PT 4 Witneas: M. W, llowell
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will affect behavior, iz this case mobiwating utiliziesz
CD more 2ggressiwvely pursue 2Ccolomy sales. The
testimony goes on to summarize changes Shat have
ofourred in the slectcricity business since the incentive
was originalliy cfisred, asserting that chese chanoes
negats the need for the Incentive, buot ignoring the more
important and correct characterization that these
changss cannck change fundamental laws of behavior,

The testimony states that because the FERT has
recently required unbundling of cperaticne and

zketing, that Florida utilities now have & marketing

department to handle transactions. Carafully avoided is
the point that if utilities= have any added incentive te
make sales, it will Le just chaet - an added incentive,
which wi}l incraase sales, and likely provide lower
rates to the retail cuctomer, Dechrce giving them 20% af
a larger pie ic bhettaer thaa 100% of & smaller pie. In
fact, if the Inrentive were ¥emowved, then utilities
would have an incentive to shut down these markaeting
departments whose operaring coczts would repreescnt a
drain on profite. This is clearly an example of how the
generadl moiivation to kesp rated low if£ not nmecspsarily
eriivalent to the dimedt iocentive acsociated with the
cpporturity te share the profits on econcny Sales.

Wohatever berefics are assccigcted with Aear-cerm BConomy

Witnesz: M. W. Zowell

Ln
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sa.es may he lpat o ratepayvers due to the ¢handge n
foous thakt would come wikh the loss of the direct

inecentiwve.

Are vou saying that if the direct incentive were
removed, a utility might lose ite mokivation to make
thagse saleaes?

ahsolately not. ©Cl=arly, & utility has a motivation to
keep rakes low, anag it will certainly persue some level
af aaleg ansent a direct sharsholder incentive, EBut
today s market reguires lrowledge of markat prioez and
conditiong that only comes from spending dellars and
effort te acguire that knowledge. Without the dizredgt
incenkbive, a ukility 1z Ge-motivated ko expend the mongy
and reacurces Lo mars aggressively oursue sales.

Without that incentive, theoe coste come straight out af
ocperating prefits. This ig not a de=sirable situation
when we are in compebition with players wne keep a.l the
profits. It becomes increasingly Aifficult teo justify
programs when only indireck ingentives are asscciastbed

witlh sucressfu. =sfforts.

Woot additicnal concerrns do you hawve?
The Staff —estimony also seeme w0 conciude that the

gxigting 80/20 ‘ncenkive doss ot *appear to be

Docicset Mo, 390C02-EI & wWitnmezg: M, W, Howell
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nacessary in crder o enfourage economy Sales” Zar gll
Tlorida utjlicjes Just because FPL and FRC 40 not apply
the 20% stockholder ingentive ta their off-hroker
gconomy sales. Gulf Power Conpany [Gulf) contends chere
are mamy financial and operating consideracione each
utility mpat make in arder to best determine how amd
when Lo participake in the economy sales market, as well
as how to treat the gains. A predominantc g=ller has a
lot to lose if rthe incentive were eliminated. A
predomninans buwver is basically indifferent.

The conclusion of the testimony.ie that remowval of
the stockbholder incentive i& nedessary to alleviate a
perceived "“disparity in the application of the
shareholder incentive* which is apparently occoerring in
Florida becauzge Gulf and TECO apply the BI/20 mechanipm
to all of fheir economy salss. This is not the only way
0 eliminace this perceived disparity. The Cocmmission
could eithar order FPL and FBPC o appi:y <he incencive to
all of their seconomy sales, or, even bketier, maks it
cptional if the utilitiss apply Lt.

Gulf does net agree that thinga that are qifferent
among the utilities ne¢sssarily represent disparities.
Theyw are gorrectly characterized as simply differences,
The urilities have differing levels o cost in their

various areas of operations, wvely different ocustomer

Dackar No, 330001-EI 7 Vitness: M, W. Howell
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pragratrs based on ather drxiving diZferences, diffsrent
poal and disparch gperations, and particularly,
differences related w0 whethex they are predeominantly a
buyer ar & seller in thg markern. To characterize these
a8 disparitiss would not be por-ect - they are just

differences.

hWhat concerns do you have about FFUIG's testimeny on the
use of incentiwves in a competitive sebting?

The testimony ceonpletely avoids use of the term
"incentive, " rether stating that 2 utility shouwld manage
all aspects of thelr business in zeturs for regulated
returns. This seems to conbradicht Stsff's posibion,
which asserte that there is now mors of & coampstitive
cnvirogment, The Sestinony doas nok address the nature
af & nee& far incentives in & competitive environment.
Aand, ¢learly, without incerctives, ro unregqulated players
will enter the mariket, Neithner, then, should a
regulatsd utility be expected Lo ocperate without

reazonable incentlwres,

Wha~ akngas FIPUZ' s ecamments relasad to risgk?
~he testimony states that the utility experisnces no
riek related to these zalas, that there s no

encrepreneurial aspect ko the sale of the power. Wkhile

Dockes Nao, R90001-=I s TwiTlheag: M. W, Howsll
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this may be cruc in rhe theoretical world, whicn apsumnas
full kmnowledge of 2ll inpukts, it dees net apply to Gulf
in the real world. WwWnen demand is high and supply is
low, the market becomes fast-paged and intense. Costs
and pelling prices may e comstantly chenging as
different unice hecome available and needs of purchasing
utilities rhange. We do ot always lkoow exact costs
unti> afrer the =ale is commitbed, If there were noc
sare profit incentive tor ua tao make gaies where the
margin is tight, we might easily forege opportunity that
was nos a plear-cut wimner.,  Thars weuld likely result in
far fewer overall sales, giving the customer ls=as
overall kbenefik, since he would be getting 100% of &
sn2l]l number rather than B0% o a larger number.

The testimszy alse seems to rebut the tegskbimony af
Staff in ;tating tha+ increasced compecition within the
state of florids dessn't ¢hange FIPUG's position Becauss
Fleoeida utilities are noet in jecparsdy of losing retail
customers as a resolt ¢f Ehe increased competibion,
This statemsent on compoetitive oprtionse runs countar Lo
one of the reasena for elimination of the incentive

given bw Staff apd Jitizens.

Dacleal. We. S90C0.-ET | witness: ¥, M. Howell
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Whet coacerns de you have aboub e Cizizens' cestimeny
regarding the competitiwve narure of the wno.esala
marketr
The testirony states that = more conpetitive Florida
martket koday sends signals to market participants which
should be enough to encourage itaking adévantage af all
gvailehle mar<et pppartanities, This ignores two
important peoints in making that assertion. Fiecst, Yae
market i= more competitive DECAUSE CREFS Ars O0wW mMOores
rparticipants, all of whon are driven by 8 profic motive,
ard their incentive to make these =ales ‘s profit. It is
particclerly roteworthy that the non-utility
participancs keep 100% of the profits, not just 20%,

1f we remove the incentive which is currently
avaliable to utllities <o make these sales, we are
creating ﬁn uneven playing £ield. The change in policy
woild serve toc discoarage utilities from taking
redsonable risks in making sales, resuclting in Zowez
shered prefits Zor our cussomers. It kas nothing to do
with an incorrect theory of ubilitics* ability o
manipulate their economy sales.

addicicnally, the increased competition will have
the efect of Griving down what prices would ozherwlise
be. &s p-ices drap, so de the profit margine on the

saies. If any iteentive to make thess zales wereo

Docket Mo, %3J001-EZ 10 Mitness: M, W, HAowell
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el:minstes, then utilifiges wou—d have a counter
incentive to not offer szles that night marginally bring
g profit., They would then forego these marginal scles,

and the customer would 1l kely icse.

a2re all the generating assets that make these =zales in
the rate basze supported by retail custaomer rates?
FPerhape for other Floridas utilities, but certainly nos
for G:lf, as part of the Southerm electric system powsar
poos, Gulf participeres wisn the other Southern
aperating compenies in making econcmy sales, and eeeacory
sales are made out of the generation assets of all fave
operasing comgpanies. Even if Gulf's generating units
were not the units that pick up generakioqr in a given
period to make the ecoromy saloes, we would still get our
share of ﬁrnfits. since the oain on these gales is splic
among toe Southern operating companiss, regardless o
which waits actually made the sale,. o other words,
under the presenc system, Gulf's customers receive a
portior of the profit on ecoromy sales prodeced by
gene-ating units tkat are neot in Gulf's rate base. Tnis
participation in the Southewn eleccric systanm powsr pool
highlights a significant difference hetween Gulf and the

ather Florida utilities.

Docket Mo, S90001 ET z1 Wwitnesg: M. M. Howel!
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Whal abhout Citizens' tastimgoy recerding bulk power
afficiencies?

~hea discussion of oDulk power efficiencies shows =
misunderstanding not only of system operations, but alpa
the cost accounting irvolwved 1n econcmy btransadgtlons.
Firsz, the assertiaor is that economy saleg” effect of
increasing capacity ucilizaticn will indreass overall
gperating efficiencies py reducing averags System heas
races, wnereds the opposite ig really true. Heost
economy saA_es occur when leads are high and capacity iz
short. Zt is the more sificient units that operate to
serve pase load, and the less efficienk units that are
cealled on in times of high demand. Ingreasing the
demarnd on our generating uaits th-ougk economy sales
will pall on more generabion from the less effigient
un-ts, ra&aing averags asvatem heat rates. Alga, the
testimeny is woid of any refersnce te the -relatlenship
be-wesn average ard incremental sys-et heat ratss, whichk
iz thke true measuze of the valus of economy sales.

The tesktimony then makes the pemarkable statement
that *Cheze increased efficienciés gaing® can be flowed
through to ghareholders. 204 all this is in the
framewprk of the argument agalnst =etaining che 20/20
incercive. 1f, in fart, 170% of the gain is passed o

the pustoner ag proposed, then Lhere iz ZERC gain left

Docsket Mo, S30201-k. 12 Wilneso: M, W Howaell
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to bo passed to the stocxhelcer. What 16 a”sa las_ng
from the discussion is chat if utilitiss aawve an
additional prozZit incenktive to maks sa-es inoa
corpetitive market where prices are tight, there g a
Auge Adsitional incentive to reduce overall gosks Lo
make all generaticon more competitive. Thisg henefits the
cudtomer on every silowatbt-hour generated, nwet Juss the
relatively amall portion thet makes up off system sales.
In other words, eliminabion of e direct incenktive
currently associated wigl economy =a’es may resulb in a
redllocatiornr of resources, becausc the general
motivation to “e2ep rates low i the _ong term may becomes

mor e QOmMInanc.

What about the discussiom on name recogniticn?

The testiﬁﬂny throws put a novel theory that inczeased
name recognition will be an incentive for wtilities Lo
ergage in wholesale sales. Taig position confuses
utilicies’ efforts at mame recognition with how che bulk
power market really ooperates. Any markat player is we=ll
aware that the Southerr rompany, FPaL, FPC, and TECO are
known by all ir the maz=et, with a proven reputation to
deliver what is promised. The conpocitive eisckriciby
market is interested primarily in caly two things

deliverabid iy and price. Tha Florida utilicties nawvo

Tos ket Mo, 992021-T1 13 Wirpess: M. W, Sowell
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the daliveranility Teputatinon. Bil if, in amy hour.
they a&re not competitive on price,. then they do not get
the business, their custemers do not get thae 80%
savinge, and every <ustomer i1 Florida losses to
anregulated players whe profit from the Zost opporturity

0z the regulated utility.

Shoild the Commiszion eliminace the 20 % shareholder
incencive?

No. The Commissicn should no- take any actlion oo Iemove
ar redure che existirg direct incentives to utilities
for participating in this market. By establisking the
gxigting 20% direct shareholds:r incentive, the
Commisgsion recognized the need for and owverall benefit
of increaged salpec of economy energy. The compecicive
msrket ch;nges that have recenkly ocoorred have only
increased the importance of “his incentive to encourage
elarcric utictities Ep continuwe participation in this
market, to give Floriders retEil CUsSLOmMETS an
QDPOrCUNnity co receive greater nea- tern benefits thar

if this irncentive were remowved.

Daes this corcluge your testinony?

Yes.

Doclke: Mo, 290C001-ET | wWitness: ¥, W. Howell



--d

11

12

13

14

1a

17

1B

fhd

PY Br. S5TOME:

g Mz, Howell, would you please pummarize your
rebuctal tedatirony?

A vez, And it will be brief, Commiszioners, T
AHSUZE YO,

cood afternoon. A2 1 said earlier -—his
morning, we're canvinced you did the right thing when
you sstablished tos E0/20 incentive mechanian on
sconoty energy galeg back ir the 'd0s.  We bellewa it
would e —he wreng thing to do to now eliminake this
incentive.

The wWitnezaes who tegrified in Zaveor al
aliminating the inpenktive avoided addresszing what we
think g the nos- basic slement of this issus, Tha-
elemenl is that an inceative takes advantane of the
most fundamental law of human behavior. It providesa a
mok1vabion to behave i 4 0ertaln way, = mobivatieorn Co
ackieve a dealrable resulz,

The guesticn has been asked many Cimes this
morning; would utilities engage in economy
trmapactiangs which fenetit kheir cuatomere but cdo nob
offer any benefirs to their stockholders? The acswer
18 ahaolurely yeg. They dicd that before the exisrerce
cf —he inceative and will do it again if the inpect ve

iz remowed oy woul. Buk we're Lalking abcut degrese of

PLORIDA PUBLIC SRRVICE COMMISSION
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gsales here. Jne of btne witnesses stakbkad that che
Oommigeion originally approved the incentive so thal
utilities would more aggressively pursue these
henaficial cconomy pales. I think that ackhewledges
that the remowval of the incenkiwe weorld then reault in
less aggreasivensss. Why iz this true? Simply
Becauga wa cammet changs the nalure of human behawvior
and the cpetz that a bupiness Iaces.

If 2 utility can no longer benefiz from
making sconcry saless, they have less juatification to
maincain a staff of zales wereeunael whose coeb will
come out of ererating prefita. Without che incentiwve
mechanigm whicn yvou instituted, a utiliky is actually
demot ivaced to expand the energy abd rescurces
necessary they havs to aoguira to get the knowledge o
today'a markst.

Do the existenca of this staff really make
a difference? Abszclutely, in today's market, only
—hose who track the marker, wno uvnderstand how it
works, who konow whizh abilitles hawve needa, who oowr
which utilitles have avaiable mapacity for sale,
Fhoge are the ooes that will be able o take adwvanlage
of those —ransactions.

If cur cesborers get to keap BOE of today's

pie, but then we remove the incentive and that resulzs

FINRIDA PUBLIC SERVICE COMMISSZON
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ir. them setting a:l of a much smaller pie in the
furure, they are goirg to _ose ard we don’C wanrt Zhab
Lo happen.

g | said thie nornirg, I believe right now
we have a winh-win situatrion. [ don't at all agree
with thops waio feecl that we can make this a win-lose,
7 tkirk werll make it a lose-lose. I beliewe if we
ttaintain tne incentive we'll have @ win-win. EBEoth Fhe
company and the customsr will berafit.

Doss the existence of thisp compebiviva
parkest that so many nave talked abeout, does thac
el minate the wed for the incentive? HNo, the
oppoglte is truas. Mgre conpetivtion will drive down
rrices reducing profits. IE anything, an dincentive is
gvran mere necessary btodasy in this more highly
conoetitive markeL. The new plsyere who make thia
m=rket Lofay have enter=d it Decause of ons reapcl:
~hey have an incentive oo make a profit. You remove
theit profit incentive and they arc gone.

We balicve thege ars the Teal i28u0s in the
dozkst, Many of the other items vai=zed by the
parties, entrepreneuarial risk, retail ckaolce,
nanipulation o econoTy S3les, balk povwer
effigiencied, namse recconition, these are not rea

ipsues. Some of The asgertiona made are actually in

PLORIDR PUHLIC SERVICZ COMMISETON
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error. The rzal guestion g dees the incentive
mecnaniesn Worky Do hunsn Seings reapord wo
mot ivation? Do bus:inessee nake rational decislone?
We Firmly assert thak the angwer to all three of these
questions iz yeg. We ask that you take no aclion o
reTowre the incentive you inscituted wmany yearg ago.
This completeR Ty PUMTALY .
MR. STONE: We tendser the witness,
COMMISSIONER DEASCK: Mr. Burgess.
CROSS EXAMIMATION
BY ME. BURGESH:

Q Mr. Howell, as I heard frcm a numser of the
questions, beth from the Commissicr. and bhe parhied,
it appears that a great dea. of the concern 13 it
ceens like is'p an cne-wWay ircentive. Do irooa
mderstand it that way? That ie, that Eke company, no
atter how bad its efforc, no matter how lictles it
makes an effort to try to wake these gales, 1t cannet
he hurt, it will not be aurt by this particulax
inpeacive tactor; ig Enat gorrsct?

A I'n porry, I didn't Zollow that st =1L In
the ear-ier guesticona by the witnesz. Would wow
repeat that, please?

o Yoo, = it correct that a company could

make less than a satistactory 2ffort at optimizing

FLOR.TA DUELIC EERVICE COMMISSION
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thege maslas and, reverthelesa, garner an additur ko
ite already reasscnapnle rate of Teturs on ita
investmenz?

A Wel>, there's a lot aof "ifa" there and I'1]
tick them off.

The zesumprticsn is 12 they are making a
reasonable return, and we sure don't want to gek inho
chat kercause I'm not a rate-of-return witneds -- but
if there'a the assumption that Lhey are making a
reaporakhle rate of return and they make a poor offorc,
that's ancther "if"; and then they make =some profits
off choae and that's another £, they will geb 20% of
those profiza. That's right. That's a loc of "ifa."
And - sssure you that Gulf Fower is not golng to be
guilty of that and che Southern Compaay is noet goiong
to be guilty of that.

Q TL'g rot an "if* if lt's part cf the
canceptual syebtem, iz 17¥  As part of thia proges=, a
corpany that makes lees than a satisfactory effort at
thage wil’: neverthelesa cet an increaass above what
it'g earning in bage ratesa; is that correck? 1t will
never ne hic with a fecrcase as a resu:z v poor
performanca in this area; is Ehabl correct?

A T'm ¢reving to say yes, il we agree with your

hypothesis., And then 1'm geoing te explaln ry answer.

FLORIDA PUBLIC SERVICE COMMISGSTIN
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I go back —o we ¢an't change huran beiags,
Ene way chey operate. And if you really nave sonebody
whe dogz a4 reslly lousy job abt —hat, I khink they are
going to do a louay job 3t everyvthing else hey do.
They will not be able to conkrnl copts,.  They abe
4oingg to lome in the long rin. Yeuo're coming up with
a hypcthesis chat I juat don't gze would hasper. 3uk
if those conditiens were there, certainly.

Q And yog said at the keginning, when vou were
anewsarirg a gqueatieoern Lo one of the Commisaioners, that
one nesdsd to et a standard for effork in opcimizing
these sa_ea. And :f vou st the bar too low it's
unta’r to the cuatomera, and ZfE you set che bar too
high it'e unfair to the ucilities; iam that correck?

A Well, it'e zleoge. I said if you zet tlke bar
Cozc high and if ywou =zet the Zar too low, and - went oh
Eo explain why wa shouldn't g2t the bar Eecanse we

don't know what tke risht place for ~he zar is.

0 Righl now the hav is Bet ac zerxo, though, iso
it not?
A Well, T kelievs the gueaticnine came along

Lhe liney of ahc:ld we elimingts the incentive angd
zhoculd we egtabhlish a certain amnount of Tvangaccions
that should be considered noreal. An2 - was polincing

to Ehe exhibit that the Stall pasaed out, Ard we see

FLOERTOA PIBLIC SEEVICE COMIIS3IAN
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how Chose asales waty, 8o L's wvery difficult o set

same leve’l of saica Lhat would be a bar, if you will.

Q Fat The Lar at the ccrrent paiat,. the amcant
that's eenaideres notmzal ak thia peint, e zerc.
A No, sir. i wouldsa't say the bar that we

have now, the anouant that we expect, is zerc. L1 thlnk
we've gesn aukbgtantial sales in all of the prisor
vearsa. And I certainly den't tkink thazs we amguns
tkat that's going &5 go o zero., I wouldon't assumre
thaz,

Q But zere ig the point abeove whizn you begin

making money through this procaesa:; isn't that corresct?

A Oh, certainly.

] If vou loak at 2age 7, Line 2 --

. Could I answer the guesticn firsc?

Q Bag your paxdon?

A w2kt me answer the guedgticn, then I'11 go on.

o 2, I thoughl wou were finisked. Excuse me.
Go ahead .

A Certaznly If we apgsune thsre arern'i going Lo

be ary sales and ther there are acrne, and we get 203
af the oain on thak, tken wa're going Lo maks pone
noney . Bub, sgain, I go back ard =ay I don't chink
it's a practical assurpticr; il's certainly a

hypothetical but it's ook a practical agasumpbicn to

FLGEIZA PUBLIC SERVICRE CoMMLSSICH
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1l|| aepuma L nere wouldr't be any,. Becavse we'we sasn

2 || pnkatancial econony =sa_2s in all of Ehe vears in the

L

stafi's exhibiz., And - poink out that the incerntive

4 || was in place iv all of those. And I go back ba what T
S| nad thiz morning, I don't know hew we would ever

& || determine how much chere would he if the incentive

7 || were remowved becanas a 'what 1fv game 19 a losirg

B[ came.
& Q Mr. Rowe_l, I think you're migsisg —he point
13 || on tEhat. I'm net speaking of now magch hae the

11 || incentive lnoresased the amouart <f aalezs. What I'n
12 || aaying is if we gtart witn tke assumpticon thatc a
13 || company 12 =atning a reagonsble rekurn to the

14 || regulatory Srocegs, then we add a system by which you

12 || cannct loss2 any monsey, YoOU Can on.y maks monsy
1EEETegardlesa =i how much effort you put forward, then we
17 || have a zituation where a normality is =et, whicn ie

18 || zern, and any affosrt above that, even if it's not

1% || reasonakle, you gain monsy. And that's the proglen

20 || Ehat I hawve ih repregenting tkhe ccohngunerg.

21 T you wouwld lock at Page T of your

22 || =estimony, Libe 2.

23 ¥ Cfan I rezpond to bBhakb?
24 o Mo, that wasn't a guestion.
25 MR. STCHE: Tf it wasen't a guestion, then

FILCOCR-DA TUBLIC SERVICE COMMISSIOMN
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Il nol gure what place it haa 1o Laia groceeding.

COMMTASTONER DEAHON: MY. Burgedz, we']l’
pither bawve to strike the comment or ac leaat allow
“he witnesg o redpond Lo your - -

MR. BURSESSt I w_thcrew the commenkt.

MR, STONE: Well, then I would mowve thar ic
be gtricken from The record.

MR. BURGESS: T wlithavew cthe commert. It's
etricken on che record.

MR, ST{NE: I =zeligve it takes a ruling.

OOMMISSTONER DEAHON: The commenks that did
noc congtitute a guestion wili be stricgen from the
racard .

MR. STCNE: Thank you.
RY MR, BURGCERZ:

Q@ Mr., Howell, would you look at Page 7 of your
prefiled rebuttal zestimony, please? And here you
refer to Florida Fower & Light ard F_orida Power Jorp
and the 20% atockholder ‘ncentive. 2Zre vou fanilisr
wich Florida Power & Lignt'e treatment of their
nonbroker ecocnomy sslea? I Page]

A I belisve I keard toenm say chat oy Lheir
nocbhooker economy salos Lhey did ook apply any 0%
ineenbiwe . I baliewe thak'm what T hzarvd.

¥ Yed., Do you koow -- are wou famildiar with

FLOR-DA PUBLIC SERVICE COMMISGS ZOM
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rhe proaporcionaliity of their nonorekor dgaleg o bhedir
broker =sales on economy =salees?

A I amr familiar with what the approxinate
relaticrnanip w3z in the 'Bla when thie wasz zet up.
when they initlally made their cal> Lo go with thab.
And, subject to check, the grsat bulk of their saies
wers on the broker. Thers were not that many taat
ware off the croker.

o Wnen thie began?

A wiaen thia began. Angd, therefore, a1f they
are apwlying the 20% incentive to only broksr sales,
the amount of noncroker sales are wery stnall and
probably wouldn't he an issus; thkere wouldn't be much
ey involwed, That's oy recolleckion of the
situatisn when they mads the decizicon as to hoW Ehey
would treat Lhe incentive, O course, they did apply
the incentive Lo crefer sales which rofredgented boa
bulk of thelir sconoms transachicns.

o Do vou know what the current proporbion is
betwsen their broker pales and nonbroksr sales?

A It's my underetanding Zrom Florida Power
Corp that moet of their transacticons atbt this Cime --
itr's wmy understanding that moaz of Chelir transactions
at this time are off che broker, ard bthey wank the

inoearive applied e it.  &nd T —hink thalt @onfirme

PLORTIDA PUBLIL SERVICE COMMISSICH
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what I =22id arlicr, They now sez that cheir
incentive, Zf it were applied to che bu_k of theirx
gales, they wouls continue to get the incentiwve.

If moat of their salesd are going @fF the
broker where they apoly the lncencive to an area where
they dor't apply tne lncentive, ther they are los:ing
thar incentiwve. And it's my understanding chat their
pogition ia bhey want Ehe incentive applied to all
gdonomy sales. And I believe thact's trus of Powsx
Dorp aloo.

0 I was askinzg abcut Florida Powsr & Light.

A It'a my undersbtarding thst's what Fleoerxida
Power & Loght did, too, 1£ I read «- I gramme:sd the
raterial. I krow they didr't put 2 wicn=sas en to chat
geffect. Zut T believe their popision was that the
incentive should be expanded to nonbroker trangactlons
al=za.

o Wow, wouldn't the fact zhat ctheir nonkrokar
trangaclinong are 1ncreadling wilhool an iccentive
relative to the brolksr aales would the incerntiwve
unidermind vour argument that an incentive mast Z=
there in order to zesure taat ws have agoresaive
Leaatrent of thoss sconerny galoat

A Ko, I don't think sc. I Lthink what you're

ueany thare is they are 1 ke orher utilitigs, they

FLORIDZ PUBLIC SERVICE CCMMISSION
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foex]l the lnecontive ig neccggary.  That'a why they arce
asking for it.

o Nevertkel=se, thsir benaviocr up to chis
point would kelie that parbicular apsumption,. would it
ok ?

A I don't thirk =o. I think their behawvior up
to Ehia point i8 juat as T aaid marlier, thers veally
wasn't that mich money ‘nwvelved and it wasa't a big
lague. Now that it is a big isgue, they are saying
the incenktiwve iz appropriate for them toc get.

Mr. BURSESS: Thask weou, Mr. dowell. That's
all I have.
COMMISSIONER DEAHON: HRedire:ot.
ME. STONE: Just one dulescinmn.
REDIRECT EXAMINATION
BY MR. HTUONE:

Q Mr. Howell, iZ yeou take Mr. Burgess's
mypothetical to heart, wouldn't it, i effest, be thet
a4 artilicy that sits on ite lavrels --

MER. EURJEBS: Objesl Eo the guestion as
poing _eadineg.
BY MR. BTUNE:

Q Mr. Howa_l, il a uckzxlity were Zo ik on itcs

_aurelzs and nokt huatle to make =zalee, woulg it gbjll

gain the Z0% on those galey Lhat didn't ca<e place?

FLOZ1oDa PUBLLC SERVICE COMMISSION
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A No, & uti_ity who had che incentive
avali_aple to then and the bar wer-s @at At Zers, aud
didn't do a very good job bkt ot & little biz of
sa’er, weuld have a small beneZit. And that wse what

wag maying carlicer. I don't think you're goling to

find utiliti=s do that becauses those utilities that
recognize there are profits o be madea for zhe
cotpany -- and, Cormissicners. far more imsortantly,
gavings to the cuetomera. Becauas the customers get
Ed: of theage increased sa’eg; the castomers get 1203
o= the gain from these increased purchaess -- I think
vou'd find that thess uti_ities would go aftor them
juat as hard as they couald.

MR, 3TONE: That's a’l T hawe.

COMMIHETONER DEASGON: Okay. Thank you,
>, Howell.

MR. WILLIS: Call Mr. Hernandez,

ME. BUORGESZS: Cornizaicner, I have no orods
examinaticn for Mr, Hernandez.

COMMYSETONER DELGON : I ba_icwo
Mr. Hernandez's Relattal Teatimeny may b lnserted
inte the record without objection.

ig there ar exnizit to the rebutzzs
cestimony, Mr., Willie?

MRE. WELLTH: HNn, Fhere ig nnt .

FLCRIDA =UIBLIC SERVICE JCMMLSE TON
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TAMPA ELECTRIC COMPANY
DOCKET MO. P90001-EI
FILEP: 11/1/59

EEFOFE THE FLORIDA FUHLIC SERVICE COMMISSION & &Y
PEEFABED REBUTTAL TESTIMOWY

oF

THOMAS L. HEFRMANDEZ
Plemase shtate your nate, addrass, oCcsUpaticn gni emclayer.

vy name is Tnomas L. Herpandez. My business sdiress 1s
702 FKorth FranXxlin Street, Tampa, Fiorw<a 33602. I ar
o Tica Bresiden= of Reguiawery Affairs for TECO Enardy,
Tzempa Electric Ccmpey’s [(“Tanpa Slectrizs™ or “coxpany”™)

parent.

2re you the ssme Thomzze L. Hernanie:z who sutmitied

testimony in this proceeding on Octobar 1, 123332
Tes, 1 am.
what is the purpose of your rebutrtal tesbimony?

The purpsse of mny testlrony s To point cukt that the
positions advanced by IPSEC staff witneas Jady arlow,
Jffiee of Trkiic Counsel 1UQPIY] wilness navid L.
Dismukes, and Flogids Industriz’  Fower Users Srowcp

(*FIPUS") witness Xent 2., Tayler regarding the Z7 parcent
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ircen=iwve for economy wransactions are flawed and are
short-sigated in  failing <tTo recognize the overall
benefi*e of <The di-zentive o ratepaysrs of Florida
ntilities. I wiil also gpoint —o inaccuiracies mads by Mr.
Tayler 4in hias direcht testimcny ralative ta *the FMEA

wholesale sgreement and other wholesale geheraiirzations.

Incantlivas

e,

What iszuss do  you dAlssgree wWith In 53taff  witness

Harlow's testimony?

¥z, Herlew accu~ately ackhowledges thiat changes have
ocourred  in the wholezale merket and that making
wholezale salas is ar imcprtant fupetion within
utilicties' crganizaticns. She also  acknowledges trat
economy transactions nave declined over tne years as
utilities kRave wendaged i~ more off-broker, non-firm
wholesale sales. Thesge salies are entered into with
Suyers both within and ovlslde Floriga. What sne fails
to acknowledge are the benefita that would accrue if this
energy cocld be retained within the state, especlally now
guring times o potentlal generation deficiencies whithin
Floriga, and that thls cguld be acestplished througn
inrentives. It the ©ast, the broker accomplished this as

Fleorida utilities  webs encunraged Lo make e &NOHY
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transzactions wlithin the state via appropriately
actaklished incentives by this Commissicon, Thia
certainly does not suggest ellrinating incentiwves; it
guggests that ‘ncentives may need to be re?iaed arc
anhenged to keep lower cost energy in the state Ior the

averall benefit of Florida®s ratepavers.

A key point Ms. Harlow arguses ls that Florida Pawer and
Light Company [(“FFal*) and Flerida Power Corporation
i“Finrlda Zower”] Treat economy Lrarsactions maoce aff-
broxer diffarently than Guif Feowsr Coopany [“GEulft*) and
Tamepa Electrie and, therefore, oy eliminating =he Z3
parcent incentive, this will eliminate tne difference ir
treatmert. Haer eonclusion is not accurate sinee she
seems to confuse the term  VYeconamy®  transactions.
Teonomy transactions csn be accomplished thedugh s=eversl
tyoes of tramsacticn schedoles. I- appesrs that Tampa
Electris angd gulf refer to Schedule © and X transactions
ag “aplit the =zavings¥ or “esonomy” transactions whereby
FP5L and fleorida Poweer inelcde  Schesule 08 &nd J
tranzactions in their definition of “aonnory
transactions. *t appears that 211 o=tifities consistently
retain tTthe 20 percenT incentive on Transactions made
through the bhrooker. It alsg appears zthet all utilities
flow gains Zrom ESchedole ©F and J back te ratepaysrs at

2
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100 percent. The anly “scanony” ~Transactions that the
Flporida wrtilities may be tresting differently are
grhedyle C and X tramsactiong conducted off-broker. In

erder No. 12923, the Commissilon ordered that:

eccnomy energy sales profits are to be
givided betwss- ratepayer: and the shareholders

on an A0%/20% basis, restoctively o oo

“leszly Tanps Electric’s treatment of economy “split the
ggvings” sales is consistent with that ordered by this
Commizsion regardless of how other utilities choese Lo
traat them. To  suggest that incentives  should e
aliminated tao gnsure conslstent Lreatment betwesan E

utilities is inwalid asd-unreasonabla.

Why sho:ld eccnomy transactions maze off-broker include

an ‘necentive for the sellex?

e dircussed 1Iin Tamzma FElecrtric witress Brown's and my
prefiled Ltastlimony, these “splir The gavings"
transarticna sinoply by-zass the auTomated system  and
allow the selling uwtiZlty —o abtain the hest price for

its reterayers. Thera are no sther diflerences.
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What do  you disagree with In OFC witne=s Dismukes'

testimony?

wr. Dismukez arcunents against the 20 parcent incentive
are flawsd. He srgues <thet "che wheole issue of
amrertainty associated with fo-ecasting these gains was
cne of the maia reascns for moving their ratemaking
treatment Srom hase rate wsises e fuel  adjestwment
proceeding.” Althpugh it was & consideration on the
crange of treatment, it wag roct The maln reason feor tne
chango. In 1SB3 when This camtission recognized the need
and importance of an ingentive JYor utZlities So engage in
chort=-term, non-firtt transactlong wWithipn Foorida, ooe of
the ma*n resson=z cor Shis actiep was Lo eghncourage
ntizi—ies tn engage -n these types of trangsagtions ta
menafit Florida ratepsayers, not  simply %$$  change
retemacing treatment hecause it was difficult to forecast
ga_es.,

My . Diamakes insasurately econcludes that s:nce Florida
utilities hawve protested “eompetitive wholesale meTrCchent
facitities” proposes to beo built within the state, they
are contradichilng themselwes by suggesting incentiwves
remain sopropriste. e ignorss the fact that until the
capacity 15 committed on a firm basis to serve Plorids

=
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ratepayers, the merchant energy could be exported and
=o3d witnout any benefit teo Florida's ratepayers while
wsing Florida’s netural rescuzces, a=ilizing allacated

inported fuels, and impacting the state's envircnment.

ans—her inaccurate ponclusicn by Mr. Dismukes 13 thaz
increased economy sslés vyield incressed overall systen
cepacity utilizaticn which yields lewer heal Iates which
vields higher earnings for sharehalsers. It 15 clea2rb by
these statement 4=at  Kr. Clsmukes dees not Lully
gnderstanit Florida hroker and economy transactions. To
enter intc ap aconomy tranzsction, beoth seller and buyer
mi=t nawe the capzcisy availanle since the transacticon is
non=firm a~d  immediztely r=callable upcn notice.
Tnherefore, the capscity factor, or utiliza+tion, ol the
aggregste svstem is unchanged. ©Cn wage 6, lines T &and
=3 = his testimony., M. Jismwokes nmakes a raad
generalizaticn That “increassd capacity wtilization will
increase overall operating sefiiciencies by reducing
average system heat rates.” dnce  again, he confuses
thzory with prectical  agplicstions. Tiie  2conomy
tramsaction ls nases on increnental coste for both buyer
znd seller. Thess £osT3 are cetermined using the product

af incremental, not awverags Yhit heat rates and Juel

prizes, Lto determine ine energy oOECs. The-efore, A4
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generating unlt with a lower fuel price but higher heat
rate [i.e. lass gfficient! emomld digplace a generating
wnit that is more effisient but higher cast To cperats
due tg higher fusl oprices. Ir addltien, the mest
efficient ithermall gperating paoint for nume rous
generating wnit= 1s aot at the maximom capacity Iactor.
mharefo=e, further loading of these wnits could result in
pperating insfficiencies. What he ignores is trat
ecanomy wnolesale Transactiens generaliy yield the lowest

Targins Ler utilities,

In mis <estincoy, Mr. Dismukes infers that Florida
developed a byroger svStem 35 & MEans, in partT, to improve
relishillty. Given the dynsmics of an  ecohaomy
cvapaacTion @ng in che apsence of an incentive for the
selling ubtility, there is no reliabil:ity banefit. hg
4igcussed earlisr, economy transastigng  are capacity

he-tral in that both selier and buyer must hawve tne

capacity awvaillable to enter into +*he transaction. In
other words, a petiential buyer, in the absence af
availzble capaCcity under a “splet the savings"”

transzctiom, wz3t  purchase gower  under a  difZerent
gonedule at @ higher zosh. Th=s selling utility, in the
skapnoe of incentives, i3 likely t0 managse Tipm CoSSLve
margi=s +to minimize aas-avallable rapacity L[o kesp hase

-
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rates a3 law as possible. Incentives encourage utilizies
‘n the state with the =hligaticn te serve 1is customers
tg CarTty dditional <capacity reserves that provide
caportunities to meke energy transscticns that benefit
the ratepavers af both seller and buver. Theae
addi=icrnal capacity reserves are @lso helpful  in
mi~igating the use of ten—-Ffirr load respurces during
veathar pxtremes and/or system powel supply

interrupktions.

mnoTher inscscurate ceonelusicn by 97Cf= witness s that
u-ilities should bhe motivseted Ly nams reodgnition, not
profitability for both ratelayers gnt shareholders.” He
svggests that wutilities cen  §imply  “point Lo their
expertise gnd histeorie warticipacicn in the Florida
nrogker svszer” and <Thi=z serves as  an  intangigle
incentive, Tampa E-ectric iz not driven e “hane
recognition” but it iz driven te providing relisble
electric =#s=vica to ity ratepavers and to provizing a

I ~ecarn bo its sharshcig=rs. This kalance is

is
zupported by incentives like those currently proviged by
the Cormisslon—aporoved 20 percent lncentive on efonamy
tre=gacticons. Inocenbtives sugh as these are important o
s=pourage benefits to  ratepayers  shd snou-d oot ke

plininated.

—
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Bogth otafs and OFC argue that utilities should be
mo=ivatei = reduce rates Sy erediting the fuel clause
with 100 percent oI EBCSRSMY szles gains. Tampa Electric
has takeph many astions to keep ts rateg competitive well
bevend what the parties are now sugagesting. The company
daeg oot agree that the rencval of incentiwves is
aporopriate since this acTion would ke shortsighted and

fails to welgh overall benefits of sconony transactions.

wha® oa wou disagres with in FIPUZ witneas Taylor's

testimeny regarding incentlves?

Mr. Teyler econzludes that becsuse thers are no risks to
utiiities relative to economy gales, thers should net be
3 *“rewards.¥ Although risks for economy transacticns are
not agz signilicsnt as other twvpes of wholesale
transactions, the cenclusiasn “hst there are no risks and
thereSore utillsigs shoulz not be allswed a return Lo
shareholders is erronecus. The sellar» dees in faet incar
addi~ional castz and Sace alternatives that, witheout the
aprropriate incentive, could lead both  the geller and
muyer Te concluce that to entez into ecopemy transactions
ig tao risxy from a reliability and compeTitive
perspestive. FIPJG' s conciusicons ignore, as do Stafffs

9
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amedl OPCfs, The impoctance of retaining a competitive
whoiesale market within Flsrida by incenting Sapacity and
anergy to remain within the state for the benefit of all

ratepavyera.

Wholagale hgreamasnts

2.

What ather observations does M@, Taylor make aboet

whol=saie &ales, in gensral, That are inacqurata?

Mr. Taylar's suggesTions in his testimony on page 11,
line 11 threugh page 12, dinme 5 are conizadictory and
ucdermine the wery prenize cof non-Ilrkm 1load TIeSourses
sych &= interruptible sérvice and Load managerent
CIDgrans. Tne waluie o neop-firm load rescurtes s
predicated on tha vwvaluse o»f deferral or avelidance of
copngtructing genersbing olant or purchasing firm power.
Thiz sane “avsided <cst™ waluwe iz the basgis for load
managemenh program credits and cdiscounted rates for those
hor=firm custoners on en interruptisle rate., In fact, if
therse were no noen~firm laad resources oo pur system, tne
aszacizted increase in firm lgad and energy wonld reguirs
Tampa Electric To build or acquire acditionai suppliy-side
respurees te  reliaply meet the higher firm system
reiiYements. "hess sSame supply-side resources would

then be availzble to ge uzed in the as-avallaple economy

1c




11

1z

13

14

&77

merkst or spot market when ngt utilized feor retail

customer needs.

O wage 12, lines £ throogh 4, Mr. Tayleor =rranesously
refers To & 15 percent regerve margin relatlve to toial
system demsn=d when in fact the 13 percent Tessrve margin
apolies only to firm supply-s-de resources and E£izm
svatem demsnd. Non-fixs supply resources aleé excluoed
zmd non-firt lpsd resources are included due tc  the
sconomic Pepsfits for both parcticipeting custamers and

general body of ratspayers as I stated earlier.

Do you disagres with FIBIG witness Taylor’s comnments
related o the regulatory treatmant reguested gy Tanpsa
Flestric in thig praocesding Zor the FMPR  wholesals

agreement’

YTes. “here are numercns ineocuracies and allegations
made by Wr. Tayicr that zre biased and untrile. on page
5, line 7 o©o¥ his testimany, Mr. Tayicr 1nfers that
urititiss =2ell capacity ‘n thne wholesale market at less
trnan cost. Thiz is simply untrue. This Commissian has
long held and Tampas Electric supports the cancept that no
sa'gs should bhe made below incremanbal cost. Tharafore,

any rsvenues in excess of the increnents. oosts to serve

L1
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4 wholeszale transarction, elther firm er non-Iirm, creaate
wenefits to Doth ratepsyers and shareholders. It 1s the
allocatliar of tha censfits in dispute, not the conzept of

s2lling above Inoremsntal cost. This =ame concept

dispels Mr. Taylor's noTion of "™pregatery prleing in the

whalesate marxet ks kill off gompetition.” Boutilivy
that develops and maintains s cost-effective balance si
supoly-siga &ant demend-side resources to reliakly meeat
the needz of i‘te retsil customers i1s 1likely T be
positiared To sell cawpacity in the wholesale markel at

prices above its incremental co3t.

o psge 9, line 22, ¥r. Tay-oer incorrectly refers to the
SMEL agreemaent az being bacsed ¢ by ™14&e MW of TECo s
tost efficisnt generating :nits.” Rased on averade heat
retes, Folx Unit One is the ngst efficient unit on Tamps
Eleckric’s system and Big Zend Units 1 and 4 are more
o ficiepnt than Gannon Usits & and 6. In addizion, no

nore than 50 MW will be sold to FMPA @t any one time.

on page 10 of klz testimony (lines 1 through 5), Mr.
Taylor notes that the sost ol the energy sold to FYFA 1=
legs tnan =he prirce *he company charges 1ts interruptible
customer. The EHRR sule was priced uzing capacity and
energy in axcess o Tampa Electricts reserxve margih

L2
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criteria and abowve incrementzl costs to serve the load.
sines the total revenues excead the Ttotal incremental
costs ta serve the gale, economic benefits ars realirzed.
Hawewver, incer-uptible sustomers, by deZinition, d= nnt
require capaclty support yet are served oy the company's
supply-side resgarces for TOST oS thelr BELELY
requirements at a discounted rate. while =neither the
TMPA sale nor inte=roptible custemers requlre additional
supply-side resources, the durationm 2f the commitments to
serve differs aignificantly. The FMFA =ale bedan
Pecember 15, 1%96 anc ends March 1%, 2001 with less than
15 monthe ramainirg at the =start of the prejsction
pericd. In rcontrast, the bulkx of the interruptib:e
custoTers hzve pegn on the odlscounted rete =ince 1956 and

require a ninimum eof five years written notice to

transferx Zrom & hoc-firm to firm rats.

On page 11, .lnes 3 End 4, ¥r. Tevlor inccrrectly asserts
that the third-party purchases for FHFEA 1In 298 gnd 1539
impactes Tempa Electric’s native load customers. Bs
shown in the conpany's monthly fuel fillngs, no costs
associgted with the third-party porchases were inciuced

foor cost recavery.
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Finally, ¥r. Taylor's assezticn that the FMEA transaction
should be studied in a separate ococket s unwarranted.
T-is Cemmission thoroughly reviewsd the treansaction in
1937 =and found that the total revenues  exgedded
incrementa: ccsts and thay the sale proviged significant
economic Denefits. 2ince the ocmpany 1s proposing o
credit 100 psrecent of the revenues for the remalning
menths of the transasticn, there iz no need to nave a
separate proceeding. Even isolating the last 14 * manths
af the Tfour-year transacticon, there are benelits
a-tributable o the sale as shewn in the exhibit i my
direct testimonv. The company’s projected cost recovery
crapnse factges in this proceeding  fa-  the year 2000
reflect those bemnefits., CDeferring a4 decision would only

Aefer tne henefit: fo the campany's rategayers.

Ccos thisg corciude vour tescimony?

Tes, it does.

119
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ME. WILLIS: <Zall Mr. plack.

MR, BURGEEES: Commiwvaicnsr, n wiew of cur
ruling with respect to the OSHA roport, we arTe
withdrawing Mr. Black's testimomy, Rebutbal Tzatimony,
beginning on Page 2, Line 22, through Page &, Line 3,

COMMISSIONER DEABON: Very well.

MR, WILLIS: Would you please state your
name and address?

ME. BUEGEAS: Mr. Chairwman, I don'r think
anybody has any guestiona.

¥KE. WILLIZ: Oh, okay. Well --

OOMMISSTONMER DEASON: If tkera's no
ohijection, we will nave the testimony inaertec inta
rhe record with the deleticon which ¥Mr. Willis just
identified.

#WR. WILLIR: Vary well.

COMMIBETONER DEASON: And rthere's no exaibit
attacned to the --

MR. WILLIS: There ig ane exhibit attached
whick I Tegquea: that -- it'm titled "Jcob Planning
Fropedure." Hequesk that 1t be identitied.

COMMISSIONER DEAZON= Exhibit 41.

MER. WELLIS: Requess i1k be woved inte
pvidence,

COMMISSIQONER DEREON: TUWitheoot objection, it

SLORTEA PUELIC SERVICE COMMISSICH
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uhall bhe admitted into the recoxd.
(Zxlibcic 41 markeg for iden-ification srd

receivad in evidencsa.?

SLORILA PURLIO SERVICE ZCMMISES LOM
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tndustrial Power Users Group (“PIPUG"} witness Keat D.

TaMEA ELECTRIC COMPANY
DOCKET NO. #90001-EI
FILED: 11/1/9%

BEFORE THE FLORIDA PUBLIC EERVICE COMMISEION

Ly
oo
.f__-..l

PREPARED REBUTTRL TESTIMOWY
oF

CHARLES R. BLACK

Dlesss state your name, address, occupation and employe=.

My name is Charles R. Black. My busineed addreas is 702
Morth Franklin Streec, Tampa, Florida 33602, I am Vice
Prepident -Energy Supply for Tampa Electric Company

(*Tampa Electric* or "company™).

Are you the same Charles R. Black who submitted testimeny

in rhis proceeding on October 1, 19937

Yoz, I am.

what is the purpose of your rebuttal testimony in thie

proceeding?

The purpoese of my testimony is to polnt out that the

poeitien  and certain  ptatements - made by Florida

o -
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Taylor regarding the Qannon Unit & accident are falae and

are inconsistent with sound Tegulacory policy.
Have you prepared an exhibit to your tescimony?

Tea., 1 nave, My rebuttal Sxnikit Ho, Lif (CR2-2} was

preparsd under my directicn and supervision and conaists

nf one doocument.
What do wou disagree wich in Mr. Taylor’'s teatimony?

FIFUG'a witpess incorrectly statea that Tampa Electric
haz naot presented evidence to support the recovery of
fuel and purchased power asseclated with the Gannen Unit
& arccident. Tampa Electric has regpunded to  svery |
interrogatory and productlict. of document Fequest related
to the accident in a rcimely manner, My rpre-filed
testimeny and the testimany of Wark D. Ward provides
evidence necesasary to support the appropriacenssa of

recovery Eor replasement fusl and purchased power.

Ll s i g T T E TN R NI L Tt SHA

LnHaa5g5-i-nn_han-5lai-d-iiiF-n-ihu&ﬁhpmiee—ahe—aﬁ?iaﬂian*
el il
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an inadequate jab briefing Ty the work crew's superfoor
~n the worning of the accident. While Tammpa N ectric
ragaived a cltation comtaining four iteme fromUSHh as a
resit of ite invecrigation of @anncn Statym, only one
item wys directly related to EFhe accide that ocourred
en RprilN\E8. 1%39, OSHE attributed e accident Eo an
inadequate Mob briefing by the work irew's superviaor on
the morning oM che accident in tpat the work procedures

and hazarde invel¥ed were not dyScussed adeguately.

Pleace digcuze each ofZcheJO0SHA citarions in mere detail.

Tne sacepe of O3HR'H gatlon ariging out of che

Bpril &, 13%39 accigent involwadd Gannon Scation. GSHL

glsc conducted 5 gr investigation of

related sslely to Bi Send Station

apsociated with work arsanzarctivities.

ally, these Big Bend $Statlon citatio related

he company’ o lack af dewve lopment

imgflementation of an emsrgency respenas plan =k
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F 1o merntbable = 5 i RS e iRk s e T
.adequately encleoesd sprocket wheels and chaipf at
Big Yend Units 4. None of these cpitarions flate in

any Yay Co the accident at issue in thia progfesding.

“lease Aescribe the 0S8HA citation tha related to Gannon

Station.

ns T mentignedYabows, only cnefriolabian directly rTelated
ta rhe accident. Thnat wag! Citation 1, Item 1, which

gtakbea thakt:

The briefing confludfed by the persom in charge

dig nac cover rhe hagards apaociated witn the

jok, werk JProsedures rwolwed, and special
precautionaf associated Wil the work t& be
parformed For the work beifyg conducted ak the

Tampa Elfctric Company, Gaanon etation, Undit #6€
cemeratdr, the oriefing bthat was cogduoted on the
morning of April 8, 159% Jdid not Neffectively
coved, or infeorm membere of the maintenabGe crew,
=} e following hazards asacciated with thewlokb.
oxf wpecial precautiona and  work procedurd

ggociated with che jab.
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Citakrion 1, Itema ZA and 27 were combined gpfd relake to
pxacedures thar existed and are used forgthe control of
pobexrially hazardous eh&rgy, The documented
procedudes for which employess wghe Lkralned did net
senrain ppesific writkten procedgires for shucting down
and aecuringlgauipment to cogfrol hazardoue 2nergy Tor
did =hey inchude writtefd procedures for testing

equipment to dete¥mine aghd verify the effectriveneas of

pnergy cantrol meaghrgh and tag oub devices, Thase

procedures  were nof Eelated to the cause ol the

acgident, Theae g2 come into play after the
decizion is magle the equiprent for the
required maig mrocedures  oaurse the

degired scagk of shut down oocurssgefore the plagsment

of a taggyfis device indicating the makhine or equipment

i readyyffor the reguired maintenance.,

Beladed ro the asmident, there had been no refuest that

thef equipment be taggeda out and therefors
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after the unit had bzen purged of hydrogen andthen
wecked to hs aure the equipmenr  was  2h down.
igolgted, blocked and s=cured. A tag thin would be
igsuediwhich would then be signed by thefsupsrviscr wha
would thidn advise the crew it was 53 Lo proceed. The
particulary concern here was tha the procedurea for
physically Surting down and f=curing the &qUIpMEDC
were ant gpegified in writingl However, the procedures
are well Known andy in facyl, arse weed by the company to
physiczlly shut 4o End  secure eqguipnent  before

equipment 1ia tagged a released to malintenance,

Plemos diacuaag

citation 1, fiten 3 cited the eodgpany for not canduct ing

an annua ingpecticn «f Che eners control procedure,

which a technlical wislation and pnrelated ta the

deoe Algpuge Citation 1, Item 4.

Citatian 1, Iten 4 zelated t¢o the company’s baggd
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elactriy ubilicy dndustry. osEA, the Bdigon Jleorric

Inacitutay (the electrie utility trade associz iond, Aand

the 1BEW IMNernatioral had peen engagsd fopf a number of

vears in omfgoing  discussiona  with pgnect Lo Ehe

applicapllity of certalin aspecte of gfle COSHAR "lock oub,
tag out” etandard Tnat ipaus was
finally clarified directive igsuec on

CCcoobher 14, 195%9,

The central isaue here wyether a supervisory tagging

eyBtem Or a group G5 oub eXagtem waal the appropriate

procedure in lightof the 1induffzy’s belief that the

supervisory Laggfng &ystem met e Aaystem operator

provisione offf the applicable QSHM wptandard. Tampa

Elastric andf che Tedst of the utillty ihguetry follawed

the systegl operator aystem which allowed, Zbut did not

requite, feach grew memher £O pign the taw beidge working

on & ace of equipmeant. geHA did not finallil clarify

itg Jooeiticon on  thls  dissas  unkil wall afte this

acdldens. Congemuently, wa believe that it is ently ely

appropriate to consider in any way & Mesure whigh
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Did Tampa Elsctric nave specifie wrirten instrucktions with
respect to the regquired Job briefing by the perason in

shargart

Yoz, moat definitely. guch inetructions are clearly
previded  in the Company'e  8afe  Practice Frocsdures
Manual. Thage ingtruations are included in my exhikit

entitled “Job Planocing Procedurs.”

What waa the experience level of the person who was
required to provide the briefing oo cthe morning of the

acnident?

The person who was in charge is & well respected and
exparienced supervisor whoe had beea in a SUpErvVienTy
positiocn for many years and who had supervised thiz =ame
maintenance job numercus timee. Since long prior Lo toe
april 8, 199%2 accident, Tampa Electric har had in place =2
rraining pregram designed to  insure that work crew
supervisore provide adeguate jcb brisfings prior to work

aommencenmenk . This wmupervisor waa wWell aware of the




1d

11

12

13

id

1%

1=

17

1 ;|

1z

20

21

=2

23

24

621

concditicn of the unit and waa resaponsible for reguesting
that tha generator bz tagged out for tne crew. He had
not made that ~eruast atr the time af the briefing and did

not advige the crew of the status of the generator.

Was the job briefing held cn the day of the accidentc?

Yog. Howovar, while the superviser believed he
asgmunicated to the arew the staktus of the generator, Ehe
crew understcod hip remarks differently.  While the crew
was nct given apecific instructlon to proceed o open the
aoness cover to the genersteor, Lrom the best we hawve been
akle to ascertain, the ewployes wiho opened the cover mada
the decizicn to procesd Dased on hia belief it wap safe

to do ag after the briefing.

What action should che Commiasaion take in thia proceeding

with respect Co the Sannon & adcidenc?

The Commission should alleow the full east of racovery of
replaramant fuel and purchased power which was reguired
as a repult of the accident. The accident was the reault
of an unfortunate miscommunimaticn by & wvalued and

dedicated employee and cervainly was net the result of

2]
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any willfu misconduck by anyone. Tne supervigor
regponaible 18 well Erained wirh many yearse nf experisnca
in performing and supervising generartcer maintenance. The
specific job briefing reguired i1a clearly =set ocut in
wIiitter instructione 4in the company'e ESafe Fracrtices
Marwal. Tha company had a history over the years of
gafely performing gepsration maintenande hbefore thinm

accident accurred.

Thia accident waa not caused py mansgement’s imprudence.
The company had the appropriase procedure in place, but
in thia situation, al11 of the neceszeary elements of the
“Tob Plapning Frocedurs® wers neot covered. It is
imporcant to define repsensibilicy in a way that permiks
a regulated utility to continue to conduct its affaire
copaliatent with the vealitiesz of company rights and
obligationa. Unlike unregulated private industoy, public
utilities =are not entitled to kpenefirs of uneconomic
gaing nor are they free from a duby to deliwver agervice.
It would not be fair then to gaddle & utility with the
burden of economic losa in & ~ase like thia. There ip no
evidence of a cavalier aor irresponsible atcitude By Tampa
Elactrie mr any of its emloyvees toward efficiency or

pafety. Inde=d a wery high astandsrd of care la the

10
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general rule at Tampa Eleatric in all matters, =nd

particutarly, related to aafety.

The real cauae of the aseldenc was nob any management
defielency, rrocedural or otherwiss but on unfortunate
migoormunicatiens between dedicated, hswd warking, and

experisnced employeesd.

Does this conclude your teetimony?

Yezx, it doea.
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COMMIZSIONER DEREON: Jkay. That conclides
ail of che prefiled ctcescimony, direct ard rebuttat,
The Taoors id now compiete, Ie thabt correct?

HR. KEATING: Tnat's corracc.

COMMISSIONER DERSON: Stall, now do owe
proceed from here?

ME. KEATING:t I helieve firvet we hawve --

COMMISSIONER DEASON: Hy the way, Just let
ne clarify that all exhikite that have hean
iderntified, 1 Lhrough 41, have been adnitted with the
excepticr of EBxhibic 37.

MR. FEATING: First, I think we shouald starc
with several stipulated ipsues thab ware agreesd to
prior to the hearing. I der't think we've wvoted --

COMMISETONER DEASON: Letc=s do this. Iec's
teke a recess. Give Stalfl a lew minubes Lo agoertalin
where we are ang now we gbould srcceed from this
point, And we'll come bhack at five mimites to thrae.

12ricf recess taken.d

{Tranacript continues sn Volufie 5.
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