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Q.  Please s ta te  your name and business address. 

A.  My name i s  W i l l i a m  B. McNulty, My business address i s  2540 Shumard Oak 

Boulevard Tal lahassee, F lo r ida  '32399-0850 

Q. By whom are you employed and i n  what capacity? 

A.  I am employed by the F lo r ida  Public Service Commission as a Pub l i t  U t i l i t y  , 

Supervi sor i n the Div is ion.  o f  - Economic Regul a t i  on. 

Q. Please g ive a b r i e f  descr ip t ion of  your educational back,ground and 

professi  onal experience . 

A. I graduated from the Un ivers i ty  o f  Flor-ida i n  1981 w i th  a Bachelor o f  

Science degree i n  Psychology. I graduated from the Un ivers i ty  o f  Central 

F lo r ida  i n  1989 w i th  a Master o f  Business Administrat ion degree. In t ha t  ' 

same year, I began employment w i th  the F lo r ida  Public Service Commission as 

a Regulatory Analyst. I n  May 1998, I was promoted t o  Regulatory Analyst 

Supervisor i n  the Div is ion o f  Research and Regulatory Review. I was promoted 

t o  my current  pos i t ion  i n  May 2000. 

Q. What are your present responsi b i  1 i t i e s  w i th  the Commission? 

A. My respons ib i l i t i es  include assigning, d i rec t ing ,  and supervising the 

a c t i v i t i e s  o f  the Cost Recovery Section o f  the Bureau o f  E l e c t r i c  Re1 i abi 1 i ty  

and Cost Recovery. Section a c t i v i t i e s  include the development and 

presentation o f  analyses and recommendations t o  the Commission primari fy 

re1 ated t o  cost  recovery o f  various c l  ause-re1 ated expenses ( f u e l ,  purchased 

power, and envi ronmental 1 , as we1 1 as t o  p e t i  t ions/motions for t e r r i  tor i  a1 

agreements and d i  sputes and t o  rev i  ews o f  reports o f  e l e c t r i c  di  s t r i  but ion 

r e l i a b i l i t y  and re la ted rulemaking. I also assign. d i r e c t  and supervise the 

processi ng o f  customer compl a in ts  concerni ng d i s t r i b u t i o n  re1 i abi 1 i ty  and 
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q u a l i t y  o f  service t h a t  may be assigned t o  the  D iv is ion  .of Economic 

Regulation. 

Q. Have you previously t e s t i f i e d  before the Commission? 

A. No. However, I have submitted d i r e c t  testimony i n  t h i s  docket dated 

October 14, 2003 t h a t  i s  scheduled t o  be heard before the Commission on 

I 

November 12-14, 2003, on issues per ta i  n i  ng t o  Progress Energy H o r i  da, Inc . ’s 

waterborne coal t ranspor tat ion service (WCTS) market p r i c e  proxies. 

Q. What i s  the purpose o f  your testimony? 

A.  The purpose o f  my testimony i s  t o  make recommendations as t o  how the 

Commi ss i  on should address t h i s  proceedi ng concerni ng’ the prudence o f  Tampa 

E lec t r i c  Company’s ( T K O )  purchases o f  waterborne coal t ranspor tat ion serv ice 

(WCTS) from i t s  a f f i l - i  ate,  TECO Transport. These recommendations are provided 

based on the  informat ion avai lab le t o  me a t  the time t h i s  testimony was 

prepared. A t  t h a t  t ime, I have only l i m i t e d  informat ion concerning TECO’s 

evaluation o f  an appropriate market ra te .  However, I bel ieve tha t  the 

recommendati on stated herei n provides a reasonable means f o r  estab l  i shi ng t h a t  

ra te .  

Q. Please i d e n t i f y  the  issues you address. 

A .  As i d e n t i f i e d  i n  the most recent issue l i s t  f o r  t h i s  docket a t  the time 

t h i s  testimony was prepared, the f o l  1 owi ng four issues concerni ng the prudence 

o f  TECO’s purchases o f  WCTS from TECO Transport have been raised i n  t h i s  
I 

proceeding : 

ISSUE 17E: Is Tampa E l e c t r i c ’ s  June 27, 2003, request f o r  proposals 

s u f f i c i e n t  t o  determine the current market p r ice  for coal t ransportat ion? 

ISSUE 17F: Are Tampa E l e c t r i c ’ s  projected coal t ransportat ion costs f o r  
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I 

2004 through 2008 under the winning b i d  t o  i t s  June 27, 2003, request for 

proposals for coal t ransportat ion -reasonable f o r  cost  recovery purposes? 

ISSUE 17G: Is the waterborne coal t ranspor tat ion benchmark tha t  was 
.. 

establ ished i n  Order No. PSC-93-0443-FOF-€1, issued March 23, 1993, i n  Docket '  

No. 930001-EI, s t i l l  a relevant and s u f f i c i e n t  means f o r  assessing the 

prudence o f  t ransportat ian costs paid by Tampa E l e c t r i c  Company t o  i t s  

a f f i  1 i ate, TECO Transport? 

ISSUE 17H: Should the Commi ssi  on, modi fy  o r  e l  i m i  nate the waterborne 

coal t ransportat ion benchmark tha t  was establ ished f o r  Tampa E lec t r i c  i n  Order 

No. PSC-93-0443-FOF-E1, issued March 23, 1993, i n  Docket No. 930001-€1? 

Issues 17E and 17F are d i r e c t l y  re la ted  t o  waterborne coal 

t ransportat ion costs t o  be incurred by TECO under a f i v e  year contract signed 

October 6.  2003, wi th  TECO Transport. Issues 17G and 17H question the 

continued usefulness o f  the ex i s t i ng  benchmark mechanism tha t  was establ ished 

15 years ago t o  help the Commission assess ' the prudence .of PECO's purchases 

o f  WCTS from i t s  a f f i  1 i ate.  

Q. Based on the informat ion avai lable t o  you, how should the Commission 

resolve these issues? 

A. Regarding Issue 17E. the Commission should determine tha t  the RFP as 

developed and administered by TECO had several shortcomings i n  generating a 

reasonable leve l  o f  informat ion about market p r i ce  and i t  should also 

determine tha t  the RFP nonetheless provided the most cer ta in  information 

regarding WCTS market p r i c e  f o r  TECO avai lable a t  t h i s  t ime. 

Regarding Issue 17F, no winning proposal was selected by TKO,  as the 

u t i l i t y  awarded the contract  t o  TECO Transport on the basis o f  i t s  market 

-4 - 
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study r e s u l t  . However , f o r  cost recovery purposes, the bes t ’  a v a i  1 able 

ind icator  o f  market  p r i c e  i s  the b i d  f o r  the f u l l  volume o f  coal t ranspor t  

prof fered by The average; Cra i l  rate f o r  s i m i l a r  

coal sources included i n  the TECO/TECO Transport contract  r e f l e c t s  the best 

estimate o f  the WCTS market p r ice  f o r  TECO, which i s  1 per ton,. (EKH WBM- 

1). This i s ,  per ton  less than the average market ra te  for  those same 

coal” sources re f lec ted  i n the 2004-2008 TECWTECO Transport contract  

The average r a i l  r a te  o f fe red  by ’  i s  5.25 percent less than the average 

waterborne ra te  of fered by TECO Transport. The Commission should det.ermi ne 

TECO’s recoverable costs f o r  WCTS provided by TECO Transport f o r  the f i r s t  

quarter o f  2004 are  the rates appearing i n  the TECO/TECO Transport contract  

less 5.25 percent. This should be the i n i t i a l  recoverable cost  as determined 

i n  upcoming fue l  docket proceedings. For Issue 17G, the Commission should 

determi ne t h a t  TECO’ s current  WCTS benchmark i s i r r e l  evant i n determi n i  ng the 

prudence o f  TECO’s WCTS cost incurred v i a  i t s  contract  w i th  TECO Transport. 

The WCTS benchmark has consistent ly exceeded the market p r i ce  by a s i g n i f i c a n t  

margin ever since the benchmark was established f i f t e e n  years ago. 

.. 

F ina l l y ,  the Commission should resolve Issue 17H by el iminat ing the 

benchmark and i d e n t i f y i n g  TECO’s WCTS cost recovery as an annual issue i n  the 

fue l  docket t o  be resolved by an audi t  o f  TECO‘s operating resu l ts  under i t s  

contract w i th  TECO Transport. The benchmark should be replaced w i th  a market 

p r ice  proxy methodology t h a t  i n f l  ates/deflates the i n i  ti a1 recoverable costs 

i d e n t i f i e d  i n  Issue 17F by the pr ice  escalat ion method appearing i n  the new 

TECO/TECO Transport cont ract .  

ISSUE 17E: Is Tampa Electric’s June 27, 2003, request f o r  proposals 
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su f f i c ien t  t o  determine the current market price for  coal transportation? 

Q .  How d i d  you evaluate TECO’s RFP f o r  purposes o f  determining whether i t  was 

s u f f i  c i  ent  t o  determi ne the current market p r i ce  f o r  waterborne coal 

transportat ion? 

I 

.. 

A. 

waterborne coal t ransportat ion based on several c r i  t e r i  a: 

I evaluated TECO’s RFP a b i l i t y  t o  determine the current’market pr ice o f  , 

1. Did the RFP process (scheduling, b i d  communications) and RFP 

impede or  motivate potent ia l  qua l i f i ed  bidders t o  bid? 

2 .  

3. 

Was the incumbent provider required t o  bid? 

Did the b i d  process generate a s u f f i c i e n t  number o f  proposals t o  

determi ne a market price? 

Q. What was the resu l t  o f  your evaluation o f  TECO’s RFP process? 

A. I determined tha t  TECO’s RFP process had several shortcomings. Regarding 

sctiedul i ng , the u t i  1 i t y  began the competit ive b i d  process re1 a t i  vely 1 ate, 

barely s i x  months before the end o f  the ex i s t i ng  contract  f o r  coal 

t ranspor tat ion and l a t e  for the purposes o f  t h i s  proceeding. TECO signed a 

new contract  a l i t t l e  over three months a f te r  i t  issued i t s  RFP and less than 

three months before the end o f  the ex is t ing  contract .  In contrast ,  TECO began 

the b i d  process more than a year before the termination date o f  the previous 

contract  t h a t  ended December 31, 1998. The 2003 RFP allowed j u s t  less than 

f i v e  weeks f o r  potent ia l  bidders t o  l earn  about the opportunity t o  bid, 

construct a b id ,  and submit i t  t o  TECO’s o f f i c e s .  The u t i l i t y  o f fe rs  no 

reason fo r  why t h i s  l a t e  and abbreviated scheduling was pursued. My concern 

i s  two-fold: (1) a l a t e  s t a r t  creates the impression tha t  the competit ive bid 

-5- 
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e f f o r t  i s  no t  ser ious ly  intent ioned, and W i t  allows po ten t i a l  b idders less 

opportunity t o  react  t o  the opportuni ty presented. 

I My second concern regarding the RFP process involves TECO’s f a i l u r e  t o  

pursue potent i  a1 bidders. A t  l eas t  one 1 arge r i v e r  t ransport  company with the 

capacity t o  serve TECO d i d  not  b i d  and was no t  contacted by TKO to,.determine 

the reasons why they chose not t o  b id ,  e i t he r  before or  a f t e r  the c los ing  

date‘. Companies la rge  enough t o  serve TECO’s r i v e r  t ransport  needs are qu i te  

l im i ted .  There are perhaps four or f i v e  r i v e r  t ransport  companies t h a t  f i t  

TECO’s unique needs, and as i t  turned out,  only one such company b id .  

Additional responses were needed t o  provide a c learer  p i c t u r e  o f  the r i v e r  

t ransport  market. Li kewi se, the number o f  companies posi t inned t o  provide 

ocean t ranspor t  for TECO are very l im i ted .  TECO’s po l i cy  i s  i n  contrast  t o  

Gulf Power Company’s. I n  the event capable bidders do not  b id  as Gu l f ’ s  b i d  

deadline approaches, Gulf  contacts them t o  f i n d  out whether they in tend t o  

b id .  I f  they in tend not t o  b id ,  Gulf attempts engage i n  dialogue w i th  them 

i n  order t o  determine whether t h e i r  reasons f o r  not  bidding can be overcome. 

I bel ieve t h i s  process would have allowed TECO t o  cast  as wide a net  as 

possible, wi thout s a c r i f i c i n g  the fai rness o f  the process. 

These concerns lead me t o  conclude t h a t  the process TECO used i n  2003 

t o  select  a WCTS provider was not one designed t o  motivate ,potential bidders 

t o  b i d  nor adequately reveal market pr ices.  

Q.  What was your evaluation o f  the RFP instrument? 

A .  The RFP instrument was a creat ion o f  TECO w i th  very l i t t l e ,  i f  any, input 

from poten t ia l  respondents, par t ies t o  the fue l  docket, or  Commission s t a f f .  

Autonomous design o f  i t s  RFP i s  the u t i l i t y ’ s  prerogative. I n  t h i s  case, S t a f f  

-7- 
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of fe red  i npu t  t o  T K O  o u t l i n i n g  i t s  concerns about t he  RFP. S t a f f  agreed to 

provide i n  w r i t i n g  what i t  thought were important c l a r i f i c a t i o n s  to - - the  RFP 

for the u t i l i t y  t o  provide t o  prospective bid respondents and trade 

pub1 ica t ions .  The u t i  1 i t y  determined t o  advise these e n t i  t i e s  only o f  1 a 

typographical correct ion and d i s t r i bu ted  none of  the requested c l a r i f i c a t i o n s .  

According t o  TECO. the cl a r i  fi-cations were not  d i s t r i  but& because they would 

“confuse the  RFP process and discourage proposals that otherwise might be 

forthcoming. ” The cl a r i  f i  c a t i  ons requested were as fol1 ows : 

1 

(1) Reveal TECO’s ten ta t i ve  timetable f o r  d i s t r i b u t i n g  the RFP, 

evaluat jng the b ids,  and se lect ing the winner, 

( 2 )  Declare tha t  bids f o r  r i v e r ,  terminal ,  and ocean components as 

received w i l l  be matched together i n  a combination tha t  would represent the 

best b i d  based on a combination o f  p r i ce  and non-price factors ,  

(3) 

be considered , 

(4)  

Declare that a l t e rna t i ve  terminals t o  those i n  New Orleans would 

Decl are tha t  termi na l  s which cannot except Panamax-si zed vessels ’ 

w i l l  a lso be evaluated. and 

(5) Clar i fy  whether TECO Transport had a r i g h t  o f  f i r s t  re fusal .  

Each o f  these c l a r i f i c a t i o n s  would have made the  proc.ess more 

transparent f o r  the potent i  a1 respondents. However, T K O  appears t~ have 

l i m i t e d  the po ten t ia l  pool o f  applicants w i th  language included i n  the f i r s t  

paragraph o f  the f i r s t  page i n  the RFP. There the RFP stated, “Tampa E l e c t r i c  

prefers proposals f o r  in tegrated waterborne t ranspor tat ion services, however, 

proposals f o r  segmented services w i  11 be considered. ” This statement o f  

preference seems t o  place more emphasis on an in tegra t ion  than the other 

-8 - 
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select  on c r i t e r i a .  Placed as i t  i s  a t  the beginning o f  the t i x t ,  i t  i s  

eas i l y  established as a very important select ion c r i t e r i o n  by I the --company 

(other evaluation c r i t e r i a  appear on Page 5 o f  the RFP). Further, TECO cannot 

i d e n t i f y  any potent ia l  suppl ier  other than TECO Transport who s a t i s f i e s  t h i s  

preference. I .  

One other important l i m i t i n g  statement im the RFP, also placed 

prominently i n  the f i r s t  paragraph o f  the f i r s t  page, involved TECO's 

requirement tha t  proposals should represent the e n t i r e  volume o f  coal 

' transport service stated i n  the RFP. By discouraging transport  companies 

which could have provided a por t ion o f  the t ransport  needs i n  any one segment 

(e  .g . r i v e r  t ranspor t ) ,  TECO fu r ther  r e s t r i  cted the opportuni ty for  recei v i  ng 

a greater number o f  bids and more market p r i ce  informatibn. 

TECO's 2003 RFP f o r  WCTS i s  more r e s t r i c t i v e  than TECO's 1997 RFP f o r  

WCTS (EXH WBM-2). Unlike the 1997 RFP, t h i s  year 's RFP included minimum 

terminal quant i t ies  (1.4 m i l l i o n  tons) and a s ta ted preference f o r  an 

integrated b id .  The 2003 RFP featured an abbreviated open per iod f o r  b i d  

proposals compared t o  the 1997 RFP (two month rather than s i x  months). Also, 

TECO placed a less r e s t r i c t i v e  requirement upon i t s e l f  by allowing an 

abbrevi ated not ice per iod f o r  decl a r i  ng i t s  annual tonnage requi rements and 

monthly shipping schedules t o  i t s  t ransport  providers compared t o  the 1997 RFP 

(3 months rather  than 6 months). 

Thus, my assessment o f  the RFP instrument i s  t h a t  i t  was not designed 

t o  a t t r a c t  as many q u a l i f i e d  bidders as possible nor was i t  designed t o  reveal 

a reasonable l e v e l  o f  market p r i ce  information. 

-9- 
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Q. Regarding your second c r i t e r i a  f o r  evaluat ing the RFP procLess, was the ' 

i ncumbent provi  der requi red t o  bid? 

A .  No, they were not ,  TECO Transport was mailed an RFP. Under the r i g h t  o f  

f i r s t  re fusa l ,  TECO Transport had the opportunity t o  meet o r  beat the lowest ' 

b i d ,  o r ,  i f  an i n s u f f i c i e n t  number o f  bids were received, the r a t e  established , 

f o r  

and 

had 

a r  

i n  the market study. The company chose not  t o  b i d  because i t  had a r i g h t  o f  

f i r s t  re fusal  i n  i t s  cont ract  w i th  TECO. A r i g h t  o f  f i r s t  re fusal  i s  not  

necessar i ly  a ra r i t y  i n  coal t ransport  ,contracts. However, when a u t i l i t y  

contracts w i t h  an a f f i l i a t e  f o r  a competit ive service,  i t  i s  important t h a t  

the  t ransact ion conducted i n  a way tha t  would resemble an arms-length 

t ransact ion.  Because there are so few b-idders f o r  the ocean segment o f  WCTS 

TECO, any b i d  not made provides tha t  much less t r ue  market information, 

t h a t  much less chance o f  a t r u l y  competit ive r a t e  be 

required TECO Transport t o  b i d  and i f  TECO had not  g 

ght o f  f i r s t  re fusal  i n  i t s  contract ,  more competit 

would have been brought t o  bear on the process. 

ng found. If  TECO 

ven TECO Transport 

ve market pressure 

Q. What were the resu l ts  o f  your evaluation o f  the  abi 1 i ty  o f  the R f P  process 

t o  generate a s u f f i c i e n t  number o f  bids? 

Here i s  a synopsis o f  the proposals received: 

(1) River Transport: 1 b id ,  f o r  p a r t i a l  quant i t ies  o f  coal t ransport ,  

( 2 )  Terminal: 1 b id,  f o r  f u l l  quant i t ies  o f  coal t ranspor t ,  

(3) Ocean: 0 bids,  and 

(4)  2 b ids,  one f o r  f u l l  quant i t ies  o f  coal t ransport ,  

one f o r  p a r t i a l  quant i t ies  o f  coal t ransport ,  both non-conforming (i . e .  bidder 

Transport by R a i l :  
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d i d  not  b i d  a l l  coal sources requested i n  RFP and d i d  not follow the de ta i l ed  

RFP requirements associated w i th  waterborne t ranspor t ) .  1 

I Because a b i d  was not received f o r  ocean t ranspor t ,  a complete 

waterborne ra te  cannot be derived by summing the lowest bids from each 

waterborne t ranspor tat ion component. The r a i l  t ranspor tat ion b i d  fur the f u l l  

requi rements provides the only t o t a l  market r a t e  opt ion.  I: review i t s  abi 1 i ty  

t o  Jetermine a market p r i ce  l a t e r  i n  my testimony (see Issue 17F). 

The number o f  proposals are obviously q u i t e  low. As stated e a r l i e r .  more 

could have been done by TECO t o  generate more i n t e r e s t  i n  the RFP process and 

possibly achieve more proposals t h a t  may have generated ,more market 

information. 

Q.  What do you conclude regarding the effectiveness o f  TECO’s RFP proc,ess? 

A .  I conclude t h a t  the RFP process fa i l ed  i n  a l l  three cr i ter ia I 

established; (1) the b i d  process d i d  not motivate po ten t ia l  bidders t o  b id ,  

(2 )  the incumbent was not required t o  b id ,  and (3) the b i d  process generated 

only few b ids.  Thus, the b i d  process and the RFP d i d  not  generate a 

reasonable amount o f  market ra te  informat ion as they could have because they 

were too r e s t r i c t i v e .  Nonetheless. the r a i l  b i d  received of fered a t o t a l  

market opt ion.  The extent t o  which a s ing le  b i d  f o r  the e n t i r e  service can 

adequately reveal WCTS market p r i ce  i s  not  known. While a market ra te  study 

has been prof fered by TECO, I have only l i m i t e d  information regarding t h a t  

study. Thus, i n  the event the Commission elects t o  decide t h i s  issue a t  t h i s  

time. the Commission should conclude t ha t  the su f f i c iency  o f  TECO’s RFP t o  

determine the WCTS market p r i c e  i s  uncertain. 
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ISSUE 17F: ,Are Tampa E l e c t r i c ’ s  projected coal t ransportat ion costs for 

2004 through 2008 under the  winning b i d  t o  i t s  June 27, ’2003; request f o r  

proposals f o r  coal t ransportat ion reasonable for cost recovery purposes? 

Q. 

should the Commi s s i  on determi ne tha t  TECO’ s projected coal  t ranspor tat ion , 

costs f o r  2004 through 200-8 are reasonable? 

A .  No. TECO d i d  not  se lect  a winning b i d  bu t  instead awarded a WCTS contract  

t o  TECO Transport on the basis o f  Mr. Dibner’s market study r e s u l t .  A t  t h i s  

time, very l i t t l e  i s  known about the d e t a i l s  o f  TECO’s market study. As stated 

previ ously , a more thorough review, g i  ven time, may y i e l d  fu r the r  i ns igh t  i n t o  

the study t h a t  would al low f o r  a more informed decis ion as t o  the verac i ty  o f  

the study’s r e s u l t s .  However, f o r  purposes o f  my analysis, I examined one o f  

the two tha t  was received by T K O  t o  determine whether i t  

compared favorably  t o  TECO’s market r a t e  t h a t  i s  now included i n  i t s  new 

contract  w i t h  TECO Transport. My comparison o f  the rates i s  shown i n  EXH WBM- 

1. The average r a t e  f o r  s im i l a r  r i v e r  dock locat ions included . in  the 

TECO/TECO Transport contract  r e f l e c t s  the best estimate o f  the  WCTS market 

price, which i s  per ton.  This i s  per ton less  t h a n  the average 

market r a t e  f o r  those same coal sources re f l ec ted  i n  the 2004-2008 T.ECO/T€CO 

Transport contract, which was 

I n  the event the Commission e1,ects t o  address t h i s  issue a t  t h i s  time, ’ 

per ton. 

Two b ids were received from i d e n t i f i e d  as and , 

’i s d i  f f e r e n t i  ated from ,, i n  the tonnage requirements, 

cap i ta l  improvements o f fe red  t o  be underwri t ten by and a volume 

discount . includes f u l l  coal t ranspor tat ion requi rements . I t  a1 so 

includes a l a rge r  cap i ta l  improvement budget t o  accommodate a upgrade o f  
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TECO’s ex i s t i ng  r a i l c a r  dumping system t o  a high speed rapid discha+ge system 

and other cap i ta l  improvements not  otherwise of fered i n  1 . -. F inal  7y 

i t  ,of fers a volume discount f o r  tonnages del ivered i n  excess o f  one m i l l i o n  

tons annually f o r  se lect  rmr-- routes i n  various minelrate d i s t r i c t s .  I n  order 

t o  make as close a comparison i n  rates as possible f o r  the volumes ant ic ipated 

r i  s 

rea l ’ i s t i c  i n  t h a t  i t  meets a l l  the c r i t e r i a  establ ished i n  the RFP. i s  

capable o f  de l i ver ing  the f u l l  tonnage required, i t  has f inanc ia l  s t a b i l i t y  

and c r e d i t  worthiness, and i t  i s  an integrated suppl ier .  I t  included bids f o r  

most o f  the coal mining areas appearing i n  TECO’s contract  w i th  TECO 

Transport. 

I 

by TECO. i s  the- proper comparative b i d  t o  use. The d 

I 

I n  her d i r e c t  testimony, Ms. Wehle argues tha t  the proposals were 

not competit ive on the basis o f  the amount o f  cap i ta l  improvements and 

investment required f o r  r a i l  de l i ver ies  t o  TECO’s generating s ta t ions ,  

incremental t ransportat ion costs such as mine- to - ra i l  loading f a c i l i t i e s ,  and 

the cost effect iveness o f  d i f f e r e n t  supply locat ions tha t  may be required t o  

accommodate r a i  1 f ocat i  ons . Certai n l y  , i n maki ng a determi n a t i  on o f  whether 

i t  i s  feas ib le  t o  accept a proposal from a t ransportat ion provider and to  

engage i n  a contract  w i th  them, i t  i s  necessary t o  consider these types o f  

costs. However. the proposals should not be judged according t o  whether they 

represent the lowest pr ice  f o r  r e l i a b l e  WCTS service on an immediate basis. 

Instead. proposals should be judged according t o  whether they o f f e r  the lowest 

r a t e  f o r  coal t ransportat ion across the spectrum o f  coal sources included i n  

the RFP over the f i v e  year contract  period. It should be noted t h a t  the 

source o f  %&percent o f  TECO’s coal requirements f o r  2005 have not y e t  been 
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8 

determined by TECO as of October 8, 2003, so the  company reta ins the 

f l e x i b i l i t y  t o  change the sources-of  i t s  coal f o r  most o f - t h e  term included 
1 

i n  i t s  cont ract  f o r  WCTS. I n  addi t ion,  as the purpose o f  the RFP for t h i s  

proceedi ng i s  t o  determi ne a market ra te  f o r  waterborne coal t ransportat ion,  

i t  i s  not relevant t o  consider s i t e - s p e c i f i c  costs o f  adapting the s i t e  f o r  , 

r a i  1 de l i ve ry  as long as the rai 1 road provides a d i  r e c t  connection between the 

coal sources and the generating p lan t .  

-- acquires other customers i n  , the same fashion they attempted t o  

acqui re TECO. They o f f e r  a r a t e  proposal t h a t  separates t ranspor tat ion rates 

from connection incent ives.  In i t s  b ids,  has o f fe red  r a i l  serv ice t h a t  

connects the coal source t o  TECO's Big Bend Generating Stat ion,  and i t  has 

o f fe red  a s i t e  -spec i f i c  cap i ta l  funding o f  . ' .  Again, I do not  

th ink  the s i t e -spec i f i c  funding i s  re levant;  I only  mention i t  as an 

i nd i ca t i on  t h a t  was an eager pa r t i c i pan t  i n  the b i d  process anxious tu 

win the business. 

The proper market  r a t e  t o  consider i s  the r a i l  r a t e  of fered by the r a i l  

company. This i s  the same type o f  r a t e  tha t  the Commission has used t o  

determi ne cost  prudence o f  WCTS f o r  TECO. These r a i  1 rates have been used by 

the Commi ss i  on t o  cal CUI ate T K O ' s  municipal r a i  1 benchmark since 1988, 

The r a i l  rates o f fe red  by I are shown i n  EXH WBM-1. They ar-e 

I per i t s  T a r i f f  -. included a volume 

incent ive as a downward adjustment t o  these rates which I have not included 

i n  order t o  assess t h e i r  estimate o f  market rates conservatively. 

volume incent ive  was t o  allow a ' A per ton ra te  reduction on a l l  volumes 
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over 1 m i l  l i o n  tons f o r  coal shipped from 1 
several pool areas i d e n t i f i e d  i n  TECO’s RFP. 

, .whidh i nc l  uded 

8 

I The average r a i l  r a t e  of fered by f i s  5.25 percent less than 

the average waterborne r a t e  of fered by TECO Transport I -  In the event 

the Commission e lects  t o  decide Issue 17F a t  t h i s  year ’s  fue l  hearing, the 

Commission should recognize tha t  the average ; r a t e  i s  a be t te r  estimate 

o f  WCTS market rates than those t h a t  appear i n  the 2004-2008 TECO/TECO 

Transport cont ract .  On t h a t  basis, the Commission should determine TECO’s 

‘recoverable costs f o r  WCTS provided by TECO Transport f o r  the f i r s t  quarter 

o f  2004 are the rates appearing i n  the TECO/TECO Transport contract  less 5.25 

percent, as shown i n  the f a r  r i g h t  column o f  EXH WBM-1. 

.. 

ISSUE 176: Is the waterborne coal t ranspor tat ion benchmark t h a t  was 

established in Order No. PSC-93-0443-FOF-E1, issued March 23, 1993, i n  Docket 

No. 930001-EI, s t i l l  a re levant and su f f i c i en t  means f o r  assessing the 

prudence o f  t ranspor tat ion costs paid by Tampa E l e c t r i c  Company t o  i t s  

a f f i l i a t e ,  TECO Transport? 

Q .  What i s  the WCTS benchmark f o r  TECO? 

A. In Order No. 20298, the Commission approved a s t i p u l a t i o n  between TECO and 

the O f f i ce  o f  Public Counsel t h a t  established a maximum amount tha t  TEC.0 could 

recover from i t s  ratepayers through the fue l  clause f o r  WCTS from 7’ts 

a f f i l i a t e ,  TECO Transport, absent spec i f i c  j u s t i f i c a t i o n  provided by TKO. 

The benchmark i s  determined annually and compared against the actual costs 

incurred by TECO f o r  WCTS. It i s  the average o f  the two lowest comparable 

pub1 i c l y  avai 1 able r a i  1 rates for coal t o  municipal u t i  1 i t i e s  i n  F lor ida.  The 

r a i l  r a t e  i s  stated on a cents per ton-mi le basis and mul t i p l i ed  times the 
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average mi les from a l l  coal sources t o  Tampa E l e c t r i c ’ s  power p lants .  which 

y i e l d  an average p r i ce  per ton  o f  t ransportat ion.  Added t o ‘ t h i s  amount i s  the 

cost o f  p r i va te  r a i l  cars  t h a t  the mun ic ipa l i t ies  own f o r  the purposes o f  

recei v i  ng r a i  1 shipments . 

Q. If the Commission e lec ts  t o  address Issue 17G a t  t h i s  t ime, should the , 

Commission determine t h a t  TECO’s WCTS benchmark i s  s t i l l  re levant and 

s u f f i c i e n t  f o r  purposes o f  assessing the prudence o f  WCTS cost f o r  TECO? 

A. No. The Commission should determine t h a t  TECO’s current  WCTS benchmark has 

no r e l a t i o n  t o  the market p r i c e  f o r  TECO’s WCTS on the basis o f  h i s t o r i c a l  

comparisons between actual costs and the benchmark pr ice .  , H i s to r i ca l  

comparison o f  actual costs t o  the benchmark over a 15 year per iod show t h a t  

the benchmark i s  on average percent higher than actual costs .  The 

benchmark has exceeded the actual costs each year from ‘ m i l l i o n  up t o  

t m i l l i o n .  Over t ime, the benchmark has proven i t s e l f  t o  have no 

’ 

relevance t o  TECO’s WCTS market and i t  i s  therefore i n s u f f i c i e n t  for the 

purpose o f  assessing the prudence o f  TECO’s WCTS costs.  

ISSUE 17H: Should the Commission modify or eliminate the waterborne 

coal t ransportat ion benchmark that was established f o r  Tampa Electric i n  Order 

No. PSC-93-0443-FOF-E1, issued March 23, 1993, in Docket No. 931)001-€1? 

Q. I f  the  Commission e lec ts  t o  address Issue 17H a t  t h i s  t ime, should the 

Commission el iminate TECO’s WCTS benchmark? 

A. I n  the event the Commission e lects  t o  decide Issue 17H a t  t h i s  time, the 

Commi ss i  on should e l  i m i  nate TECO’s WCTS benchmark. The i n i  ti a1 recoverable 

costs i d e n t i f i e d  i n  EXH WBM-1 f o r  each coal source l i s t e d  i n  the TECWTECO 

Transport contract  should r e f l e c t  a 5.25 percent reduction o f f  the waterborne 
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period by adjust ing the i n i t i a l  recoverable costs per the 

methodology i ncl  uded i n  the TECO/TECO Transport contract. The 

should fu r ther  i d e n t i f y  WCTS cost recovery as a standard issue 

rates listed i n  the  contract  beginning January 2004. The Cammissbn should 

establ ish a WCTS market p r i c e  pr.oxy f o r  TECO f o r  the duration o f - t h e  contract  

escalat ion 

Commi ss i  on 

n: the fuel 

docket each year, resolved-by-an audi t  o f  T K O ’ s  operating resu l ts  under i t s  

contbact w i th  T K O  Transport and the market p r i ce  proxy methodology. 

Q.  Does t h i s  conclude your testimony? 

A .  Yes. i t  does. 
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.Exhibit WBM-1 Page 1 of 1 

COMPARATIVE RATE ANALYSIS FOR WCTS - TECOITECO TRANSPORT CONTRACT VERSUS- 
(excludes9 4 volume incentive fod 

Lock 53 Pool Ohio River 
Smithland Pool Ohio River 
Smithland Pool Ohio River 
Uniontown Pool Ohio River 
Smithland Pool Ohio River 
Uniontown Pool Ohio River 
Lock 53 Pool Ohio River 
Uniontown Pool Ohio River 

Smithland Pool Ohio River 
Newburgh Pool Ohio River 

Green River 
Green River 
Green River 
Green River 
Green River 
Meldahl Pool Ohio River 
Cannelton Pool Ohio River 
Tennessee River 

Upper Mississippi 

-c 
C 
C 

Tennessee River 
Upper Mississippi 
Upper Mississippi 
Smithland Pool Ohio River 

Average for All Docks on Contract 

Direct docks(1)) 

(C) 
River 
Dock 

Cook 
Hamilton 
Caseyville 
Overland 
Rigsby and Barnard 
Mount Vernon 
Mound City 
Southern Indiana 
New Hope 
Empire Dock 
Yan keetown 
Owenshoro 
Ken Mine 
Pyramid 
Green Coal 
Patriot 
Sebree 
TTI 
Jefferson River Port 
Kentucky Lake Dock 
GRT 
Cora 
Dekoven 
Powhatan 
Shawneetown 
Refineries Petcoke 
BRT 
Cahokia 
Kellogg 
Kanipe Enterprises 

(D) (E) (F) (G) (HI 
n TT TI- TT 

River - Terminal Ocean Total Rail Rate 
(D+E+F) (1) 

NIX 
NIA 
NIA 
NIA 
NIA 
NIA 
N/A 
NIA 
NIA 

I '  
NIA 
NIA 
NIA 
NIA 
NIA 

- N f i  NlA - NIA NIA NIA 
NIA NIA NIA NIA NIA 
NIA NIA NIA NIA NIA 

NIA 

(1) (J) 
TT less Initial 

Rate Cost 
-Recoverable 

(G-H) (GX0.9475: 1 

WA 
NIA 
NIA 
N/A 
NIA 
NIA 
NIA 
N/A 
NIA 

NIA 
NIA 
NIA 
NIA 
NIA 
NIA 
NIA 
NIA 

NIA 

Average for Docks Common 
to TT andl 

(1) Thd volume incentive is a' 4 per ton reduction offered on the rail rate for all1 originated tons exceeding 1 million tons. 
The incentive was offered in- 
for minelrate districts in the Smithland, Uniontown, and Newburgh Pools on the Ohio River. 

to TECO, but excluded from this comparitive analysis. Applies td I Direct routes 

Sources: TECO Response to Staff 2nd Production of Documents , No. 7-12, TECO's Response to Staffs 4th Request for Production 
of Documents No. 15 
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Exhibit WM-2 Page I of 1 

DIFFERENCES BETWEEN TECO'S 1997 RFP AND 2003 RFP I 
1997 RFP RFP Term or 

Condition 
0 

S t a t e d  preference for integration. 
, -  

S i  1 ent regard1 ng I nteqrated Proposal 
Reaui rement i n tegrati on. 

3.25 t o  5.00 million tons annually for  five 
years, except for consent decree triggering 
event, i n  which case 2007 tonnages i s  2 . 0  t o  
4 . 0  million ton and 2008 tonnage is 1.0 t o  
3.0 mil l ion ton. 

4 . 0  t o  6 . 0  million 
tons annually, for - 

five years 

River 'Tonnaqes 

I #  

7.5 to  8 .5  million 
tons annually,  for 
f ive years 

~~ 

4 . 0  t o  5.5 million tons annually f o r  f ive 
years, except for consent decree triggering 
event, i n  which case 2007 tonnage i s  3.0 t o  
4.5 million tons and 2008 tonnage i s  &O t o  
3.5 mill ion tons .  

Terminal and Ocean 
Tonnaqes 

Fixed Rate Component only. . Terminal Rate Fixed and Variable 

Dead Freiqht S i  1 en t regarding dead 
freisht  charqes 

Sol i ci t s  dead freight charge 

July 31 of each 
contract year for the 
fo7 1 owi ng calendar 
year 

September 30 o f  each contract year f o r  the 
fol  1 owing calendar year 

Notice by T K O  of 
annual ton 
declarations and 
month1 v shi ppi  n q  
schedules 1 

R i v e r  barges: 3 free days for loading and 3 
free days for unloading. 
Ocean Barges: 48 hours free unloading 
Ocean Vessels a t  Terminal : 24 hour fr.ee 
u n l  oadi ng o r  loading a t  termi nal 

River Barges: 4 free 
days for load ing  
ri ver barges. 
Ocean barges: 48 
hours free unloading. 

Loadi nslllnloadi nq 

1.4 Million tons; 8 individual stockpiles. Terminal Storaqe None Stated 
Mi ni  mums 

Minimum discharge rate o f  900 tons per hour. ~ Average discharge 
rate of 750 tons per 
hour 

Minimum Di scharqe 
Rate of Panamax 
Vessels 

Open period o f  b i d  
propos a 7 s 

S i x  months beyond 
c los ing  d a t e  o f  
sol i ci t a t i  on. 

Two months beyond closing date o f  
solicitation. 
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I 

OF TECO'S WCTS BENCflMARK TO TECO'S 

(A) (B) (C) 
Year WCTS WCTS 

Cost Benchmark 

1988 
1989 
1990 
1991 
1992 
1993 
1994 
1995 
1996 
1997 
1998 
1999 
2000 
2001 
2002 

Total 
Average 

Percent 
Difference 

$21.06 
$20.53 
$22.42 
$25.58 
$24.86 
$24.59 
$25.70 
$27.08 
$27.46 
$28. I O  
$28.14 
$25.85 
$26.23 
$25.1 3 
$23.87 

$25. I I 

(D) (E) 
Benchmark Total Tons 
Less Cost Transported 

(C - B) 

31.6% 

5,833,559 . 
6,219,851 
6,094,663 
5,776,025 
5,528,669 
5,598,533 
5,911,254 
5,358,447 
6,391,305 
7,184,320 
7,315,351 
6,257,383 
6,187,277 
6,924,582 
6,440,179 

13,021,398 
6,201,427 

Source: TECO's Response to Staffs 7th Set of tnterrogatories, No. I I 9  

(0 (GI 
Total Transport Total Amount 

Costs Allowable for Recovery 
Per the Benchmark (B x E) 

(C x E) - 

122,854,753 
I 27,693,541 
136,642,344 
147,750,720 
137,442,711 
137,667,926 
151,919,228 
145,106,745 
175,505,235 
201,879,392 
205 , $53,977 
1 6 I ,,753,35 1 
162,292,276 
174,014,746 
153,727,073 - 

- $2,342,104,017 
$1 56,140,268 

(HI 
Difference 

(Benchmark 
less Costs) 

(G - F) 

M 
X 
rt 
P* 
U 
P- 
rt 


