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P R O C E E D I N G S  

(Transcr ipt  continues i n  sequence from Volume 3 . )  

PROCEEDING 

CHAIRMAN JABER: Good morning. L e t ' s  get back on the  

.ecord. 

S t a f f ,  when we adjourned l a s t  n igh t ,  there was a 

lending motion f o r  reconsideration t h a t  I wanted t o  take up 

F i r s t  t h ing  t h i s  morning. And Mr. Keating, Mr. Melson, you a l l  

vere going t o  take a look a t  the document i t s e l f  and be able t o  

i rovide a recommendation t o  the Commission on the motion f o r  

-econsideration t h a t  was made by TECO. 

MR. MELSON: Yes, ma'am. I t h i n k  the f i r s t  t h i n g  you 

ieed t o  consider i s  does the  motion f o r  reconsideration meet 

the standard f o r  reconsideration, t h a t  they 've pointed out 

something t h a t  the  prehearing o f f i c e r  overlooked or  f a i l e d  t o  

2onsider and would be a mistake o f  f a c t  o r  l a w .  

The p a r t i e s '  arguments here yesterday probably went 

i n to  more d e t a i l  than what was included i n  the o r ig ina l  motion 

md the response bu t  covered essen t ia l l y  the  same ground. The 

)rehearing o f f i c e r ' s  order r e c i t e d  the pos i t ions  o f  both 

i a r t i e s  and then made essen t ia l l y  two conclusions: A 

Zonclusion t h a t  the document was protected work product, and a 

second conclusion t h a t  a s p e c i f i c  claim t h a t  inadvertent 

j i scl  osure had destroyed some protect ion was not substantiated. 

I m p l i c i t  t o  me i n  the r u l i n g  t h a t  i t  was protected 

FLORIDA PUBLIC SERVICE COMMISSION 
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dork product was the d i spos i t i on  o f  a l l  o f  the  other arguments 

*aised by the par t ies .  

i rder  t o  s p e c i f i c a l l y  address each and every contention ra ised 

iy a par ty .  

;hat one completely defensible course o f  ac t ion  would be t o  

lecide t h a t  the  standard f o r  reconsiderat ion has not been met 

md simply t o  al low the prehearing o f f i c e r ' s  order t o  stand. 

I don ' t  t h i n k  i t ' s  necessary f o r  an 

So f o r  t h a t  reason alone, I would suggest t o  you 

I f  t h a t  i s  not your pleasure or you would l i k e  t o ,  t o  

je lve i n t o  the meri ts,  I ' m  prepared t o  discuss t h a t  as we l l .  

CHAIRMAN JABER: Commissioners, do you have any 

questions or  a motion? What's your pleasure t h i s  morning? 

COMMISSIONER DEASON: I ' d  1 i ke t o  hear more about 

vhether t le, the  document i n  question i s  or i s  not  i n  the 

)pinion o f  our, o f  our general counsel, whether i t  i s  or i s  not 

3 work product t h a t  i s  subject t o  p r i v i l e g e .  

MR. MELSON: A l l  r i g h t .  The - -  l e t  me begin by 

saying - - 
COMMISSIONER DEASON: Because as I understand, the 

document i t s e l  f was not reviewed by e i t h e r  the prehearing 

D f f i ce r  o r  the  s t a f f  o f  the Commission; i s  t h a t  correct? 

MR. MELSON: That i s  cor rec t .  

COMMISSIONER DEASON: Okay. 

MR. MELSON: The document i t s e l f  was admittedly 

prepared by the witness. 

It i d e n t i f i e s  - -  i t ,  i n  essence, i d e n t i f i e s  a number o f  items 

It i s  w r i t t e n  i n  the f i r s t  person. 

FLORIDA PUBLIC SERVICE COMMISSION 



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21  

22 

23 

24 

25 

579 

;hat  were raised i n  rebuttal testimony, and then discusses how 

t h a t  rebuttal can be responded to. I t  also discusses some 
issues t h a t  could arise on cross-examination, how those might 

)e dealt w i t h .  I t  does not reflect on i t s  face t h a t  i t  was 
Irepared based on i n p u t  from attorney, from an attorney. B u t  
?eading the entire document, i t ' s  hard t o  come t o  any 

Zonclusion other t h a n  i t  i s  the result of a conversation w i t h  

an  attorney. I t ' s  got  the types o f  mental impressions i n  i t  

that I would expect t o  see i n  a document t h a t  had been 
cli scussed w i t h  an attorney. 

There is  case law both before and after the 1993 

change t o  the federal rules which protects attorneys' mental 

impressions t h a t  have been communicated t o  an expert and 

tr i t ten down by an expert. There's not  a l o t  ou t  there, b u t  

one of the cases cited, I believe, by FIPUG indicates t h a t  an 
expert witness's notes of a telephone conversation w i t h  an  
attorney t h a t  contained the attorney's mental impressions are 

protected. There i s  essentially no useful case law i n  Florida. 

The case law i n  Florida either deals w i t h  reports of experts, 
which this does not appear t o  be, or i t ,  i t  will be a 
two-paragraph opinion t h a t  has such a scant statement of the 
facts t h a t ,  while i t  announces a black le t ter  principle of law,  

you can't te l l  w h a t  i t  was the court was looking a t .  
I t  seems t o  me the most persuasive th ing  the parties 

have cited was the Florida Supreme Court's decision i n  Southern 

FLORIDA PUBLIC SERVICE COMMISSION 
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3e l l  versus Deason, an appeal o f  a discovery order by t h i s  

Eommission, i n  which the court  seemed t o  g ive  a great deal o f  

protect ion t o  at torneys'  mental impressions even though they 

had been communicated t o  businesspeople and then included i n ,  

i n  a repor t  t h a t  was used by BellSouth f o r  business purposes. 

Dne d i s t i n c t i o n  t h a t  says t h a t  case i s  no t  c o n t r o l l i n g  i s  i t  

was no t  a t e s t i f y i n g  expert t o  whom those mental impressions 

had been communicated. 

On balance, I come down on the  s ide t h a t  t h i s  looks 

t o  me l i k e  protected work product. But i t  i s  hard t o  make t h a t  

absolute judgment because i t  i s  not c lear ,  as I said,  from the 

face o f  the  document t h a t  i t  or ig inated w i t h  the  attorney. 

One a l te rna t i ve  i s ,  when t h i s  witness takes the 

stand, t o  i nqu i re  o f  her the circumstances under which t h a t  

document was prepared, the  extent t o  which i t  represents her 

thoughts o r  the  extent t o  which i t  represents thoughts o f  the 

at torney, and delay making a r u l i n g  u n t i l  you've heard t h a t  

testimony and have a chance t o  get a b e t t e r  idea o f  exact ly  

what the  document e n t a i l s .  

COMMISSIONER DAVIDSON: Can you assure us t h a t  

everything i n  t h a t  document r e f l e c t s ,  t o  the  extent i t ' s  work 

product, opinion work product and t h a t  there  i s  no factual  

informat ion or  f a c t  work product i n  t h a t  document? 

MR. MELSON: I guess, Commissioner, I ' m  not - - no, I 

cannot make t h a t  representation because t h e r e ' s  a l o t  - - t h a t  

FLORIDA PUBLIC SERVICE COMMISSION 
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document covers a l o t  o f  ground. To the extent t h a t  there 

appears t o  be factual  work product, i t  i s  sometimes a 

r e c i t a t i o n  o f  a f a c t  t h a t  was stated or  al leged i n  rebut ta l  

testimony. 

responding t o  a question. 

I n  some cases i t  i s  a f a c t  t h a t  would be used i n  

It does not appear t o  be a 

the expert o f  fac ts  on which communication by the attorneys t o  

an opinion are based. 

COMMISSIONER DAVIDSON: 

the document such as, and t h i s  i s  

are unreasonably high because the 

however, i f  the  expert witness i s  going t o  r e l y  upon 

fac ts  o r  f a c t  work product, I would l i k e  t o  know the  

which t h a t ' s  i n  the document. And also, i f  the  t e s t  

expert i s  going t o  assume an opinion o f  the at torney 

opinion, then I bel ieve we're e n t i t l e d  t o  know t h a t .  

Are there any statements i n  

j u s t  an example, TECO's costs 

exceed X ,  Y and Z ,  where the 

"are unreasonably high," perhaps the mental op in ion o f  the 

at torney, could be redacted, but  the factua l  statement "TECO's 

costs are X "  could, could be retained? 

And the reason I ask i s  t h a t  I d o n ' t  have a des i re  t o  

have the  pure mental impressions o f  an at torney disclosed; 

e i t h e r  

extent t o  

f y i  ng 

as her own 

I f ,  i f  an 

opinion i n  there i s  going t o  be her own opinion, then i n  e f f e c t  

i t ' s  no t  j u s t  the opinion o f  counsel. So i t ' s  - - I don ' t  know 

the scope o f  t h i s  wi tness's testimony, but  those are the types 

o f  issues I ' m  1 ooking a t .  And I haven't seen the document 

e i t he r ,  so I c a n ' t  say whether port ions can be redacted or  

FLORIDA PUBLIC SERVICE COMMISSION 
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everything i s  pure opinion s t ra tegy o f  the attorney, which I ' m  

not  in terested i n. 

MR. MELSON: And, Commissioner, I have reviewed i t  

twice, once yesterday and again t h i s  morning. 

d i f f i c u l t  t o  make t h a t  judgment. 

It i s  very 

COMMISSIONER DAVIDSON: We1 1,  are there any factual  

assertions i n  t h a t  document separate from pure opinion such as 

unreasonabl e, excessive, v i  ol ates an order, e t  cetera? I mean, 

are there any j u s t  f ac ts  e i t h e r  standing alone o r  commingled 

w i th  opinions? 

MR. MELSON: To the  extent they are, they are 

commingled. Nothing - -  i t  d i d  not seem t o  me p r i m a r i l y  l i k e  a 

fact-based document. To go through and do the examination 

you ' re  suggesting would requ i re  more t ime than I ' v e  had a 

chance t o  devote t o  it. I r e a l l y  don ' t  know. 

CHAIRMAN JABER: Commissioners, any other questions 

or  a motion? 

COMMISSIONER DEASON: Well, I ' m  w i l l i n g  t o  make a 

motion, and we can move, move along one way or  the  other.  To 

me, a reconsideration i s  an extremely high standard, and I can 

understand t h a t  t h i s  i s  a very d i f f i c u l t  question. I have no 

basis t o  be l ieve t h a t  the  prehearing o f f i c e r  made an e r r o r  i n  

f a c t  or  l a w ,  which i s  the  standard, so I would move t o  deny the 

reconsideration. That ' s  not t o  say t h a t  I s i t t i n g  i n  the  

prehearing o f f i c e r ' s  p o s i t i o n  had i t  come t o  me, I ' m  not  saying 

FLORIDA PUBLIC SERVICE COMMISSION 
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t h a t  I would have agreed or disagreed, bu t  I have no basis 

t o  - -  i t  doesn't  r i s e  t o  the leve l  t h a t  t h i s  i s  a matter which 

i s  shown t o  me t h a t  we should reconsider, so I would move t h a t  

we deny the reconsideration. 

COMMISSIONER DAVIDSON: And I w i l l  - -  I'll second 

t h a t  motion f o r  the  same reasons. 

us may have come up w i t h  the same or d i f f e r e n t  r e s u l t .  

we could, we could have f i v e  d i f f e r e n t  r e s u l t s  o r  f i v e  same 

resu l ts .  But I haven' t  been shown any au tho r i t y  t ha t ,  t h a t  

says the prehearing o f f i c e r  v io la ted  or  disregarded the l a w  o r ,  

o r  overlooked the  fac ts .  

I mean, i t ' s  - - any one o f  

I mean, 

So, again, I am concerned w i t h  some information, b u t  

I t h i n k  the pa r t i es  w i l l  have an opportuni ty t o ,  t o  r e a l l y  

examine t h i s  witness. We can ask her about, you know, what 

transpired. And i f  through the  course o f  t h a t  questioning we 

hear something t h a t  causes us t o  reconsider, then we can 

reconsider. So f o r  t h a t  reason I second Commissioner Deason's 

mot i on. 

CHAIRMAN JABER: There's been a motion and a second 

t o  deny TECO's motion f o r  reconsideration o f  the  prehearing 

o f f i c e r ' s  order which denied TECO's motion t o  compel discovery 

from FIPUG. 

A l l  those i n  favor, say aye. 

(Simultaneous a f f i rma t i ve  vote.)  

CHAIRMAN JABER: Anyone opposed? Okay. Motion 

FLORIDA PUBLIC SERVICE COMMISSION 
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ca r r i es  unanimously. 

Thank you, s t a f f ,  and thank you, pa r t i es ,  f o r  bear ing 

w i t h  us t h i s  morning. 

MR. McWHIRTER: Madam Chairman - -  

CHAIRMAN JABER: Mr. McWhirter. 

MR. McWHIRTER: - - may I make a request? I t ' s  a 

s i t u a t i o n  i n  which the barn door was locked a f t e r  the  horse was 

out. M r .  Melson l a s t  n i g h t  asked us t o  see i f  we could resolve 

the  issues. We concluded the  whole document was work product, 

bu t  we went through, as Commissioner Davidson had suggested, 

and t r i e d  t o  g ive as much o f  t h e  in format ion as possible and 

redacted j u s t  a small amount and gave t h a t  t o  Mr. H a r t  l a s t  

n igh t  i n  a n t i c i p a t i o n  t h a t  we could resolve the  issue. So now 

he has the  essent ia l  work product document i n  h i s  possession, 

and I would request the  Commission t o  d i r e c t  him t o  r e t u r n  the  

document, the  redacted vers ion o f  t he  document t o  us and a l l  

notes and copies o f  the document t h a t  he made. Thank you very 

much. 

CHAIRMAN JABER: Thank you, Mr. McWhi r t e r .  

Mr. H a r t ,  I t h i n k  consis tent  w i t h  the  r u l i n g ,  now 

t h a t  a r u l i n g  has been issued by t h i s  body, t o  the degree you 

have any copies o r  the o r i g i n a l  document f o r  t h a t  matter, would 

you please make sure t h a t  Mr. McWhirter receives a l l  o f  those 

copies t h i  s morning? 

I need your response on the  record, please. 

FLORIDA PUBLIC SERVICE COMMISSION 
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MR. HART: Yes. 

CHAIRMAN JABER: Thank you. Okay. By my l i s t ,  

Commissioners, we've got Benjamin Smith. 

MR. BEASLEY: C a l l  Mr. Smith. 

CHAIRMAN JABER: I s  t h a t  r i g h t ,  Mr. Beasley, o r  have 

I l e f t  anyone o f f ?  

MR. BEASLEY: That s cor rec t .  

BENJAMIN SMITH 

was c a l l e d  as a witness on beha l f  o f  Tampa E l e c t r i c  Company 

and, having been duly  sworn, t e s t i f i e d  as fo l lows:  

D I  RECT EXAM I NATION 

BY MR. BEASLEY: 

Q Mr. Smith, could you please t e l l  us your name, your 

business address and your p o s i t i o n  w i t h  Tampa E l e c t r i c  Company. 

A My name i s  Benjamin Smith. I am manager o f  power 

o r i g i n a t i o n  f o r  Tampa E l e c t r i c  Company. My physical  address i s  

702 North Frank1 i n  S t ree t  , Tampa, F1 o r ida  33602. 

Q Thank you. Mr. Smith, d i d  you prepare and subm 

t h i s  proceeding a document e n t i t l e d  "Pro jec t ion  Testimony 

Benjamin Smith" t h a t  was f i l e d  on September 12th, 2003? 

A Yes, I did .  

t i n  

o f  

Q Do you have any changes or  correct ions t o  make t o  

your testimony? 

A I do not .  

Q I f  I were t o  ask you the  questions i n  t h a t  prepared 

FLORIDA PUBLIC SERVICE COMMISSION 
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testimony, would your answers be the same as se t  f o r t h  there in? 

A Yes, they would. 

MR. BEASLEY: I would ask t h a t  Mr. Smith's prepared 

3 i rec t  testimony be inser ted i n t o  the record as though read. 

CHAIRMAN JABER: The p r e f i l e d  testimony o f  Benjamin 

:. Smith sha l l  be inser ted i n t o  the record as though read. 

FLORIDA PUBLIC SERVICE COMMISSION 
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BEFORE THE PUBLIC SERVICE COMMISSION 

PREPARED DIRECT TESTIMONY 

OF 

BENJAMIN F. SMITH 

Please state your 

employer. 

My name is Benjamin 

name, address, occupation and 

F. Smith. My business address is 

702 North Franklin Street, Tampa, Florida 33602. I am 

employed by Tampa Electric Company (“Tampa Electric” or 

“company” ) in the Wholesale Marketing and Fuels 

Department. 

Please provide a brief outline of your educational 

background and business experience. 

I received a Bachelor of Science degree in Electric 

Engineering in 1991 from the University of South Florida 

in Tampa, Florida. I joined Tampa Electric in 1990 as a 

cooperative education student. During my 12 years with 

the company, I have worked in the areas of transmission 
engineering, distribution engineering, resource 

planning, retail marketing and wholesale marketing. My 

current title is Manager, Power Marketing in the 
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Wholesale Marketing and Fuels Department. MY 

responsibilities are to evaluate, pursue and negotiate 

wholesale purchase and sale opportunities. In this 

capacity, I interact with wholesale power market 

participants such as utilities, municipalities, electric 

cooperatives, power marketers and other wholesale 

generators. 

What is the purpose of your direct testimony in this 

proceeding? 

The purpose of my testimony is to provide a description 

of Tampa Electric's 2003 and 2004 purchased power 

agreements the company has entered into and for which it 

is seeking cost recovery through the Fuel and Purchased 

Power Cost Recovery Clause ("fuel clause") and the 

Capacity Cost Recovery Clause. I support the 

reasonableness of replacement power costs due to the 

shutdown of Gannon Units 1 through 4 in 2003. Finally, 

I describe Tampa Electric's purchased power strategy for 

mitigating supply-side risk while providing customers 

with a reliable supply of economically priced purchased 

power. 
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Jholesale Purchases 

2 .  

4.  

Please describe Tampa Electric's wholesale energy 

purchases for 2003. 

Tampa Electric assessed the wholesale energy market and 

entered into short-term purchases based on price and 

availability of supply. The company expects to meet 15 

percent of its customers' 2003 energy needs through 

purchased power, including the existing long-term firm 

purchased power agreement with Hardee Power Partners and 

qualifying facilities. This also includes a total of 

232 MW that was purchased to meet the winter peak 

reserve margin requirement. The company also extended 

the terms of two existing purchased power contracts for 

economic reasons. In addition, the company extended the 

leasing agreement for 30 self-contained portable 

generators through March 31, 2003, which supplied 5 0  MW 

to supplement the company's winter peak reserve margin. 

With the addition of Bayside Unit 1 in April 2003, the 

company did not have a need to purchase firm capacity 

for its summer 2003 reserve margin requirement. 

However, because of higher than expected load levels in 

May 2003, Tampa Electric made a 100 MW energy purchase 

on the forward market for 22 days to assist with price 
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Q. 

A. 

a .  

stability and reliability of supply. 

For 2003, Tampa Electric expects that of its 

purchased power will be from lonq-term contracts, and 
~ - 

the remaining = will be purchased through the 
short-term market. This purchasing strategy provides a 

reasonable and diversified approach to serving retail 

customers. 

What capacity and energy purchases are included in Tampa 

Electric’s projections for 2004? 

In addition to the existing long-term firm purchased 

power agreement with Hardee Power Partners and 

qualifying facility purchases, Tampa Electric projects 

that it will purchase 50 MW of firm capacity for its 

summer 2004 reserve margin requirement. Tampa Electric 

will also continue to evaluate economic combinations of 

forward and spot market energy purchases that may be 

made during Tampa Electric‘s spring and fall generation 

maintenance periods and peak periods to reduce the 

overall cost to retail customers. 

Will the sale of the Hardee Power Partners capacity by 

TECO Power Services affect Tampa Electric’s purchase 
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R .  

agreement? 

No, the sale of Hardee Power Partners will not have an 

impact on Tampa Electric’s purchase. Per the terms of 

the agreement, the company’s existing purchased power 

agreement will continue in effect and be served by the 

new owners. 

Replacement Power C o s t s  D u e  t o  Gannon Shutdown 

2 .  

A .  

F o r  2003 and 2004, did Tampa Electric purchase or plan 

to purchase replacement power due to the shutdown of 

Gannon Units 1 through 4 in 2003? 

Tampa Electric updated its fuel and purchased power 

projections in February 2003 to reflect existing 

conditions which include but are not limited to the cost 

of natural gas as well as the company’s decision to shut 

down the Gannon units in 2003, as described in the 

direct testimony of Tampa Electric‘s witness W. T. 

Whale. In its February 2003 and most recent analysis, 

Tampa Electric did not project the need to purchase 

replacement firm capacity to meet its summer 2003 

reserve margin requirements, due to the April 2003 in- 

service date of Bayside Unit 1. However, the company 

did anticipate purchasing supplemental energy as needed 
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in 2003. 

As previously mentioned, Tampa Electric projects that it 

will purchase 50 MW of firm capacity for its summer 2004 

reserve margin requirement. The company also 

anticipates purchasing supplemental energy as needed in 

2004. 

Although Tampa Electric projects its system capacity and 

energy needs, the company also states that because of 

system dynamics, it is neither feasible nor appropriate 

to isolate and then attribute costs to a single 

variable, such as the shutdown of the Gannon units, on 

an actual basis. These system dynamics include unit 

forced outages, operating restrictions, weather, 

customer demand and statewide transmission and stability 

issues. 

For 2003 and 2004, are Tampa Electric’s purchases of 

replacement power in the wholesale market due to the 

shutdown of Gannon Units 1 through 4 in 2003 reasonable? 

Yes, Tampa Electric’s energy purchases to supplement 

generation due to the shutdown of Gannon Units 1 through 

4 are reasonable. As I describe later in my testimony, 
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in operating such a dynamic system, the company has and 

will continue to evaluate power purchases using economic 

dispatch, along with canvassing the marketplace, to 

ensure a reliable and cost-effective supply of power for 

its customers. For the aforementioned reasons, the 

costs incurred for power purchases in 2003 and 2004 are 

prudent and appropriate for recovery. 

Wholesale Sales 

a .  

A. 

Please describe Tampa Electric’s wholesale energy saAes 

for the year 2003. 

Tampa Electric has entered into one firm, and various 

non-firm, non-separated wholesale sales in 2003. These 

transactions have provided benefits to retail customers 

because revenues from the sales flow back to customers 

through the fuel clause. The 50 MW non-separated, firm 

sale occurred during March, when Tampa Electric 

projected surplus generation on its system. It is the 

only firm non-separated sale that Tampa Electric has 

entered into since 1998. The company has not entered 

into a firm separated wholesale sale since 1998. 

dholesale Transaction Hedging 

2 .  Does Tampa Electric engage in physical or financial 
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A. 

hedging of its wholesale energy 

wholesale energy price volatilit 

transactions to mitigate 

r ? 

Tampa Electric thus far has engaged only in physical 

hedging for wholesale transactions. Florida’s wholesale 

energy market is in an early developmental stage. 

Physical and financial hedges provide measurable market 

price volatility protection. However, the availability 

of financial instruments is limited, and Tampa Electric 

believes that the appropriate financial instruments to 

meet the company‘s needs do not currently exist. Thus, 

Tampa Electric has not purchased any wholesale energy 

derivatives. The company employs a diversified power 

supply strategy, which includes self-generation and 

long- and short-term capacity and energy purchases. As 

stated earlier, approximately of Tampa 

Electric’s 2003 purchased power was arranged through 

long-term contracts. This strategy provides the company 

the opportunity to take advantage of favorable spot 

market pricing while maintaining reliable service to its 

customers. 

Prudent Management of Wholesale Transactions 

Q. Has Tampa Electric reasonably managed its wholesale 

power purchases and sales practices for the benefit of 
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L. 

its retail customers? 

Yes, Tampa Electric has reasonably managed its wholesale 

power purchases and sales practices for the benefit of 

its retail customers. Tampa Electric has fully complied 

with, and continues to fully comply with, the 

Commission‘s March 11, 1997 order, PSC-97-0262-FOF-EI, 

in Docket No. 970001-E1, which governs the treatment of 

separated and non-separated wholesale sales. In 

addition, the company actively manages its wholesale 

sales and purchases with the goal of capitalizing on all 

opportunities to reduce costs to its customers. 

The company’s wholesale purchases and sales activities 

and transactions are continually reviewed and have been 

audited on a routine and recurring basis by the 

Commission. In addition, Tampa Electric continually 

monitors its contractual rights with purchased power 

suppliers as well as with entities to whom wholesale 

power is sold to detect and prevent any breach of the 

company’s contractual rights. Tampa Electric 

continually strives to improve its knowledge of the 

markets and the available opportunities to minimize the 

costs of purchased power and to maximize the savings the 

company provides retail customers by making non- 
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separated wholesale sales when excess power is available 

on Tampa Electric’s system. 

Please describe the efforts Tampa Electric has made to 

ensure that its wholesale purchases and sales activities 

are conducted in a reasonable and prudent manner. 

Tampa Electric evaluates its potential purchased power 

needs by analyzing the expected available amounts of 

generation and the power needed to provide for the 

projected energy and demand to be used by its customers. 

The company then aggressively shops for wholesale 

capacity and energy, searching for reliable supply at 

the best possible price from creditworthy 

counterparties. These purchases are evaluated based on 

forward and spot markets. The company engages in 

wholesale power purchases and sales with numerous 

counterparties. The creditworthiness of each 

counterparty is carefully checked before engaging in 

energy transactions. Purchases are made to achieve 

reserve margin requirements, to meet customers’ needs, 

to supplement generation during both planned and 

unplanned generating unit outages and for economical 

purposes. This process is in place and is strictly 

followed to minimize the cost of purchased power and 

10 
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3 .  

A .  

maximize the savings to customers. 

Please summarize your testimony. 

Tampa Electric constantly monitors and assesses the 

wholesale energy market to locate and take advantage of 

opportunities in the wholesale electric power market, 

and those efforts have benefited the company’s 

customers. Tampa Electric’s energy supply strategy 

includes self-generation and long- and short-term power 

purchases. The company purchases in both the physical 

forward and spot wholesale power markets to provide 

customers with a reliable supply at the lowest possible 

cost. Tampa Electric‘s purchases of replacement power 

in 2003 and 2004 due to the shutdown of Gannon Units 1 

through 4 are reasonable, and it is appropriate for the 

Commission to authorize the recovery of such costs. The 

company has also made non-separated wholesale energy 

sales, which benefit its retail customers. Finally, 

Tampa Electric does not purchase wholesale energy 

derivatives in the developing Florida wholesale electric 

market due to a limited availability of financial 

instruments that are appropriate to the company’s 

operations. 
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Q. Does this conclude your testimony? 

A. Y e s .  
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BY MR. BEASLEY: 

Q Mr. Smith, could you summarize your d i r e c t  testimony 

f o r  us, please. 

A Yes. Good morning, Commissioners. My testimony 

provides a descr ip t ion  o f  Tampa E l e c t r i c ' s  2003 and 2004 

purchased power agreements t h a t  i t  has entered i n t o  and f o r  

which i t  i s  seeking cost recovery. This inc ludes cost recovery 

f o r  shor t - te rm purchased power, as wel l  as the  company's on l y  

1 ong- term firm purchased power agreement t h a t  provides power 

from the  Hardee Power S ta t ion .  This long- term agreement has 

been around since 1989 and i s  a cost-based FERC-approved 

contract .  Also, t h i s  Commission reviewed and approved the  

treatment o f  t h i s  contract  as a p a r t  o f  t he  1989 Hardee 

determination o f  need proceeding. 

As you know, e a r l i e r  t h i s  year t h e  Hardee Power 

S ta t ion  was so ld  t o  another company. 

t h i s  sa le has no bear ing on the  cont inuat ion o f  Tampa 

E l e c t r i c '  s purchased power agreement because t h e  o r i g i n a l  1989 

contract  i s  unchanged. 

I can assure you t h a t  

Tampa E l e c t r i c  always uses sound judgment when 

deciding t o  purchase power and works hard a t  l o c a t i n g  the most 

economical products f o r  i t s  customers. Tampa E l e c t r i c ' s  power 

purchases are prudent and should be approved f o r  recovery. 

My testimony a1 so addresses the  reasonableness o f  

rep1 acement purchased power given t o  the  shutdown o f  Gannon 
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Jn i ts  1 through 4. Although many numbers have been thrown 

wound regarding the  impact o f  t h i s  shutdown on rep1 acement 

Dower costs, one cannot assume t h a t  t h i s  impact can be 

calculated as a simple matter o f  t ak ing  the d i f fe rence between 

two o f  the company's f i l i n g s .  

The company's generation system i s  a dynamic one w i t h  

nany i n t e r r e l a t e d  var iab les t h a t  a f f e c t  i t s  purchased power 

decisions and costs. We modeled the  system making many 

assumptions about many dynamic fac to rs ,  and there i s  no t  a 

s t r i c t  cause and e f f e c t  r e l a t i o n s h i p  t h a t  would a l low the  

company t o  assign an impact t o  one s p e c i f i c  var iab le  i n  

i s o l a t i o n .  

I n  add i t ion ,  t he  est imat ion o f  these impacts must 

always be hypothet ical  because there i s  no way t o  go back and 

t rue-up t o  what a c t u a l l y  occurred. As Witness Whale described, 

there are many v a l i d  reasons why the  Gannon Un i ts  1 through 

4 were shut down. And even though the  shutdown o f  these u n i t s  

may have cont r ibu ted  t o  the  need f o r  supplemental energy 

purchases, one must no t  overlook the  f a c t  t h a t  Tampa E l e c t r i c  

uses sound judgment when deciding t o  purchase power. These 

supplemental energy purchases are reasonable and should be 

approved f o r  cost  recovery. And t h a t  ends my summary. 

MR. BEASLEY: Thank you. We tender Mr. Smith f o r  

questions. 

CHAIRMAN JABER: Thank you, Mr. Beasley. 
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Let me take an opportuni ty t o  address an 

administrat ive issue. I should have done t h i s  e a r l i e r ,  bu t  I 

ieeded t o  make sure a l l  the Commissioners were okay w i t h  t h i s .  

3ur plan i s  t o  break a t  noon f o r  lunch today, so I want you a l l  

t o  be able t o  prepare, plan accordingly. 

f i n i s h  t h i s  hearing ton igh t  - -  t h i s  afternoon preferably.  So 

p l  ease, you know, p l  ease govern yoursel ves accordingly. There 

d i l l  be a f u l l  hour lunch break. It i s  our goal t o  f i n i s h  t h i s  

afternoon. 

But my goal i s  t o  

And w i t h  t h a t ,  cross-examination, Mr. Vandiver. 

CROSS EXAMINATION 

3Y MR. VANDIVER: 

Q Good morning, Mr. Smith. 

A Good morning. 

Q Can you describe the  Tampa E l e c t r i c  p o r t f o l i o  o f  

generating assets? 

A Tampa E l e c t r i c  has coal, natural  gas and some small 

o i l - f i r e d  generation. It has coal from Big Bend Stat ion,  which 

I bel ieve i s  about a 1,700-megawatt coal f i r e  s ta t ion .  And 

i t ' s  br ing ing on - -  Bayside U n i t  1 i s  already on as o f  May o f  

t h i s  year, and Un i t  2 w i l l  be on as o f  January o f  next year. 

That w i l l  be 1,700 megawatts o f  natural  gas - f i r ed  generation. 

And i t  has some CTs which are natural  gas, and i t  also has 

purchased power. 

Q I want t o  do t h i s  a t  about 30,000 feet .  Can you 
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ipproximate the percentage o f  those generating assets? 

A The percentage? What do you mean about the 

ier  cen t age? 

Q 

A 

What percent o f  your generation i s  coal? 

I d o n ' t  know the percent. I know t h a t  i t ' s  about 

1,700 megawatts. There's a1 so an add i t iona l  250 megawatts from 

3 coal g a s i f i e r  t h a t  we have. 

Q Are y ' a l l  about 70 percent coal? 

A On a generation bas is  we're probably about 60 percent 

mergy based on coal .  

Q 

iercent  o i  1 ? 

The remainder would be natura 

A Thereabouts. 

gas w i t h  a t i n y  

Q Okay. Now what does coal cost  per megawatt hour 

jgain,  about $23? 

A Somewhere i n  the  low 20s. 

Q Low 20s. Okay. Now on your October 8 t h  schedule 

f i l e d  September 25th, 2003, Tampa l i s t e d  purchased power a t  

about $47 a megawatt hour. Does t h a t  sound about r i g h t ?  

A I d o n ' t  have the  A schedule i n  f r o n t  o f  me. 

Q Let  me g ive  i t  t o  you. I ' m  a lso going t o  g ive you 

the previous month, and I t h i n k  t h a t  i s  l i s t e d  a t  $57 an hour 

f o r  purchased power. 

confirm i t . 

A 

I'll l e t  you take a look  a t  t h a t  j u s t  t o  

I ' m  going t o  1 ook a t  A Schedule 7? 
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Q I t h i n k  i t ' s  on the A 1  r i g h t  there on - -  

MR. BEASLEY: Excuse me, Rob. Do you have a copy o f  

tha t  I could see? 

MR. VANDIVER: I ' v e  j u s t  got  one, Mr. Beasley. I was 

hoping we could r e a l l y  expedite t h i s  t h i n g  and go through 

r e a l l y  qu i ck l y  since Mr. Smith i s  an expert.  

THE WITNESS: What month? 

CHAIRMAN JABER: We1 1 , w a i t  a second. But counsel i s  

e n t i t l e d  t o  a copy. 

the bu i l d ing?  T e l l  me what the schedule i s  again. 

MR. VANDIVER: This i s  the  A schedule. I ' m  look ing 

I s  i t  a copy t h a t  i s  r e a d i l y  avai lab le i n  

on the  A 1  schedule, Mr. Smith. 

CHAIRMAN JABER: And the  A 1  schedule i s  p a r t  o f  what 

e x h i b i t  , Mr . Vandi ver? 

MR. VANDIVER: I t ' s  a lso  i n  Denise Jordan's p r e f i l e d  

testimony . 
THE WITNESS: I have an A schedule. 

CHAIRMAN JABER: Mr. Smith, hang on a second. Your 

at torney i s  e n t i t l e d  t o  look a t  t he  document t h a t ' s  been handed 

t o  you, so l e t ' s  w a i t .  

Mr. Beasley, do you have a copy o f  Ms. Jordan's 

testimony? 

MR. BEASLEY: Rob, which testimony i s  it? She's 

sponsoring several . 
MR. VANDIVER: This i s  the  A schedule f i l e d  

FLORIDA PUBLIC SERVICE COMMISSION 
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September 25th, 2003. 

MR. BEASLEY: Do you know which testimony i t ' s  

j t tached to?  

MR. VANDIVER: Yes. This i s  the testimony f i l e d  - -  

i t ' s  the  f ina l  t rue-up testimony o f  Denise Jordan. And, 

4r. Beasley, t h i s ,  t h i s  was f i l e d  under your signature. 

MR. BEASLEY: Give me a minute. 

3Y MR. VANDIVER: 

Q Have you found the  number I ' m  r e f e r r i n g  to?  

CHAIRMAN JABER: Mr. Vandiver, I do - -  the  wi tne 

d i l l  not  answer the question u n t i l  counsel has had an 

Ipportuni  t y  t o  review the schedule. That ' s courteous. You 

~ o u l d  expect the same th ing .  

MR. VANDIVER: I ' m  sorry.  Yes, ma'am. 

CHAIRMAN JABER: Okay. Mr. Beasley, the  other t h i n g  

you can do i s  walk over t o  your witness and take a look a t  the 

schedul e. 

MR. BEASLEY: 

CHAIRMAN JABER: Thank you. I appreciate it. 

Y ' a l l  know me be t te r  than t h i s .  I ' m  a c t u a l l y  i n  a 

I t h i n k  I'll do t h a t  f o r  expediency. 

good mood today. You're lucky.  

COMMISSIONER DAVIDSON: I ' m  i n  a good mood, too,  

Chairman. I haven't seen prac t ice  1 i k e  t h i s  j u s t  i n  general. 

I mean, everyone needs t o  have t h e i r  exh ib i t s  ready, copies f o r  

everyone, page references. 
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MR. BEASLEY: I would j u s t  note t h i s  was not  attached 

t o  any testimony. I t ' s  something, I t h i n k ,  t h a t  was f i l e d  t h i s  

month. But we would c e r t a i n l y  concede t o  the  question. Go 

ahead. 

CHAIRMAN JABER: Mr. Beasley, do you want t o  s i t  

there wh i le  these questions go forward? 

MR. BEASLEY: Thank you. 

CHAIRMAN JABER: Okay. Mr. Vandiver, go ahead. 

BY MR. VANDIVER: 

Q 

cost ,  s i r ?  

Have you found the  reference t o  the  purchased pow r 

A I see the  reference. Can you repeat your question? 

Q Yes, s i r .  On the  October 8 t h  schedules f i l e d  - - 
COMMISSIONER BRADLEY: Excuse me, Madam Chair . 
CHAIRMAN JABER: We d o n ' t  have a copy e i t h e r .  

COMMISSIONER BRADLEY: No. You know, maybe we need 

t o  no t  l e t  these documents be admissible. I ' m  ser ious.  

CHAIRMAN JABER: No, I know you are. I ' m  laughing 

out o f  f r u s t r a t i o n .  

COMMISSIONER BRADLEY: Because now, you know, I don ' t  

t h i n k  t h e r e ' s  anyone a t  the  t a b l e  who does no t  know the ru les  

t h a t  we govern t h i s  process by, and e i t h e r  t h e y ' r e  p lay ing  

games w i t h  us o r  they 've  had a serious lapse i n  memory as i t  

re la tes  t o  process and procedure, and I t h i n k  i t ' s  making a 

mockery o f  the  process. 
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I would suggest maybe t h a t  we make these documents 

inadmissible. Any document t h a t  has not been submitted t o  

2veryone who, who should have access t o  i t  a t  t h i s  po in t  should 

3e i nadmi s s i  b l  e. 

CHAIRMAN JABER: Yeah. Commissioner Bradley, I 

Jnderstand your f rus t ra t i on .  

standpoint i f  I could f i n d  t h a t  they are inadmissible. 

ce r ta in l y  the p a r t i e s  should consider t h i s  an admonishment f o r  

not adhering t o  the process. I'll al low these questions t o  

continue, but  I t h i n k  pa r t i es  have been warned. 

3ther exh ib i ts ,  you run out and make copies r i g h t  now. But 

thank you, Commissioner Bradley, because I wholeheartedly 

agree. But i n  an e f f o r t  t o  keep t h i s  going, l e t ' s  l e t  the  

questions continue. 

I don ' t  know from a legal  

But 

I f  you have 

Mr. Vandiver, i f  you have other exh ib i t s  and you 

clon't have copies o f  them, t h i s  would be a good time t o  say so, 

and w e ' l l  a l low you t ime t o ,  t o  make those copies. 

Again, l i k e  yesterday, I'll remind a l l  pa r t i es  t o  

read the orders on procedure i n  the  prehearing orders which 

z lear ly  say, b r i n g  enough copies o f  exh ib i t s ,  use your red 

folders. There i s  a process. We've been fo l low ing  the process 

for  ages. I ' v e  been Chairman f o r  the l a s t  two years. None o f  

t h i s  surprises you a l l .  L e t ' s  go forward. 

MR. VANDIVER: And I was - -  I apologize. 

CHAIRMAN JABER: Go ahead, Mr. Vandiver. 
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3Y MR. VANDIVER: 

Q Have you found t h e  reference t o  the  purchased power 

lumbers, Mr. Smith? 

A I see the reference. Would you - -  d i d  you ask f o r  

speci f i c V a l  ues? 

Q Are you f a m i l i a r  genera l l y  w i t h  purchased power and 

30 you see the reference t o  the  $47 and $57 numbers f o r  

Durchased power? 

A I see on September '03 the  Al, t h e r e ' s  a c i r c l e d  

lumber here f o r  $47.67. 

Q Yes, s i r .  

A And on August '03 what reference would you l i k e  me t o  

look a t ?  

Q The same, the  same page, the  same reference. And I 

I e l i e v e  i t ' s  a $57 reference. 

A For August '03 t h e  same reference looks, looks t o  be 

3bout $61. 

Q Yes, s i r .  Does purchased power jump around a l o t ?  

A Yes, i t  can. 

Q Okay. And t h a t  i nd i ca tes  t h a t ,  doesn' t  it? 

A Yes. It ind i ca tes  t h a t  i t  jumps around a l o t .  But 

it also depends on, on how we' re out there buying as w e l l .  

Q Yes, s i r .  And those purchased power numbers are 

zonsiderably higher than the  low 20 numbers t h a t  are 

?epresented by the Gannon f i gu res ;  i s  t h a t  correct? 

FLORIDA PUBLIC SERVICE COMMISSION 



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

3.7 

18 

19 

20 

21 

22 

23 

24 

25 

608 

A They are. They are higher than 20. 

Q Yes, s i r .  Do you know what natural  gas costs today? 

A No, I do not.  That ' s  not  my area. Fuel i s n ' t  my 

wea. 

Q Who would be the  appropriate witness t o  discuss the 

i a t u r a l  gas costs? 

A Witness Wehle. 

Q Wehle? Very w e l l ,  s i r .  And so Witness Wehle would 

De the  appropriate person t o  discuss the  natura l  gas costs? 

A That ' s  correct .  

Q Okay. Who would be the  appropriate witness t o  

discuss the output megawatt hour wise o f  the Gannon Units 

1 through 4 i n  2002? 

A 

Q Whale. Thank you, s i r .  That ' s  a l l  t he  questions I 

That would be Witness Whale. 

Tave. 

CHAIRMAN JABER: M r .  McWhirter. 

CROSS EXAMINATION 

BY MR. McWHIRTER: 

Q Good morning. 

A Good morning. 

Q You say you have responsi b i  1 i t i e s ,  responsi b i  1 i t i e s  

t o  evaluate, pursue and negot ia te wholesale purchase and sale 

opportuni t ies:  i s  t h a t  cor rec t?  

A Yes. 
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Q When you are  looking f o r  power t o  buy, how do you do 

that i n  F lor ida? I s  there a b u l l e t i n  board t h a t  has the pr ices 

D f  ava i lab le spot market power 

a t ?  

A F1 o r i  da doesn t r e a l  

other regions l i k e  they do i n  

sJe do i s  we ca l  

looking f o r  the  

condit ions. 

and forwards power t h a t  you look 

y have a posted b u l l e t i n  board 

i k e  PJM, f o r  example. But what 

counterpart ies and we canvass the  marketplace 

best product under the best terms and 

Q When you f i n d  a l i k e l y  

do you send an RFP o r  an i n v i t a t  

you spread one out over a number 

power? 

candidate t o  s e l l  you power, 

on t o  b i d  t o  t h a t  person o r  do 

o f  people seeking b ids f o r  

A When we're buying power on an hour ly  basis,  what we 

do i s  we j u s t  make phone c a l l s  t o  as many credi tworthy 

counterpart ies as would have a p a r t i c u l a r  product t h a t  we're 

look ing f o r .  

Q You've ind icated i n  your testimony t h a t  you have 

several f a i r l y  long-term contracts i n  matters o f  months and 

years, and I was wondering w i t h  respect t o  those how do you 

determine what the, what the  market i s  and what the  best p r i ce  

i s? 

A I know we have on ly  one long-term contract ,  and 

t h a t ' s  w i t h  the  Hardee Power S ta t ion  t h a t ' s  been around since 

1989. And we also have had t h i s  year some shorter term 
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3greements w i t h  some counterpart ies f o r  purchased power, and 

those were less  than a year. And those are  done j u s t  the way I 

jescr ibed: 

through the  planners and the  asset  managers t h a t  there may be a 

r o j e c t e d  need f o r  the  company as far as needing purchased 

3ower. 

Q 

We c a l l  the  counterpart ies when we've i d e n t i f i e d  

And do you have c e r t a i n  questions you ask about what 

the p r i c e  i s ?  How - - what do you - - what f ac to rs  do you look 

fo r  i n  a purchase? What, what are the  key fac to rs  t h a t  you put 

i n  your purchase order? 

Well , there are a l o t  o f  d i f f e r e n t  f ac to rs  t h a t  could A 

Zome i n t o  p l a y  depending on what we're i n  t h e  market look ing  

fo r .  

Q And what are they? 

A They could inc lude anywhere from t h e  capaci ty o r  t he  

mount t h a t  we're look ing t o  purchase t o  the  p a r t i c u l a r  p r i c e  

?ange t h a t  we ' re  look ing f o r .  For example, i f  you ' re  look ing  

to  use something only  under a sma l l  per iod  o f  t ime, on ly  a few 

lours  a day, you look f o r  a peaking product, a CT o r  something 

that  you would use on a peaking basis.  

something t h a t  would run more where you could u t i l i z e  more, you 

look f o r  something p r i ced  a l i t t l e  d i f f e r e n t l y .  

I f  y o u ' r e  look ing f o r  

Q And when you ' re  s e l l i n g  power, how do you do t h a t ,  i f  

you wanted t o  s e l l  a b lock f o r  s i x  months, say? 

A Well ,  keep i n  mind t h a t  we've on ly  had one monthly 
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sale t h a t  we d i d  t h i s  March, and before t h a t  we hadn' t  done a 

sale i n  qu i te  some t ime. 

narketplace, whenever we have capacity, we're n o t i f i e d  t h a t  

de l l1  have addi t ional  capacity from our asset managers. A t  

that  t ime we get the p r i c e  o f  the cost o f  those resources f o r  

that  hour. And given t h a t  the marketplace w i l l  accept a higher 

p r ice  so t h a t  we cover our costs, then w e ' l l  make t h a t  sale. 

What i s  t h a t  

But when we're look ing on the hour ly 

Q You said you had one firm contract .  

contract? 

A That contract  i s  the Hardee Power S ta t ion .  

Q 

A It was a sa le t h a t  we d i d  t h i s  March. 

Q 
A No, s i r .  We so ld power t o  another company t h i s  

I ' m  t a l k i n g  about a sale contract .  

Oh, you so ld power t o  Hardee t h i s  March? 

March. It was only  f o r  one month. 

Q Okay. And t h a t ' s  the only long-term contract  you 

have? 

A 

Q Well - -  

A We have, we have other PR requirements contracts,  bu t  

We d o n ' t  consider t h a t  t o  be long-term. 

those are separated sales. 

Q You're t a l k i n g  about the Schedule D sales w 

New Smyrna Beach and Fo r t  Meade and Wachula and those 

A For t  Meade, Wachula, those type f o l k s ,  yes. 

Q Now those Schedule D contracts had i n  them 
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t o  - - my understanding was i s  i n  order t o  g i v e  people the  best 

fue l  p r i ce ,  you committed c e r t a i n  f a c i l i t i e s  t o  those 

contracts,  and the  f a c i l i t i e s  you committed were B ig  Bend and 

the Gannon Stat ions.  What has happened t o  those contracts  w i t h  

respect t o  your c losure o f  the Gannon Stat ion? 

A Our e x i s t i n g  PR contracts are a l l  system products. 

So those people pay the  actual cost  o f  fue l  on our system. 

They pay system f u e l .  

MR. McWHIRTER: I ' m  sure g lad  I made copies t h i s  

morni ng . 
CHAIRMAN JABER: Thank you. Mr. McWhirter, j u s t  i n  

case you need more copies, I had an e x t r a  one, too.  

MR. McWHIRTER: Thank you. 

Would you mark t h i s  as an e x h i b i t  f o r  i d e n t i f i c a t i o n ,  

please , ma ' am? 

CHAIRMAN JABER: 

o f  2 - -  
MR. McWHIRTER: 

CHAIRMAN JABER: 

as Exh ib i t  24. 

Mr. McWhirter, Schedule E7, Page 2 

2 o f  2. 

- -  and sheet 2 o f  5 w i l l  be marked 

( E x h i b i t  24 marNed f o r  i d e n t i f i c a t i o n . )  

BY MR. McWHIRTER: 

Q Now t h i s  e x h i b i t  dupl icates an e x h i b i t  t h a t ' s  already 

i n  the record i n  t h i s  case, and I ' v e  ext racted i t  from 

Mr. Portuondo's test imony. And i n  i t  he prepared h i s  
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project ions f o r  fuel  purchases and e l e c t r i c i t y  purchases by 

Flor ida,  F lo r ida  Progress f o r  t he  forthcoming year. And on 

Schedule E7 t o  h i s  e x h i b i t  he shows t h a t  he has a contract  w i t h  

Tampa E l e c t r i c  t h a t  r e s u l t s  i n  F lo r i da  Power's - -  F lo r ida  

Progress ' s purchase o f  339,000 -megawatt hours o f  e l e c t r i c i t y  

f o r  the year 2004. Are you f a m i l i a r  w i t h  t h a t  contract? 

A Give me a moment. We do have a sale t h a t  we make t o  

F1 or ida  Progress, yes. 

Q 
A 

Q 

A No. That cont ract  has been around f o r  a while. 

Q What, what i s  t he  term o f  t h a t  contract? When does 

You're f a m i l i a r  w i t h  t h a t  contract? 

I ' m  somewhat f a m i l i a r  w i t h  it, yes. 

Did you negot iate the  terms o f  t h a t  contract? 

it expi re? 

A I ' m  not  sure. 

Q Do you know whether i t ' s  f i r m  o r  an i n t e r r u p t i b l e  

Zont rac t?  

A I t ' s  a firm contract .  

Q And the second page o f  the  e x h i b i t ,  i t  shows the  

Zapaci t y  charge t h a t  Tampa E l e c t r i c  receives f o r  t h a t  cont ract .  

Ind f o r  the forthcoming - - w e l l ,  f o r  the  year '03 apparently i t  

peceived, you were pa id  $6.7 m i l l i o n  f o r  the purchase; i s  t h a t  

Zorrect? 

A I ' m  not  sure. 

MR. BEASLEY: Madam Chairman, i f  I - -  I don ' t  know 
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tha t  the witness has even seen t h i s  document before. 

CHAIRMAN JABER: Mr. McWhirter, have you, have you 

l a i d  the foundation f o r  the  questions you ' re  asking? 

MR. McWHIRTER: Well, I thought I did .  This 

gentleman said t h a t  i t  was h i s  r e s p o n s i b i l i t y  t o  evaluate, 

pursue and negotiate who1 esal e purchase and sal e opportuni t ies , 

and I presumed t h a t  he would be f a m i l i a r  w i t h  the  sales 

contracts. I f  tha t  - -  
BY MR. McWHIRTER: 

Q You're not f a m i l i a r  w i t h  the sales contracts? 

A I am f a m i l i a r  w i t h  the  contract ,  but  Progress 

Energy's E7 schedule i s  nothing t h a t  I look a t  on a rou t ine  

basis. I n  fac t ,  I ' v e  never, I ' v e  never seen t h i s  schedule i n  

p a r t i c u l a r .  

Progress, but  they have other  f o l k s  t h a t  ac tua l l y  do the 

3 i l l i n g  and a l l  o f  those th ings .  

and done, we have back o f f i c e  people t h a t  take care o f  the  

admi n i  s t r a t i  ve par t .  

I know t h a t  Tampa E l e c t r i c  has a sale w i th  F lo r ida  

Once I, once i t ' s  negotiated 

Q Have you ever looked a t  t h a t  contract? Do you know 

dhat i t s  terms and condi t ions are? 

A I don ' t  know when the  contract  ends. No, s i r .  

Q You don ' t  know anything about the contract? 

A I don ' t  know when the  contract  ends. I know t h a t  

i t ' s  firm. I know the general capaci ty o f  the contract .  

Q What i s  tha t?  
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A I t ' s  about 60 megawatts. 

Q And do you know the terminat ion date? 

A I do not know when the contract  ends. 

Q This showed t h a t  i n  August o f  l a s t  year the capacity 

payment went up $400, bu t  every other month i t  was the same. 

Do you know why i t  went up $400? 

MR. BEASLEY: I object  t o  t h a t  question because 

Mr. McWhirter i s  t e s t i f y i n g  from a document t h a t  the witness 

ind ica tes  t h a t  he 's  not  seen before, and I d o n ' t  t h i n k  t h a t ' s  

f a i r .  

CHAIRMAN JABER: Mr . McWhi r t e r  , your response. 

MR. McWHIRTER: Well, my response i s  t h a t  t h i s  i s  an 

e x h i b i t  t i a t ' s  i n  the  record i n  t h i s  proceeding and i t  re la tes  

t o  a contract  between Progress Energy and Tampa E l e c t r i c .  And 

t h i s  gentleman i s  responsible f o r  a l l  the  wholesale contracts 

and he says he was f a m i l i a r  w i t h  the terms and condi t ions,  and 

i t  would seem t o  me t h a t  he would know why the  capaci ty payment 

would increase by $400 i n  the month o f  August o f  t h i s  year. 

CHAIRMAN JABER: So you t h i n k  - -  and get  c loser t o  

the microphone. I ' m  having t roub le  hearing you. 

MR. McWHIRTER: Yes, ma'am. I ' m  sorry .  

CHAIRMAN JABER: But you t h i n k ,  you t h i n k  i t ' s  w i t h i n  

the scope o f  h i s  testimony? 

MR. McWHIRTER: Yes, ma'am. 

CHAIRMAN JABER: You sa id  t h a t  t h i s  e x h i b i t  i s  i n  the 
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record e l  sewhere. Who i s  sponsoring t h i  s e x h i b i t ?  

MR. BEASLEY: Mr. Portuondo. Mr. Portuondo. 

Am I making t h a t  noise? 

CHAIRMAN JABER: Probably. Portuondo? 

COMMISSIONER DEASON: Portuondo. Yes. That f e l l  ow 

w i t h  t h e  goatee; handsome fe l low.  

CHAIRMAN JABER: You d i d n ' t  ask him 

yesterday, d i d  you? I d o n ' t  r e c a l l  t h i s .  

MR. McWHIRTER: No. No, I d i d n ' t .  

CHAIRMAN JABER: Okay. Mr. McWhirt 

these questions 

r , t h i s  witness 

has sa id  he ' s  not  f a m i l i a r  w i t h  t h i s  document. 

rephrase your question based on test imony t h i s  witness has 

already given, I w i l l  a l low it. Otherwise, l e t ' s  move on. 

BY MR. McWHIRTER: 

I f  you want t o  

Q Do you know whether t h a t  con t rac t  has capaci ty 

escalators i n  i t  from your review o f  it? 

A I d o n ' t  know. I know t h a t  there  i s  a capaci ty 

payment, b u t  I d o n ' t  know i f  t h e r e ' s  escalators  i n  i t  o r  not.  

Q A l l  r i g h t .  And i f  you had an energy shortage t h a t  

caused you t o  manage the  load o f  your DSM customers or 

i n t e r r u p t  your i n t e r r u p t i  b l  e customers, t h i  s cont ract  w i t h  

F lo r i da  Power would have p r i o r i t y  over t h e  demand o f  your 

r e t a i l  customers, would i t  not? 

A I t ' s  a firm cont rac t ,  which means t h a t  i t  would be 

served on a firm basis.  

FLORIDA PUBLIC SERVICE COMMISSION 



617 

1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

Q Are  you - -  you have ta lked about i n  your testimony 

and a lso  i n  your opening comments about the Hardee Power 

contract .  Are you f a m i l i a r  w i t h  t h a t  contract? 

I ' v e  read through i t  some, yes. 

Were you - -  the contract  was renegotiated i n  the  year 

A 

Q 

1999 f o r  new capacity t h a t  was being added a t  Hardee Power 

Partners '  s i t e  dur ing the year 2003, t h i s  year. Are you 

f a m i l i a r  w i t h  tha t?  

A F i r s t  o f  a l l ,  I don ' t  know i f  i t  was renegotiated. 

I ' m  f a m i l i a r  w i t h  Seminole waiving i t s  r i g h t  t o  enter i n t o  

Hardee Number 2 - -  
Q Correct. 

A - -  which would be CT 2B, and then Tampa E l e c t r i c  

tak ing  i t s  r i g h t  a f t e r  Seminole waived i t s  r i g h t  i n  t h a t  year 

t o  accept CT 2B t o  be b u i l t  on behalf o f  Tampa E l e c t r i c  

Company, and t h a t  went i n t o  service i n  2000. 

Q 

A May o f  2000, yes. 

Q 

The new capaci ty went i n t o  service i n  the year 2000? 

And do you know what your monthly capaci ty payment i s  

on t h a t  contract? 

A 

Q Beg your pardon? 

A 

Q 

I t ' s  around $5 m i l l i o n  f o r  the  year. 

I t ' s  around $5 m i l l i o n  f o r  the year. 

Would i t  not be more accurate t o  say t h a t  i t ' s  

$1.6 m i  11 i o n  every month? 
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A That math j u s t  - -  I d o n ' t  know the  math, but  r i g h t  

now i t  doesn' t  seem l i k e  i t ' s  t h a t  much i f  i t ' s  on l y  $5 m i l l i o n  

f o r  the  year. 

Q Mr. Smith, Issue 17M i n  t h i s  docket deals w i t h  the  

prudency o f  the  Hardee t ransact ion,  and you've t a l k e d  about i t  

and obviously you have studied t h a t  agreement and you ' re  

f a m i l i a r  w i t h  i t s  terms. But t o  ass i s t  you, I have prepared a 

document which I ' d  ask the  Chairman t o  mark as E x h i b i t  Number 

25 f o r  i d e n t i f i c a t i o n .  

CHAIRMAN JABER: I s  i t  appropriate t o  c a l l  i t  t h e  

Hardee E l  e c t r i  c Rate Schedul e? 

MR. McWHIRTER: Yes. 

CHAIRMAN JABER: And t h a t  w i l l  be marked as E x h i b i t  

25. 

( E x h i b i t  25 marked f o r  i d e n t i f i c a t i o n . )  

BY MR. McWHIRTER: 

Q This i s  an e x t r a c t  from pa r t s  o f  t h a t  con t rac t  which 

you say you ' re  s t i l l  bound upon, so you know the  terms and 

condi t ions o f  i t , I assume; i s  t h a t  cor rec t?  

A I ' v e  read through the  contract .  I am genera l l y  

f a m i l i a r  w i t h  t h e  contract .  

Q And you t e s t i f i e d  t h a t  i n  September o f  t h i s  month, 

you said there was a change i n  ownership. Would you t e l l  us a 

l i t t l e  b i t  about what t h a t  change i n  ownership i s  and how i t  

works? 
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t was September o f  t h i s  month, bu t  

Power S ta t i on  p r o j e c t  was so ld t o  

though t h a t  sa le  occurred, I have 

assurance from both the  Tampa E l e c t r i c  lega l  s t a f f  as wel l  as 

the f o l k s  i n  TECO Power Services t h a t  t he  o r i g i n a l  1989 

contract  i s unchanged. 

Q So could you rummage through and t e l l  us, the  

documents I ' v e  given you, and t e l l  us whether t o  the  best o f  

your r e c o l l  e c t i  on t h i  s represents the  document your company has 

entered i n t o  w i t h  Hardee Power Partners? 

MR. BEASLEY: I would l i k e  t o  r e i t e r a t e  

Mr. McWhirter's i n d i c a t i o n  t h a t  t h i s  i s  on l y  excerpts from the  

agreement. And i t ' s  q u i t e  a b i g  excerpt ,  and I d o n ' t  know t h a t  

the witness can rummage through i t  as we s i t  here. 

BY MR. McWHIRTER: 

Q 

seen before? And f o r  purposes o f  t h i s  cross-examination w i l l  

you agree, subject  t o  check, t h a t  i t  i s  an ex t rac t  from your 

contract? 

I d o n ' t  ask - -  does i t  look l i k e  the  t h i n g  you've 

Take a few minutes and look a t  the  key th ings  t h a t  

you normally are concerned about and see i f  t h i s  i s  an accurate 

representat ion o f  those items. What I ' v e  done i s  I ' v e  

extracted - -  I ' v e  l e f t  i n  the  index, I ' v e  l e f t  i n  the  preamble, 

and then I ' v e  done the payment requirements. And, o f  course, 

b l e  f o r  negot ia t ing  payments, so I thought you 
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would know about tha t .  

A I can agree, subject t o  check. But I do want t o  

q u a l i f y  t h a t  by saying the Hardee Power S ta t ion  contract  i s  a 

100-page document and i t  has a l o t  o f  d e t a i l s  i n  it. And I do 

understand the generals about the  contract ,  bu t  there may be 

some spec i f i cs  i n  those 100 pages t h a t  are j u s t  - -  

Q I c e r t a i n l y  don ' t  want t o  pressure you t o  r e c i t e  the 

whole contract  and I ' m  on ly  going t o  ask you about a few minor 

po ints  i n  the contract. 

But Ms. Jordan has f i l e d  testimony i n  t h i s  case, 

which has not,  she hasn ' t  y e t  t e s t i f i e d ,  but  she has the 

amounts o f  sales o r  purchases from Hardee i n  the  year 2003 i n  

the testimony she f i l e d  i n  August and she has what the 

projected sales are i n  the  year 2004. I ' m  sure you, you may - - 
do you have a copy o f  her testimony there t h a t  you can look a t ?  

A I do not.  

Q A l l  r i g h t .  I ' m  going t o  g ive you the  numbers t h a t  

she has i n  her testimony, and I ' d  l i k e  you t o  agree w i th  me, 

subject t o  check, t h a t  t h e y ' r e  accurate. And i f  you don ' t  

t h i n k  t h e y ' r e  accurate, then please say so and then w e ' l l  

c l a r i f y  it. 

But i n  the e x h i b i t  she f i l e d  on August the 12th, 

2003, a t  Page 20 o f  t h a t  e x h i b i t  i t  shows t h a t  f o r  the year 

2003 - -  

MR. BEASLEY: Madam Chairman, I object  t o  - - t h i s  
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appears t o  be testimony. The witness does no t  have whatever 

the document i s  t h a t  the  numbers are coming from. 

3 r  he probably i s  not t he  r i g h t  witness t o  ask about i t  because 

he d i d n ' t  sponsor whatever i t  i s  Mr. McWhirter i s  about t o  

t e s t i f y  t o ,  so I object  t o  the  l i n e  o f  quest ioning. 

He might - -  

CHAIRMAN JABER: Mr. Beasley, you haven' t  heard what 

the questions are, so you d o n ' t  know i f  he 's  ab le t o  t e s t i f y  t o  

them o r  not.  But I agree w i t h  you t h a t  we need t o  provide, 

Yr. McWhirter, the  witness a copy o f  Ms. Jordan's testimony. 

3Y MR. McWHIRTER: 

Q I ' m  going t o  g ive  you my very own copy o f  the 

testimony, and I ' v e  marked key pages, and I'll t r y  t o  deal w i t h  

it from my r e c o l l e c t i o n  o f  it. Tha t ' s  t he  test imony t h a t  she 

f i l e d  i n  September f o r  t he  year 2004. 

testimony t h a t  she f i l e d  i n  August t h a t ' s  a t r u e - u p  f o r  the  

year 2003, and I ' d  ask you t o  look  a t  t h a t  and see i f  you t h i n k  

tha t  i s  a c t u a l l y  her - -  t he  test imony t h a t  she gave. 

I ' m  now handing you the 

CHAIRMAN JABER: Mr. McWhirter, I ' m  s o r r y  t o  

i n t e r r u p t  you, but ,  you know, the  cour t  repo r te r  c a n ' t  capture 

your comments i f  you ' re  no t  by the  microphone. 

MR. McWHIRTER: Yes, ma'am. 

3Y MR. McWHIRTER: 

Q Would you look a t ,  would you look a t ,  I bel ieve i t ' s  

Schedule 7 which shows the  purchased power. 

a t  the  August 12th testimony. 

L e t ' s  look f i r s t  

I t h i n k  you have the  September. 
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The August 12th i s  i n  your r i g h t  hand, and I may have marked 

i t . And i t  shows a t  the  bottom o f ,  I be l ieve  i t ' s  - -  i s  i t  the 

Schedule 7 i s  the  purchases from Hardee Power? 

Schedule E7 i s  purchased power, yes. A 

Q And t e l l  us, i f  you bel ieve t h a t ' s  co r rec t ,  what the  

mount o f  megawatt hours t h a t  you've purchased from Hardee 

'ewer f o r  2003, both actual  and estimated, and what the average 

r i c e  pa id  and what the  t o t a l  d o l l a r  amount was. 

A From the  document you've given me, t h e  energy from 

iardee looks t o  be 656,652 megawatt hours. The p r i c e  f o r  the,  

f o r  t he  fue l  shown, $68.26 per megawatt hour, f o r  a t o t a l  

)f $44,823,832.22. 

Q 

A I t ' s  shown as $68.26. 

Q Now t h a t ' s  t he  energy charge from Hardee; i s  t h a t  

And what d i d  you say the  p r i c e  per megawatt hour was? 

zorrect? 

A That ' s  energy. That ' s  co r rec t .  

Q A l l  r i g h t .  Now the capaci ty payment, we seem t o  be 

i n  some disagreement about it. But i f  y o u ' l l  look  a t  Page 36B 

I f  the  FERC document, you w i l l  see t h a t  I ' v e  h igh l igh ted  i n  

3aragraph 6.4 the  capaci ty  payment t h a t  you make t o  Hardee each 

nonth. 

A Did you say 36B? 

Q Yes, s i r .  

CHAIRMAN JABER: Mr. McWhirter, where would I f i n d  
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that page number, on the  top or  on the bottom? 

MR. McWHIRTER: I t ' s  a t  the very bottom i n  the  

:enter. It ' s about ha1 fway through the  document. 

CHAIRMAN JABER: Oh, I see. I t ' s  Page 36B, o r i g i n a l  

sheet number 51B? 

MR. McWHIRTER: Yes, ma'am. Tha t ' s  cor rec t .  

3Y MR. McWHIRTER: 

Q What i s  the  amount 

fo r  the  capaci ty  payment? 

A There are two numb 

you pay each month 

r s  high1 igh ted  her 

see, the  one t h a t  we were referencing, t he  2003 

t o  Hardee Power 

. As you can 

capaci ty  

addit ions o r  t he  Hardee 2, which i s  the  CT 2B t h a t  we were 

j iscuss ing as f a r  as the  May i n - s e r v i c e  date, t h a t  number i s  

?epresented by the  $451,000 per month, and t h a t ' s  going t o  be 

approximately about $5 m i l  1 i o n  a year. 

Q 

A Yes. 

Q 

And t h a t ' s  t he  new CT? 

Now the  number above i s  the,  t h e  amount o f  money 

you're paying f o r  the,  under the  1990 cont rac t ;  i s  t h a t  

:orrect? 

A For the  o r i g i n a l  Hardee, t h a t  looks about r i g h t ,  yes. 

Q So could you take a quick moment and g i ve  us a f a i r  

pound number o f  the  amount you pay each month i n  capaci ty 

3ayments t o  Hardee? 

A Round numbers f o r  the year anyway, t h a t  works out t o  
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be about $20 m i l l i o n  a year. 

Q I t ' s  ac tua l l y  19.6, but  I don ' t  want t o  t e s t i f y  

because Mr. Beasley w i l l  get  mad a t  me. 

Go t o  Page 37, and you have paragraph 6.4, and t h a t  

paragraph t a l  ks about the  capaci ty finance r a t e  adjustment. 

Can you t e l l  me what the capaci ty finance r a t e  adjustment i s ?  

A 

Q 

A Once again, the  contract  was negotiated back i n  '89. 

That 's  not i n  my area. 

And you d i d n ' t  negot iate t h i s  contract? 

3s j u s t  out o f  h igh school. 

Q Back i n  what? 

A 

Q And t h i s  i s  the fou r th  amendment. When was the  

It was negotiated back i n  1989. 

f ou r th  amendment negotiated? 

A 

Q Do you r e c a l l  t h a t  i t  was submitted t o  t h i s  

I ' m  no t  sure o f  the s p e c i f i c  date. 

Commission f o r  approval i n  1999? 

A There was an amendment, a waiver t h a t  occurred i n  

1999. I d o n ' t  know i f  i t  was the  fou r th  amendment o r  what 

amendment i t  was. 

Q And t h a t  dea l t  w i t h  the  construct ion o f  75 megawatts 

o f  new combustion tu rb ine  capacity? 

A Tampa E l e c t r i c ,  when i t  accepted i t s  r i g h t ,  i t  chose 

t o  b u i l d  ou t  a 75-megawatt CT a t  Hardee, and i t  went i n  serv ice 

May o f  2000. Yes. 
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Q Now Section 6 o f  t h i s  contract  deals w i t h  the 

payments, and then each o f  those payments has a ,  a var iab le  

cost t h a t  goes along w i t h  i t . And I ' d  l i k e  you t o  look near 

the back o f  the contract .  A t  the  top  y o u ' l l  see i t ' s  Appendix 

G,  and t h a t ' s  the appendix t h a t ' s  re fe r red  t o  i n  

Section 6.51 deal ing w i t h  the combustion tu rb ine  var iab le  O&M 

costs. And do you know what t h a t ' s  a l l  about? 

A I imagine i t  has something do w i t h  O&M. 

t h i s  i s  a cost-based contract ,  which means t h a t  we pay the  

actual cost o f  fue l  and the  actual cost o f  O&M. 

Keep i n  mind 

Q So i t  1 i s t s  14 adjustable items, we l l ,  I guess 16 

adjustable items w i t h  respect t o  the combustion tu rb ine ,  t h a t  

the costs can vary each month; i s  t h a t  correct? The charge t o  

you var ies each month? 

A 

Q 

Appendix H, and t h a t ' s  t h e  combustion tu rb ine  admin is t ra t ive 

and general expenses. And i t  has nine items t h a t  can vary 

every month; i s  t h a t  cor rec t?  

I imagine t h a t  var iab le  O&M could vary. 

And then the  next e x h i b i t ,  the next appendix i s  

A I see the n ine items. I imagine they could vary. I 

c a n ' t  say f o r  sure. 

Q A l l  r i g h t .  Now t h e r e ' s  an Appendix F t h a t  deals w i t h  

the var iab le combustion t u r b i n e  f i x e d  operation and maintenance 

costs as can be amended or can be var ied each month i n  

accordance w i t h  Section 6.5.1B. Appendix F i s  ahead o f  
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4ppendix G. 

A And i t  has combustion tu rb ine  f i x e d  operating and 

maintenance costs? 

Q Yes. 

A Once again, the costs o f  maintenance, operation, I 

change j u s t  l i k e  w i t h  any other imagine those components could 

generating f a c i l i t y .  

Q Now on each o f  those 

t a l k s  about the f a c t  t h a t  some 

of fered by a f f i l i a t e d  companie 

items, Mr. Smith, i t  

services w i l l  be 

E l e c t r i c .  And i f  t h a t  

happens, those a f f i l i a t e d  companies have t o  g ive  those 

operations t o  you a t  cost wi thout  any markup. Are you f a m i l i a r  

w i th  t h a t  concept? 

A I know t h a t  we pay the  actual cost o f  fue l  and the 

actual cost o f  O&M. 

Q A l l  r i g h t .  Now the  contract  no longer belongs t o  an 

a f f i l i a t e d  company; i t  belongs t o  a t h i r d  pa r t y .  I n  your 

oversight o f  t h i s  contract ,  what determination have you made 

w i th  respect t o  the a b i l i t y  o f  t h a t  t h i r d  p a r t y  t o  adjust  the 

cost o f  these 15 items i n  one place and nine items i n  another 

and 14 i n  another each month t o  cover cost changes? 

A Once again, I mentioned before, I 've  had discussions 

w i th  our own legal  counsel who ac tua l l y  d i d  the,  I guess you 

would c a l l  i t  a renegot ia t ion or  the sale o f  the  Hardee 

pro ject ,  and they have assured me, as wel l  as the f o l k s  i n  TECO 

v a r i  ab1 e 

o f  these 

o f  Tamp 
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Power Services, they have assured me t h a t  the  o r ig ina l  1989 

contract  i s  unchanged. And t h a t ' s  the  best answer t h a t  I can 

give you. I t ' s  t h e i r  expert ise,  legal  counsel. I have t o  

depend on, on them t e l l i n g  me the t r u t h .  

Q Now d i d  I understand you i n  your opening statement t o  

make the  statement t h a t  i t  was your opinion t h a t  t h i s  contract  

was a prudent contract  and i n  the best i n t e r e s t  o f  Tampa 

E l e c t r i c ' s  customers? 

A I bel ieve i n  my opening statement I said t h a t  I can 

assure t h a t  the o r ig ina l  - -  the sale d i d n ' t  have an impact 

because the  o r ig ina l  1989 contract  was unchanged. 

Q We1 1 , how about the 19 - - t he  2003 capacity addi t ion 

contract  where you ' re  now paying 100 percent o f  the cost o f  

t h i s  combustion turbine? I s  i t  your opinion t h a t  t h a t  i s  a 

prudent contract  and t h a t  the  costs incurred were prudent? 

MR. BEASLEY: You sa id the  2003? 

MR. McWHIRTER: Yes. That 's  what i t ' s  ca l led  here, 

i s n ' t  it? 2003 capacity addi t ion,  i f  y o u ' l l  look a t  the f i r s t  

p a r t .  

THE WITNESS: I t ' s  what i t ' s  re fe r red  t o .  And i t  

ac tua l l y  went i n  service i n  2000. And a t  the  time t h a t  

agreement was entered i n t o ,  I have t o  t r u s t  t h a t  the events and 

assumptions a t  t h a t  t ime, which i s  the  t ime per iod tha t  you 

have t o  evaluate t h a t  decis ion on, were prudent. 

3Y MR. McWHIRTER: 
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Q You assume t h a t  or d i d  you make an independent study 

yoursel f t o  back up your testimony t h a t  i t  was prudent? 

A I wasn't there.  I d i d n ' t  a c t u a l l y  do the deal. I do 

know t h a t  there - -  Linn (phonetic) Brown, who was there a t  the 

time, he f i l e d  rebut ta l  testimony i n  November '99. He also 

f i l e d  i n  h i s  deposit ion i n  2001 i n  the month o f  October s t a t i n g  

t h a t  he d i d  go through and he evaluated other options before 

en ter ing  i n t o  t h i s  contract ,  and he found i t  t o  be the best 

opt ion f o r  Tampa E l e c t r i c  Company. 

Q I see. And so you - -  what you have t e s t i f i e d  then i s  

a hearsay opinion t h a t  i t ' s  okay because you ' re  r e l y i n g  on the 

opinion o f  somebody e lse t h a t  was given e a r l i e r ,  somebody who 

you t r u s t ;  i s  t h a t  correct? 

MR. BEASLEY: I object  t o  the  question. It c a l l s  f o r  

a legal  conclusion. 

CHAIRMAN JABER: Mr. McWhirter, your response. 

MR. McWHIRTER: Well, he sa id t h a t  he hadn' t  made an 

opinion; he based i t  on somebody e l se ' s .  And I was j u s t  t r y i n g  

t o  res ta te  what he said. I s  t h a t  not  what you said, s i r ?  

Well, excuse me. You need t o  r u l e  on the  object ion.  

CHAIRMAN JABER: That 's  okay. I d o n ' t  necessar i ly  

t h i n k  i t  c a l l s  f o r  a legal  conclusion, bu t  i t  c e r t a i n l y  was a 

confusing question. So why d o n ' t  you reword it. 

MR. McWHIRTER: I ' m  sorry. Most o f  my questions are, 

and I ' m  sor ry  f o r  t h a t .  
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CHAIRMAN JABER: When we hear them. 

3Y MR. McWHIRTER: 

Q You d i d  not personal ly make a determination t h a t  t h i s  

contract was prudent, d i d  you? 

A No. 

Q And on what basis do you then t e s t i f y  t h a t  i t  i s  

prudent? 

A 

tha t  I work w i t h  who were there a t  the t ime. 

Q 

On the  basis t h a t  I know i t was evaluated per people 

Do you know i f  any commitment was made t o  the new 

owners t h a t  Tampa E l e c t r i c  would buy a c e r t a i n  amount o f  

e l e c t r i c i t y  from t h i s  contract? 

A 

Q 

I ' m  no t  aware o f  anything l i k e  t h a t .  

Does the  contract  t h a t  ex i s t s  now requ i re  you t o  buy 

a c e r t a i n  amount o f  e l e c t r i c i t y ?  

A The current  cont ract  gives us the  r i g h t  t o  c a l l  on 

I t ' s  f u l l y  dispatchable a t  our use. We can use tha t  resource. 

as much as we deem economical t o  do so. 

Q So you have an ob l i ga t i on  t o  make a capaci ty  payment, 

but you d o n ' t  have an ob l i ga t i on  t o  buy any e l e c t r i c i t y  from 

Hardee; i s  t h a t  r i g h t ?  

A That ' s  cor rec t .  

Q And t o  the  best o f  your knowledge, no commitment was 

made t o  the new owners t h a t  you would buy a c e r t a i n  amount o f  

e l e c t r i c i t y ?  
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A To the  best o f  my knowledge, t h a t ' s  co r rec t .  And 

keep i n  mind t h a t  we pay the  actual cost  o f  fue l  and the  actua 

cost o f  O&M. 

Q And how do you know t h a t  you pay the actual cost? 

There's no commitment i n  here f o r  the  new owners t o  charge you 

the actual cost .  

MR. BEASLEY: I s  t h a t  a question? 

BY MR. McWHIRTER: 

Q 

A Can you rephrase t h a t  question, please? 

Q 

I t ' s  on ly  when TECO Power Service s e l l s  i t  t o  you. 

Well, these appendix say t h a t  when TECO Power 

Services adjusts the  monthly charges f o r  var iab le  O&M and f o r  

f i x e d  O&M and f o r  t he  other components, t h a t  they have t o  do i t  

a t  cost. But t h e r e ' s  no such requirement when t h a t ' s  done by a 

t h i r d  pa r t y ,  i s  there? 

A Once again, I can on ly  t e l l  you what our l ega l  

department has t o l d  us, and t h a t  i s  t h a t  the  o r i g i n a l  agreement 

as i t  was before when TECO Power Services owned i t  i s  the  same 

as when the  new owners have i t  today. 

Q And t h e r e ' s  a requirement by the  Federal Energy 

Regulatory Commission t h a t  when y o u ' r e  deal ing w i t h  an 

a f f i l i a t e d  company, t h a t  you have t o  s e l l  a t  cost ;  i s  t h a t  

r i g h t ?  And t h a t  was the basis upon which the contract  was 

approved: i s  t h a t  cor rec t?  

A Being cost-based, yes. 
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Q A1 r i g h t .  But i f  you ' re  deal ing w i th  a t h i r d  par ty ,  

do they have t o  s e l l  you the power a t  cost? 

A Once again, the new owners s t i l l  abide by the same 

contract .  The contract  was set  back i n  1989 and the contract  

goes through 2012, so i t ' s  unchanged. 

CHAIRMAN JABER: Mr. Smith, what does t h a t  mean? 

Again, not from a legal  i n t e r p r e t a t i o n  standpoint but  the  

prac t ica l  appl icat ion o f  what you j u s t  said, t h a t  when you are 

deal ing w i t h  a n o n a f f i l i a t e d  t h i r d  par ty ,  i s  t h a t  cont ract ,  are 

the terms o f  t h a t  cont ract  cost-based? 

THE WITNESS: Yes. What, what essen t ia l l y  happened 

i s  the Hardee Power S ta t ion  contract  was sold t o  a new owner, 

but t h a t  new owner took over and operated the contract  j u s t  as 

any other person would who took i t  over. So they d i d n ' t  go i n  

and open the contract  and renegot iate terms and condi t ions.  

essence, they said, we w i l l  take over the same r e s p o n s i b i l i t y  

D f  TECO Power Services, i n  which case i t ' s  seamless t o  us. 

3Y MR. McWHIRTER: 

I n  

Q And i s  t h a t  i n  w r i t i ng  and i s  t h a t  included i n  any 

d r i t t e n  agreement t h a t ' s  been submitted t o  t h i s  Commission f o r  

approval ? 

A 

Q My understanding, and I got my understanding from 

I ' m  not ,  I ' m  no t  aware one way or the other. 

4s. Jordan's testimony, i s  what happens i s  - - and i t ' s  

2xplained i n  the executive summary o f  t h i s  contract ,  which i s  
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a t  t he  end. 

TECO Power Services was the  genera partner and TECO Power 

Services was a l s o  the l i m i t e d  par tner .  

understanding? 

Hardee Power Partners i s  a l i m i t e d  partnership and 

I s  t h a t  your 

MR. BEASLEY: Perhaps i t  would be b e t t e r  f o r  

Mr. McWhirter t o  ask Ms. Jordan questions about her testimony. 

MR. McWHIRTER: A l l  r i g h t .  

BY MR. McWHIRTER: 

Q So you don ' t  know what the r e l a t i o n s h i p  i s  between 

your company and the  new owners? 

A I know t h a t  the  owners were a TECO Energy a f f i l i a t e  

and t h a t  they so ld i t  t o  a new company. 

Q 

A I bel ieve i t  i s  no t .  

Q Do you know a Mr. Richard Lehfe ld t ,  Lehfe ld t ,  v i ce  

And i s  t h a t  new company a TECO a f f i l i a t e ?  

president o f  TECO Energy? 

A Richard Lehfel d t ?  

Q Yeah. 

A I ' v e  met him a couple o f  t imes. Yes. 

Q Do you read the  s t u f f  t h a t ' s  w r i t t e n  about him i n  the  

newspaper from t ime t o  time? 

A Not r e a l l y .  

Q Did you read the  a r t i c l e  t h a t  appeared i n  Tuesday's 

W a l l  St reet  Journal? 

A No, s i r .  
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Q 

'age 8. And Page 8 i s  where they quote Mr. Lehfe ld t .  

Now t h a t  a r t i c l e  begins on Page 2, bu t  i t  ends on 

MR. BEASLEY: I object  t o  t h i s  l i n e  o f  testimony, 

iearsay, and references t o  the W a l l  St reet  Journal. 

locument t h a t  anybody sponsored i n  t h i s  proceeding other than 

Ir . McWhi r t e r  . 

I t ' s  not a 

CHAIRMAN JABER: The object ion i s  hearsay, 

Ir . McWhi r t e r  . Your response. 

MR. McWHIRTER: I ' m  going t o  ask him - -  he 's  

i d e n t i f i e d  Mr. Lehfeldt  as an o f f i c e r  o f  h i s  company and 

4r. Lehfe ld t  has made a pub l i c  statement on behal f  o f  the 

:ompany, and I ' m  going t o  ask him i f  he agrees w i t h  t h a t  

j, t atement . 
CHAIRMAN JABER: Okay. I'll al low the  question. 

Vlr. Beasley, hearsay i s  allowed i n  admin is t ra t ive proceedings 

and has t o  be corroborated, so w e ' l l  g ive  i t  the  weight i t  

cleserves. 

3Y MR. McWHIRTER: 

Q Now look a t  the capt ion where i t  says, "Fairly 

lesperate Characters. " And would you read t h a t  paragraph t h a t  

has Mr. Leh fe ld t ' s  quotes i n  it? 

A "Fair ly Desperate Characters. This has 1 e f t  many 

companies w i t h  s t a t e - o f - t h e - a r t  p lan ts  bu t  t oo  few buyers f o r  

the output. 

characters these days, ' says Richard Lehfel d t  , senior v ice 

'We i n  our indus t ry  are f a i r l y  desperate 

FLORIDA PUBLIC SERVICE COMMISSION 



1 

2 

3 

4 

5 

6 

7 

8 

9 

10  

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

634 

president a t  TECO Energy, which owns two la rge  g a s - f i r e d  p lants  

i n  the nat ion."  

He has suppl iers - - "He says, 'Suppl iers w i l  

e l e c t r i c i t y  f o r  extremely low pr ices j u s t  t o  have some 

f low. Even a welfare r a t e  o f  re tu rn  i s  b e t t e r  than no 

re tu rn .  1 I' 

Q Now, s i r ,  do you agree w i t h  t h a t  statement? 

s e l l  

cash 

r a t e  o f  

A Keep i n  mind t h a t  Richard doesn' t  have t o  get my 

approval on anything t h a t  he says. 

Q Okay. Do you agree w i t h  it? 

A But I do know t h a t  Richard i s  speaking from a 

Tampa - -  TECO Energy perspective and t h a t  TECO Power Services 

has pro jec ts  throughout the  nat ion.  So whether o r  not I agree 

w i th  t h a t  o r  not ,  I c a n ' t  say. And I d o n ' t  know i f  he 's  

r e f e r r i n g  t o  p ro jec ts  i n  Arizona, i n  Arkansas and other p 

o r  Hardee. 

Q Well , i n  your negot iat ions f o r  wholesale power, 

aces , 

have 

you not iced some troubled companies i n  the  State o f  F lo r ida  

t h a t  are w i l l i n g  t o  s e l l  power a t  wel fare pr ices? 

A I don ' t  know about w e l f a r e  p r ices .  But the wholesale 

market compared t o ,  you know, the 1999 times when we were 

seeing t r i p l e  and quadruple d i g i t  pr ices has come down some. 

Q 

A I t ' s  come down some. I t ' s  no longer f o u r - d i g i t  

Has i t  j u s t  come down some? 

pr ices .  
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Q One f i n a l  question. Wel l ,  I ' m  going t o  ask two f i n a l  

questions. 

I presume you observe what's going on i n  the 

dholesale market around the country and the  sale o f  power by 

independent power producers i n  your responsi b i  1 i t y  both t o  s e l l  

jnd t o  buy power, d o n ' t  you? 

A I p r e t t y  much focus on F lo r ida  and some o f  the  

Southeast because t h a t ' s  the market t h a t  we're p r i m a r i l y  

jea l  i ng wi th .  

Q Well, t h i s  a r t i c l e  contends 

lower i n  the  southeast and, as a resu 

lown the value o f  t h e i r  power plants.  

iave you observed t h a t  i n  your - - 

t h a t  t h e r e ' s  a g l u t  f 

t, people are w r i t i n g  

Do you agree w i t h  tha t?  

MR. BEASLEY: I object .  That wasn't  i n  anything t h a t  

4r. Smith was asked t o  look a t ,  and i t ' s  testimony by 

4r. McWhi r t e r  . 
3Y MR. McWHIRTER: 

Q W i l l  you agree w i th  me, subject t o  check, t h a t  the  

j r t i c l e  has t h a t  contention? And I ' m  not  asking you what the  

w t i c l e  says o r  the  t r u t h  o f  the a r t i c l e .  

your observation i s  o f  the independent power market today. 

The independent power market i n  F lo r i da  has come 

I ' m  asking you what 

A 

jown, once again, from t h a t  '99 high peak season t h a t  we saw i n  

the wholesale marketplace. Keep i n  mind, however, t h a t  F lo r ida  

i s  a very d i f f e r e n t  market than other markets. We're b a s i c a l l y  
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a peninsula un i k e  another marketplace l i k e  Southern t h a t  has 

entrances from TVA or  Tennessee, the Carolinas and areas l i k e  

t h a t .  We're p r e t t y  much i so la ted  w i t h  j u s t  import t o  the  nor th  

o f  us. So i n  the event t h a t  we have an import cons t ra in t  o r  

the temperature i n  F lo r ida  i s  ho t te r  than the r e s t  o f  the  

nat ion or t he  r e s t  o f  the  southeast, p r ices  can vary i n  F lo r i da  

regardless o f  what anything e lse  i s  going on. 

Q And you' r e  t a l  k ing  about the  spot market as opposed 

t o  the forwards market; r i g h t ?  

A Tha t ' s  correct .  

Q Uh-huh. Have you not iced pr ices  i n  the  forwards 

market going down? 

A Once again, compared t o  the, t o  the high per iod o f  

t ime, yes. But even, even the forwards market i n  F lo r ida ,  

depending on what's going on w i t h  F lo r ida ,  can be d i f f e r e n t  

from the r e s t  o f  the southeast. 

Q Well ,  under those circumstances have you reached a 

conclusion as t o  why t h i s  investment company would pay a 

premium t o  buy the  Hardee Power Plant when other power p lan ts  

i n  the country are w r i t i n g  down t h e i r  value? 

A I d o n ' t  know what t h a t  other company considered when 

i t  bought the  p ro jec t .  

Q But you do know t h a t  you've made no long-term 

commitments t o  buy power from the company; i s  t h a t  correct? 

A The Hardee Power S ta t ion  i s  essen t ia l l y  a c a l l  
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on i t  one hour, no hour, 24 hours, whenever i t ' s  economical t o  

do so. 

Q And c u r r e n t l y  when you - -  w e l l ,  I won' t  ask t h a t  

question. 

I tender the  witness. 

CHAIRMAN JABER: Thank you, Mr . McWhi r t e r  . 
Mr. LaFace, I ' m  n o t  sk ipp ing you, am I? 

MR. LaFACE: No, I ' m  f i n e .  

CHAIRMAN JABER: Okay. Great. S t a f f .  

CROSS EXAMINATION 

MR. KEATING: Just  one question. 

BY MR. KEATING: 

Q Mr. Smith, do you know what the incremental cos t  o f  

the  rep1 acement capaci ty  i n  energy purchased by Tampa E l  e c t r i  c 

was i n  l i e u  o f  operat ing Gannon u n t i l  the end o f  2004? 

A No, I do not .  I know t h a t  t he re ' s  been a l o t  o f  

analyses done about the  Gannon shutdown, bu t  beyond t h a t ,  no. 
MR. KEATING: Thank you. 

CHAIRMAN JABER: Commissioners, do you have any 

questions? 

Commi ss i  oner Deason. 

COMMISSIONER DEASON: I understand t h e r e ' s  been a l o t  

o f  analysis done concerning what the  incremental cost i s  

associated w i t h  shu t t i ng  down the  Gannon Uni ts .  I bel ieve  t h a t  
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Ms. Jordan's testimony has a ca lcu la t ion ,  her l a t e s t  version - -  

have you reviewed her testimony and her ca l cu la t i on  o f  t h a t  

amount? I th ink  i t  was somewhere i n  the neighborhood o f  

$8 m i l l i o n ,  i f  I ' m  not  mistaken, or does t h a t  number even sound 

i n  the  bal lpark? 

THE WITNESS: I haven' t  reviewed her testimony. 

COMMISSIONER DEASON: Okay. I'll j u s t  ask her. 

Thank you. 

CHAIRMAN JABER: Mr. Beasley, do you have red i rec t?  

MR. BEASLEY: I have no red i rec t .  I ' d  l i k e  f o r  

the - -  ask t h a t  the witness be excused and c a l l  Ms. Wehle. 

CHAIRMAN JABER: L e t ' s  deal w i th  e x h i b i t s  f i r s t .  We 

have two exh ib i ts .  Mr. McWhirter, Exh ib i t  24 was Schedule E7, 

Page 2 o f  2 and 2 o f  5, bu t  you already sa id t h a t  those were i n  

the record through Mr. Portuondo's testimony. 

MR. McWHIRTER: Yes, ma'am. 

CHAIRMAN JABER: So you ' re  not asking t h a t  those be 

readmitted. 

MR. McWHIRTER: No. But I am asking f o r  25 t o  be 

admitted. 

CHAIRMAN JABER: Okay. And then w i t h  regard t o  

Exh ib i t  25, the Hardee E l e c t r i c  Rate Schedules, w i t h  no 

objection, Exh ib i t  25 w i l l  be admitted i n t o  the  record. 

(Exh ib i t  25 admitted i n t o  the record.)  

CHAIRMAN JABER: Commissioners - -  and, Mr. Smith, you 
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lay be excused. Thank you f o r  your test imony. 

While the next witness gets on t h e  stand, do you need 

just  a sho r t  f i ve-minu te  break? W e ' l l  take a shor t  f ive-minute 

ireak, M r .  Beasley, wh i l e  the  next wi tness comes on the stand. 

(Recess taken. ) 

CHAIRMAN JABER: Okay. L e t ' s  ge t  back on the record. 

Ir. Beasley, I see you have your next wi tness on the stand. 

MR. BEASLEY: Yes, ma'am. 

JOANN WEHLE 

vas c a l l e d  as a witness on behal f  o f  Tampa E l e c t r i c  Company 

wid, having been du ly  sworn, t e s t i f i e d  as fo l lows:  

D I  RECT EXAM I NATION 

3Y MR. BEASLEY: 

Q Ms. Wehle, could you please s t a t e  your name, business 

address and your p o s i t i o n  w i t h  Tampa E l e c t r i c  Company. 

dholesale marketing and fue l s  f o r  Tampa E l e c t r i c  Company. My 

address i s  702 North Frank l in  S t ree t ,  Tampa, F lo r i da  33602. 

A Yes. My name i s  Joann Wehle. I ' m  t he  d i r e c t o r  o f  

Q Ms. Wehle, d i d  you prepare and submit i n  t h i s  

proceeding back on A p r i l  l s t ,  2003, a document e n t i t l e d ,  "Final  

True-up Testimony o f  Joann Wehle"? 

A Yes, I d id .  

Q Do you have any changes or  cor rec t ions  t o  make t o  

tha t?  

A No, s i r .  
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Q I f  I were t o  ask you the  questions i n  t h a t  testimony, 

would the  answers be the  same? 

A Yes, s i r .  

MR. BEASLEY: I ' d  ask t h a t  

test imony be inser ted.  

CHAIRMAN JABER: The p r e f i  

Ms. Wehle's f i n a l  t rue -up  

ed test imony o f  

1 s t  and 

record as though 

Joann T. Wehle f i l e d ,  i t  looks l i k e  Apr i l  

September 12th sha l l  be i nse r ted  i n t o  the  

read. 

MR. BEASLEY: I ' m  going t o  addr 

I f  I could j u s t  ask a t  t h i s  i n  a moment. 

A p r i l  1 s t  testimony be inser ted.  

CHAIRMAN JABER: Sure. Let t h e  

ss the  September 12th 

p o i n t  t h a t  t he  

record r e f l e c t  a t  

t h i s  p o i n t  we've on ly  inser ted  the  A p r i l  1 s t  p r e f i l e d  

t e s t  i mony . 
BY MR. BEASLEY: 

Q Ms. Wehle, d i d  you have prepared under your d i r e c t i o n  

and supervis ion the  e x h i b i t  i d e n t i f i e d  as E x h i b i t  JTW-1 t h a t  

accompanied t h a t  A p r i l  1 f i l i n g ?  

A Yes, s i r ,  I did .  

Q Thank you. 

MR. BEASLEY: I ' d  ask t h a t  t h a t  E x h i b i t  JTW-1 be 

marked f o r  i d e n t i f i c a t i o n .  

CHAIRMAN JABER: JTW-1 w i l l  be i d e n t i f i e d  as E x h i b i t  

\umber 26. 
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(Exh ib i t  Number 26 marked for i d e n t i f i c a t i o n . )  
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A. 

a *  

A. 

BEFORE THE FLORIDA PUBLIC SERVICE COMMISSION 

PREPARED DIRECT TESTIMONY 

OF 

JOANN T. WEHLE 

Please state your name, address, occupation and employer. 

My name is Joann T. Wehle. My business address is 702 N. 

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

Tampa Electric Company ("Tampa Electric" or "company") as 

Director of the Wholesale Marketing and Fuels Department. 

Please provide a brief outline of your educational 

background and business experience. 

I received a Bachelor's of Business Administration Degree 

in Accounting in 1985 from St. Mary's College, South 

Bend, Indiana. I am a CPA in the State of Florida and 

worked in several accounting positions prior to joining 

Tampa Electric. I began my career with Tampa Electric in 

1990 as an auditor in the Audit Services Department. I 

became Senior Contracts Administrator, Fuels in 1995. In 

1999, I was promoted to Director, Audit Services and 

subsequently rejoined the Fuels Department as Director in 

April 2001. I became Director, Wholesale Marketing and 
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Q -  

A. 

Q *  

A. 

Fuels in August 2 0 0 2 .  I am responsible for managing 

Tampa Electric's wholesale energy marketing and fuel- 

related activities. 

Please state the purpose of your testimony. 

The purpose of my testimony is to present, for the 

Florida Public Service Commission's ( "FPSC'' or 

"Commission" ) review, information regarding the 2 0 0 2  

performance of Tampa Electric's risk management 

activities, as required by the terms of the stipulation 

entered into by the parties to Docket No. 011605-E1 and 

approved by the Commission in Order No. PSC-02-1484-FOF- 

EI. In addition, I will present details regarding the 

appropriateness for recovery of $83,786 in incremental 

operations and maintenance (06rM) expenses associated with 

hedging activities. 

Have you prepared any exhibits in 

testimony? 

Exhibit No. - (JTW-1) was Yes. 

support of your 

prepared under my 

direction and supervision. My ex,libit shows Tampa 

Electric's calculation of its 2 0 0 2  incremental hedging 

O&M expenses. 
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What is the source of the data you will present by way 

of testimony or exhibits in this proceeding? 

Unless otherwise indicated, the source of the data is 

books and records of Tampa Electric. The books and 

records are kept in the regular course of business in 

accordance with generally accepted accounting principles 

and practices, and provisions of the Uniform System of 

Accounts as prescribed by this Commission. 

What were the results of Tampa Electric’s risk management 

activities in 2002? 

As outlined in Tampa Electric’s Risk Management Plan 

filed on September 20, 2002 in Docket No. 020001-E1, the 

company strives to limit fuel price volatility and 

overall fuel cost while maintaining a reliable supply of 

fuel. Tampa Electric is also taking a deliberate 

approach to its natural gas procurement and hedging in 

light of the company‘s changing fuel mix and its efforts 

to increase internal expertise regarding hedging 

activities. 

On April 1, 2003 Tampa Electric filed its annual risk 
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Q. 

A. 

Q. 

A. 

Q. 

A. 

management report, which describes the outcome of its 

2002 risk management activities. As that report 

indicates, Tampa Electric's hedging activities during 

2002 produced a net savings of $34.6 million for Tampa 

Electric's customers. 

Did the company conduct incremental hedging activities in 

2 0 0 2 ?  

Yes, the company hedged the price of natural gas in 2002, 

using over-the-counter swaps in the months of July, 

August and September. 

What were the results of the company's incremental 

hedging activities? 

Incremental natural gas hedging activities protected 

Tampa Electric's customers from unforeseen increases in 

the price of natural gas. The net cost of that 

protection in 2002 was a $203,500 loss when the 

instrument prices were compared to market prices. 

What were the costs associated with these transactions? 

The transaction costs associated with the swaps were 
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Q *  

A. 

Q. 

A. 

embedded in the commodity price of the natural gas. 

Thus, the transaction costs cannot be separately 

identified. 

Did the company use financial hedges for other 

commodities in 2002? 

No, Tampa Electric did not use financial hedges for other 

commodities because of its fuel mix. Historically, Tampa 

Electric has primarily relied on coal as a boiler fuel. 

The price of coal is relatively stable compared to the 

prices of oil and natural gas, and there are no financial 

hedging instruments for the types of coal the company 

uses. The company also did not hedge oil or wholesale 

energy transactions. Tampa Electric consumes a small 

amount of oil, making price hedging impractical, and the 

company does not plan to use financial hedges for 

wholesale energy transactions until a liquid, published 

market exists in Florida. 

Does Tampa Electric use physical hedges? 

Yes, Tampa Electric uses physical hedges in managing its 

coal supply. The company enters into a portfolio of 

differing term contracts with various suppliers to obtain 

5 
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A. 

Q -  

the types of coal used on its system. In addition, some 

coal supply contracts have embedded volume options that 

the company uses when spot-market pricing is favorable 

compared to the contract price. In 2002, these coal 

strategies resulted in $34.8 million in savings to Tampa 

Electric's customers, compared to expected coal costs for 

2002. 

What is the basis for your request to recover the 

commodity and transaction costs described above? 

The Commission, in Order No. PSC-02-1484-FOF-E1, 

authorized the utility to 

. . .charge/credit to the fuel and purchased 

power cost recovery clause its non-speculative, 

prudently-incurred commodity costs and gains 

and losses associated with financial and/or 

physical hedging transactions for natural gas, 

residual oil, and purchased power contracts 

tied to the price of natural gas. 

Order, at page 5, paragraph 3. 

Are you requesting recovery of incremental hedging O&M 

costs? 
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A. Yes, Tampa Electric requests recovery of $83,786 that the 

company incurred as incremental O&M expenses. The 

Commission, in Order No. PSC-02-1484-FOF-E1, authorized 

the utility to 

. . .recover through the fuel and purchased 

power cost recovery clause prudently-incurred 

incremental operating and maintenance expenses 

incurred for the purpose of initiating and/or 

maintaining a new or expanded non-speculative 

financial and/or physical hedging program 

designed to mitigate fuel and purchased power 

price volatility for its retail customers each 

year until December 31, 2006 or the time of the 

utility's next rate proceeding, whichever comes 

first . 
Order, at page 6 ,  paragraph 4 

Tampa Electric's base year expenses, actual 2002 expenses 

and the resulting incremental expenses are shown in my 

exhibit (JTW-1). The order approving the treatment and 

recovery of incremental hedging expenses was issued late 

in 2002. Therefore, the base year and 2002 hedging 

expenses cannot be shown by FERC sub-account because the 

company did not have a mechanism to track hedging costs 

separately until 2003. Tampa Electric established its 

7 
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Q. 

A .  

base year expenses according to the portion of the 

employee’s time and related costs for hedging in 2001 and 

then calculated i ts  2002 costs in the 

recoverable amount i s  the increment, 

exhibit (JTW-1). 

same manner. The 

as shown in my 

Does this conclude your testimony? 

Yes it does. 



1 
2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21  

22 

23 

24 

25 

650 

BY MR. BEASLEY: 

Q Ms. Wehle, d i d  you also prepare p ro jec t i on  testimony 

t h a t  was f i l e d  September 12th, 2003? 

A Yes, I d id .  

Q And d i d  t h a t  testimony encompass not on ly  the  issues 

you ' re  t e s t i f y i n g  about today, bu t  also the t ranspor ta t ion  

re la ted  issues t h a t  have been deferred? 

A Yes, i t  d id .  

MR. BEASLEY: Madam Chairman, I have a redacted 

version o f  t h a t  testimony t h a t  p u l l s  out a l l  o f  t he  tes t im  n 

r e l a t i n g  t o  the  coal , water-borne coal t ranspor tat ion issues. 

I ' d  l i k e  t o  d i s t r i b u t e  tha t ,  i f  I could. 

CHAIRMAN JABER: That would make i t  easier,  

Mr. Beasley. Have you provided a l l  the pa r t i es  a copy o f  the 

redacted testimony? You gave a copy t o  a l l  the pa r t i es ,  Jim? 

MR. BEASLEY: He's doing it. 

CHAIRMAN JABER: Okay. Great. 

MR. BEASLEY: Madam Chairman, t h i s  i s  the  - -  what 

Mr. W i l l i s  i s  d i s t r i b u t i n g  i s  the  same testimony, and i t  j u s t  

has the deferred mater ia l  removed from i t. 

BY MR. BEASLEY: 

Q Ms. Weh 

contained i n  your 

the same? 

e, i f  I were t o  ask you the questions 

p ro jec t i on  testimony, would your answers be 

A Yes, they would. 

FLORIDA PUBLIC SERVICE COMMISSION 
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MR. BEASLEY: I would ask t h a t  the p ro jec t i on  

testimony t h a t  I ' v e  j u s t  d i s t r i b u t e d  be inser ted i n t o  the  

record as though read. 

CHAIRMAN JABER: Mr. Beasley, i f  I could ask your 

witness a question j u s t  t o  make sure we're c lear  on the record. 

MR. BEASLEY: Yes. 

CHAIRMAN JABER: Do you, do you a f f i r m  t h a t  t he  

redacted testimony t h a t ' s  been handed t o  us t h i s  morning i s  

only, the only redactions r e l a t e  t o  the t ranspor tat ion issues 

which have been deferred f o r  a l a t e r  agenda? 

THE WITNESS: Madam Chairman, I have not  seen the 

redacted version. 

t h a t  t o  answer your question appropr iately.  

I would request t h a t  I could get a copy o f  

CHAIRMAN JABER: Ms. Wehle, j u s t  so you know, since 

the pa r t i es  j u s t  received a copy o f  t h i s  testimony, I j u s t  want 

t o  make c lear  t h a t  the on ly  t h i n g  you've taken out,  the only  

changes you've made r e l a t e  t o  the deferra l  o f  those issues. 

THE WITNESS: Yes, ma'am, i t  appears so. 

CHAIRMAN JABER: Thank you. With t h a t ,  the p r e f i l e d  

testimony i n i t i a l l y  dated September 12th, '03, and subst i tu ted 

w i th  the redacted version today t o  r e f l e c t  the deferred issues 

re la ted t o  t ranspor ta t ion  w i l l  be inser ted i n t o  the record as 

though read. 

MR. BEASLEY: Thank you. 

BY MR. BEASLEY: 

FLORIDA PUBLIC SERVICE COMMISSION 
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Q Ms. Wehle, d i d  you have prepared under your d i r e c t i o n  

Ind supervision and - -  the Exh ib i t  JTW-2 t h a t  accompanies t h a t  

-edacted testimony? 

A Yes, s i r ,  I did .  

Q And can you v e r i f y  for us t h a t  the only  th ing  removed 

From t h a t  exh ib i t  re la tes  t o  the water-borne coal 

:ransportati on i ssues? 

A That 's  correct .  

MR. BEASLEY: I ' d  ask t h a t  the  redacted exh ib i t  be 

narked f o r  i d e n t i f i c a t i o n .  

CHAIRMAN JABER: JTW-2 redacted w i l l  be i d e n t i f i e d  as 

i xh i  b i  t 27. 

(Exhib i t  Number 27 marked f o r  i d e n t i f i c a t i o n . )  

FLORIDA PUBLIC SERVICE COMMISSION 



TAMPA ELECTRIC COMPANY 

FILED: 9/12/03 
DOCKET NO. 030001-E1 

1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

1 2  

1 3  

1 4  

1 5  

16 

17 

18 

19 

2 0  

2 1  

2 2  

2 3  

2 4  

2 5  

Q. 

A .  

Q. 

A .  

BEFORE THE FLORIDA PUBLIC SERVICE COMMISSION 

PREPARED DIRECT TESTIMONY 

OF 

JOANN T. WEHLE 

Please state your name, address, occupation and employer. 

My name is Joann T. Wehle. My business address is 702 N. 

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

Tampa Electric Company ("Tampa Electric" or "company") as 

Director, Wholesale Marketing & Fuels. 

Please provide a brief outline of your educational 

background and business experience. 

I received a Bachelor of Business Administration Degree 

in Accounting in 1985 from St. Mary's College in Notre 

Dame, Indiana. I am a CPA in the State of Florida and 

worked in several accounting positions prior to joining 

Tampa Electric. I began my career with Tampa Electric in 

1990 as an auditor in the Audit Services Department. I 

became Senior Contracts Administrator, Fuels in 1995. In 

1999, I was promoted to Director, Audit Services and 

subsequently rejoined the Fuels Department as Director in 

April 2001. I became Director, Wholesale Marketing and 
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Q *  

A .  

Fuels in August 2002. I am responsible for managing 

Tampa Electric's wholesale energy marketing and fuel- 

related activities. 

Please state the purpose of your testimony. 

The purpose of my testimony is to report to the Florida 

Public Service Commission ("Commission") the 2002 actual 

costs of Tampa Electric's affiliated coal transportation 

transactions compared to the benchmark prices calculated 

in accordance with Order No. 20298. My report will show 

that the 2002 prices paid by Tampa Electric to its 

affiliated company, TECO Transport, are reasonable and 

prudent. I will also address the issue of whether the 

current waterborne transportation benchmark is still a 

useful and sufficient method of evaluating Tampa 

Electric's waterborne transportation cost. 

My testimony also presents information about Tampa 

coal Electric's solicitation for waterborne 

transportation, evaluation of bids received and the 

reasonableness of the market prices that will be 

established for the company's new coal transportation 

contract as a result of that activity. In addition, I 

will discuss the continuing change in Tampa Electric's 

2 
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Q. 

A .  

fuel mix, the company's natural gas forecast methodology 

and potential impacts of the high and low fuel forecasts. 

I will address steps Tampa Electric has taken to manage 

fuel prices and supply volatility and describe projected 

hedging activities and incremental operations and 

maintenance (O&M) costs for these activities. Finally, I 

will discuss Tampa Electric's expectations regarding the 

resale of surplus coal and dead freight coal 

transportation costs due to the shutdown of Gannon Units 

1 through 4 and the reasonableness of the replacement 

fuel cost related to the shutdown of those units. 

Have you previously testified before the Florida Public 

Service Commission ("Commission") ? 

Yes. I filed testimony before this Commission in Dockets 

No. 010001-EI, No. 011605-EI' No. 020001-E1 and No. 

030001-EI. My testimony in these dockets described the 

appropriateness and prudence of Tampa Electric's fuel 

procurement activities, fuel supply risk management and 

fuel price volatility hedging activities, incremental 

hedging O&M costs resulting from maintenance and 

expansion of the risk management and hedging plan and the 

company's actual waterborne coal transportation costs. 

3 
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Q. Have you prepared an exhibit in support of your 

testimony? 

A .  Yes. Exhibit No. - (JTW-2), containing three 

documents, was prepared under my direction and 

supervision. 

Benchmark Prices For Affiliated Coal Transportation 

Q. 

A. 

Were Tampa Electric's actual affiliated coal 

transportation prices for 2002 at or below the 

transportation benchmark? 

Yes. A s  shown on page 2 of Document No. 1 of my exhibit, 

the affiliated coal transportation prices for 2002 were 

at or below the transportation benchmark. The average 

price for the year was at or below the appropriate 

benchmark calculations as directed by Order No. 20298 of 

this Commission. Accordingly, it is appropriate for 

Tampa Electric to recover its transportation expenses 

included in the Fuel and Purchased Power Cost Recovery 

Clause ("fuel clause") for 2002 coal transportation. 

Sufficiency of the Waterborne Coal Transportation Benchmark 

Q. How does the Commission independently verify that 

waterborne coal transportation services are being 

4 
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A .  

Q. 

A .  

provided at a reasonable cost to Tampa Electric's 

ratepayers? 

established a waterborne coal This Commission 

transportation benchmark to address this very issue. 

Each year Tampa Electric compares its actual cost for 

waterborne coal transportation against the average of the 

lowest costs paid by Florida municipal utilities for coal 

deliveries by rail. The comparison is submitted to the 

Commission for review, and as long as Tampa Electric's 

actual cost is at or below the benchmark, the cost is 

deemed reasonable. If Tampa Electric's waterborne 

transportation costs exceed the benchmark in any given 

year, the company must justify any costs greater than the 

benchmark amount before the Commission allows recovery 

through the fuel clause. 

Is the waterborne transportation benchmark still 

sufficient to evaluate Tampa Electric's affiliated coal 

transportation costs? 

Y e s .  In Order No. 20298, issued on November 10, 1988 in 

Docket No. 870001-EI-A, the Commission stated, 

If one considers the objective of coal 
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Q. 

A .  

transportation to be the movement of coal from 

the mine to the generating plant, then rail 

service and the total waterborne system are not 

only comparable, but competitive to a large 

degree, as well. We believe using the average 

of the two lowest publicly available rail rates 

for coal being shipped to Florida will provide 

a reasonable market price indication of the 

value being provided by TECO’s affiliate 

waterborne system. 

Tampa Electric believes that the benchmark is still 

useful and sufficient for evaluating the prudence of its 

actual waterborne transportation costs and that the 

average rail rate comparison serves as a reasonable 

market proxy for waterborne transportation costs. This 

benchmark is the best alternative for comparison 

currently available. Tampa Electric witness Dibner also 

addresses this issue in his direct testimony. 

Should Tampa Electric’s waterborne coal transportation 

benchmark methodology be modified or eliminated? 

No. Tampa Electric believes the benchmark is still a 

useful tool in evaluating the prudence of its waterborne 

6 
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transportation costs. As stated above, the rail rate 

comparison is the best alternative for comparison 

currently available. In addition, to date Tampa Electric 

has always been able to collect the verifiable 

information necessary to calculate the benchmark for 

timely filing with the Commission. 

Waterborne Coal Transportation Background 

Q. 

A .  

Q. 

A. 

How does Tampa Electric currently transport coal to its 

power stations? 

Tampa Electric has a five-year integrated transportation 

services contract with TECO Transport to deliver coal 

from various U . S .  Midwestern locations on the 

Mississippi, Ohio and Green rivers to its Big Bend, 

Gannon and Polk Power Stations via river barges and 

ocean-going vessels. The contract expires as of December 

31, 2003. 

Why is this type of integrated transportation used? 

Beginning in the late 1950s Tampa Electric recognized the 

need to develop a water transportation system that could 

reliably and efficiently move coal down the Mississippi 

River and its tributaries and then across the Gulf of 

7 
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Q. 

A. 

Mexico. The transportation system was formed to lower 

costs and to provide reliable transportation of coal for 

the benefit of Tampa Electric‘s ratepayers. When this 

integrated system was formed, rail rates to Florida from 

coalfields in the Midwest were so high that coal was not 

competitive compared to oil. Water transportation was an 

alternative in some regions, but a reliable water system 

for coal delivery to Florida did not exist. The 

development of an efficient integrated waterborne 

transportation system was necessary for Tampa Electric to 

utilize lower-cost coal as a fuel source. 

Please describe in more detail the development of the 

integrated transportation system. 

The development of the integrated transportation system 

began during the 1950s. In the 1940s and early 1 9 5 0 s ,  

all electric generation in peninsular Florida was fueled 

with oil. Steam generating units used residual oil, and 

many small municipal systems relied on diesel engines and 

No. 2 distillate oil. Since all oil contracts were based 

on prices posted in the world petroleum markets on the 

day of delivery, there was no real competition. Oil 

suppliers were also able to hold Florida’s electric 

utilities captive to market prices because of the state’s 
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Q. 

A .  

location and high rail rates. These market prices were 

high relative to other areas 

alternative fuels, such as coal, 

Electric was very concerned 

implications of total dependence 

basis. 

For these reasons, Tampa 

investigated the availability 

of the country where 

were available. Tampa 

about the long-term 

on oil priced on a spot 

Electric’s management 

of other fuels when 

planning for its Gannon Station in the early 1950s. Both 

coal and natural gas were considered in the 

investigation. Nuclear power was then in its infancy and 

not available for operation on a commercial scale. 

Why did using coal require a waterborne transportation 

network? 

At the time that Tampa Electric was preparing to build 

Gannon Station, the principal disadvantage of coal was 

transportation costs. Rail rates to Florida from the 

Midwest were so high that coal was not competitive with 

oil, and the company did not want to be held captive by a 

total dependence on rail transportation. Waterborne 

transportation systems from the area did not exist. A 

new mode of transportation had to be devised if coal was 

9 
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Q. 

A. 

Describe the first stage of developing the integrated 

waterborne transportation system. 

In 1955, Tampa Electric decided to use coal as the fuel 

for Gannon Unit 1, which was scheduled to be operational 

in 1957. Tampa Electric entered into a long-term 

contract for coal and waterborne transportation to the 

plant from the coal supplier. In spite of the contract, 

the supplier refused to deliver, leaving Tampa Electric 

dependent on the spot market for replacement coal 

purchases. Although Tampa Electric immediately sued for 

non-compliance, the case was not resolved until 1963. 

Thus in 1959 Tampa Electric, frustrated by its total 

dependence on others and an inadequate waterborne 

transportation market, decided to participate in a joint 

venture to form a transportation company that could more 

effectively move its purchased coal from the Midwest to 

Tampa, Florida. 

How did the company determine that a terminal 

the base of the Mississippi River was needed? 

facility at 

Logistics of coal transfer, quality control issues and 

10 
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Q. 

A .  

Q. 

storage needs led to a short-term lease of a terminal 

facility on the Mississippi River below New Orleans. 

Tampa Electric was concerned about risks due to storing 

coal at the aging facility. Therefore, a new company was 

formed to build and operate a modern facility for 

transloading and storage. Tampa Electric still utilizes 

this terminal, built in Davant, Louisiana in 1965, to 

transfer, store and blend its coal. 

What is the purpose of the terminal facility? 

The primary purpose for the terminal facility is to 

transfer coal from river barges to ocean vessels or from 

barges to land storage facilities, and from such land 

storage facilities to vessels. It also provides the 

company with the ability to blend coals, which has become 

a more common practice over the years as environmental 

requirements have become stricter. The storage space is 

of special importance due to the distance of the supply 

sources from Tampa and limited ground storage space at 

waterfront power plants sites in Tampa. 

What was the result of developing the waterborne coal 

transportation system? 
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A. The effects of adding another coal transportation 

alternative were dramatic. When the waterborne 

transportation system began operations, rail rates to 

Florida began to drop almost immediately. Even with the 

reduction in rail rates, which benefited Tampa Electric’s 

customers on the small portion of its coal that was 

delivered by rail, prices paid by Tampa Electric for 

water transportation by its affiliate have consistently 

been lower than the rail alternative. This is 

demonstrated by the company’s costs being below its 

waterborne coal transportation benchmark year after year. 

In addition, the fact that there are separate and 

distinct rail and water transportation systems has 

benefited utilities in the bidding and purchase of coal. 

It has also greatly increased the reliability of the 

delivery system by providing alternatives. The savings 

in the use of coal as a primary fuel for boilers versus 

oil and gas can be directly attributed to the existence 

of a waterborne delivery system. The water 

transportation system has saved Tampa Electric’s 

customers hundreds of millions of dollars in fuel 

transportation costs during the period from 1988 to 2002 

alone, as demonstrated by the company’s actual waterborne 

coal transportation costs compared to its transportation 

benchmark. Finally, the lowering of rail rates in 
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Q. 

A. 

Q. 

A. 

response to the competition of water transportation has 

benefited ratepayers throughout the state. 

Waterborne Coal Transportation Arrangements 

What has Tampa Electric done to secure reliable coal 

transportation for deliveries beyond December 31, 2003? 

In July 2003, Tampa Electric prepared a Request for 

Proposal ( "RFP" ) for vendors to provide proposals for 

waterborne deliveries of coal from suppliers in the 

Midwest to its Big Bend Station. The solicitation was 

sent to all 24 vendors known to Tampa Electric and Dibner 

Maritime Associates, LLC ("DM?l") , a maritime services 

consulting firm, to provide such transportation services. 

The solicitation was also described in several industry 

publications. This served to inform other potentially 

interested parties, to whom copies of the RFP were 

provided. 

Did Tampa Electric state, in its RFP, a preference for 

the services to be provided by an integrated provider 

versus contracting for each segment of transportation 

separately? If so, why? 

Yes, the company's RFP did state such a preference. 
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Q. 

Specifically, the RFP stated, “Tampa Electric prefers 

proposals for integrated waterborne transportation 

services, however proposals for segmented services will 

be considered. I‘ Tampa Electric continues to prefer 

integrated waterborne transportation services because of 

the benefits of receiving priority handling of its coal 

transportation needs, having first call on dedicated 

transportation resources and benefiting from 

administrative efficiencies from dealing with one entity 

in the day-to-day management of the waterborne coal 

transportation services. These factors greatly increase 

the reliability and flexibility of Tampa Electric’s fuel 

delivery. The direct testimony of Tampa Electric‘s 

witness Dibner enumerates the administrative efficiencies 

that result from having a single contact point for all 

services. In addition, the terminal in Davant, Louisiana 

provides much needed storage, helps with quality control 

issues and allows for custom coal blending. The terminal 

is in an ideal location for deliveries from the Midwest 

and can accommodate large vessels delivering 

international shipments as well. 

Is the terminal near Davant the only location or terminal 

facility that can meet Tampa Electric’s terminal services 

needs? 
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A. 

Q. 

A. 

No. As stated in the RFP, “terminal facilities should be 

accessible to Mississippi River barge traffic and capable 

of receiving and discharging inland river barges from 

domestic suppliers in Panamax sized vessels for offshore 

coal.” Any terminal that meets this requirement and has 

the flexibility and storage capacity to store different 

types of coal in separate piles and to blend coal would 

be able to meet Tampa Electric’s needs. 

Why does Tampa Electric require, in the RFP, the ability 

to receive coal at a terminal facility that is accessible 

to Mississippi River barge traffic and able to receive, 

unload and store Panamax-sized vessels for offshore coal? 

The requirements included in the RFP are driven primarily 

by Tampa Electric’s coal supply portfolio. The vast 

majority of coal originates at docks on the Ohio River 

and the upper Mississippi River system. This 

necessitates that the transloading and storage terminal 

facilities be accessible to Mississippi River barge 

traffic. It would not be cost-effective to use any other 

waterborne transportation system to deliver coal to Tampa 

from these regions. 

The company also purchases and blends foreign coal with 
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Q. 

A. 

domestic coal and petroleum coke at the terminal for its 

Polk Power Station. Foreign coal deliveries are 

primarily made by the larger Panamax sized vessels due to 

efficiency concerns. A terminal that can receive larger 

vessels provides Tampa Electric with the flexibility of 

being served by a variety of vessels, providing the 

company opportunities for discounted rates in the freight 

market when available. The ability of the terminal to 

receive and unload Panamax-sized vessels enables Tampa 

Electric to rely on foreign coal blended with domestic 

coal to meet operational and environmental requirements. 

Please describe the process that Tampa Electric is using 

to select the successful bidder(s). 

Tampa Electric has taken a systematic approach in 

evaluating the bids received. The primary tasks that 

have been or will be completed in Tampa Electric's 

evaluation process are outlined below. 

1. Evaluate bids to determine compliance with bid 

requirements. Late responses and those that do not 

meet certain financial and operational criteria 

("knockout criteria") are disqualified. 

2. Follow-up with individual suppliers to clarify any 

outstanding questions on proposals and request 

16 



5 5 9  

1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

1 2  

13 

14 

1 5  

16 

17 

18 

19 

2 0  

2 1  

2 2  

2 3  

2 4  

2 5  

Q. 

additional information, if needed, to fully evaluate 

bids. 

3. If bid responses do not address the bid requirements 

or bid response terms and conditions vary, 

adjustments will be made to put each bid response on 

a comparative basis. 

4. In the event that Tampa Electric does not receive an 

adequate response for the bid requirements for each 

segment, the company and its consultant will utilize 

models to determine the appropriate market rate f o r  

the future contract given the tonnage and length of 

move requirements. 

5. Provide Tampa Electric management a complete 

analysis of evaluated bids and an assessment of the 

market. 

What are the results of the process thus far? 
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Tampa Electric received two waterborne transportation 

services and two railroad transportation bids. Tampa 

Electric's consultant, DMA, is evaluating the two 

waterborne transportation bids as described in the 

Tampa testimony of Tampa Electric's witness Dibner. 

Electric is evaluating the railroad bids and is working 

with DMA to determine appropriate market prices for each 
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Q. 

A. 

Q. 

A. 

What is Tampa Electric’s timeline for completing the 

remaining tasks to establish a new contract for 

waterborne coal transportation services? 

Tampa Electric expects to complete the tasks necessary to 

establish a new contract for waterborne coal 

transportation by November 2003. An updated timeline 

that shows estimated completion dates for the remaining 

tasks is attached as Document No. 2 of my exhibit. 

When will you provide additional information about the 

evaluation of the bids to the Commission? 

When the evaluation process is complete, I will file 

supplemental testimony that describes details of the bid 
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Q. 

A. 

evaluations, the methodologies used for market assessment 

and the results of the evaluation process. 

Do you believe that the rates determined through the RFP 

process, industry review and market modeling are 

sufficient to determine appropriate market prices for 

this agreement? 

Yes. Using the bids received in response to the RFP and 

market analyses provided by Tampa Electric's consultant, 

Tampa Electric will be able to demonstrate that either 

the prices established by bid(s) or by market modeling 

represent the market for the transportation services that 

will be provided under the new contract that begins 

January 1, 2004. The activities that Tampa Electric's 

consultant is performing to evaluate bids are described 

in the testimony of Tampa Electric witness Dibner. More 

information about the waterborne transportation bid 

evaluations, the independent market information utilized 

to set the appropriate market prices, the methodologies 

used to model market prices and the findings and 

recommendations of DMA will be described in the 

supplemental testimony of Tampa Electric witness Dibner 

to be filed at the completion of the evaluation process. 
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Q. 

A. 

Q. 

A. 

Since the evaluation process has not been completed, what 

waterborne coal transportation cost was included in Tampa 

Electric’s total projected 2004 fuel cost? 

coal As previously discussed, the waterborne 

transportation rates for the contract that will take 

effect January 1, 2004 have not yet been established. 

Accordingly, Tampa Electric used the rates of the 

existing waterborne transportation contract to calculate 

its projected 2004 waterborne coal transportation costs. 

How will Tampa Electric account for differences between 

the projected waterborne coal transportation costs and 

the actual costs that the company will incur? 

Once the rates for a new waterborne coal transportation 

services contract are established, future projection 

filings will utilize those new waterborne transportation 

rates. For the 2004 projection filing, Tampa Electric 

has used its best estimate of the cost. A s  is always the 

case, the projected values will be trued-up to reflect 

actual costs once they are known, ensuring that 

ratepayers pay only the actual costs of fuel commodities 

and transportation services. 
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2004 Fuel Mix 

Q. 

A. 

Q. 

A. 

Please describe any changes in the types and amounts of 

fuel that will be used by Tampa Electric's generating 

stations in 2004. 

Due to the Gannon Station repowering project, Tampa 

Electric continues its transition to using greater 

amounts of natural gas and fewer tons of coal as its 

repowered Bayside units come online. Bayside Unit 1 

began commercial service in April 2003, and the expected 

in-service date for Bayside Unit 2 is January 15, 2004. 

In 2003, the actual/estimated annual natural gas use 

represents 19 percent, and in 2004, it is projected to be 

33 percent of total fuel (mmBtu) used. Tampa Electric 

continues to develop and refine its strategies regarding 

the timing and volume of its natural gas purchases to 

prudently test Bayside Unit 2 prior to commercial 

operation and to manage its operations once it is in 

service. 

Has Tampa Electric updated its fuel forecast methodology 

due to its increased use of natural gas? 

Yes. Tampa Electric enhanced the methodology it uses to 

project prices of natural gas since natural gas is a 

2 2  
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liquid commodity that has greater price volatility than 

other fuels the company has used in the past. To develop 

the company’s base price forecast for natural gas, Tampa 

Electric reviews forecasts from sources widely used in 

the industry, including Cambridge Energy Research 

Associates, Energy Information Administration, the New 

Exchange ( “NYMEX” ) and other energy York Mercantile 

consultants. 

The NYMEX forwarc strip price for natural gas is the 

primary driver of Tampa Electric’s 2004 natural gas 

commodity forecast. The NYMEX natural gas pricing is the 

most appropriate and reliable forecast to use because it 

is determined by an efficient trading market. Thus, it 

incorporates the most recent information and views in the 

marketplace. The market takes into account the most 

current storage information, rig counts, weather news and 

views of various counterparties. All of these variables 

are reflected in the NYMEX natural gas strip prices. 

Tampa Electric developed a methodology that uses a moving 

average of NYMEX strip prices as the basis of the 2004 

natural gas price forecast. Using a moving average 

methodology mitigates the effects of anomalies such as 

unexpected storage reports or potential storm news that 

have a dramatic effect on the price for a single day. . 
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Q. 

A. 

Did Tampa Electric consider the impact of higher than 

expected or lower than expected natural gas prices? 

Upon reviewing the historical volatility in NYMEX pricing 

and the implied volatility in natural gas options, Tampa 

Electric has determined that actual prices in 2004 could 

be higher or lower than the base forecast by as much as 

35 percent. Major fundamental or technical changes, such 

as abnormal weather, political instability or production 

shortages, will also dramatically affect price 

volatility. In the event of a significant natural gas 

price increase, Tampa Electric evaluates potential lower 

cost alternatives such as purchased power, increased oil 

usage and other fuels. 

Hedging Transactions and Related Expenses 

Q. 

A. 

Given the volatility of the natural gas commodity market, 

has Tampa Electric entered into financial hedging 

transactions in 2003 to mitigate the price volatility of 

natural gas? 

Yes. To protect ratepayers from price risk, Tampa 

Electric purchased over-the-counter natural gas swaps and 

collars during 2003. A swap is a financial derivative 

that provides a "fixed for floating" position. The buyer 
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Q -  

A .  

Q. 

(Tampa Electric) pays a fixed price for the natural gas, 

which has a floating value until cash settlement at the 

end of the month. The swaps allowed Tampa Electric to 

lock in known natural gas prices and avoid upward price 

volatility. The transaction costs of swaps are embedded 

in the price of the commodity. 

Collars are combinations of call options (caps) and put 

options (floors) that collar prices within a certain 

range. With a collar, the company knows that its future 

prices will remain within the predetermined boundaries 

established by the call and put options. 

Will Tampa Electric use financial hedging to mitigate the 

price volatility of natural gas purchases in 2004? 

Yes. Swaps are one of the hedging instruments Tampa 

Electric plans to use during 2004. Other instruments 

that Tampa Electric may use in 2004 are futures, options 

and collars. 

Does Tampa Electric anticipate incurring incremental 

O&M expenses related to initiating or maintaining its 

non-speculative financial hedging program in 2004? 

2 5  
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A. 

Q. 

A. 

Yes. In Order No. PSC-02-1484-FOF-E1, issued October 30, 

2002, the Commission authorized the recovery of 

prudently-incurred incremental 0 & M  expenses for the 

purpose of initiating and/or maintaining a new or 

expanded non-speculative financial and/or physical 

hedging program designed to mitigate fuel and purchased 

power price volatility for its retail customers. Tampa 

Electric expects its 2004 total incremental hedging O&M 

cost to be $280,847. The incremental costs are itemized 

in Document No. 3 of my exhibit. The company plans to 

purchase a software system to more efficiently track, 

monitor and evaluate hedging transactions. Originally, 

Tampa Electric expected to complete the software 

implementation in 2003. Currently, Tampa Electric 

expects that the implementation will be completed in 

2004. Therefore, some implementation costs will be 

incurred in 2004, rather than in 2003 as originally 

pro j ected. 

What is Tampa Electric’s appropriate base O&M expense 

level used to calculate incremental hedging O&M expense? 

Tampa Electric’s base level of hedging O&M expense of 

$169,153 reflects the company’s actual 2001 costs prior 

to its implementation of a prudent financial hedging 
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Q. 

A. 

program in 2002. The base level costs were audited by 

the Commission Staff in Audit No. 02-340-2-1, in Docket 

No. 030001-EI. Tampa Electric’s expected 2004 

incremental hedging 0 & M  expense shown in Document No. 3 

of my exhibit is calculated using this audited base 

level. 

Were Tampa Electric’s efforts through July 31, 2003 to 

mitigate price volatility through its non-speculative 

hedging program prudent? 

Yes. With its recent fuel mix changes, Tampa Electric 

has taken a measured but thorough approach to initiate 

and develop a program to mitigate fuel price volatility. 

Tampa Electric also developed a detailed, methodical 

hedging program for natural gas, which provides hedging 

transaction guidance to the company’s efforts to limit 

price volatility. The plan was presented and approved by 

the company’s Risk Authorizing Committee in the first 

quarter of 2003. Since then the company has executed 

hedges according to this plan. As the company’s use of 

natural gas continues to increase in 2004, Tampa Electric 

continues to refine its risk management and hedging plan 

with these changes in mind. 
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Q. 

A. 

Has Tampa Electric entered into fuel supply transactions 

for 2003 and 2004 delivery? 

Yes, Tampa Electric has entered into transactions for 

fuel deliveries in 2003 and 2004. The company has 

purchased all of its expected coal needs for both years 

through bilateral agreements with coal suppliers. 

Therefore, the prices of the coal commodity portion of 

the Company’s fuel mix have been established. Tampa 

Electric will enter into contracts for supply of the 

company’s expected natural gas needs for the winter of 

2003 to 2004 in the next few months. 

Impact of Gannon Shutdown on Fuel Costs  

Q. 

A .  

What has Tampa Electric done to mitigate the impact of 

surplus coal due to the shutdown of Gannon Units 1 

through 4 in 2003? 

Tampa Electric has explored many avenues to mitigate the 

The impact of any surplus coal at Gannon Station. 

company recently sold approximately 18,000 tons to third 

parties in August and September of 2003 for a gain of 

$7,069, which flowed back through the fuel clause 

directly to benefit ratepayers. In addition, Tampa 

Electric has responded to RFP’s to sell this type of 

2 8  
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Q. 

A. 

coal. Tampa Electric is also pursuing with the supplier 

a potential replacement of this contract coal with other 

types of coal that can be burned at another Tampa 

Electric generating facility. If Tampa Electric's 

efforts to resell or replace the surplus coal are not 

successful, the company plans to utilize this coal over 

time at Big Bend Station. Due to the company's efforts, 

Tampa Electric currently expects the impact to ratepayers 

to be neutral at worst, and there remains the potential 

for ratepayers to experience net gains. 

Does Tampa Electric expect to incur dead freight cost due 

to the shutdown of Gannon Units 1 through 4 in 2 0 0 3 ?  

Due to the dynamic nature of calculating potential dead 

freight costs, which are determined by the transportation 

contract terms and the actual tonnage delivered at the 

end of the contract term, Tampa Electric does not have a 
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Q. 

A.  

Are the costs of any replacement fuel due to the shutdown 

of Gannon Units 1 through 4 in 2003 reasonable? 

Yes, Tampa Electric's units are operated to provide safe, 

reliable electric service to ratepayers, and the company 

procures the fuel to operate all units based on their 

economic dispatch. In addition, Tampa Electric follows 

its Commission-reviewed fuel procurement policies and 

procedures. Finally, Tampa Electric's decision to shut 

down Gannon Units 1 through 4 in 2003 was arrived at only 

after careful and deliberate evaluation of many dynamic, 

competing and complex factors, as described in the 

testimony of Tampa Electric witness W. T. Whale. 

Therefore, costs for replacement fuel due to the shutdown 

of Gannon Units 1 through 4 in 2003 are reasonable and 

prudently incurred, and it is appropriate that Tampa 

Electric should be authorized to recover any such costs 

through its fuel clause. 
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Prudent Management of Fuel Procurement Activities 

Q. 

A .  

Has Tampa Electric reasonably managed its fuel 

procurement practices for the benefit of its retail 

customers ? 

Yes. Tampa Electric diligently manages its mix of long-, 

intermediate- and short-term purchases of fuel in a 

The manner designed to minimize overall fuel costs. 

company monitors and adjusts fuel volumes it takes within 

contractually allowed maximum and minimum amounts in 

accordance with the price of fuel available on the spot 

market to take advantage of the lowest available fuel 

prices. The company’s fuel activities and transactions 

are continually reviewed and are audited on a routine and 

recurring basis by the Commission. In addition, the 

company continually monitors its rights under contracts 

with fuel suppliers with an eye toward detecting and 

preventing any breach of those rights. Tampa Electric 

made significant efforts this year to mitigate the impact 

of operational changes on its fuel supply and 

transportation costs, as described above. Tampa Electric 

continually strives to improve its knowledge of fuel 

markets and to take advantage of opportunities to 

minimize the costs of fuel. 
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Q. Does this conclude your testimony? 

A. Yes, it does. 
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685 

BY MR. BEASLEY: 

Q Ms. Wehle, would you please summarize your testimony. 

A Good morning, Commissioners. My name i s  Joann Wehle, 

and I ' m  the  d i r e c t o r  o f  wholesale marketing and fue l s  f o r  Tampa 

E l e c t r i c  Company. 

My testimony addresses one i tem t h a t  i s  appl icable 

f o r  today 's  proceeding, and t h a t  i tem i s  the  reasonableness o f  

Tampa E l e c t r i c ' s  fue l  costs i n  l i g h t  o f  the  shutdown o f  Gannon 

Uni ts  1 through 4. The company w i l l  no t  incur  dead- f re igh t  

t ranspor ta t ion  costs, which are costs associated w i t h  lower 

than planned del i v e r i e s  o f  coal . 
The company a lso  expects a neutra l  impact o r  a gain 

t o  ratepayers f o r  the  resa le  o f  any surplus coal t o  t h i r d  

pa r t i es .  The replacement fue l  costs are reasonable because the  

Gannon shutdown dates were prudent ly determined a f t e r  carefu l  

considerat ion o f  many complex fac to rs .  These fac to rs  were 

discussed i n  d e t a i l  i n  t he  testimony o f  Witness Whale. And 

t h i s  concludes my summary. 

MR. BEASLEY: Thank you. We'd tender the  witness f o r  

questions. 

CHAIRMAN JABER: Thank you. 

Mr . Vandiver. 

CROSS EXAMINATION 

BY MR. VANDIVER: 

Q Good morning, Ms. Wehle. 

FLORIDA PUBLIC SERVICE COMMISSION 
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A Good morning. 

Q Ms. Jordan a lso t e s t i f i e d  on the dead- f re igh t  charges 

ind she had some s p e c i f i c  numbers. Would she be the  more 

ippropr iate witness t o  address those s p e c i f i c  numbers? 

A I can t r y  and address those questions, i f  you l i k e .  

\nd then i f  we determine t h a t  she may be able t o  answer those, 

[ can - -  

Q I t h i n k  I'll defer those t o  Ms. Jordan since she had 

;he s p e c i f i c  numbers i n  there.  

A Tha t ' s  f i n e .  

Q Okay. Thank you. 

CHAIRMAN JABER: Mr. McWhirter. 

CROSS EXAM1 NATION 

3Y MR. McWHIRTER: 

Q Ms. Wehle, d i d  I understand you t o  say t h a t  TECO 

rransport i s  abandoning any c la im t h a t  i t  has f o r  f r e i g h t  

ienal t i e s  f o r  nondelivery? 

A I d i d n ' t  say t h a t  they were abandoning any claim. 

dhat I said,  t h a t  we w i l l  not  be i n c u r r i n g  any dead- f re igh t  

zosts. That was part  o f  the  f i n a l  negot ia t ions o f  our 

2greement t h a t  begins i n  January 1, 2004, and t h a t  i tem was 

j e t t l  ed. 

Q Does t h a t  mean t h a t  we won' t  see those i n  the  t rue -up  

for 2004 a t  t h e  end o f  the  year i f  some are incurred? 

A Those costs t h a t  I ' m  r e f e r r i n g  t o  are any costs t h a t  
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would be associated w i th  the year 2003, and we do not expect 

any costs t o  be b i l l e d  or  paid. 

Q 

2004 e i the r?  

A 

And you don ' t  expect any t o  be b i l l e d  or pa id dur ing 

I f  there were any dead- f re ight  penal t ies associated 

w i t h  de l i ve r ies  i n  2004, t h a t ' s  under a separate agreement. 

The items t h a t  I ' m  discussing are re la ted  t o  the year ending 

12/31/03, and I do not,  I do not  expect t h a t  we w i l l  have any, 

any b i l l i n g s  or  payments associated w i th ,  w i t h  any lack o f  

del i v e r i e s  f o r  2003. 

Q And t h a t ' s  the agreement t h a t ' s  going t o  come up f o r  

consideration i n  the deferred po r t i on  o f  t h i s  case? 

A That 's  correct .  

Q A l l  r i g h t .  Now you ' re  a CPA, I understand? 

A Yes, s i r .  

Q 
A 

Q 

Are you f a m i l i a r  w i t h  the  requirements o f  FASB 133? 

I ' m  general ly f a m i l i a r  w i t h  it. 

And you've t e s t i f i e d  about your hedging transact ions 

i n  t h i s  testimony, as I understand it. You d i d n ' t  mention i t  

i n  your summary, bu t  i t ' s  i n  your testimony; i s  t h a t  correct? 

A Yes, s i r .  

Q Is there some way t h a t  Tampa E l e c t r i c  Company i n  i t s  

fuel  proceedings could comply w i t h  the requirements o f  

FASB 133 so t h a t  the Commission would lave some i n s i g h t  i n t o  

s p e c i f i c a l l y  how your contracts have done? 
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A Ac tua l l y  we do comply and repor t  how our contracts 

have done i n  accordance w i t h  FAS 133. We do t h a t  as part o f  

our r i s k  management p lan t h a t  we f i l e  every September. 

Q I see. And i s  t h a t  open t o  the general pub l i c  o r  i s  

i t  secret  informat ion t h a t  you share on ly  w i t h  the  s t a f f ?  

A The item t h a t  you ' re  r e f e r r i n g  t o  i s  reported i n  

t o t a l .  The ind iv idua l  components o f  monthly contracts  are 

con f iden t ia l .  

Q Would you g ive us a b r i e f  summary o f  what 

FASB 133 provides? 

A I ' m  not  sure I ' m  an expert  on FAS 133, bu t  I can t e l l  

you how i t  appl ies t o  the,  t he  hedging work t h a t  we do i n  my 

group. 

FAS 133 requi res a mark t o  market c a l c u l a t i o n  t o  be 

done on a regular basis f o r  t he  purposes o f  marking any 

de r i va t i ve  contracts t o  t h e  appropr iate market t h a t  those 

der iva t ives  were purchased i n .  

I n  t h a t  case what you do i s  you take your, your 

der iva t ives  t h a t  have no t  s e t t l e d  y e t  and mark them t o  the 

appropriate market. 

And l e t  me g i ve  you an example. I f  you were t o  

purchase a natura l  gas cont rac t  on the  NYMEX f o r ,  say, $5 and 

the market would move t o ,  say, $6, you would mark t o  market a 

loss  o f  $1. Excuse me. A gain o f  a $1. 

Q And would t h a t  pass through t o  the customers i n  t h i s  
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case? 

A That i s  an accounting t ransac t ion  t h a t ' s  done. What 

i s ,  i s  a c t u a l l y  passed through t o  the  ratepayers i s  the actual 

3r ice o f ,  o f  the  gas t h a t  you, o r  the  d e r i v a t i v e  instrument 

tha t  you purchased. 

Q But i n  a sense i t ' d  be passed through because they 'd  

get t he  $5 gas ra ther  than the  $6 gas. 

A That 's  cor rec t .  

Q I got you. 

MR. McWHIRTER: I tender the  witness, Ms. Chairman. 

CHAIRMAN JABER: Thank you, Mr. McWhi r t e r .  

S t a f f .  

MR. KEATING: Just  one question. 

CROSS EXAMINATION 

3Y MR. KEATING: 

Q I bel ieve i n  your summary you s ta ted  t h a t  the 

?epl acement capaci ty and energy costs f o r  t h a t  rep l  acement 

Zapacity and energy purchased by TECO or  ' 'ampa E l e c t r i c  i n  1 i e u  

i f  operat ing Gannon u n t i l  t he  end o f  2004 was reasonable. 

I was wondering i f  you knew the  incremental cost o f  

that  rep l  acement capaci ty and energy. 

A What I t e s t i f i e d  t o  were the  replacement fue l  costs, 

l o t  the  energy and capaci ty.  

Q Okay. Did you ca l cu la te  the  amount o f  those 

incremental costs? 
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A I bel ieve we've provided as p a r t  o f  our production o f  

jocuments i n  t h i s  case several d i f f e r e n t  scenarios re la ted  t o  

my rep1 acement costs. 

Again, what you'd have t o  do i s  go back and t r u e  

those up, which we have not done since those, those documents 

uere f i l e d .  

MR. KEATING: Thank you. 

CHAIRMAN JABER: Commissioners, do you have any 

quest i ons? And red i  r e c t ?  

MR. BEASLEY: No r e d i r e c t .  And I would 

the admission o f  Exh ib i ts  26 and 27. 

CHAIRMAN JABER: Without ob ject ion,  Exh 

27 are admitted i n t o  the record. 

l i k e  t o  move 

b i t s  26 and 

Ms. Wehle, thank you f o r  your testimony. 

(Exhib i ts  26 and 27 admitted i n t o  the record. 1 

(Transcr ipt  fo l lows i n  sequence w i t h  Volume 5.)  
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