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EVENHIG SESSION 

(Transcript follows in sequence from Volume 

XXII.) 

CROSS EXAMJNATION 

BY MR. BURGESS: 

Q Mr. Haskins, ian't one of the -- isn't the 

reason that you disagree with Mr. Wright's method for 

determining time- of-use demand charges that a customer 

who is able to shift most of the load off peak would 

end up being subsidized? 

A A customer that is able to shift all of or a 

major portion of h i s load off peak would pay very 

little dema~d charge . In fact, on his proposdl he 

wou ld only ~ay for the local facilities &nd would pay 

no production and transmission related demand charge, 

and I don't believe that's appropriate for him to get a 

free ride on that. }'_nd so to that extent he would be 

being subsidized by the rem.aining customers. 

Q So it's correct, then, that even if all usage 

is off peak, there is s till some production and 

transmission costs l ncurred by Gulf Power? 

A Yes. 

Q Then is i t fair to S I'JY that even if usage i s 

entirely off peak, it, nevertheless, causes the Company 

to incur some production and transmiss ion cobts ? 
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A If usage is entirely off peak, there is still 

a need for production and tra nsmission cost to provide 

service to that customer. 

Q So it c a uses -- usage entirely off peak, 

nevertheless, causes the Company to incur product ion 

and transmission costs? 

A Yes. (Pause) 

Q Isn't ono of the reasons for Gulf's opposing 

higher industrial rates the fear that y ou 'll push some 

of your industrial customers to cogenerate? 

A That, as well as the fact that i ndustri a l 

customers might either leave Gulf's s ervice territory 

or not c ome . 

Q Cogenerate, leave o~ si~ply not ar r i v e in 

Gulf service territory? 

A That's correct. 

MR. BURGESS : Thank you, Hr. Haskins . 

That's all we have. 

MAJ . ~DERS : Thank you, Mr. Chairman. 

CROSS EXAMINATION 

BY MAJOR ENDERS : 

Q Mr . Haskins, on Page 5 o ! your r ebutt a l 

testimony you state 8 Mr. Wright's proposal is a brief 

t heoretical disc ussion, which ha s no reg~ rd for the 

effect implementation of h is proposal mi~ht have on the 
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1 affected c ustomers. • Why do you say that? 

2 A Because he has run no calculations of the 

:3 effect h is rates wou ld have on individual c ustomers t o 

4 see what percentage increase they might get, to see 

5 what the effects might be o n thei r individual bills and 

6 th& effect on other rates that would be adjacent rates, 

7 if you will, to those classes of customers. 

Q What, i! any, calculations or what rates has 

9 Staff proposed i n this regard ? 

10 A To my knowledge they have not r ropos ed any 

11 rates that would look at this aspect of rate des ign 

12 either. 

• Q Similarly, on Page 8 you're discussing Hr. 

14 Wrigh t's alternative method t'or determining energy 

1 5 charges, and I guess your answer is about the same as 

16 it was to the previous question. 

17 A Yes, it's an interesting theoretical 

18 discussion, but with regard to the actual effect on the 
' 

~9 customers in Gul f ' s terri tory, he's made no 

20 determination of that. 

21 Q Hr . Haskins, you said Dr. J ohnson's proposed 

22 LP/LP'I' rates "'ould take the c l ass d own to .95 index of 

23 1eturn .. 05 below par i t y, is that correct? I believe 

24 you said that i n your summar y. • 25 A Yes . 
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0 Would you agree with me that there are 

intraclass subsidies within the LP/LPT class? 

A I wi ll a gree t o that to the extent that 

within any class of rates th~t has more than one 

customer in it, there may be an intraclass subsidy 

because no rates are precise in recovering the costs 

from individual customers within a large class. 

0 But is a subsidy more aggravated in thi s 

class than say t .he other classes? 

A I don 't believe it's any more aggrava~ec in 

that class than it might be in another class 

MAJOR ENDERS : I have no further questions . 

CROSS EXAMINATION 

BY MR. McWHIRTER: 

0 Mr . Haskins, to follow up on Mr. Burgess' 

question. 

When you build a generating station or 3 

transmission line, you vay the money to build it and 

then you incur what they call "fixed capital costs." 

You've got to pay ott the mortgage, a nd you have 

depreciat ion ~xpense, and taxes and so forth. And 

those continue to ru.n on peax and of f peak, don't they? 

A Yes, sir . 

0 So if a customer didn't buy electricity 

during the off-peak period, do your banks forgive you 
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1 t.he mortgage payments during the off-peak period? 

2 A I guess you're using banks giving the 

J mortgage payments as a representative of our financing 

4 situation . 

5 

6 

0 

A 

Yea.h. 

And the cost of those plants continues 

7 regardlePs of whether t.here is off -· peak u s age or not. 

8 Q And the tax collector doesn' t reduce your 

9 taxes, does it? 

10 

11 

12 

A 

Q 

0 

No. 

They continue to wear out, don't they? 

And the shareholders in your company s till 

13 want a return? 

14 

15 

A 

Q 

That's correct. 

Now some production and transmission costs go 

16 away, those costs t.hat would be variable operating 

17 costs. But the fix6 d costs stay whether the customer 

18 is buying electricity or not? 

19 

20 

A 

0 

That. 's right . 

So when you design things like the SE rate, 

21 that's a way to get in or encourage people to buy 

22 electricity during the off-peak period in order to pay 

23 for t.he fuel a.nd get some additional contribution to 

2 4 your capital cost? 

25 A That's correct. 
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And I presume those are people who might not 

2 buy electricity otherwise and people you can kick off 

J the system it your other customers need that power, 

4 isn't that right? 

5 

6 

A 

Q 

That's right. They have that understanding. 

Now that SE service, that's available to 

7 every person that can take advantage of it, I guess, in 

8 the industrial class, or who is it available to? 

9 It's available to all customers in the 

10 LP/LPT . PX andPXT classes, which is e verybody above 500 

11 kilowatts. 

12 Q And when they buy that electricity, it's 

13 beneficial to your Company? 

14 

15 

A 

Q 

Absolutely. 

Now if you have a cogeneration customer who 

16 -- I guess it's not -- you don't have a pure 

17 generally you don't have a pure cogeneration customer 

18 who either is solely standby, but you have people who 

19 have mixed use. Some of them, they serve part o f th~ir 

20 load with cogeneration and part with bt1ying electric-it '' 

21 from Gulf, is that correct? 

22 We have customers that have mixed u s e, and we 

23 actually, on our system, h~ve one customer that i s 100\ 

24 standby. 

25 Q I see. And one of these mixed use customerR, 
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for their regular load they have SE service available 

to them; t .hey can use more electricity during the SE 

period, is that right? 

A That is correct. And some of our r.ustomers 

that have mixed generation and purchase power, if you 

will, are signed up for SE and some are not. 

0 Okay. Now, if one of the customers is 

eligible for SE also has cogeneration, and he los~s a 

cogenerator during a.n SE period, h e 's got -- at that 

point in time he can't use SE, anymore, is that the 

deal? 

A He becomes a standby customer at that time. 

0 And so to that extent, the ind ·Jstrial 

customer or the cogeneration is cut ott when an 

industrial customer who doesn't have cogeneration could 

continue t o buy SE power, he' s cut off unless he's 

willing to pay more for standby power? 

A That's correct. 

0 When you contested Hr. Kisla's m3th, I guess, 

and he gave a hypothetical, and on Page 26 ot your 

rebutta l, Mr. Kisla, in his Exhibit 610, assumed that 

supplementary service contract cap~city cannot be used 

as a substitute f or standby service capacity. Is that 

what he assumed? 

A That appears t o be what he assumes, ye s . 
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Did you hear Mr. Kisla's testimony that the 

2 scenarios portrayed in P-Xhibit 610 represent average 

3 conditions and not necessarily peak conditions? 

4 A I really did not hear that particular part n f 

5 his testimony. I heard some or it, but I didn't hear 

6 that particular part or it. But it you say he - -

7 Q Are you con tending he didn't say that o r 

B somet1mes it passes over ae. 

9 A No, I'm not contending he didn't say th~t. 

10 And if you say he did, I'm sure he did. 

11 

12 

13 

14 

MR. McWH IRTER: Subject to check. 

COMMISSIONER EASLEY: Is that tactual or 

mathematical? 

Q (By Mr. McWhirter ) Well, let's assWDe a 

15 cogeneration custoaer has a supple~entary contract of 

16 15 megawatts and the customer routinely uses 15 

17 megawatts during the month. If the customer sustains 

18 an outage, as a result, the c ustomer then imposes 20 

19 megawatts of deoand during the outage per i od, is it 

20 your testimony that the customer has used more than 

21 five megawatts of standby power, if that c ustomer is a 

22 cogeneration customer? 

23 A If he has been running 15 mega watt s , he has a 

24 supplementary contract of 15 ? 

25 Q Yeah. 

FLORIDA PUBLIC SERVICE COMMISSI ON 



And he l oses generation? 

Uh-huh. 

And he goes to 20 megawatts? 

Yeah. 

3403 

1 

2 

3 

4 

5 

A 

Q 

A 

Q 

A What, just to have the complete picture so 

6 we'll have all the cards we have to deal with, what was 

7 his standby contract and t.ow much generation did he 

8 lose? 

9 Q Well, say he had a standby contract for 15 

10 and he had cogeneration of 10. And he lost 10. 

11 

12 

13 

14 

15 

A 

Q 

~ 

Q 

A 

He lost 10. 

Uses 20. 

And he used 20? 

Uh-huh. 

And that's -- and so he must have had five 

16 megawatts of load reduction at the time that he lost 

17 the 10, or he would have gone up -- if he was using, if 

18 his load was 15 and he had 10 megawatts of generat ion, 

19 that means the p lant l oad was 35 megawatts. 

20 Q Let's use your Schedule 6 and that will be 

21 easier to fo l low. And that scenario, he had self 

22 generation of 14 and 5, 14.5? 

23 

24 

A 

Q 

O)t:ay. 

Well , I guess in this one he had cogeneration 

25 of 26.5 and lost a cogenerator, is that what's 
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1 happening? Or he had 27 and then lost the cogenerator? 

2 Explain your schedul e to me. 

3 A Are you looking at Kisla's exhibit, or are 

4 you looking at aine? 

5 0 No, I'a looking at your Schedule 8, in your 

6 rebuttal exhibit. 

7 

8 

A 

Q 

9 outage. 

10 A 

Okay . 

Let's just take Column A and the winter 

Okay. Column A and the winter outage, hi s 

11 self-generation is 14.5. His supplementary is 10. And 

12 his standby is 12.5. And he has a load reduction, a s 

13 we were talking ea.rlier, of five megawdtts. Leaving 

14 the sum of 42, as Kr. Kisla had ir• his table. 

15 Q Now hie contention in his exhibit, I believe, 

16 was that he only had 7.5, he had only triggered 7.5 

17 megawatt of s t andby, and you say he triggered 12.5? Is 

18 that where you reach your dispute? 

19 A That's ~orrect . Becaus e he t o ok an 

20 additional supplementary capacity up to h i s contract 

21 capaci t y as uupplementary rather tha~ taking s tandby 

22 for tha t. And under the pre sent r ules , that 's not 

23 allowed . 

24 Q That was the proble m, I th i nk, we were ha v i ng 

25 wit h i t . He said, "If I have a contract o f 

FLORIDA PUBLI C SERVI CE COMMI SSI ON 



34 05 

1 suppleme ntary po wer. for 15 megawatts, why do I o n ly get 

2 credit f o r 10 megawatts i n your schedu le, rather than 

3 15 that I actually have a c ontract for?" 

4 A Because s uppleme ntary and standby , in 

5 essence, stand alone. And h e cannot u se any additional 

6 capacity available t o him under his supplementary 

7 contract as standby. 

8 Now, you know, if he were allowed to do that, 

9 he would pay tor it j ust t .hat month and would not pay 

10 for i t i n the future. But under the standby tariff, 

1: and as the standby rules are structured, standby is 

12 standby and he cannot dip into h is supplementary 

13 contract in order to take care of his standby. They 

14 stand a l one. 

15 Q So what you're telling me is if he has a 

16 contract for 1 5 megawatts and pays each month for 15 

17 megawatts of &uppleme nta ry power under t hat contract 

18 A He doesn't pay tor 15 megawatts under the 

19 con t ract unless he u ses it . 

20 Q Okay, say he has used it duri ng the month . 

21 A Okay. 

22 Q And so he 's triggered the demand for that 

23 month . He's got to pay Cor that, but he only gets 

24 credit for 10 ot the 15 that he's paid for in the event 

25 he loses a cogenerator. 
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1 A Well, if his max demand for the ~onth wa s 

2 already -- or supplementary -- was al ready established 

3 at 15, that's what he would pay for f o r suppleme ntary. 

4 Q That's right. But it wouldn't reduc e hi s 

5 standby charge, and he'd still have to pay for 12 . 5 of 

6 standby rather than 7.5, wouldn't he? 

7 

B 

A 

Q 

That's corr ect . 

Yo u would only give h i m c redit, in 

9 calculating standby, you would only g i ve hi m c redi t for 

10 10 or the supplementary he paid for. 

11 

12 

A 

Q 

That's correct. 

So in that month he got to pay twi c e f o r t he 

13 same five megawatts, once as sta ndby power and once as 

14 supplementary power? 

15 A He took it at different times . He set h i s 

16 peak demand where he established the 15 megawatts at 

17 one time during the month, and his standby s e rvi c e, by 

18 definition, had to occur at some othe r t ime o r he wou ld 

19 not have bee~ able to have that muc h load. 

20 

21 

Q 

A 

What is 

Standby is done on an interval-by- i nterval 

22 basis, whenever it occ ur s throughout the month. 

23 Whereas supplementa~y . under the tar i ff, is base d o n 

24 the peak demand establ ished duri ng the period whe n 

25 s tandby i s not taken. 
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COMMISSIONER EASLEY: Co ulJ I ask a que stion? 

MR. McWHIRTER: Yes, ma'am . 

COMMI SSIONER EASLEY: Is there a period of 

4 time at which he will never be able t o a c tually util i ze 

5 all of the power available to him eit.her und e r s tand by 

6 or suppltimental because ~ f this stand-alone pa rt o f i t? 

7 WITNESS HASKINS: No, there is no c ime wh en 

8 he cannot use all the power that' s available t o him . 

S And he will pay for it either under s upplementary or 

10 standby during that month. But he may and I think 

11 the difficult situation to conceive of is that 

12 supplementary billing de.mand is based on the max1mum 

lJ demand established during any 15-minute period of the 

14 month, regardless of when it occurs. 

15 COMMI SSIONER EASLEY: Okay. 

16 WITNESS HASKINS: Un l ess he's taking s tandby 

17 during that time. And then during this pe riod a 

18 cus tomer has declared he's tak ing s tandby - -

19 

20 

COMMISSIONER EASLEY: for that 15 mi nut e s ? 

WITNESS HASKINS: Yeah, for t h at 15 mi nu tes 

21 or any combination of the 15 mi nut -es , the standby 

22 tariff then prevails. 

2) COMMI SSIONER EASLEY: All right. The o n l y 

24 way then he gets t o the supplemental i s ha ving u sed up 

25 t he 15 minutes of s tandby? 
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MR. McWHIRTER: I don't think that's quite 

WITNESS HASKINS: No. 

COMMISSIONER EASLEY: It's ge~ting very 

5 confusing the way you two are doing this. 

6 

7 

8 

9 Q 

WITNESS HASKINS: Well , that's because it i~. 

COMMISSIONER EASLEY: Oh, okay. 

WITNESS HASKI NS: Don't feel badly. 

(By Mr . McWhirter) Let's l ook ~ t it tro~ th e 

10 view of the demand on your system. And during the 

11 month, using supplemental service, he puts 15 megawatt s 

12 o f demand on your systeM. So now he's ~~ing to pay for 

13 that 15 megawatts tor the rest of the month? 

14 

15 

A 

Q 

He's going to pay fc . it for that month. 

For that month. Okay. Then he comes along 

16 and he drops a gene rator . And I'll use a hypothetical 

17 because I can't quickly run through the ma th . He drops 

18 a generator and he alsv reduces his load, so that the 

19 demand he p laces on your system continues to be 15 

20 megawatts. Is he going to tr igger, in addition to the 

21 15 megawatt supplemental dema nd charge, now a standby 

22 charge for whatever i t was he d r opped in that 

23 generator, less whatever he could reduce it by, hi s 

24 load reduction? 

25 A To try t o clarify that, let me see it J can 
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1 take just a minute and construct what would take place 

2 on the billing for an interval where he had this 

3 standby situatlon you're ~alking abo ut. (Pause) 

4 In a period of time ~hen yo u have SS dec lared 

s and in your case where you had 15 megawatts was the 

6 supplementary, and maybe he was rul" n ing 15 megawatts a t. 

7 supple111entary just before he had an outage, and i f his 

8 load went up to 20 111egawatts, then the customer 

9 declares s tandby and tells us how much standby he' s 

10 taking, becaus~ you see, we have no way of knowing now 

11 111uch standby he is ta.king. The customer has to tell us 

12 that, because the standby is a combination of what his 

13 outage was and the load reduct i on that he acc ompli s he s . 

14 So the custo111er tells us how 111uch standby their t a king . 

15 Q Does he tell you how much standby he's taking, 

16 or does he tell you his generator was down? 

17 A He does both. He tell s us the generato r lS 

1 8 down and then he has to notify us ho w muc h h e i s t a king 

1 9 a s standby. 

20 Q Let's visualize. He's taking 15, and he loses 

2 1 a g enerator. Sv he reduces his pla nt operat i ons t o the 

2 2 degree that he's st i ll only tak i ng 1 5 . 

23 

24 

A 

Q 

Okay, and he l ost a 10 - megawatt gene r ator ? 

He' s lost a 1 0-megawatt gene r a t o r, and he ' s 

2 5 neve r incurred any standby r e qui r e me n t befo re . He 
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1 tells you at that point in time, "I h~ve lost my 

2 generator, but I don't want to declare s tandby because 

3 I haven't placed anymore than 15-megawatt demand on 

4 your system." In tha~ scenario, as I understand it, 

5 you would still charge him a reservation fee based on 

6 10 megawatts. 

B 

9 

A 

0 

A 

No, that's not correct. 

Okay. 

If his load does not go up, he does not have 

10 any standby. 

11 0 Okay. What if he's load went up by -- he 

12 dropped a 10-megawatt generator and his load went up by 

13 rive megawatts, would you charge him for five more, or 

14 would you charge him for te~ mor~ on standby ? 

15 

16 

A 

0 

He would report standby of five megawatts. 

Even though he dropped a 10-megawatt 

17 generator? 

18 A Because he ~oo~ould have a load reduction ot fi ve 

19 megawatts that would offset that. And that' s an 

20 opportunity that he has. The standby service that he's 

21 taking is just that . It's the s tandhy s er·vice taken. 

22 It's not how much the generator outage is, and I think 

23 that's an important conside r ation. 

2~ One o! the things in the stan~by rate docket 

25 wa R that cogenerators were concerned about l oad 
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1 follow i ng generation, but the other side is also true, 

2 that the amount that they ' re able t o reduce their l oad 

3 when they have an outa ge to minimize their standby. 

4 COMMISSIONER EASLEY: Wasn't one ot the 

5 gli tches that came in the test imony , though, that he 

6 didn't know he had to notify you or request standby, 

7 and that was --

8 

9 

WlTNESS HASKINS: In that partic ular case. 

COMMISSIONER EASLEY : And tha t was part of the 

10 confusion as well, I think, i n ge tt i ng to this ~rror 

11 factor, isn't that correct? 

1 2 WITNESS H.ASJ<IN S: Bec au s e I think that in this 

1 3 part .t.cular case, the customer that we were - - Hr . Ki s la 

1 4 was talking about, that if the y had reali zed how i t 

1 5 worked, they could have curtailed some l o ad in the 

16 plant to minimize the amount o f standby chat t hey had 

17 to dec lare, whereas they --

18 COMMISSIONER EASLEY: How muc h doe s that 

19 af fect, though, t he discussion, because ve are trying 

20 to come back to tha t five megawa tt error, and doe s that 

21 affect tryi"''g to get back to that? 

22 WITNESS HASKINS: If the customer's load goes 

2J u p five megawatts as a res u l t of a 10-megawa tt 

24 generator outage, because he was able t o reducP his 

25 1nternal plant load by five megawatts, then all he pays 
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1 for is five megawatts at standby, because th~t's ~11 

2 that hit our system. If he · s able to take 10 megawatts 

3 off . when he loseA a 10-megawatt generator, then he has 

4 no standby to pay for it at lhat time. 

5 Q (By Hr. McWhirter) Let me give it to you one 

6 more way . 

7 

8 

A 

Q 

All right . 

Go to your Schedule 6 and look at the winter 

9 outage columns. Stone would purchase between 12-1/2 

10 megawatts and 17-1/2 megawatts at standby power, is 

11 that correct? 

12 

lJ 

A 

Q 

Yes . 

Now , it Stone had already, during that month, 

14 lmposed a 1 5-megawatt supplementary denand on your 

15 system, as it regularly does, would Stone be charged 

16 for 27-1/2 megawatts, which would be the 15 that it had 

17 previously been charged for a supplementary service, 

18 plus the new 12-1/2? (Pause) Stone has reduced i ts 

19 

20 

21 

22 

2) 

24 

25 

load to 10 from t .he regular 15. ( Pause ) 

A I think that one of the things that you have 

to consider in l ooking at this is that it 's our 

understanding of Hr . Kisla's exhibit, he was not 

talking about a previous time peri od, as something that 

happened in that same month. I! you look at wha t 

happened a t this time period at th is hour o.· this 
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interval, his supplementary at that ti~e was 10 and he 

had an outage, and so his stdndby was 12-l/2 . 

Q What if i t was 10 becaus e he h~d reduced his 

load by five? 

A If it was 10 because he had reduced his load 

by five, then -- I'm consulting with my billing expert 

here. (Pause ) I think the thing tha~ we're missing on 

the standby calculat~on is that looking at what 

happened at that moment, there is no way tor us to tell 

the amount of ~tandby that the customer is tak i ng at 

any interval without looking somewhere else. 

Q Yeah. 

A And he has to tell us how mu=h that is at that 

time, and there's no other ~oa y to do it. 

Q So what you're telli ng me is that at -- at 

Column A there under winter outage, the demand his 

placed on your system is only 22.5, 10 supplementary 

and 12-1/2 standby? 

A That's right. 

Q And i f he tells you that the standby is not 

12-l/2, but is only 7-1/2 standby a~d 15 supplementary, 

and you're only going to charge him for 2 .25, but if h~ 

tells you that, "My 12-1/2 megawatt generator is down," 

but forgets to tell he's reduced his load, o therw ise, 

you' re going to charge him that month ! o r 27 . 5, because 
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he previously incurred 15 megawatts in supplement~ry 

servic e? 

A I ' m not following your proposition. 

Q Too many ifs? 

A Yes. 

Q You wouldn't want to charge him for mo re than 

22-1/2 megawatts, if that's all the demand 

A In this particular interval? 

Q Yeah . 

A That's correct, here. We would charge him --

we would charge 10 megawatts supplementary and 12-1/2 

megawatts of otandby, and we would not charge him 15 

megawatts of supplementary and 12-1/2 megawatts ot 

standby. 

Q These are one of the communication problems. 

A That's right. 

Q So what's happened is a 12-1/2 megawatt 

generator went down, but he could have told you, as he 

should have if he ha .:i known the r ule, that, " I' ve on ly 

used 7-1/2 megawatts of standby powe r , and 1 want you 

to charge t~e o~hor to my supplementary servi c e since 

I've already incurred a 15-megaw~tt demand during thi s 

month," and that wou ld oka~ ? 

A No , he has to tell us how much his genera t or 

went down and how much load reductlon was so that --
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1 and we know h ow muc h his standby was. Now, we may be 

2 getting to the same place, but that's not the way --

3 the numbers are going to come out the s ame, but that 's 

4 not what he has to tell us. 

5 Remember, we have the power going through one 

6 ~eter, and all we know is what that meter records . And 

7 we ~ave t o have the customer tell us what his standby 

8 requi ren ents are , no ti f y us ot an outage, tirst no t i fy 

9 an outage, how much the standby requirement s we re and 

10 how much the load reduction was . And we have one other 

11 p iece of intormation that we then u se at the end o! the 

1 -.: month t o make a reasonableress test on that, and it 1s 

13 we have the generat ion meter . 

14 COMM ISSIONER BEARD: Let me try this from a 

15 different angle, and I u.nderstand the math he's doing. 

16 At the point in time that he' s talking about where 

17 you've got -- ~hey were using 15 megawatts, they had 

18 this 12. 5-megawatt outage , they reduc ed the ir 

19 supplementary use by f ive megawatts. You've now got 

20 22.5 megawatts o t demand going through tha t meter. 

21 WITN ESS HASKINS: Right. 

22 COMM ISSIONER BEARD: Okay. A combination of 

23 supplementary and standby. Now, prev j ous in that 

24 • 25 

month, when they were j ust tntck ing along and 

everything was peac hy lt'"een, the y had put a previous 
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1 supplementary demand of 15 megawatts , okay ? 

2 

3 

WITNESS HASKINS: That's rlght. 

COMMISSIONER BEARD: Would be their high 

) 4 ){, 

4 supple~entary demand for that month. Now, at the end 

5 of the month, okay, how ~re you goi ng to charge them 

6 for demand ? 

7 WITNESS HASKINS: They're going t n pay for 15 

8 megawatts of supplementary based on what happened a a 

9 t ime when thair generator was not out, because they 

10 took that as firm service, whi ch they're obligated to 

11 pay for j ust that month under the tar:tf. Then we l onk 

12 at the interval where -- oc the intervals i n demand 

13 where they had the outa ge. 

H 

15 

COMMISSIONER BEARD: Uh-huh . 

WITNESS HASKINS: And we make a stand-al o ne 

16 calculation there as t o how much standuy they o we us 

17 for that period of time. 

18 COMMI SSIONER BEARD: And the net effec t of 

19 that is that they wil l pay you f o r 1 5 megawatts o f 

20 supplementary de~and ~nd 12. 5 megawatts o f s tandby 

21 demand, based on that stand-a lone, 22.5 m1nus the 10 ? 

22 

23 

WITt'ESS HASKINS: That's right. 

COMMI SSIONER BEARD: So the net effect is the y 

24 pay you in that month for 27.5 megawatts of demand, if 

25 you sum the two? 
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WITNESS HASKI NS: Yeah , that's corre c t , 

beca use there's t wo different cla sses o f service . 

COMM ISSIONER BEARD : Did I get you there? 

KR . Mc WHIRTER: That's it oxa~tly. 

3417 

WITNESSD HASKI NGS : I t' s two different classes 

o f service. 

COMMISSIONER BEARD : I understand that, and 

I'm no t sure -- I'm still not sure you aren' t do ing 

a pples and oranges because you're summing the two. 

HR . Mc WH IRTER: I'm wha t ? 

COMMI SS I ONER BEARD: You're summ ing the two, 

1 5 plus 12.5, okay? And they're two different classes 

ot service . Is the reservation c harge tor the 12. 5 

megawatts exactly the saDe a s t h e supplementary demand 

c harge? 

WITN ESS HASKINS : Absolutely not. It' s muc h 

less than that. The reservat ion c harge is 10\ . 

based on 10\ o f the de~and cost. 

It' s 

COKHI SSlONER BEARD: So you would not sum the 

two? 

WITNESS HASKINS: No . 

COMMI SS I ONER BEARD: Okay, which is wha t you 

were doing. 

HR . Mc WHIRTER: No , the maximuM demand he 

woulj have placed on your system during thAt month, 1f 
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we look at your side o f the meter , is 2~-1 /2 megawat t s, 

2 but because o f the pec·Jliarities of the tariff, you 

3 w1l l c harge him fo r 15 megawatts o f supplement ary 

4 service and 12-1/2 mega•.iatts of s tand !::>y service, so l 1e 

5 will pay f o r 27-1/2 megawatts or service of dema nd? 

6 (Simultaneous conversat ion ) 

7 COMMISSIONER BEARD: Let me finish my chought, 

8 because I have been lis tending to you guys, and I 

9 really would like to go on . The 15-meguwat ts 

10 supplement~ry demand you pa y 15 megawatts of 

11 supplementary demand. You correct me if l am wrong, 

12 Jack. If the 12-5 megawatts associated with a 

1 3 reservation c harge, you're te lling me that that is 

1 4 a~tually based on 10\ of dez5nd of 12.5 m~gawatts? 

15 WITNESS HASKI NS: I t's based on a 10\ -- 10 \ 

16 of t he unit cost because it' s 10\ probability of being 

17 on peak , s o it's discounted to 10\. 

J 8 COMMISSION~ BEARD: So you take the typ ical 

19 demand charge ~hat you would have, and you discount it 

20 t o 10\? 

21 

22 

WI TNESS HASKINS : No. 

KR. McWHI RTER: You' re getting i nto a pricing 

23 concept t here. 

24 WITNESS HASKI NS : It's the unit cos t 0 1 

25 pt oduction and transmission. 
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1 COMMISS I ONER BEARD: I'm try i ng t o get down t o 

2 what you've got to pay. Okay, that' s what you care 

) 

4 

5 

6 

7 

; about, i s n't 

~~ pocket? 
it, h ow many dollar s come out of your 

1 

HR. McWH IRTER: That's right. 

COMMISSIONER BEARD: I thought so. 

HR. Mc WHIRTER: And you have t o pay it ! o r 2J 

8 more n.onths. 

9 COMMISSIONER BEARD: And all I want t o know 

10 1s, is based on the standby 12.5 megawatts, the cost o f 

11 that to the customer as opposed to 12 . 5 megawatts of 

12 supplementary demand; what's the diff e r e nce? 

11 WITNESS HASKINS: The supplementary d emand f u r 

14 t h e PXT rate is-- or the PX rat~ -- is $7.55 per 

15 kilowatt. 

16 COMMISSIONER BEARD: Okay. 

17 WITN ESS HASKI NS: The reservation c h a r ge is 98 

18 cents p e r kilowatt. 

19 COMMJSSIO,~ ER BEARD: That' s lJ\. So you're 

2 0 pa)ing 1J\ of t he demand, typica l demand chat ge? 

21 WITN ESS HASKINS: And what you do is you take 

22 -- vou c alc ulate the reservation c harge, whi ch is times 

2J the contrac t c apacity, ~aybe 15 megawatts o f backup, 

2 4 and t imes 98 cents, and you tak e a daily demand charge 

2 5 !or - - this class of c ustomer wou ld be 4 2 cents per 
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kilowatt per day . So, actual ly, he uses - - 1 f hP used 

that standby only one day, he would j ust pay 42 c ents 

per k ilowatt. And l f he used it two days, he wo uld pay 

84 cents per kilowatt. Jntil he then -- so you can see 

after three days, he's up t o where he's better of f to 

pay the reservation charge. But, the price is 

discounted. 

Q (By Mr. McWhirter) Un l ess he ha s incurred 

t hat reservation c harge, he pays it for how many 

months? 

A 23 months. 

Q But the demand on your syst em is not 27 

megawatts; the demand on yo ur system would onl y be 

22-1/2? 

COMMISSI ONER BEARD : That' s right. 

WITNESS HASKI NS: That 's right. That's r i ght. 

Q (By Mr. McWhirter) I handed y ou a copy of 

Exhibit 611, which Mr . Kisla used and said re~lected 

that event i n September of 1989, where we had the 

mistake problem. 

A Right. 

Q And as a result of that, you'll see there the 

peak, at the bottom of this exn ibit you'll see a line , 

that's the SE period. 

A Right . 
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Q And then you' 11 see ~ peak a bo ut ha lt'way over 

2 on that exhibit where he went to the 22 megawatts, a nj 

J for that he sLid he paid $60,000. 

4 If the St~ff's proposa l is c orrect, for that 

5 one - time use for -- wh~t would be the duration of that 

6 use according to that graph? A couple of hours ? 

7 A Let's see. These are -- I can' t see the 

8 indicator there. 

9 

10 

Q 

A 

11 hours. 

12 Q 

15-minute intervals at the botto m. 

It looks like it's probably a couple of 

And that inadvertent us e under the Staff 

13 analysis would cost them around $300,000, the 60 plus 

14 !another 249,000? 

15 A 1 don't -- the $2 49,000 doesn't sound right . 

16 We made a calculation of that for the --

17 Q Prehearing Order I saw something about 

18 $249,000 in revenues that you didn't book, they were 

19 charging you for. That's not th is $2 49 , 00 0 ? 

20 

21 

A Let me check that. (Pause ) 

There are two aspect s of that. The originaL 

2 2 bill under rate PX1' was - - and I'm l ooking at my 

23 deposition exhibit, Late-filed Exhibit No . 15 . he~r l nq 

24 Exhibit No. 289. The original b il l f o r Sept ember o t 

25 1989 was 381,894.87 . The - - for the month of -- and 
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the ne w PXT bill for that month, actua lly g oes down 

because part or it be~omes s~andby to 351,099.6 3 , al o ng 

with a s tandby service bill of 13,826.4 ~ . And if you 

consider the effect or that 55 demand that is the n 

established in that month, you kno w, as a result of 

20/20 hindsight and some deg ree o r spec ulation, I 

guess, the total revenue effect in 1969 for September, 

October, Novembet" and December is $1 7 , 0 11. 52. And then 

for 1990 through the first three months is 16,3 25 .3 5 . 

So I really don' t know where t hat $2 40 ,00C came fr om . 

0 What does the Staff wa nt you to deduct your 

revenues by as a result of not collec ting money fr om 

those cus tomers, was what I was trying t o get at. 

A Well , based on thi b exhibit , it would be a 

total of about $33,000 . 

0 Okay. And that's because through our 

mistake. 

J\ Right . 

0 I have no further ques tions. 

CHAIRMAN WILSON: Hr . Pa lecki. 

CROSS EXAMINATI ON 

BY KR. PALEC1<1: 

0 Hr. Haskins, correct mP if I' m wrong, but in 

your earlier testimony in this proc eeding, 1 believe 

you s tated that if time-of-use customers shift all 
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their use ott peak, they are not paying t heir fa i r 

share of cost because there is some pr oduc tion in 

transmission costs associated with of f-pe~k usage. I s 

that correct? 

A No , I didn ' t say that with regard to my 

rates. I s a id that wi th regard to the r ates t hat Hr. 

Wright would propose . 

0 Do you agree with that as a s tatement of 

philosophy that if time-of-use customers snift all of 

thei r use ott peak, they are not paying thei ~ fa it· 

share o f costs because there is some produc tion and 

transmission cost assoc iated with off-peak usage ? 

A No , I would not agtee with that. 

Q And why not ? 

A As I 

0 What was it that you test ified to earlier ? I 

thought that's what you hod said earlier in your 

testimony. 

A I said th."l t wi th r egard to Hr. Wright' s rata 

d esign where he i ncluded no production and transmission 

cost in the off-peak pricing. In our rat~R we do have 

some demand-rela~ed produc tion and transmission cos t in 

the off-peak period. 

0 And why did you say Hr . Wright' s ,:>roposal was 

inappropriate? 
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1 A Because he has no -- as I understand his 

2 proposal, he has no production and transmission related 

3 cos t in his off-peak price. He would only charge 

4 what's equivalent to our proposed loca l fa r. ilities 

5 charge. 

6 Q And in your rates as you'vo designed them, 

7 you don't have any similar situat ion? 

8 

9 

A 

Q 

No. 

Isn't it true that the SE PXT cust.,mers Jon't 

10 pay any costs for production, transmission and 

11 jistribution plant tor ott peak that is used -- that is 

12 off peak during the SE periods? 

13 A If you look at the months billing, they 

14 always pay a demand -- a ful l al l ocated demand charge 

15 for production, transmission and distribution plbnt as 

16 appr0pr i ate during any billing month. Because we never 

17 have a month that is entirely SE. There is always s ome 

18 time dur ing the month where t hey wi ll establish a 

19 non-SE demand to be used for billing of the s tandard 

20 tariff. 

21 Q Well , that's my point. There is nu demand 

22 c harge in the S E, the off-peak hour s, correct? And i t 

23 a customer were able to design t heir use so that they 

2 4 were within all of those hours, thos e off-peak hou1 s, 

25 the SE hours, t hey would pay absolutely no demand 
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1 charges, is that correct? They pay nothing 4t all ! v r 

2 transmis sion, distribution, production plant ? 

J It you had such a strange customer t hat they 

4 were able to, by some magic, tailor their loads such 

~ they were always only in SE periods, recogn izing that 

6 SE pcrioc s are flexib le time periods, solely at the 

7 discretion ot the Company. In that extreme 

8 hypothet ical that would be the case. But the SE was 

9 not designed on that premise; it never took place 

10 during t h( entire two - year test period and it ha b not 

11 taken place since, and we never expect it wou ld, and if 

12 it happene~, we probably would want to make some 

1J modification to that . 

14 0 Can you reconcile your posit ion on rate 

15 des ign with respect to oft-peak costs f o r time-o f-use 

16 custo~ars with set oft- peak hours versus those wi th 

17 flexible off-peak hours? 

18 A Keep in mind that tl.e f l exible time periods 

19 are j ust that and are s~lely at the opt ion o! the 

20 Company, whereas - - and they are unpred ictable fro~ the 

2 1 c ust omer's v i ewpoi nt. Whereas, the fixed tim~ period 

22 time-of-use rates that the Company ha s are predi c tabl e 

23 to the customer, and I suppose it is somewhat more 

24 conc eivable t hat a customer could ta i l or hi s op~ration 

25 purely t o mat ~h the time-of-use per iod s in our 
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1 time-of - use rates, then he could under theSE ~ariff. 

2 However , I think that, too, is very likel y; but , 

3 neverthe less, since that is predictable, k~own in 

4 advance, then it i s conc eivable that the c ustomer could 

5 do t hat . 

6 Q Would it be true that if demand c harges aro 

7 set below unit cost in this docket, tha t a po rt ion of 

8 the demand-related transformation cost would be 

9 recovered through the energy charge under the rato? 

10 

ll 

A 

Q 

Yes . 

Therefo re , in order t o deve lop proper voltage 

1 2 discoun ts, the energy charge would al so need to be 

13 discou~ted in order to reflec t the transformation cost 

14 being a llocated by the energy charge, correc t ? 

15 A Yes, i t wou l d. And you just rem inded me of 

1 6 someth i ng , too, with regard to t he SE rate . 

17 To t he extent that demand charges on the 

18 

19 

standar d rate 

standard rate 

o r demand costs, rather, on r he 

bre recovered through the energy 

20 pr ice, then even your hypothetic al, very e ~ tremc SE 

21 custome r that was all i n the off-pe~k period wou ld be 

22 paying some - - excuse me, in a non -SE period. No . The 

2) hypoth e tical c ustomer that was all in SE peri odo would 

24 still be paying some portion of demand charge~ because 

25 he pays the full energy charge. There is no reduced 
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It only ls demand pri ~e 

0 Isn't i t true that f or the PXT the demand 

4 charge has been set at the fu ll demand un i t cos t? 

5 A I don't believe that' s correc t, but before 

6 give a defin i tive ans wer I'll need to ta ke a look at 

7 the, you kno w, cost sheet. 

8 Wouldn't you have to look a t the unit cost 

9 cheet from the last rate case? 

10 A Whic h one are you asking about, the last one 

11 or this o n e? 

12 0 Well, the rates have n 't been set yet in this 

13 particular cas~. 

14 A We 'l l look at the urit cost sheet fo r present 

15 rates. (Pause) 

1 6 The present -- just look at proposed. I 

17 don't have tho present rate unit coat sheet h andy . 

18 The unit cos~ fo r a PXT is $8.59 f o r demand, 

19 a nd our proposed rates fil ed are under the no 

20 migratio n study, that's the cost o; s ervi ce unit cost 

2 1 you have been loc k ing at-- is $8.26. So you've got 

22 the difference between 8.26 and 8.59 in the ene r gy 

23 price. 

2 ~ 

.l5 

Q Tt1at's based o n this filing, cor rec t , not o n 

the unit cost from the last filing? 
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That's correct. This is the case we're in 

o n Page 21, Line 7 through 12 o f your 

4 rebuttal testimony, you sta~e that "An inc rease 1n a 

5 s peci fi c ra t e does not lead t o the conc lusion t hat 

6 d i fferenc e s between voltage classi f icati o ns should 

7 incr~ase a ccordingly." 

8 Has Dr. Johnson made t his assumption in h i s 

9 t est imony? ( Pause) 

10 A Did you ask a ques tion? 

11 Q Yes. The question was, ha s Dr . Johns o n made 

12 that assumption in his test imony ? 

lJ 

14 

1 5 

A 

Q 

A 

No. Dr. Johnson d id not make that p r opo sal . 

What is the i mpact or th Js a s sumption? 

We ll, that wo uld say , f or example, if yo u 

16 were proposing to change a demand c harge fro m $6. 25 t o 

17 $8.50 , t h at whatever that percentage inc r ease i ~ yo u 

18 would inc r e ase your voltage by the same amoun t withou t 

19 any regard t o th~ cost ba sis for the voltdge discount s . 

20 And we don't thi nk that's appropriate. 

21 

22 questions. 

23 

24 

2 5 

HR. PALECKI: Thank you. We ha~e no fur t he r 

CHA I RMAN WILSON: Any o n red1rec t ? 

CHAIRMAN WILSON: Any on r ed i rec t ? 

MR. STONE: Briefl y 
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REDIRECT EXAMINATI ON 

BY HR. STONE : 

Q Hr . Haskins, you were a s ked an ~xtensive 

number of questions regarding yo ur Schedul e 6 . Was 

your testimony i n your calculat ion of the numbers i n 

Schedule 6 meant to demonstrate what would be required 

under Commission policy a nd ~ules ? 

A Yes. 

Q Is it necessarily the position of the Company 

that t h is policy or these rules are the bes t policy ! or 

this situation? 

A No. It' s not. It's what we 're having t o 

deal with now; and i t has been an evol v i ng process as 

t o ho w t o determine the appropriate standby capac1ty. 

A.nd I don't th ink we are at the best poli c y. 

Q I would now like t o direct your a ttenti o n t o 

Exhibit 611. I believe Mr. Mc Whirter handed you a copy 

o f that exhibit. Do you still !.ave It with JOU ? 

A Yes. 

Q Hr . Wright testif ied that S E wo11ld no t 

constitute a~ interruptible rate as ~hat term i s 

def i ned by this Commission . 

that statement? 

I assume you agree with 

A Yes. As very narro wly def i~ed by the f lorida 

Co:nmission. 

PLORIDA PUBLIC SERVICE COMMISSION 
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Q Does this exhibit demon- trate the curta il able 

2 aspect of the SE rider, based on the economics? 

) Yes . It does. It demonstrates the economi c 

4 switch ~hat we have talked about where, as you can see, 

5 at the end of that SE period that uccurs just to the 

6 left of the center ot the page that when the customer 

7 was not ified that SE was going to be terminated and got 

B to the point where it was terminated, he reduced his 

9 load drastict~lly in about a halt -hour period of t. ime 

10 there, it looks like. 

11 Q And what was the reason for -- what typlClllly 

12 is the reason f or declar i ng the end of an SE per iod? 

13 A Typically, it is based on p redictions of 

1( increased load on the system such that a system peak ? r 

15 a Southern peak might be established. 

16 Q BaDed on t h e typical reason f o r curtaili ng or 

17 ending an SE period, would the l o ad of this customer, 

18 as demo n s trated by Ext.ibit 611 , have been o n the 

1 9 Company --Gulf's or Southern' s -- sys tem peak , 

20 whichever was coming into play when the period was 

21 declared to be at an end? 

22 

23 

A 

Q 

No. 

Does that mean then that th e demand 

24 establ ished during the SE period did not contribute t o 

2 5 Gulf's or Southern's s ystem peak? 

FLORIDA PUBLIC SERVICE COMMI SSION 
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A It means very definitely that d~manJs did not 

contribute t o the peak. 

Q The de~ands dur ing the SE p~ r iod? 

A During the SE per iod, that's right . Because 

it is operated so tha t i t cannot and this is a 

demons trat ion or that . 

Q And in terms ot the issue regarding recovery 

ot product i on plant, I bel i eve you h ave testifie d tha ~ . 

in f a c t, the e nergy rate during an SE pe r iod is the 

a c tual full energy c harge that would be incurred a t any 

other time? 

A That is correc t. 

0 Does that include the componen t ~o r 

productio n plant? 

A It does t o the extent that the f u l l demand 

c harge is not recovered -- e xc use me, the f u ll dema nd 

cost is not recovered through the demand ~omponent o t 

the rate. 

Q Does •h is overcome the pr Jbl em that you have 

identified with Hr . Wr i ght's pro posal f e r time-of - use 

rates? 

A Yes . 

HR. STONE: That completes our r edirect. l' m 

sorry, one last question. 

0 Hr. Ha ski ns, are yo~ fam il1ar Wlth the 

fLORIDA PUBLIC SERVICE COMMI SSION 
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Commission's rules to~ t he determinat ion of cost 

effectiveness in terms of t he conservation program? 

A Yes. 

102 

Q Is i t -- what is your understanding regard i ng 

the maj ority of the benefi l as !ar as whe ther i t' s on 

demand savings or energy sav i ngs? 

A It is my understarding that it is prima r ily 

under the c urrent si tua t ion on demand savings. 

HR . STONE: Thank you, that completes my 

redirect. 

CHAIRMAN WILSON: Tha nk you. Nothing 

further, he may be excused. Thank you very much, Hr. 

Hask ins. Cal l your next witness. 

(Witness Haskins excused .) 

HR. STONE: The next witness would be Hr. 

Parsons . (Pause) 

HR. BURGESS: Commissioners, if we're no t on 

a break, I might as well try t o ta ke c are o f this 

li ttle piece n f b~siness . As I understand it, the 

exhibit that's attached to Hr. Wright's rebuttal 

testimony wa ~ not identified w1th an exhibit numbe r at 

prehearing, I think . And therefore, I would ask that 

it be given an exhibit ~umber and ente r ed i nto the 

record. 

CHAIRMAN WILSON: Th~ t woulj b~ Exh1b1 t No. 

FLOR I DA PUBLIC SERVICE COHM ISSlON 
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1 616. Do you think it's been numbered already? 

2 

) 

4 

MR. BURGESS : Okay. 

MR. \ANDIVER: I'm not certain. 

CHAIRMAN WILSON: Walt just a moment, Hr. 

5 Pruitt, we'll check it. 

6 MR. BURGESS: I couldn't find it in the 

7 Prehearing Order. 

8 

9 

HR. VANDIVER: No, we don't have it. 

CHAIRMAN WILSON: That would be Exhibit 616. 

10 Without objection, it's admitted i nto evidence. 

11 (Exhibit No. 616 marked for identific ation 

12 and received in ~vidence .) 

13 MR. HOLLAND : And, Mr. Chairman, 11hile we're 

1~ doi ng tnat type thing, I can't recall e nd Hr. Burgess 

15 does not either whether I had , in f3c t, moved in 

16 Exhibit 583, which was the composite exhibit relative 

17 to have Plant Sche~er. I'd like to move that at this 

18 time. 

19 

20 All right. 

21 

CHAIRMAN WIL~ON: I don't believe you did. 

MR . BUR~ESS: I told him he had and not to 

22 worry about it. (Laughter) 

23 

24 

25 

CHAIRMAN WILSON: Without objection, that is 

admitte d into ev1dence, 583 . 

(Exhibit No. 583 received in evijen~e.) 

FLORIDA PUBLIC SERVICE COMMI SS I ON 
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1 CHAI RMAN WILSON: kny time you're ready. 

2 EARL B. PARSONS, JR. 

J appeared as a rebuttal witness o n behalf of Gulf Power 

4 Company and, after being previously duly sworn, 

5 testified as follows: 

6 DIRECT EXAM I NATI ON 

7 BY HR. HOLLAND: 

8 0 Hr. Parsons , you have been prev iously sworn 

9 and have previously testif ied, have you not? 

10 

11 

A 

0 

Yes. J have. 

And have you tiled in the docket rebuttal 

12 testimony entitled, "The Rebuttal Testimony ot Ear l B 

13 Parsons, Jr."? 

14 

1 5 

A 

0 

16 testimony? 

!7 

18 

A 

0 

Yes. I have. 

Do you have any corre~tions to that 

No, sir. 

If I were to ask you the ~uestions toddy 

19 c ontained in that testimony, would your answers be the 

20 same? 

2 1 

22 

A Yes. 

HR. HO~LAND: Hr. Chairman, we would ask that 

23 Hr. Parsons' rebuttal testimony be inserted into the 

24 record as though read. 

25 CHAIRMAN WILSON: His testimony w.ll be so 

FLORIDA PUBLIC SERVICE COMMISSION 
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1 i nserted into the record without ob j e c t i on. 

2 MR . HOLLAND: I think all his re:...u ttal 

3 exhibits have been p remarl<ed and already entered 

4 (Exhibits previously stipulated into 

5 evidence.) 

6 

7 

8 

9 

10 

11 

12 

! 3 

14 

1 5 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 
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GULF POWER COMPAHX 

Before the Ylorida Public Service Commission 
Rebuttal o! 

Earl B. Parsons, Jr. 
In Support o! Rate Relief 

Docket No. 891345-EI 
Date o! Filing May 21, 1990 

Are you tbe aaae l&rl B. Paraona, Jr. wbo teati!ied 

earlier in tbe prooeedinq? 

'ies, I am. 

What ia tbe purpoae of your teatiaony? 

The purpose o! my teatimony is to rebut the test 1mony 

of Mr. Schultz, Mr. Larkin , and Mr . Roaen and t :1e 

positions taken by them with reapect to issues raised 

in this proceeding. 

Kr . Paraona, tbe coaaiaaion Staff and Office of Public 

Counael have talte.n the poai tion tbat Plant Scberer on it. 

3 oapaoity abould not ~ included in rata baae. Wbat 

ia your reaponae? 

Gulf is deeply disturbed by the pos \ tion taken by the 

Start regar~ing exclusion of Scherer 3 capacity in the 

rate base. Also related to Scherer , Mr. Rose n has 

filed teatimony !or the Office ot Public Counsel that , 

it followed by this commiaaion, will prove extremely 

_ __j 
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detrimental and harmful to t he long-term best i~teres~ s 

of the customers vhich we serve in Northwest Florida. 

I have been at Gulf Power Company since early 

1978, when the Scherer capacity waa first consldered o s 

a cost-effective alternative to ccntinuing const ruct1 on 

at the Caryville site. I personally participated i~ 

the October 1978 workshop before th~ florida Publ ic 

Service Commission at whi c h time we presented ou r 

proposal !or cancelling Caryville and acquiring the 

capacity at Scherer. 

I have presented extensive t estimony to thls 

Commission in !our rate cases and attended a numuer o f 

Planning Workshops and Plrnning Hear ings at whicn our 

p i ans have been fully disc ussed with the Commiss1on. 

In every one or these instances, there has never bee n 

any concern expressed on the part of the commiss ion 

regarding the prudence of acquiring Scherer. I t there 

was a concern, it was that we might not be able t o 

acquire t he Scherer capacity. The Commission fe lt so 

strongly that we should make this purchase that it 

held, subject to refund, our write-;,!! of the Caryvill e 

cancellati o n costs approved in 0 rder No. 9628, pending 

completion of a contract with Georgia to acqu ire 

Scherer. Crder No. 9628, Docket No. 800001-EU, Order 

No. 10557, Docket No. 810136-EU, Order No. 11 498, 

\A £ 
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Docket No. 820150-EU and a follow-up order issued o n 

May 15, 1984 address these issues. 

We have on any number of occasions, both formall y 

and informally, presented our plans regarding o~r 

capacity expansion and our of!-sysT.em sales before t he 

Commission. It has been shown !rom the beginning tha t 

Scherer capacity would eventually come bacx to ou r 

territorial customer s. Some of that capacity is 

available for use by our territorial customers now. 

The Scherer capacity was acqu i red !or the 

long- term benefit ot our territorial customers . I t w ~ s 

not purchased tor purposes of uni t: power sales . All o f 

our actions regarding this acquisitior. have been 

prudent. It the Commission follows the prehearing 

recommendation ot its own Stat! or that of Mr. Rose n 1 n 

his prefiled testimony and disallows coat recovery f or 

capacity which the Commission itself has agreed was 

prudent to acquire, it will break the regulatory 

compact whicn has been e c tablished with Gulf. Whil e 

Mr . Howell will tully review the det~ ils of our concern 

in his ~estimony, I simply want to emphasize how 

strongly the Company feels chat disallowance of the 

Scherer capacity in rate base would be a detriment to 

our cus t omers and send an extremely negativ~ s i g nal t o 

I I )f; 
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the Company regarding what constitutes prudence in 1ts 

decisions. 

The long-term benefits or the Scherer capacity 

were valid when we made the decision to i~vest, and ar e 

still valid today. The new unit powe~ sales, f or whi ch 

Gult contracted in 1988, will allow us to capture eve n 

more sav i ngs !or our territorial customers in the l ong 

term. 

As Mr. Howell will cover in his testimony, Gu l! 

had two c hoices - eit.her participate in Scherer o r not. 

Participation requ i res at least a 4 0 year commit~ent t o 

the capacity and, therefore, cost-et!ect iveness mus t bP 

viewed over the long term . I! the Company were to 

!ollow the philosophy suggested by the Sta!! and Mr. 

Rosen, it would cease making dec ision~ based on 

long-term cost benefits and make decisions based on 

orae-year , short-term ana l ysis. This would c reate an 

extremely unreliable and costly electric system t o r ou r 

customers . Mr. Howell will cover in detai l how t~e 

Scherer de..; iaion is a long-te rm benefit t o our 

custom~rs, and how we have d one everything rea sona ble 

to minimize the impact or the Schera r capacity in the 

teat year. I ask the Commission to approach thi s !Srue 

with an open mind, care f ully c o ns ider the strong 
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evidence whic h we will pre~ent , and allow cost rec ovt>ry 

ot the Scherer c upacity. 

Q. Kr. Paraona, do you aqr•• witb Kr . aoaen'• 

reoo.aendation of an 18 peroent r•••rv• a&rqiD tor 

Gulf? 

A. No. The 20-25 percent range !or planniny raaerve 

margin guideline utilized by Gulf and Southern has bee n 

adoptad by the Commission as reasonable. Since the 

criteria waa last eatablished, the re has been no ne ed 

to commit to additional capacity on the system . As 

indicated in Mr. Howell's teatimony, the criter ia wa s 

laat reviewed and deemed appropriate by the 

Commission's conaultant in Doc ket 860004-EU. As the 

time approaches when there will be a need to comm i t t o 

new capacity, we believe it i s appropriate to rev iew 

this c riteria . such a study i s now undRr way. 

Although the operating c ompanies ot Southern have 

determ i ned to maintain a minimum 20 percent plann ing 

reserve margin guideline, c ommitments tor capita l 

expenditures in 1990 tor c apa c ity additions have been 

limited baaed on a 16 percent reserve margin until the 

detailed study is c ompleted , hc pefully , later th is 

year. ~e c ons equenc es of commi tting these l drge 

cap i tal expenditures which may be later deamed t o be 
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impru~ent, with 20/20 hindaight, are too great t o 

j ustify moving !orwa~d without thi• addit iona l detal leo 

exa mination o r capacity requirements. 

Short lead time dema nd side options and s hort te rr. 

c apacity purcha aes wil l be utilized, it necessary , to 

provide adequate reserves during the test year . 

On paqe 17 of bia teatiaony, Mr . Larkin auqqeata tbat 

the caryville aite abould be excluded !roa rate baaa 

becauae there ia no plan to build a qaneratinq unit on 

tbe Caryville aite. Ia be correct? 

No. caryville is stil : a viable, certified site for 

future base load coal capac ity in Gul!' o system. As 

have previously stated , the Colllllliaaion agreed 1o1 1th 

Caryville's inclusion in rate base as plant held !or 

f u turE> use in Docket Nos . 800001-E I , 810136- EU, 

820150 -EU and 8 4 0086-EI . For e xample, i n Order 

No. 9628, the Commission supports this decision by 

stating, " We agree with the Company that i ts plans f or 

the site are aufficiently defin i te to warrant 1ts 

inclusion, and that to deny the request would be t o t he 

disadvan t age or r atepayers in the lone; run." I nclu&l on 

ot the Caryville site i n rate base t or plant h~ld f o r 

tuture ~s• is still a prudent decision b y the 

Co111111ission. 
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Wbat ia tbe value of tbia aite to tbe ouatoaera of Gulf 

Power? 

An extensive site selection study was undertaken in the 

late 1960's and early 1970'a when Gulf projected the 

need tor a nev ge.nerat: ing plant ait.e. caryville was 

determined to be the moat viable or all the sites 

analyzed . Becauae ot the extreme dlr!iculty in 

certifying new sites due to stringent environmental 

requirements, Caryville may well be t he only ava il able 

site on which to locate future generation in Northwes c 

Florida; future generation which will be required as 

our customers ' needs grow. 

Ia the preaent property ovued by Oult Power company at 

CarJVille ot a autticiant aiae to aoooaaodate ita 

tuture ~eneration neada? 

No. The Caryville site was originally certified dur1ng 

1976 for the initial construction or two 500 mw low 

aultur coal units. Again, as I have stated in my 

direc t teatimony, changes in environmental regulet : 0 n s 

since that time now require that tlue gas 

dosul!urization equipment or s c rubbers be installed on 

any Lase load generating units con11tructed at t he s ! te. 

Additional spac e will be requ i r • d f o r the s c rubbers , 

limestone storage and the wast~ by-product. Add it 5onal 
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space will also be required for 500 kv t :-ansmusi on 

lines and substations rather that the 230 kv systems 

certified . 

Why ia the acS4i tioDal land purohaae iaportBDt at this 

tiae? 

1 ' !.! 

Again , as I have previously stated 1~ my d i rect 

test i mony , since the units are not needed immediately, 

Gulf can secure property ad j a cen t t o the Caryv i lle site 

as it comes on the market a t a much lower pric e than if 

we were to wait until construction begins. The extreme 

dl!ficulty anticipated in a cquiring and c ert i f ying 

s ite& in the f uture makes lt necessary and prudent to 

proceed with the purchase o f additional property as it 

comes on the mar ket in order to enhan~:e and protect the 

viability of the s ite for future generation needs. 

Wbat action will OUlf take it the Coaaission ezcludea 

t he aite t roa the rate baae? 

This wou l d i ndi c ate that the commis sion does not 

believe chat this site has future value to Gulf's 

customers. We would have t o consider possibly sell ing 

t he property . A Commias Jon d ecision such as this would 

have a significant negative impact o n Gulf's ab illty to 

meet long-range generating capaci ty needs at a 
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reasonable cost. We are simply attempting, as the 

Commission has enc ouraged ua t o do on m~ny occa s ions , 

to project future needs and , using s ound reason 1ng, a ct 

in advance so that we c an save our customers' money . 

We !eel the purchase ot additional land t o r this site 

as it becomes available i s a prudent actio n . 

on paqe 21, Kr. Larkin reoo-enda exoludinq the 

caryville eubaurfaoe etudy fro. vorkiuq capital . Do 

you aqree? 

No . The subsurface investigation o f the Ca ryville si~e 

is still valid relative to the geological condit4 ons. 

This in f ormation will be ~tili~ed in the design ~ f 

f oundations and place.ment o f structures for futu re 

generating capacity. 

Do you agree with xr. Schult• '• reoo-end&tion 

beginning on paqe 28 of an adjuataent of $617,595 f o r 

scs expenses? 

No. Mr. Schultz references OPC Interroqcttory No. 53 

and p l a ces undue emphasis on isolated items without 

including the entire text of Gul f's response. For 

example, Gul f does state that sout.hern Company Se rv ices 

(SCS) "prep'lres estimates of its billings t o Gulf"; 

however, that s ame paragraph goes on to deta il ho'W thi s 
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interaction takes place. As Rhown in this 

interrogatory, this iii a very detailed proc E>RS 1n whl ch 

Gulf interacts with scs personnel on a cont i~uous L3S lS 

in the development and monitoring ot the SCS budget a nd 

actual expenses. 

Q. OD paqe 29, Kr. Scbulta iapliee tbat indirect -rpenaes 

vbiob are allocated to tbe operatin~ ooapani•• baaed on 

a set percentaqe 11are not su.bjected to tbe s&JDe 

scrutiny by tbe Coapany as tbat of tbe coeta o f a 

specifically request ed itaa." Do you aqre• witb tbis 

A . No. There is no statement in OPC Interrogatory No. 53 

which indicates that onl y direct chargee are handled 1~ 

the manner descr i bed. On the contrary, wo rk ord~rs 

exis t for the all~cation or these indi r e ct charges and 

are monitored in the same method as direc t c harge &. 

The generic allocated work orders remain a standing 

authorizatior. of work to be performed, unless 

termination of these work orders is recommended by the 

various committees and/or operating ccmpa n ies. 

Q. On paqe 2 of 3, line nuabers 1 - t of Kr. 8obu1ta•a 

Schedule BWS - 7, be reooaaeDde tha~ tbe coaai••ion 

disal low sea espana•• related to • 7ariety ot research 
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projects and studies undertaken on behalf of Gul f Power 

Coapany. Is this a duplication o f work between Gu l t , 

No . The recommended disallowance is bssed on the 

i ncorrect p r esump tion that these services are 

duplicative of research managed by the El ectri c Power 

Research Institute (EPRI). These servj ces are , i n 

fact, complimentary and not duplicati ~ e . Some 600 

member utilities fund EPRI's large-sc ale, cooperative 

research and development programs . A.a a result, EPR J 

undertakes research programs that are respons ive to the 

nseds ot the electric utility industry as a whol e . 

EPRI does not ~ndertake individual ~tility specific 

r esearc h nor does it appl y i ts research o n ! y t o 

t ndiv i d ual utility specific problems. 

SCS assists Gulf Power Company in atta i n ing 

naximum benefit f r om EPRI's research. Theae research 

and researc"l aanagement a ctivities i nc lude: 

a) participating in the EPRI adv isory system t o 

ensure that EPRI's researc h meets the need s 

o t Gul f Power Company; 

b) reviewing, &umm4rizing, evaluating , and 

coamunicating the result s of EPRl research t o 

Gulf Power in order to ensure maximum benef lt 

~ .. ' . ... 
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!rom its investmen t in EPRI research 

(Technology Transfer) ; and 

c) conduc ting local, company-spec i fi c stuaies 1r. 

order to appl y the resul ts o f Ae y f.PRI 

research to specific Gul! Power Company 

issues . In some cases this c an lnc lude 

co-funding EPRI projec ts conduc~ed at Gult 

facilities or within Gulf's service 

territory. 

SCS also conduc t s site speci fi c research at Gul f 's 

fac ili t ies on are as ~ r c~ncern not addressed by EPRI. 

The majority or the researc h perfo rmed by scs tor Gulf 

is s pecific to t he needs o! Cult and the system. 

on p aqe 34, Mr. Sobulta reooaaenda an adjuata•nt 

raaovinq "tbe coat of scs services vbiob bave been 

budqeted at aaounta &ubatantially in ezce•• of actua l 

averaqe costa ~or aucb aervioea.n Do you aqree? 

No . We do not agree that excess costs have been 

budgeted !or SCS. Any budget approved by Gulf tor SCS 

wo rk ha~ been thoroughly rev iewed by Gult personnel 

respo ns ible tor that activity . When the budget is 

approved, it is our best estimate !or requi r ed 

manpo wer. That is the case in 1990. The budget 1s 
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retlective ot conditions and work loads !.aced by o ur 

Co~pany under present circumstances. 

WbJ do aca ezpenaea tor Syatea Plauninq exceed t~• 

l..enobaark? 

The 1984 benchmark or allowed charges !rom scs ot 

557,000 was developed !rom seven months ot actu~l 

c harges (January through July or 1984 ) extrapolated t o 

the end or the year. 

Al~hough the act~al charges were below the budget 

tor the tirat seven months, this relationsh i p did not 

.... ~ . '• 

hold true tor the remainder o1 1984 due to workload and 

resource usage tluctuation~. The actual charges t or 

1984 were $157,000. Therefore, consider ing the en~ ire 

year ot 1984, the base was lower than it should have 

been. 

A compound intlation multiplier or 1.2468 wa s used 

to calculate a 1990 benchmark !rom the 198~ base. 

Applying this same multipl ier to the 1~84 scs actual 

charges or $157,000 would result ~n a 1990 adjus ted 

b e nchmark ot $196,000. The 1990 scs budget tor this 

work order io $167 , 000, which is 14.8 percent bel o w t he 

adjusted ~enchmarx . 

These charges are tor valuable servic e s wh ich SCS 

delivers to Gult in providing expert engineering 



2 

3 

4 

5 

6 

7 

8 

9 

10 

ll 

~ 2 

13 

14 

15 

16 

1 7 

18 

19 

20 

21 

22 

23 

• 2 4 

25 

Docket No. 8913 4 5 -E l 
Witness: E. B. Parsons , Jr. 

Page l <t 

assistance !or the p l a nning o! reliable, e conomical , 

and ! l exible resour ces t o meet the energy requ i rement s 

ot Gul! Power. I! SCS were not prov i ding theau 

liervicas, then, in order to perform th3se tasks, the 

Company would either rotain outside consultants, who 

have less understand i ng o! Gul! Power a~d the Southe rn 

system, or have t o increase the number o! employees 1n 

Gul! 's System Planning Department. 

Q. At paqe 3 7 of bia te•tiaony, xr. Sobulta arquaa tbat 

expenses related to Ataospberio rluidiaed Bed 

Coabuation and Livinq Lakes, Ino. , ~·duplicative or 

unnecessary. Is tbere any validity t o bis contention? 

A. No. Mr. Schultz makes this statement but provides ,,o 

support tor his recommendation. The research and 

development charges as noted on HFR Schedule C-57, 

page 3, a re tully justified. 

Future legislation requiring significant 

reductions ot sulfur dioxide emissions !1om coal-tired 

utilities mandat es the development of new, cleaner 

combustion techniques . Atmospheric !luidized b&d 

combustion is s uch a technology and the TVA/ Duke Power 

project is a f ull scale development project tor th is 

important new clean combuation system. The knowled~e 
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gained in working wi th the TVA/ Duke project will all o~ 

the SCS engineers to evaluate future designs ot the 

system. 

Living Lakes Inc . is a not-tor-profit corporati un 

whoso primary purpose is to delllonstrat4o ettecti•te 

technologies tor the neutralization o t a c iditied 

surtace water . Living Lakes, Inc., has developed 

mitigation and investigative tQChniques tor luwering 

the acidity ot lakes that become a ciditied, either from 

natural or man induced causes. Living Lakes, Inc . . has 

successtully treated numerous lakes in the country and 

restored them to a healtt.y condition at a trac tio n ot 

the cost ot emission contr ol projects currently be1 ng 

debated in Congress . 

Be9innin9 ~n pa9e 4t, xr. Schultl reooaaenda an 

adjuataent to disallow ault ' s nuclear power research 

expenses assoaisted witb BP~. Do you a9ree with tbis 

adjuataeot? 

No. Much ot the costa incurred by EPRI rel a tive to 

nuclear power production research are also inherent t o 

steam production (turbines , !eedwater heater&, 

controls . condenser fouling, c ooling towers, 

valves, tans, etc . ) and, thereto rf', advantag~ous 

direc tly to Gult. However . Gult alao benotits !rom the 



e 
1 

2 

3 

4 

5 

6 

7 

8 

9 

11) 

11 

12 

13 Q. 

14 

15 

16 A. 

17 

1e 

19 

20 

21 

22 

23 

• 24 

25 

Docket No. 89134 S-E I 
Witness: E. B. Parsons , J r . 

Page 16 

remainder of the nuclear research because of its 

participation in the Southern system pool. Benefi ts 

received directly by other sister operating companies 

also indirectly benefit Gulf through incraased 

efficiency of units and lower costs of purchased power . 

Future generation re~irements cy Gulf's cuotomers 

dictate that new sources of power be evaluated to 

determine which are most e conomical and efficient. 

Nuclear projects should be a part of that evaluati on. 

It is essential that nuclear power research be funded 

as we look forward to the future. 

Kr. Sobulta que stions tbe f&ot tbat soae rasearci. 

expenaes vera aero durinq t~e benobacrk period. ••• 

tbia a correct entry on Gulf's part? 

¥es. Gulf prepared its benchmark based on the 

Commission's instr~ctions. Gulf summarized the total 

variance on page 3 of KFR c-57 showing a variance o f 

$210,000 for apecific r .. earch and development expen~e ~ 

in the Steam Production funct ion. These expenses could 

have been listed individually on page 3 but, because 

they were related, they were grouped under this head ing 

just a s we grouped all of Plant Daniel's expen~es. As 

shown on pages 4-9 of MYR c-57, there were no dol l ar s 

budgeted in 1984 for any of theae expenses and 

,_. ~ ) 
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therefore, the base f or calculation o f the benchmark i s 

zero. 

Are any of Gulf's raaaarch and developaent coat• • 

duplication ot raaaaroh UDdertaken by •Pili? 

No. Approximately 1700 different project5 are 

undertaken by EPRI annually. These prvjects are spre~d 

over 60 different strategic programs. There is no wa y 

Gulf or Southern could dupli cate ei ther the depth o! 

EPRI ' s research or the numbe r o! EPRI projects. Gul ~ 

conducts research through SCS tor site specific need s 

at Gulf's system or t.hrcugh the FCG tor Flor i da 

specific issues. These projects are long term and 

designed for meeting our customers' needs for continued 

low c oat power. 

On pa9e ~ 5 of his testiaony, Kr . Schult~ discus••• 

research expenses. xr. Schult• ae ... to be au99••ting 

that tbe Coapany has aerely shifted the focu• of 

research since 1t14, and tben used tbe new foau• •• tb~ 

justification for research variances over tbe 

benchaa.rk. Is tbis a fair c haracterisation of what 

Gulf baa done? 

Absolutely not. Again, the benchmark preaerted f o r 

this docket was developed a c cording t o Commission 

guidelines froa prior r ate c ases and aa instructed i n 
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KFR ~-57. What is reflected in o ur benc hm4rx is ,ot a 

shi!t in !ocus but rather an increased scope. For 

exa mple, the electric magnetic !iel ds (EMF ) study is a 

new projec t added sinc e 1984 . 

••• tbe BX7 projec t UD4ertakao by oult tbrougb the 

Florida Bleotrio coordi nating oro up a duplication ot 

reaearcb done tbrougb aitber 8outbern Coapany s e rvices 

or t .ba Zlaot r i o Power Reaearob I nat i tute? 

No. This was not a duplication ot et!ort. EPRI 's 

r esea r ch e n compasses h uman health e t !ects o! exposure 

to elec tric and magnetic fields . The g oal o! EPRI is 

to provide meas uremen t ma~hods a n d e~lipment to a ssess 

possible e!! ecta r esulting !rom the erpoaure o! wo rkers 

a nd the public to EMF. SCS a cta a s a coordinutor, 

interfacing with EPR!, to distribute intormat ion to the 

operating companies. There was no further research 

undertaxen by SCS regurding the EMF issue. 

At the state lev el, the F l orida Department o ! 

Environmental Regulatio n (DKR) was mandated by the 

legislature to investiga te, d e v elop, and adopt a 

standard tor EMF !rom new transmission lines t or the 

state ot Florida. S ince the standard !or EMF was to b e 

common to all utilities within the state , the FCG 

j oined with the DI:R in providin9 expert taac.imony . 
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Gulf was actively involved i n this process. In 1989, 

as directed by the legislatu re , DER adopted a rule a nd 

numerical standards and the utilities have bequn t o 

j mplement this rule. 

on paqe 86 of Mr. Sobulta' teati..aony, be infer• tbat 

$47,452 vas approved in Gulf's ltl4 rate oaae for acid 

rain aonitorinq. Ie this a true assuaption? 

No. Gul!'s 1984 rate case was based upo n our 1984 

budget. There were no dollars budgeted in 1984 for 

t his project. The expenses shovn on Gulf' s response t0 

Sta!! Interrogatory No. 101 troM Docket No . 88 11 67-EI 

are the actual dollars spent tor the Ac id ~ain Study 

t or the years 1981-1988 . Aa Gul: apeci!ice lly s tates 

in HFR C-57, the a cid rain aonitorinq coats are a 

result of a request by the Florida Depart~ent o t 

Env i r onmental Requlation and an independent sc i entl tl c 

rev iew panel to con~inue this monito rinq in o rder t o 

comp lement a growing data base on the a cidi ty ot wet 

and dry deposition. This data base will provide 

i nformation which could be very c rtti c al to measur i nq 

the success ot new tederal Clean Air Legi s latio n . 

Gulf'• beavy oil inventory level. Would you plea•• 
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Yea, the Co•pany 's inv~ntory request o t $1,042, 000 

serves to protect Gulf's ratepayers !rom hav i ng thr te 

o! Gul! 's generating units unavailable tor use aue t o 

an interruption in !uel supply. Without a supply o t 

heavy oil in inventory on the plant site, t hese unit s 

could be considered non-tin generating c apacity, 

thereby not receiving !ul l credit in the lntarcompany 

Interchange Contract (IIC). The primary fuel t o r t hese 

units is pipeline natura ~ gas, which is subj e c t t o 

interruption or curteilment . 

The plant receives oil only by t ruck. It an 

emergenc y fuel situatio n d 3veloped and Units 1, 2 , and 

~ were required to run at !ull c apaci t y, p r ocurement 

and delivery problemB could prevent sustained 

operation. The present oil in storage p ~ovides 

adequate o ! l to allow the units to run !or an emergency 

period a nd simultaneously procure replacement o il . 

It Criat ODita 1,2, and 3 are conaidered non-tira 

capacity due to not baviD9 a aut!ioient ~antity of 

atandby fu•l a vailable, doe s tbat affect Oul ! Power's 

IIC capacity payaenta? 

Yes. The l~as ot 8 4 . 4 KW o! fossil g~nerating c apac ity 

in the Intercompany Interchange ContrAct would ras~lt 



1 

2 

3 

Q. 

6 

7 A. 

8 

9 

l.O 

11 

12 

13 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

Docket No. 8913 4 5-EI 
Witness : E. 8. Parsons , Jr. 

Page 21 

1n a net loss ot over $6 mil li?n in c apacity payments 

tor 1990. 

xr. Paraona, an iaaue baa been raise~ ae to wbe~ber the 

coapany'a propoeed iDYentory for •o. 2 oil should be 

a4juete4. Would you pleaae 4iaou•• tbia proposal? 

Yea. Gulf ia requesting a total ot $359,000 ot No. 2 

oil inventory to serve as fuel tor the combustion 

turbine and as lighter tuel at all five plants . The 

inventory level advocated by Stat! in their p r e limi nary 

position equates to a 68 percent reduction !rom t .he 

company's proposed level. No . 2 oil i s not consumed r. t 

a constant rate, but varies on a relatively 

unpredictable basis from day to day. The usage depends 

on peaking requirements, unit start-ups, and l oa~ 

changes. This oil is delivered by truc ks ~hich 

restricts the aaount a plant cen receive at any one 

time. The requested oil inventory ia necessary to 

allow tor vari ations in plant consumption a nd 

procurement and to quard against market volatil ity and 

supply d ~.sruptions. 

Gulf haa recognized the decreased l i kel i h ood or 

supply diaruptiona and the ain~l operation o t tho 

combustiou turbine . The requested combuat ion turbine 

.1 r, 7 
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oil i nventory i s only 50 percent of ava i lable tank 

capacity . 

Kr. Parsons, will you pleue •uaaariae your teatt.ony? 

I have provided additional testimony supporting the 

inclusion of Plant Scherer Unit 3 capacity in Gulf's 

rate base . Again, this capacity was acquired t or the 

long-term benefit of our territorial customers and has 

been deemed by the Commission in past dockets as d 

prudent acquisition. In addition, I have addreaaej the 

planning reserve margin guideline used by Cult and 

adopted by the commission in prior dockets versus thb t 

level proposed by Mr. ~osen. Also, I have supported 

the continued inclusion of the current Caryville s i te 

and future land purchases in plant held t or future use 

baaed on ita value to territorial customers t or future 

generation needs at a reasonable coat. Next, I have 

attempted to address several 0 ' M issues raised by 

Mr. Schult~. Testimony baa been provided d isputing the 

incorrect presumption on the part of Mr. Schultz in h is 

prefiled testimony relative to a duplication of work 

between Gulf, SCS and EPRI tor various 0 ' M coats and 

research expenses. As I have stated earlier in my 

testimony, these services are no t d uplic ative. Cult, 

SCS and EPRI have taken qreat care to ensure all 
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programs compliman~ one another 1n order to atta i n the 

maximum benefit from these projects . Fina lly, I have 

addressed the issues relative t o Gulf's oil i nventory. 

Without the requested inventory tor hebvy oil , Cr ist 

Un i ts 1, 2, and J coul d be considered non-tirm 

generating c apacity and would result in a net loss of 

over $6 million in capacity payments thro11gh the I I C 

!or 1990. The No. 2 oil inventory is c riti c al at al l 

tive ot Gulf's plants as lighter tuel and serves as a 

primary tuel tor the combustion turbine. 

In c onclusion, I would like to assure the 

Commission that Gulf's Power Generation and 

·t ransmission Department is manned wil:.h a highly 

qualif ied and competent start who ta ke great prlde to 

ensure that every expenditure approved and e very 

decision made are in the long-term best interest o f 

Gul t 's customers . 

Does thia conclude your teatiaony? 

Yes, it does. 

I ;t 1 •, 
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1 0 (By Hr. Holland ) Would you summarize your 

2 testimony, Mr . Parsons. 

) A Yes , sir. 

4 In 1978, Gulf came before this Commission to 

5 present a cost effective alternativ e to continuing 

6 construction at the Caryville site . Dur ing t his 

7 workshop, we presented our pro posal t or cancP ll i ng 

8 Caryville and acqu i ring capacity at Plant Scherer, 

9 result i ng in a significant cost savinqs t o our retail 

1 0 customers. In addition, I have presented extensive 

11 test imony in Gulf's last f our r a te cases and attende~ a 

12 number of planning worksho p s and planning hearing s at 

13 

14 

which time our generation expansion pl ans were tully 

discussed with the Commission. 

15 There has never be any concern expressed 

16 relative to the prudence of acquiri ng Scher er other 

17 than conc ern tha t we might not be able to cons ummate 

18 the purchase . In fac t, this Commission felt so 

19 s trongly that we should make this purchase that it held 

20 subject to r&tund our write-off of the Caryville 

21 cancel lation cost approved in Order No. 9b28 pending 

22 completion ot the contract with Georg ia to acquire 

23 Scherer. 

24 Gulf is grave l y concerned at Sta f f's position 

25 in lssue No. 26 regarding exclusion of Plant Scherer 3 
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capaci ty and rat P. base. We noti f ied Geo r gi a o f o u r 

intent t o purchases 25t of Schere r Un i t s 3 and 4 in 

1980. We signed a n agreement wi th Geo r gia 1n 198 1 for 

Units 3 and 4; that contract was rev ised i n 198 4 t c 

inc l ude o n ly 25\ of Unit 3 and finally rec e ived S F.C 

approval. During that entire per iod , Sc he r er 3 w1s 

scheduled for commerci~l operation in 1987. With the 

encouragement and suppor t o f this Commission , the 

Scherer capacity was acquired f o r the lonq-te rm benefit 

of Gulf's territorial c ustomers, not f o r the purposes 

of unit power sales. 

!f the Commission foll o ws the p r ehearing 

r~commendation o f its o wn Staff and disallows recovery 

for capaci ty whic h it ha s dee~ed prudent ln p r ior 

dockets and hearings, i t • ill br eak the regul atory 

compa c t wh ich has been established wi th Gu l t . Any such 

a ction by th is Commission wou ld be an ext remely 

negative signal to the Comp4ny regarding what 

constitures ~rudence in its decisions. 

Gulf has cont i nuously s hown that the Sc he rer 

capacity wou l d eventually come hac k to our t e r ri t orJa l 

c u s tomers at a greatly r educed pr ice when needed . 

In Rate ~4se B10 1 36-EU. Order No. 10~57 

sta ted, for system planning purpo ses, a margin o f 25 \ 

is considered adequate. As la t e d~ 1986 in Doc~et ~ ~. 

FLORIDA PUBLIC S ERVICE COMMI SS I ON 
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1 '860004-EU, the Commission' s o wn consultant supported 

2 Gul f ' s 20 to 25\ rlanning reserve ma rg in g u ideline ao 

3 be i ng r e a sonable and consistent with ut ili t ies 

4 prdctice~ . Mr. Rose n stated that Southern ' s reser~e 

5 level for planning purposes is based on a minimum o f 

6 20\. However, he went o n t o say that capi tal 

7 expenditures for capacity addit ions have been li~i ted 

8 a 16\ planning reserve marg in. Ito 

t 
The preamble to expansion plan 9081 , wh ich is 9 

10 a part of this case, states as follows: Although the 

11 operating companies have d etermi ned to maintain a 

12 minimum 20\ planning reserve ma rgin guideline, capi tal 

13 expenditures f o r c apaci ty additions have been limited 

14 i n this resource expansio n plan based o n a 16\ reserve 

15 margin until detailed s tudies are completed before the 

16 adoption of the fall 1990 plan . Capacity to meet the 

17 minimum 20\ planni ng reserve margin guideline can be 

18 met through short l ead time options, such as purchases , 

1.9 and are not s hown . Active oso additions a r e s hown as 

20 combustion turbine equivalent mega wa t ts. Passi ve OSO 

2 1 additions are not explic i tly shown but are reflected in 

22 the load forecast. Detailed economic and reliability 

23 s tudies will be made as appropriate to det erm ine 

24 resource additions on a timely basis . 

25 
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This simply st:ates t ha t during a one-year 

p eriod no commitments fnr new ca paci ty wi l l be made t o 

raise system reserves abvve 16\ until detailed e c onom i c 

and reliab i lity studies are comp le t e d thi s year. 

To day our reserves, incl uding the Sch e r e r 

(Transcript follows in sequence on Page 3 47 3.) 
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1 '860004-EU, the Commission's o~n consultant supportad 

2 Gulf's 20 to 25' planning res~rve ma~gin guideline as 

3 b~ing ·eas onable and consistent with utilities 

4 practices . Hr. Rosen stated t hat southern's reserve 

5 leve l for planning purposes is based on a minimum of 

6 20,. Ho~ever, he went on to say that capital 

7 expenditures for capacity additio ns have been limited 

8 to a 16' planning reserve margin. 

9 The preamble to expansion plan 9081, which i s 

10 a part of this cas~, states as follows: Although the 

1 1 operating companies have determined to maintain a 

12 minimum 20' planning reserve m4rgin guideline, cap ital 

1) expenditures tor capacity additions have been limited 

14 in Lhis resource expansion plan based o n a 16\ reserve 

15 margin until detailed studies are completed before the 

1 6 adoption of the fall 1990 plan. Capacity to meet the 

17 minimum 20' planning reserve margin guideline can b€ 

18 met through short l ead time options, s uch as purchases, 

19 and are not sho~n. Active DSO additions are shown as 

20 combustion turbine equ;.valent megawatt s . Passive DSO 

21 additions are not e xplicitly shown but a re re [ l ec ted in 

22 the load forecast. Detailed economic a nd reliability 

23 stud ies will be made as appropria te to determi ne 

2 4 

25 

r esource additions on a timely basis. 
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This simply states that during a one-year 

period no commitments for ne w c a pac ity will be made t o 

raise s ystem reserves above 16\ until deta iled economic 

and reliab i lity studies are completed thi s yea r. 

To day our reserves, incl ud ing t he Scherer 

(Transcr1pt follows 1n sequence o n Page J 4 7 J . ) 
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1 c apacity, is with in the level previously s uppo rted by 

2 this Commission. The Scherer capacity is available !or 

) use by our territorial customers. It nas been used by 

4 territo r ial customer s and is presently u sed and use ful 

5 in 1990. 

6 Kr . Larkin recommends excluding the 

7 Carrabelle site froa rate base because there is no plan 

8 to bu ild a generating unit at this s1te d uring the 

9 period covered by our present generat ion expansion 

10 plan. I strongly feel this site should be retained as 

11 plant hold for future use ~s approved by the Commissi on 

12 in previous rate case dockets . r or example, in Order 

13 9628, the Commission supports this decisio n by s tating, 

14 "We agree with the Company that its plans t or the site 

J5 are sufficiently def i nite t o warrant its inc lusion , and 

16 that t o deny that request would be to the d isadvantage 

17 o f ratepayers in the long run." 

18 The inclusion of the Carrabelle site and 

19 plant held for future is still a prudent decis ion. The 

20 associated subsurface investigation wh ich was performed 

21 pr ior t o si te certification s hould be incl uded i n 

22 working c apital as a valid ana lysis of geo logi cal 

23 conditio ns at the site and will be used dur i ng the 

24 design phase of plant construction . There 1s no d oubt 

25 that future generation will be requ ired as our 
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1 territorial customers' needs grow. 

2 Carrabelle i ~ one of the few sites availa b le 

J in northwest Flo r ida that would a llo w Gulf t o pro v i de 

4 the expansion requ i red t.o ha ndle thi s growth in an 

5 environmentally accepced manner. If Gulf is forc ect t o 

6 sell this land , i ta ability to meet 1onq r ange 

7 generating c apac ity needs at a r easonable erst ~ould be 

8 j eopa rdized. 

9 Mr. Schu ltz has joined wi th St~f f i n 

10 recommending an adjustment to d i sallow Gulf's EPRI 

11 e xpenses associated with nuclear po wer rese arch. S i nce 

12 approx imately 22\ of Sou thern' s kil o watt hour 

13 generation is prov i ded by ~uclear power, any 

14 i mprovements in effic iency an~ equipment perform~nce 

15 wi l l direc tly benefit Gulf Power Company. When nuclear 

16 e ner g y is available for use by the owning c ompany, mor e 

17 economical fossil-fi red c apa c ity is available thro ugh 

18 the system pool. 

19 In addition, res earch in t he area o f a new 

20 generation of nuc lear un i t s to serve future load will 

21 bene fit Gulf. 

22 The EPR I d ues structure i s based o n a formula 

23 usi ng kilowatt hour sa les a nd r evenue. Nuclear 

24 res earch is not a l i ne i tem of this formula. I t simply 

25 recPives a portion of EPRI's budget. 
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1 In conclus ion, as I have stated many t imes 

2 before, our Company is staffed with dedi cated, 

3 highly-trained employees. The decision w~ make and the 

4 expenditures we approvA are made in the long-term best 

5 interest of our customers. This conc ludes my summa r y. 

6 

7 

8 

9 

10 

MR. HOLLAND: Tender Mr. Parsons. 

MR. BURGESS: No questions. 

MR. PALECKI: No cross. 

CHAIRMAN WILSON: Quest ions, Commissioners? 

COMMISSIONER B£ARD: I got one. Nuc lear 

11 megawatts are excluded from the interexchange? 

12 WITNESS PARSONS: Yes, sir, nuc lear c apacity 

13 and hydro c apacity is retained by the owning c ompany 

1 4 f or serving their own customers and is not inc luded in 

15 intercompany interchange contrac ts. 

16 COMMISSIONER BEARD: Then expand for me Just 

17 briefly the im?a ct to Gulf Power of i ncreased or 

:a decreased efficiency or operat ion of the nuclear 

19 plants, for examp~e, in Georg i~, has t o be an Indi r ect 

20 one, is that no t correct? 

21 WI1NESS PARSONS: Let's say, f or i nstance, we 

22 have a 1000 megawatt unit on Georgia Power Company ' s 

23 property. I~'s operat in~ at f ull l oad , as all nu c lea r 

24 un i ts do. If that unit comes of f line, that 1000 

25 meg a watts to c arry Georgia's load is lost . fossil 
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1 capacity will be ut il ized to carry that load in place 

2 of the nuclear un i t. If that ~uclear unit is available 

3 to carry that 1000 megawatts, then it frees up a 1000 

4 megawatts of fossil-fired capaci ty, which cou ld be, and 

5 probably is, less expens 1ve to Gulr Power Company as 

6 far as the energy out o f that unit, then may be 

7 producing energy out of Ol' r own Southern System . So lt. 

B makes a ddit ional capacity available o n the system !or 

9 purchase by Cult Power . 

10 COMMISSIONER BEARD: It makes additional 

11 capacity available that may or may no t be of use at 

12 that time to Cul t, and m.ay or may not be more o r 1 ess 

13 expensive? There's a probability if they d on 't have to 

t 4 go to J•eakers, that it is, obvio:.~sly ? 

WITNESS PARSONS: tlo, sir, that's not alway s 

16 the case, Mr. Beard. Our units are not consid ered 

17 strictly babeload units. We have - - even though we 

18 have f o ssil-fired, coal-fired and generating plants, 

19 they will cycl~. usually dur1ng the da y. We ha~e very 

20 few u n its that we will put on line and run a t 100 \ 

21 load . Georgia has some of thos e u~its, th e newer, more 

22 effic i ent units, which, in the sense of the word, are 

23 really baseload units, and those wi ll run. But thPn 

24 there will be other units t-.hat both the nuclear a nd 

25 those units, foss il-fired units, will r e plac e tt1e nePd 
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f o r capac 1ty that would make it avai l a ble for sale to 

the pool which Gul f in t urn purchases. 

~ agree with you t o the poi nt that the 

c apacity has to be needed f o r it to be an advantage t o 

Gulf. But under the assum~tion that the nuclear unit 

is runni ng full out and there would be capaci ty 

availabl t-, in my opinion, more economica l for Gulr t o 

purchase energy. 

CHAIRMAN WILSON: Is that all tt.at's excluded 

!'rom the IIC"? 

WITNESS PARSONS: Yes, sir, the hydro and 

nuclear energy, or capac ity, hydro and nuclear 

c apacity. 

CHAIRMAN WILSON : R~dire~t ? 

COMMI SS IONER GUNTER: Let me ask one 

question. Who is the Southern Electric Generat i ng 

company? Who do they serve? 

WITNESS PARSONS: That is a jointly-owned 

Company that is owned by Alabama Power Compa ny and 

Georgia Power Company . 

COI~ISSIONER GL~TER: Who do they serve? 

WITNESS PARSONS: Well, they have units at 

Wilsonville . Al abama. They are -- it's j ust a 

jointly-owned company by Alabama Power and Georg ! a 

Power. They have units there. 
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COMMI SSIONER GUNTER: Who do t hey serve? 

WITNESS PARSONS: We ll, t he capaci t y is 

s hared bet~een Alabama and Geor gia . 

)478 

COMMISSIONER GUNTER : In other words 1 t' s 

some sort of hybrid off where Georgia owns some pieces 

o t plant and Florida owns some piec es of plant? 

WITNESS PARSONS: Well, it's a jointl y owned 

p lant, just as we ow:~ a part of Scherer, tha t 1s a unit 

o r plant that is jointly owned by Alabama and G'1orgia 

and the 

COMMI SSIONER GUNTER: You got any i d ea why 

they did it that way rather than doing it the way you 

all have done it with Miss i ssippi and wi th Georg ia, 

created a separate company? 

WITNESS PARSONS: No , sir, I do not. 

COMMI SSIONER GUNTER: When was that bui lt ? 

Do you know? I 1 11 lool:; at your book. I 1 11 find it. 

1970? 

COHHI ~SIONER B~~: You did a dangerous 

thing, Hr. Parsons, you gave him a new toy . 

COMMISSI ONER GUNTER: 1970. 

COMMI SS IONER BEARD: Worse tha n the s t ate 

statutes . 

CHAIRMAN WI LSON: What is the legal fo~m o f 

tha t? I s that a joint venture or is that a separate 
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1 corporation or what ? 

2 WI'l'NESS PARSONS: It's just a separate 

3 company that is jointly owned by Alabama and Georgia. 

4 I believe the commercial operat ion on Unit 1, Mr . 

5 Gunter, was Hay, 1960 on Unit 1, and July o f 1960 on 

6 Unit 2. 

7 COMMISSIONER GUNTER: Exc•Jse me, 1 wa s 

8 looking at the combustion turbine . 

9 

10 62. 

11 

WI TNESS PARSONS : Unit J wa s 61, un i t 4 was 

COMMISSIONER GUNTER: These look l i ke 

12 forerunners to IPPs, doesn't it? 

1) COMMISSIONER BEARD: Maybe even the five 

14 runners . 

1 5 

16 

17 

CHAI~ WILSON: Anything on redirect? 

HR. HOLLAND: No redirect. 

CHAIRMAN WI l.SON: Thank you very much. Ca 1l 

18 your next witness. 

1~ (Witness Parsons exc used . ) 

20 - - - - -

21 HR. HOLLAND : Call Mr . Howe l l. (Pause) 

22 (Di scuss ion off the recvrd .) 

23 H. W. HOWELL 

24 hav ing been p teviously du ly sworn as a wi tness on 

25 behalf of Gul f Power Company, was ca lled as a rebutta l 
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1 witness and testified as fo llows: 

2 DIRECT EY~INATION 

J BY MR. HOLLAND: 

4 0 Mr. Howell, you're the same M. w. Howell that 

5 test i fi ed prev i o us ly in this docket? 

6 

7 

A 

0 

Yes. 

And have you pref i l ed in this docket 

a testimony e ntitled "Rebuttal Testimony of H. W. 

9 Howell" ? 

Yea. 10 

11 

A 

0 Do you have any additions or corrections t o 

12 that testimony ? 

lJ 

H 

Yes . On Page 18 of the rebutta l test i mo ny, 

Li ne 1 0, it says " Schedule J. " That's a typo. 

15 should be "Sc he dule 7. " That's the only c hange. 

16 

17 

0 

A 

0 

A 

Is that all your .;orrecti o ns? 

I' II\ sorry, what ? 

Does that c omplete your correc ti ons? 

Yes, that 's the only c hange . 

It 

18 

19 

20 0 Wi t h that change, Mr. Howe ll , i f I we r e to 

21 ask you t he q uestions today contained in your 

22 testimony, would your answers be the san e? 

23 

2 4 

Yes. 

MR. HOLLAND: Kr. Cha i rma n, we'u a s k Hr. 

25 Howell's testimony be inserted i nto the r ecord a s 
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1 though read. 

2 CHAIRMAN WILSON : Without objec ti on, it wi ll 

J be s o inserted intc the record. 

4 HR. HOLLAND : I bel i eve his exhib i t s have 

5 likewise been premarked and stipulated to. 

6 {Exh i bits previously stipulated into tho 

7 record. ) 

B 
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GULf POWER COMPANY 

Be f o re the Flor i da Public Serv1ce Comm1ss1 on 
Rebutta l Test i mony o! 

M. W. Holile ll 
Doc ket No. 891 34 5-EI 

Date of Fil ing Hay 21, 199 0 

6 Q. Please state your naae , business address and 

7 occupation . 

8 A. My name is H. w. Holile ll, and my uusiness add r ess is 500 

9 

10 

11 

12 

l) o. 

1 4 

15 A. 

1 6 

17 o. 

18 

1 9 A. 

20 

21 

2 2 

2) 

24 

25 

Bayfront Park..,ay, Pensacola, Florida 3 2501 . I am 

Manager of Transmission and System Contro l f o r Gulf 

Poliler Company. 

Are yo~ the saae K. w. Howell who has previously 

tes tified in this docket? 

Yes. 

Have you pre pared an e~~ibit that contains informa tion 

to which you will refer in your testimony? 

Yes. My exhibit cons ists of n1no schedules t o whlch · 

will refer. This exhibit was prepared unde r my 

s upc rv isio,, and di r ec t ion . 

Counsel: We ask that Mr . Howe ll's exhlblt, 

comprised of nine sched ules , be marked for 

identification as Exhibit~ ~~-lOr ( HWH-2 ) . 
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Docket No. 891J (5-EI 
Wi tness : H. w. Howel l 

Paqe 2 

What is the purpose of your testimony in this 

proceeding? 

The purpose of my testimony is to rebut port ions ot t he 

testimony of Wi tnesses Johnson, Rosen, Schu l tz. anJ 

Wright. These issue J relate to i nclusion of Scherer in 

the rate ba&e, bulk power sales effort s , Scherer 

transmission line "rental" expenses, and c.he system 

planning aspects of cost of service methodol ogy. 

I will demonstrate that the Scherer cap aci t y was 

prudently acquired and resul ta in long - term l owe:r costs 

to our customers , that Gulf has marketed off - system 

power to the maximum extent poaaible, that the Scherer 

tranamisaion "rental" a.mount submitted by Gulf i s 

correct, and that the equivalent peaker method of cost 

allocation and dedicated facility ph i l o s ophy proposed 

by Mr. Wright are based on f lawed assumptions and 

reaso ning . 

Offico of Public Counsel's witness, Mr . Rose n , has 

recommend ed that Gulf's 6J mw of Scherer Unit No. J 

should not be included in the rate base. Mr . Rosen 

used in~orrect numbers and flawed reasoning in ni s 

calculations which l ed him t o this concluslon. I v ill 

show how the numbere he used are wrong, leading nim to 

wrong conclusions, and result i ng in his unsupported 

recommendation. I will also de~onstrate that 
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l Hr. Ros e n is r ecommending t hat the Flo r ida Public 

2 Serv1ce Commission (Co~1ss1on ) comp letely re ve r se 

J prev ious decis ions i t has made re lated t o the p r-ude r.ce 

4 o t Gulf' s participation i n Pl a nt Sch e r-er ~ nd t he un 1t 

5 power sales, and th~t Hr. Rosen has v iol ated vi rtua lly 

6 every basic principle ot prudenc e determ i na t i o r •. 

7 Mr . Rosen also raised a number of sid e 1Ss11 e s in 

8 unsuc cessf ully trying to s how a lack of need t o r 

9 Scherer. But he c arefully avoided t he ~ ques t ion 

10 t ha t is pert inent: 

11 

1 2 was Gylf prydeot in having enterea i nt o the 

13 agreement in 19~4 to purc ha s e Sch e r e r ? The ans~e r 1s 

14 either yes . o r no. 

15 

16 Gulf c ould have acqui r ed Sc he rer , or not aca u 1red 

17 Schere r. There i ~ no mi ddle g r ound . l ! we had no t 

18 a c quired it . i t would not be an i ssue here . When we 

19 ~acquire it, the purcha ~e wa ~ comp l e t ed in 1984, ard 

20 the capac i ty will be there f o r 40 ye ars as a resource 

2 1 that must be paid for by someone . I Wl l l s how t h a t t he 

22 decisio ns related to the Scherer purc hase were prurlent 

23 and that Scherer is a long-term bene f i t to our 

24 customer s. 

25 
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1 Q. Should the Coaaiaaion allow Soberer c apacity to be 

2 included in r•t&il rates? 

J A. Yes. The Commission has not only prev iously reco1n1z cd 

4 the long-term value of this resource to ou r c~s t omers , 

5 but has al so encouraged us to partic i pate in Scherer t o 

6 be able to make oft s ystem sales to Florida su=h that 

7 it will reduce Flo r i da 's dependence on oil while the 

8 sales are in effect. If the Commission rev e r s es i ts 

9 s tand o n Scherer , this wil l represent not o nly a 

10 decided blow to our ter r itorial customers i n the l ~ng 

11 term, but will also represent a serious breakdown in 

12 the regu l atory c ompact. 

1) 

14 Q. You stated that the c om.isaion baa previously 

15 recognised the long-term value or Scherer to your 

16 customers. When did that take place? 

17 A. We i n i ti ~ lly reviewed our plans regardi ng Scherer wtt h 

18 the Commission i n October, 1978, when we held a 

19 worksho p to :-e view with them the c u s tomer S..l Vt ng s wh Jch 

20 we could secure by purchasing Scherer capac tt y 1n lteu 

21 of the Caryville gen eration, wh ich wa n in the e arly 

22 planning and construction stages. At that wo rks hop, 

2J the Commission indicated that they agreed with Gulf 

24 that it was the proper course of accion to secure the 

25 Scherer capacity. 
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1 Dur ing Gulf's next rate case in 1980, ln Docket No. 

2 800001-EU, the Commission expreosed definice concern 

3 that, since Gulf did not have a guarantee fro~ Georgia 

4 that Geo r qia would sell the c apacity to Gu.f, Gulf 

5 might not be able t o secur e the Scherer capacity a nd 

6 b ring about these s av ings to i t s c ustomers. The 

7 Commission acknowledged that Scherer was a good dea l 

8 for Gulf's customers, a nd felt so strongly about the 

9 need to acquire the capacity that it made the Caryv1lle 

10 c ancellat ion cost recovery subject to completio~ o r a 

11 contract tor the Scherer capacity. 

12 I n Gulf's ne~ rate c ase , Docket No. 8101~5-EC, 

lJ Order No. 10557 stated that Gul f ' s decisions regarding 

14 Scherer were based on the long-term best interests of 

15 our customers and would result in cost s av 1ngs beca use 

16 of our participation in Scherer. In our next rate 

17 c ase , Docket No. 820150-EU, Order No. 11 498 stated that 

18 the Unit Power Sales contracts, of ~ ·hich Scherer wa s a 

19 significant part, would cc..use our customers to "benef i t 

20 handsome l yH ! rom the sales. 

21 In addition to these direct s tatements by the 

22 Commissinn i n the orders, Gulf has also presented its 

23 plans regarding Scherer acquisition in the third SOOKV 

24 line hearing in 1982, in which the Commission cl early 

25 encouraged Gulf and Southern to make add itional unit 
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1 power sales !rom Scherer and other units. Al so , Gul f 

2 haa presented ita plans rega rding Scherer at the 1982 

3 Annual Planning Workshop, the 1983 Annual Pl anning 

4 Workshop , the 1984 Annual Planning Workshop, our 1984 

5 r a te caae, Docket No . 840086- F.U, the 1985 Annual 

6 Planning Workshop, the 1986 Annual Pl ann ing Hear ing, 

7 and the !989 Annual Planni ng Hearing . Also, s ince the 

8 late 1970's, Gulf has annually filed its Ten Yea r Site 

9 Plan with the Commission detai ling our future expansion 

10 plana including Scherer, our expected generation 

11 perc ent reserves , and our associated orr-system s~l es. 

1 2 We have openl} communicated with both t h e 

13 Commiaaion and the Stat! over the laat 12 ye~rs 

14 regarding our plans . In not one sin~le i nstanc e has 

15 the Commission ever expressed any reservat ion o r 

i6 c oncern over Gulf sharing i n the Scherer c apac1ty. We 

17 have also heeded the commission's urging to maximi ze 

1 8 unit power sales out or the Schere r c apacity, si nc e lt 

19 was recogn ~. zed !rom the beginning of' the unlt po~o~er 

20 sales concept that this would help t c minimize c ustomer 

21 revenue requirements in the ea r ly years o ! the 

22 c apac ity. 

23 

24 

25 



l Q. 

2 A. 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

l3 

l4 

15 

16 

17 

liS 

19 

20 

21 

22 

23 

24 

25 

\ II PP 

Docket No. 8913 45-EI 
Witness: H. w. Howe l l 

Page 7 

Why did Gulf purchase capacity in Plant Scher er? 

The plan to participate in Plant Scherer began 1n 1978 

as an opportunity to cancel proposed construction plans 

tor a coal -tired plant at Caryvi lle, Florida. It was 

determined that the participation in ownership o! Plant 

Scherer would, at that time, save Gulf ' s customers over 

$350 million in c ap i tal costs. At that timti, 

commitmants had already been made for the installation 

ot Caryville No . 1 a .s a 500 m1o1 unit in 1985. Because 

ot commitments previous l y made 1o1 ith the suppliers for 

Caryville Unit 1, cancellation and deferral charges 

~o~ere originally esti~at~d to be approximately S20 

million . Aa a result o f intens ive negotiations with 

vendo rs , we were abl e to 4educe these charges by 

severa l million dollars by June , 1979, and we then 

began writing orr the cost over a rive yea r period. 

This Commis£ion approved the c ancellation and 

amortizati0n in a prior rate case, D0cket No. 

800001-EU, and reaffirmed this posltion in Docket Uo. 

810136- EU and Docket No. 820150-EU 011 the bas1a of tt-)e 

saving~ to be realized for the purchase of Scherer . In 

all three rate cases, the commission fully revi ewed the 

economjcs of the Scher ex purchase. The plans t o 

part icipate in Plant Scherer have thus been reviewed 

by, concurred in, and even pra ised by the Florida 



1 

2 

J 

4 

5 

6 

7 

8 

9 

10 

11 

12 

lJ Q. 

14 

15 

16 

17 A. 

18 

19 

20 

21 

22 

2J 

24 

25 

uocket No . 8913 4 5 -E I 
Witness: M. W. Howel l 

Page 8 

Public Service Commission many t1mes in pas t d ocxets. 

Since Gulf acqu1red this capa ci ty t o r the 

long-term lowest cost for the terr ito ria : c usto . .1e r, but 

it was not immediatley needed by tho Company' s 

t erri t o rial cur tomer , t he Commissi o n encouraged the 

Company to sell as much o f this capacity as possi ble. 

The Company made e ve.ry effo r t to do so. The c ue tumers 

wi ll r eceive s ubstantial long-term benefits from this 

c apacity . Thus, the cust omers should properly p4y for 

Plant Sch ere r c apaci t y costs that have been i nc~ rred to 

sorve t he i r loa d . 

On paqe 25 ot bia testimo ny, Mr . Rosen conclude s t hat 

because Soberer capacity is mor~ c o s tl y than o the r 

c apacity in tbe Southern pool i n 1990, there is n o 

j uati tioation t or havinq tbi s c apaci ty . Ia he correct? 

No. Hr. Rose"l is making a hypothetical assumpt ion, 

which doesn't exist in the real worl d , that Gu lf c an 

pick a nd c hoose the times when it need s to buy fr~m the 

pool. Ac qu i r i ng cap a ci ty is a " pac kage deal. " You 

might have some parts of the package that are, by 

themselves a nd separate from the othe r s, uneco~om1cal . 

But taking t he wt-ole package , i t's clearl :· e conom1cal. 

Scherer is j ust such a "pac kage daal." The capac1t v 

was acquired for the lon~-term benefit o r Gul f' s 
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1 c ustomers, as a whole package. Once acqulred, the 

2 entire package is there for the duration of the 

J contract. Gulf can not choose to simply do ~way w1th 

4 the capacity in one year and buy from the pool. All of 

5 this capacity exists and it must be paid f or every 

6 year . 

7 The territorial customers, for whom Scherer was 

8 purc~ased, receive the long-term benefit of Gulf • s 

9 ability to serve both present and future needs 1or 

10 electricity at low cost, and it is proper that these 

11 customers be asked to pay for the Scherer c apacity 

12 which givea Gult that ability. 

1J The pooling arrangement unde r the Intercompany 

1 4 Interchange Contract (I I C) states that all parties will 

15 add c apacity to meet their customers' demand tor 

16 electricity. In some years, companies will obviously 

17 have to acquire capacity ••hich is higher cost than the 

18 average o! all the units 1n the pool. To (ollow Mr. 

19 Rosen's philosophy of disallowing any now c apacity 

20 which is more expensive than the pool average would 

21 eventually disallow any new capaclty 1n rate base! His 

22 proposal is so seriousl[ flawed, it is prepc sterous. 

23 

2 4 

25 
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Mr. Roaen 'a reoomaend~tiona ae .. to be baaed ~n a short 

run a nalyaia ot t he nee~ for Plant Soberer. Should 

tbia Coaaiaaion make deoiaiona st r ict l y on short-term 

conaiderationa7 

Clearly , no . Hr . Posen 's test imony is based on a short 

run analysis, but this is QQt proper. This 1s one o f 

the b iggest concerns I have with Mr. Rosen ' s testimony. 

He has clearly he l d himself out as ~n e xpe rt a t 

assessing t he prudency of util i ty generation exp~nsion 

plans. Gu lf is frank l y disturbed that none of his 

test imony reviewed ~he prudence of Gu lf' s plans 1n the 

time frame when it committed to the pu r chase o t Scherer 

capacity, nor did any of his testimo ny look a c the l2ng 

~ benefits o r costs. 

I nstead, Mr. Rosen has focused solely o~ the test 

yea r, cl early revealing the narrow, ~ ~ nature 

of h i s review. ~n p. 25 of h1s testimony, he admlts 

that the only basis f or his recommendat1on to d l sallow 

Scherer .1.S that pool capac1ty is c heaper 1 n 1990. 1 f 

we followed Hr. Rosen's logic and o n l y planned o ne year 

at a ti llle, it would spell certa i n di'3aster for the 

c u stomer. 

Mr. Ros en' s t~stimony wo u l d have the Commission 

believe that a utility 1s able to exactly match 1ts 

generating capacity need wt th lts l oad eacr and every 
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year. That would be true if generat ing capacity could 

be purchased and installed, and refunded occasionally, 

in very small increments as needed. The c ost o f a 

guaranteed availability of buyinq c apacity 1n this 

manner, however, would be so prohibitive that no one 

could afford to use e lec t ric i ty for very l n ng. 

The realities of operating a modern power system 

are tnat utilities must build generation in economical 

s izes , not in 1 mw blocks. The Scherer c apacity isn · t 

avai lable in 1 mw blocks, and e ven if it were, we 

couldn't go to the supplier and g et a fu ll refund on 

megawatts we decided we didn' t want f o r 1990 or any 

othe r year. 

Mr. aoaen allege• that the 63 aw of Gulf'a Scherer 

capacity i• exce••· Wbat ia Gult•a response? 

I have previously discussed that it is not prac t lca l to 

isolate piecqs of generat1ng units. Both Gu l f a n~ t h :s 

Commission determined that our partici pat1on 1n 

Scherer, as well as the unit power sa l e co ncept, was 1n 

the long-term best i nterests of our c ustomers , a nd tha t 

they would save hundreds of millions of dollars. ~ 

could e1ther particiPate in Schere r o r not. The t act 

that there was a long-term benefit t o o ur customers l~d 

us to d o i t. The c apaci ty is serv1ng the c ystome r and 
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1 the cuatomar is the r ightful party to support the 

2 invea tment . Never in any o f Gulf's deliberations did 

J the Company ever intend to go out and secure Scherer 

4 c apacity with the thought of s e lling i t ~s 4 genera~1on 

5 r eaource tor the benefit of stoc kholders. 

6 Gult's use ot the stockholdero ' inv~stment t o 

7 purchase the Scherer capacity waa solely fo r the 

8 purpose ot enabling the Company t o meet ito statutory 

) obligation ot service to and tor the long-te rm benef it 

10 ot our territorial customers. The sale o! UPS c apacity 

11 to Gult States Utilities likewi se was made with the 

12 beat intereats ot our terr itorial customer s i n mind. 

13 The GSU sale enabled Gul! Power to preserve and enhance 

1 4 the long-term benefits of the Scheret purc hase t o r i ts 

15 territorial customers while at the same time meet 1ts 

16 obligat ion to the stockholders whose funds were 

17 i nvested . 

1~ The tact that Gulf States defau l ted is in no way 

19 related to Hr. Rosen's concept o t a business risk 

20 i ncurred by the stockholders. We were simply selling 

21 as much c apacity as we could to maximlze the long-term 

22 benefits to our c us t omer s. J ust be cause Gult States 

23 has defaul ted does not i n any way change the tact that 

24 now , as well as the t i me f r ame in which we made the 

25 decision , Scherer p rov ides !ong-term benefits t o ou r 
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customers. I wi ll later d i scuss the techn i cA l errors 

in Mr. Rosen's testi~ony which apparently c aused hlm to 

believe the 63 mw wa:a surplus to Gulf's needs. 

Ml". Rosen ia clearly atteaptinq to shOY e.xcass reserves 

in 1990 and thereby illlply iaprudence. Is there auy 

validity to his claia? 

None a t all . I have previously discusded Mr . Rosen's 

exclusive preoccupation with the short-term, and how 

this is totally incorrect and will ultimately spell 

disaster tor the customer both in reliability and cost. 

He has also erred regarding the prudence issue by 

tailing to look at how Gulf got to where it is. The 

test of prudence reg arding r eserves is never what a 

utility's reserves are i n any particulac year, but how 

prudent the decisions were in the time frame they were 

made whic~ brought the util l ty to that po int. 

It is i nterest ing to note that in Gulf's 

particular case, 1990 conditions are s ign i f i cant ly 

different than earlier expec ted. For example , during 

our 198 <: rate case before the Commiss ion, Gulf's 

reserves !or 1990 were expected to be 18 . 4\, i nc luding 

a 42 mw sale to Gul! States. But Gulf ' s load at that 

time wa s only est imated to be 1600 mw. We now project 

our load for 1990 to be 1750 mw, t o which Mr. Rosen 



1 

2 

) 

4 

5 

6 

7 

8 Q. 

9 

10 A. 

11 

1 2 

13 

1 4 

15 

16 

l i 

18 

19 

2 0 

21 

22 

2J 

24 

25 

Dockot No. 8913 45-E I 
Witness: H. w. Howell 

Page 14 

basically agrees. If we were t o c a lculate ou r reserves 

!or 1990 with the 1750 mw load instead of the 1600 mw 

estimated, but add to our capacity we ant ici~ated i1. 

1984 the 42 mw on which Gulf States tas defaulted, our 

reserves in 1990 would be only 10.7\, which even Hr. 

Rosen would agree is not e~cess . 

Why than, are Gulf's reserves estimat ed to be 25.5\ for 

1990? 

This is due to two reasons . One, we have 55 mw of 

additional capacity which we have been able to squeeze 

out ot our existing unlts. We have been encouraged by 

our Collllllission to do that , so we should c ertainly 

presume that that waa a prudent a c t jon. The other 

component is 175 mw o! additional c apacity whic h ~e now 

will have as a result of e xtending the retirement dates 

o ! our five oldea~ generati~g units, t hrue o f which 

burn expansive oil. 

Becauae this extens ion of t he retirement datPs of 

thaso units also results in signi!ican~ savings to our 

customers . it certainly is a prudent a=tion. Hr. Rosen 

negl ected to review these factors in hast il y ~tcompti ng 

to show excess reserves which he could attribute to 

Scherer t or 1990. 
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1 In o rder to more easily understand the dlfference 

2 between what we expecte~ in 1984 and what we now see , I 

3 have attached a s Schedule 1 a comparison o ! t~e 

4 c apacity f o recast and the load forecast ~ l us 20 \ 

5 reserves wh.ch we e s timated in 1984. As I stated 

6 before , our reserves were then estimated to be 19.4\ in 

7 1990. But, conditione are different now as compared to 

8 what we e otimated in 1984. 

9 I have also attached Schedul e 2, wh ich compares 

10 our 1984 capacity forecast with the actual loads we 

11 have experienced from 1984 through 1989 and our current 

12 forecast. Aa in Schedule 1, the load haD been 

13 increased by 20t to reflect reserve requi rements . 

14 Schedule 2 indicates how much higher actua l loads have 

15 been than what we ant icipated ln 1984, and demonstrates 

16 that the capacity f orecast which we had i n 198 4 would 

11 have been quite i ~adequate !or the loads we actually 

18 experienced . 

19 My Schedule 3 compares the 198 4 l oa d p rojection 

20 with actual loads and the current forecast. This shows 

21 just how much additional capacity is needed compared to 

22 what we estimated in 1984 . 

23 Fortunately for Gu lf, we have been ab le to gain 

24 additional capac i ty significantly above that est ima ted 

25 in 19~4 without the construct ion o ! any new generating 
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l units . By 1990, this has t o tall&d approximately 

2 230 mw, 55 mw from squeezing more capacity ou t of 

3 existing units, and 175 mw from extending t he 

4 retirement dates o! five older units, J ncluding t~ree 

5 th.at burn expenaive oil. 

6 This significant capacity addition to our system 

7 ia demonstrated on Schedule 4. This schedule is 

8 important tor two reasons. First, it show~ why our 

9 reaerves tor 1990 are higher than we anticipated in 

10 1984, even with a substantial load above what we 

ll expected. Second, it allowed us to enter the 1990 ' s 

12 wlth s ignitica.ntly more capacity than we expect"d, and 

l3 be in a better position to make the new unit power 

14 sales which I will discuss l ater in ~y testimony . 

15 Incorporating this increased capacity which we have 

16 been able to secure ~ithout any new gene rating units, 

17 in conJunction wit.n the much higher l oads whic h we hav e 

18 experienced, Schedule 5 demonstrates our c urtent 

19 c apacity and load condition. 

20 I have also included Schedule 6, which shows all 

21 four ot the curves I have previously discus sed on 

22 Schedules 1 through 5 for overall referenc e. If Mr. 

23 Rosen had attempted to understand ~his and had focused 

24 his attention on these relevant f acts rather than hi s 

25 diversionary smokescreen i s s 1.tes, h e would not be maki ng 
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a ny such allegation that Gulf has excess reserves for 

1990, and he would certalnly not be suggesting th~t the 

j Cherer capacity be disallowed in rate base. 

How have th .. e conditions which have chanqed 

s iqniticantl y trow what you estiaated in 1984 affected 

Gult ' a decision to enter into the new Unit Power Sales? 

They have had a major effect o n that decioion. Had we 

not taken the steps to increase our capacity by t~is 

230 mw, then Gulf would be short of c apacity entering 

the 1990's and in an extremely deficit position. The 

d eciaion to make the additional s ale o f the Scherer 

c apac ity betwoen 1993 and 2010 would have beer. JDUCh 

more difficult, and it is doubtful that Gulf wou l d have 

entered in the sale. The fact that we had this 

additional capaci ty , however, allowed us to make the 

sale and realize the tremendous monetarJ benefits to 

our territor i al customers which I will cover la ter. 

Thus, it is extremely inappropriate for Mr . Rosen to 

al lege that these capacity changes, which have resulted 

in millions of dol lars of savings tor our c ustomer a in 

the long-term, constitute a capacity exc ess in 1990 for 

which Gulf should te penalized. 
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Kr . Rosen even suggests that the new UPS contrac~s 

Which Gul ! Power signed were imprudent. Also , Statt 

has s uggest ed as the basis for its recomaandation to 

dis a llow Scherer in the rate base the tact that the 

capaci ty ia a ll sold t~tarting in 1995 . Are these valid 

positions? 

No . I have already demonstrated tha t the Scherer 

c a pacity is clearly a long-term bene!it to our 

cus tomers . I have also included with my testimon y 
7 

Schedule j, which shows a comparison o! Scherer 

participa tion with and without the new unit power 

sa l es . Because the ott-sy stem customer is bearing the 

cos t s of the c 3pacity during the early years when 

carrying costs are higher than in the later years, the 

c a pacity is a significant bargain to Gulf's customers 

when it returns . 

Mr. Rosen has made a number of misleading comments 

about t .he r.ew unit power sales and thei r relationsh i p 

to Scherer prudence, but this schedule clearl y shows 

tha t Gulf acted prudently in making the additional 

sa l es, ~nd thereby ensuring add it ional future benefits 

to its customers. 
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What are the r~asons tor the savings associated with 

the nev unit pover sales? 

The primary savings result !rom the tac t that 

off-systea customers are supporting th~ investment l n 

the Scherer capacity, which is a oign ~ !icantly higher 

c ost in the early years ot it~ usefu l l ite compared t o 

the cost of combustion turbines, which, as we al l know . 

cost significantly leas than base load coal c apac i ty. 

There are other reasons !or the savings, bu t that 1s 

the primary difference. 

Hov would you characterize this analys i s indicated on 

this schedule? 

':'his is certainly not inte nded to be an exac t , 

o xhaust ive analysis. It is intended t o b e a slmpllstlc 

~nalysis which still does, however, accurately c aptu re 

the difference in t he two scenarios. Th e di !!er~nce 1n 

the two s~enarios is what i s important, since th i s 

represents the incremental e t!ec t or Cul t' s custo~e ·s . 

What aAouaptiona were made in pertoraing this analysis? 

Because Gul! already owns the Scherer c apacity, i t 1 s a 

part of our resourc es . Absent the new unit po wer 

sales, this resource would be tully available !or 

territorial customers etarting June 1 , 1995. With o r 
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1 without the new unlt powe r bales, this capaci ty wi ll be 

2 a territorial resource from June 1, 2010 forward. 

3 Thus , regardl ess o! what happens to other dXisting 

4 generating units on Gulf's s ystem, Gult will have th i s 

5 capacity beyond ~0 10 . 

6 In our current plan, we are tull y selling the 

7 capacity a tarting in 1995, and our present budget cal ls 

8 tor th& addition o! a 126 mw cr it• 1995 and another 

9 similar unit in 1998 . I! we did not make the new unit 

10 power aalea, the 212 mw ot Scherer c apacity would be 

11 available tor territorial load, and no addit iona l 

12 capacity would be needed through year 2000. From 2JOO 

13 t o 2010, capacity additions woul~ be common to both 

14 plans , and are omitted !or simplicity. Since we are 

15 onl y interested in the difference in the two scenar1os, 

16 and these coats are the s ame in both scenanos, their 

17 omission will have no effect on tho dl!forenco 1n cos t 

18 o! the two scenarios. 

19 In the year 2010, the Scherer c apacity re:~rns t o 

.20 terr i torial service in the scenario wi th the new unit 

21 power cales, and this capacity addi ~ ion will be 

22 utilized by territorial customers. In the scenario l n 

23 which no unit power sales were rr ade, the c aoa c ity was 

24 available to territorial custom~rs d uring the previous 

25 !i!teen years, and two 126 mw CT ' s are requir~d in 
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2010. At this po i nt in time, both plans have il2 mw o f 

Scherer capacity and two 126 mw CT's whi ch hav e be en 

added. Since both plans now have exactly the same 

c apacity, future capacity additions will be the 3ame 

and there will b e no further differences in the plans . 

Would either plan be attected by chanqing retireaent 

dates, particularly Daniel 1 , whic h is currently 

projected to retire in 20127 

No. In 2010, both plans have exactly the same amount 

ot base load capacity. Thus, any change i n the 

extension in retirement dates of baso l o ad c apac1ty 

wo uld have the same e!fect on both plana, would be 

common to both o f them, a~d would thus introduce no 

di!!erence between the plana. Since we are only 

16 looking at differences between the plans to establish 

17 the benefit o! the new un!t power sale3 , i ntegr J ty in 

18 the d ifference is mainta ined regardless o! what h appens 

19 to changes in retirement dates of base lol\d units. 

20 

21 0. Wh.at waount of generating capacity from Pl ant Scherer 

22 waa ca.aitted to Gulf States Utilities {GSU) for UPS in 

2 J 19907 

24 A. A total of 44 mw. Mr. Johnson is incorrect in his 

25 assumption that i t Gulf States had not de!au l ted on its 
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UPS contract, 63 =w would not have become the 

responsibility or Gul!'s retail customers . The 

remaining 19 mv, as Mr . Scarbrough discussed with t he 

Commission in his 1984 rate case test Jmony, was ~lanned 

to be in territorial service and be the responsibility 

ot the Company's retail customers through base rates. 

one issue raiaed in this proceeding is whether an 

adequate atteapt baa been aade to aarket the unit pover 

-1•• capacity available becawse ot the detaul t of Gul t 

Statea Otiliti- (GSU). Doea Gulf have additional UPS 

capacity vhicb it wO\Ud be willinq to aell should a 

buyer be found? 

Yea. Gulf has 63 m• ot Scherer cap5city wh ich it woul d 

be wil ling to sell as UPS during 1990 in o rder to 

further enhance the lOJ.g-term benetits or th is Scherer 

capacity to Gulf's territorial customerb. l! Scherer 

were sold, Gulf could purchase pool capacity at a lower 

price than Scherer . 

Is this capacity considered excess c~pacity on the Gulf 

systea? 

This capacity is noc "excess". The word excess implies 

capacity that is greater than a utility's needs. 

Since the Scherer capacity is required to meet our 
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customers• long ra nge needs . and has be~n round by this 

Commiss ion to be beneficial to the cus t omers i n the 

long run , it certainly cannot be cons ider~d excess. In 

the short run, if an alternative means o f su~porting 

this investment c ould be round, Gulf would obtain f o r 

its territorial customers the additional advantages 

related to such an alternative. Nevertheless, thia 

capacity is being used by our retail c ustomers today. 

What short tera alternative are you speaking of.? 

Selling the 63 mw ott-system through a UPS type 

arranq-ent . Unfortunately, there r imply is no market 

tor additional unit power sales in 1990 at this t i me 

due to the current economic situation. Wh ile we have 

been able to sell additional unit power dur1nq the m1d 

1990's and beyond, there simply is no market tor 1990. 

It appears th~t this is the c ase thro ugh 1992. 

However , we continue to pursue every such possibi l ity . 

What ef.torta hae Gulf. made recently to attempt to 

aarke t this capacity in the 1990 - 1992 timef.raae? 

Through Southern Company Services (SCS), G~l! and the 

Southern system ha ve contacted every utility that is 

either interconnected with or within 3 reasonable 

transmissio n distance of. Southern regarding the 
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possibility o! their ~urchaa ing thia unit power 

capacity. No one has expressed any interest. 

Does the Florida Public Service co-ission start 

(Staff) aqree that Gulf has diligently atteapted to 

aarket the Scherer capacity? 

It i s my understanding that thay do. In 1989, s taff 

extensively reviewed the marxet situation with bulk 

power marketing personnel at SCS, who rqlated that 

there currently is not a marxet !or additional UPS 

capacity. Starr has indicated they have seen no 

evidence to the contrary, and further that an adequate 

attempt has been made to market the UPS c apacity which 

became available because o! Gul! States Utilities ' 

default. 

Ha• Gul! •,ulled out all the stops• to sell all the 

pover it could o!!-systea tor 1990? 

Yes. Gulf has "pulled out all the stops." I t has made 

every reasonable et!ort to sell additional power, but 

the market simply does not exist. 

Mr. Rosen's arqument is that Gul! should utilize 

reserve aargina which would have occurred had Gul t 

States not defaulted on its contra~t. Are his 

calculations correct? 
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Nc. his calculations are wrong. This i s one o t the 

ma1or errora in Hr. Rosen's testimony. He has misled 

himselt. and is attempting to mislead the Commission. 

For some reason, he has assumed ttat our contract with 

Gult States c al led for 150 mw of sales in 1990. In 

tact, the c ontract only c alled for 42 mw o f sales 

d ur ing the test year. I have attached as Schedule 8 c f 

my exhibit, a copy of the Gulf Sta t os all ocations as of 

Oecamber, 1983. These allocat ions were utilized in the 

exp~nsion plan provided as part of our last rate c ase, 

Docket No. 840086-FI. It quite c learly shows that Gulf 

was only planning to sell Gulf Stated 42 mw duri ng the 

peak ot 1990. The entire basis for Hr . Rosen ' s 

allegation that Gult sho~ld util i zn a 15 percent 

planning reserve margin is based on his statement that 

we felt this level, with the Gulf States sales , woul d 

be adequate i n 1990. Hr. Rosen's misunderstand ing o f 

the tacts caused him to reach an erroneous conclusion . 

It is well known that Gulf will sell all of its Scherer 

capacity t roa 1995 through 2010 . Is S~herer 3 still in 

the l ong- cana beat interests of the rate payers? 

Dafinitely. There will still be twonty years ~ r li fe 

lett in Sci1erer when it again wil l be commi tted for our 

customers' use in 2010. At that time, i ts cost w1ll be 
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a small !ractior. of what equivalent new c oal c apac1ty 

will cost. During that t i me frame, Gulf and the 

Southern system will neea to add new c o al re~ources as 

part of our generation mix; not only will the Scherer 

capacity be a tremendous benefit during that period, 

but it also allows Gulf to avo i d the nee d to add 

c apacity between now a nd t h e mid 1990's . 

You bave ooverecS tbe siqni ticant erro r s Mr . Roae·n m•cS• 

vbicb leeS to !alae conclusions . Are tbe r e conc eptua l 

probleaa in bia te•t iaony •• ve l l ? 

Yes. It is troubli ng enough that hi s analys 1s was 

mathematically fl awed, but even more troubling is h is 

conceptual philosophy. He candidly admlts on p . 2 5 o f 

his testimony that the only basis !or his proposed 

disallo~•ance of Scherer was that Scherer was mo r e 

expensive than pool capacity during a single yea r . 

1990. To make such a drasti c recommendation based o n 

one year, and ignor e the long-term b~nefits which t~is 

Commission has recogn ized are associa ted with the 

Scherel c apaci ty , is a dange r ous philosphy to adopt, as 

s uch action will drastically i ncrease customer cnsts i n 

the lor.g term. 

Perhaps the biggest conceptual flaw l S Mr. Roser' ~ 

proposal that investments which were prudently 1ncurred 
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1 a t the time the decision was made should be disallowed 

2 simply because conditions c hange in the f u ture . I laave 

3 discussed in my testimony the condit ions wh ich l ed Gu l f 

4 Power to participate in the Schere r c apilci ty. The&e 

5 m~tters were tully reviewed with the Comm lssion on 

6 several occasions, and the Commission has c onsister.tly 

7 agreed with us that partic i pation i n Scherer was. 

8 a ppropriate and prudent because of the long-term 

9 savings to our. customers. 

10 The Commission has aggressively encouraged us to 

11 make ott-system s ales o f this capacity, until needed by 

12 territorial customers, to the maximum extent possible. 

13 We have c ertainly done that. We have exhausted the 

14 marketplace. We have "pulled out al J the s tops." We 

15 have made al l of these efforts in order to m1nimi7e the 

16 cost of electrici ty t o our terr itorial cus t omers over 

17 t h e long term. It wou ld be patently unfair for Gulf t o 

18 now be penal i~ed by excluding from rate base some 

19 c apacity that was a part of a sale due to t he 

20 unfo reseeable default on the purchasing party. 

21 This is especially true since the Scherer c apacity, 

22 e ven without GSU, is still a clear long-term bene f it to 

23 the customer . As s tated previously, this ca~aci ty is 

24 being used by our customers at this t1me. 

25 
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1 The standard o! utility prudence has co~sistently 

2 been that if the decisions made were prudent, based on 

3 the information available at the time, then in·:eatmen';s 

4 resulting from these decisions are properl y the 

5 responsibility of the customer. The fact that Scherer 

6 remains a long-term benefit to our territorial 

7 customers exacerbates the implications of Hr. Rosen's 

8 proposals. 

9 It is important to stop at this point and 

10 understand Gulf's situation in early 1984: (1) It had 

11 already purchased th.e Daniel capacity for the long-

12 term best interests of ita customers. ( 2) It had 

13 already purchased the Scherer capaci~y, again to secure 

l4 long term-benetita !or its cuatomers (J) It had 

15 already executed contracts for the unit power sales. 

16 Since that time, Gulf has made no additional 

17 commitments to sec~re new generating capacity. Those 

18 decisions th~t were cemented in 1984 were considered 

19 prudent by Gulf, were considered prudent by the 

20 Commission, and ensured long- term benefits to Gulf's 

21 territ orial customers as a result of t h e Daniel 

22 capacity, the Scherer capac ity, and Gulf' s 

2J participat1on in the ·.mit power s a l es with this 

24 capacity. 

25 
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Whe re wae Hr . Rosen i n t h e ea r ly 1980 's when 

these decisions were being made? What i s i t he i s 

suggesting that we do ditterently now than tnat whtch 

we have proposed? Other tha n the pt.n i t i >~e act i o n o t 

disallowing stockho l ders a return on the ir i nv estmen t 

whic h waa risked s o that t he c u stome 1 c ould ge t l ower 

c oats, Mr . Rosen has no recommenda t i cns to r ch~ngea 

that Gulr should have i mplemented now or in t h e pas t . 

Gult has demonstrated that Mr . Rosen' s recomme ndat ions 

due to his erroneous c a l cul at ions a re ill-f ounded a nd 

without merit. We ask that the Commission honor the 

regulatory compact ~hich h a s be e n bu ilt with Gul t and 

allow the Scherer c apacity in the r a te b a se. 

Wae Plant Scherer Unit 3 capac ity, aa Witnesses J ohnson 

and Seh~tz state, obtained by Gult t or the purpose o t 

aaking unit paver sales (UPS) ? 

No. Hr. Johnson a nd Mr. Schultz are mi staken when t he y 

say that Scherer was p l anne d t o r UPS. Gulf's purcha s , 

o t Plant Scherer c a p acity was i niti a ted and comp lete d 

tor the &pecit ic purpose ot meeti ng the l o ng-term 

e l ectrical n eeds o t t he Company 's te r r i t orial 

customers. Dur ing t te mid- 198 0 's t imo f ra me 'n wh i c h 

Gult was able to a c qu i re this c apac i t y , it was no t 

i mmediately needed t o meet e Y. i sting t e rr i tori al 
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customer l oad and we ~ade ott-oystem sales, but o tt-

system sales never dict4ted the need o r goal o t the 

acquisition . 

Bow did unit power a alea enter the picture? 

Oil price increases initiated by the ~rab oil embargo 

ot l97J had caused aiqniticant decreases in the load 

forecast, higher prices t or oil as a boi ler tuel, and a 

significant advantage tor coal tired power as c ompared 

to that generated b~ oil. In 1979, the Organization ot 

Petrole wa Exporting Countries (OPEC) initiated a sec ond 

sharp rise in the price ot oil, triggering a number ot 

changes worldwide , particularly in t~e Unite d States. 

The economy slowed down , ! oad fo r ecasts a ga in dropped 

significantly, and the price ot oil-genera ted 

electricity shot upward. Because o t th i s tremendous 

drop in the load forecast, Southern detet~ined tha~ it 

had more base load capacity under construc tion than ; t 

would need , and it !aced a decision regarding this 

capacity. 

What decision did Southern face? 

With these large amounts ot capac ity comm itted and 

under construction, Souther n had two c hoices . Th~ 

first choice would be t o simply dete r and/or canc el th9 
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1 generating units At significant cost to Southern's 

2 cuatomers and stockholders. The second choice, which 

3 appeared feasible, was to go ahead and completd the 

4 generating units betore they would be needad !or 

5 territorial load, sell the c apacity to oil burning 

6 utilities oft the Southern systeM !or a !inite period 

7 ot time , and then recall the c apacity ns it was 

8 projected to be needed for territorial customer load. 

9 We began in 1980 to determine the market conditi0n 

10 to see it such a plan could be implemented. Because o! 

11 the extremely high price of oil and the forecast of 

12 '"'en sharper riaea in the future, we found willing 

13 l iateners in Florida and Texas where utilities were 

14 major consumers of oil. We were able to negotiate 

15 arrangements with these utilities whereby they 

16 purchased the capacity from the generating units over a 

17 scheduled period, and the capacity was then schQduled 

18 to be returr.ed to t .he Southern system operating 

1 9 companies when it was needed for use by our territorial 

20 customers. 

21 This gave our territorial customers the best o! 

22 all possible worlds. Not only did they not have to 

23 bear any cancellatiora or deferral costs assoc i ated with 

24 these units, but they were also assured o! additional 

25 base load coal generating capacity, which was being 
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encouraged by this Commission, wnich they were able to 

secure at low committed prices of the 1970's, and the 

capacity would come back to the companies even furthe • 

depreciated when it returned to territurial use i n the 

1980's and early 1990 ' &. 

Thus , the Unit Power Sales (UPS) conc ept wa:s born. 

The UPS concept has been successfully i~plemented by 

the Southern system, saving our custo~ers many hundreds 

ot millions ot dollars. 

Were the Unit Power Salaa reviewed by this co-isaion? 

Yfta. The Colllllli&sion has reviewed the unit power sale 

concept in depth. In tact, the Comm~ssion stated in 

Gulf's 1982 rate case, Docke t No. 820 150-EU, Order No. 

11498, that it had reviewed these sales from all angles 

and concluded that Gulf's partic i pation in such uni t 

power sales caused our customers to "benefit 

handsomely". 

On pagea 17 through 21 ot his testimony, Mr. Rosen 

discusses che unit power sales and states that these 

were atteapts to alleviate e xcess capacity on Gu l f's 

systea. Is he correct? 

No. We find it noteworthy that our own Commission , 

over many years ot rev i ew and o vers ight , has found 
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these s ales in the long-te rm best interes~s of our 

customers, who "benefit handsomely", a nd yet Mr. Rosen, 

who has reviewed the situation f or only a short period 

of time, comes to a completely d : fferent c onc lusion. 

Hr. Rosen's repeated reference s to the 

stockholder's business risk is nothing more than a 

smokescreen . The Sc.herer capacity was c learly acquire d 

for our territorial customers' long-term needs. Gulf 

is not in the busine:5s c f acquiri ng c apacity to 

permanently se l l off - system. We are a public utility 

in Florida , statutorially obligated to meet th~ needs 

of our ter ritorial custumers. We have used o u r 

stockholders' funds to meet this obligation . The cos t s 

for the prudently acquired Scherer capacity a re c lea rl y 

the territorial customers' responsibility. Mr. Rose n' s 

characterization cf UPS contracts as attempts t o "ge t 

rid of" this "excess" coal capacity i s mere 

sensationali:.m. 

It: t he co.-isaion does not autbo.ciae this Scherer 

capaci ty in r a t e baae , vbat will Gu lt: do? 

I cannot answer that exac t ly a t this poi nt. We 

certainly will have to review what our options are . If 

the Commission reverses i t s earl ie r dec 1s 1o n s and 

di s allows the inc l us ion of 6 ) mw in t he ra te base, 
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1 the reby determining tha t the Comp a ny's part1c ipat1o n i n 

2 Scherer is not in the long-term best i nterest of our 

territorial c ustomers, e ven t hough these s ame c ustomers 

. 
~ are using and benefit ing from this ca~acily, o ne of ou-

., obvious options must be t o secure a perman~nt buye r for 

u the Scherer c apacity, bricks and mortar, lock, stock, 

7 and barrel. 

8 

9 Q. I tbouqbt you aaid earlier tbat there ia no market tor 

10 additional unit power aalea in tbia tiae traae . 

11 A. I c ertainly did, a nd it is true that t here is cu rrent ly 

12 no buyer f o r unit power capacity i n 1990, 1991, o r 

13 1992. But i f Gulf were to make a permanent sa le of the 

1 4 Scherer capacity, t hat is, !or the li f e o ! the plar.~ . 1 

15 believe that the economic benef its to be ga i ned a c the 

16 e nd of the new unit power s ales c o ntrac t will c ause 

17 many utilities to be very interested in purchasing ~ he 

18 capacity !rem us. If we c a n find a suitable buye r , 

19 t hat will have to be o ur first option in order to 

20 relieve our s tockholders from the s ignific ant burden 

21 tha t results from having to ca rry this c a pacity Wlth no 

2 2 return on thei r investment. 

23 As a long t ime participa nt in the plann1r g and 

24 operation or ou r system, I would real l y hato to see 

25 ~hat happen. Gulf and the Southern system have worked 
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long and tirelessly in responding in a commendab l e way 

to the tremendous upheaval that has burdened the 

industry in the last fifteen years. We have worked 

well with this Commission, demonstrat~ng to i t the 

benefit of the Scherer capacity for our territorial 

::ustomers . It is not in the best intere:Jts o t our 

territorial customers to lose the obvious benef l ts or 

Gulf's participation in the Scherer capacity. we ask 

the Staff to reconsider its position taken on this 

isaue. We ask the Commission to reaffirm earlier 

decisions recognizing the prudency of Gulf's decision 

and allow Scherer in tho rate base ~n this c ase. 

Mr. Roaen discuasea on pagea 21 and 22 ot his tes tiaony 

the c oncept ot Gulf's business risk in aaking UPS 

sales. I s he correct? 

No. Hr. Rosen has completely misapplied the concep t ot 

business ria~ . The concept of bus i ness risk is tha t 

the party who stands to benefit from an i nvestment 

should bear the risk of the i nvestment. Gul f ' s 

stockholders have never taken a risk of building 

c apac i ty in order to be able to make sales with ~he 

thought of earning a higher than reasonab l e retu rn on 

their i nvestment. Hr. Rosen's allegations about e xcess 

stockholder profits from UPS are a farc e. The Fedet·al 
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Energy Regulatory Comm i ss i on ( F~RC ) r egulates ~he 

allowed rate of return from these, as well as all 

other , bulk power transactions . All the c apa c ity which 

Gulf has secured at Scherer has been !or the benef i t o! 

the customer. Since the customer is the beneficiary, 

it i s only reasonable that the customer shou ld bear 

these prudently incurred coats associated with the 

inve&tmenta that bring about that b~ne!it. 

Mr. Rosen diacuas-, on page 23 , hov Southern • a 

stockho lders have greatly benefited fro• UPS since 

198 3, by havinq aade greater pro tita than it nev 

baael oad coal unite sold in UPS had never been built. 

Is this true? 

This is absolutely incorrect. Gulf and the Southern 

system do not construct capacity tor stockholders. 

Stockholders do not use e ~ectricity: t~ey do not 

influenc e the amount o! load the c ompany is obl igated 

to serve. customers use electric ity; the y c reate t h e 

demand for electricity, and the company must plan t o 

serve that lo~d. Because the compa~y must construct o r 

otherwise obtain generat ing c apacity ! or the c u s t omer, 

i t i s the customet •s proper responsibil i t y t o pay for 

that c apacity. 
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The UPS since 1981 have not increased Gulf's 

stockholder profits. Aa a matter o! !act, the 

stockholder has fared terribly. This is true simply 

because the Gulf States UPS default has forced 

stockholders to absorb the expenses associated with 

capacity planned and purchased tor tho long-term 

benefits ot Gulf's territorial customers. 

Mr. Ro•en draw• the saJUt conclusion reqarding 

stoc.kholdan about th• n.ev UPS vbich run froa 1993 

through 2010 . Would you 11k.e to ca.aa.nt on this? 

The system made these sales tor the terr i torial 

customers' b~r.efit. No stockholder-related analyses 

vera conducted in preparing to make these sales. 

Instead , we looked at the revenue requirements 

associated with the investment i n the capacity !or 

which the territorial customer was respons i ble, and saw 

that the terr~t~rial customers would benefit !rom these 

sales . That was the sole criterion on which the 

Company based its decision to make the new UPS. This 

was carefully rev i awed with Mr. Rosen dur i ng my 

deposition, but he chose to ignore it. 
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l Q. Baa tbia commiaaion ever in tbe paat expressed any 

2 concern reqardinq the vrudence o t Daniel, soberer, or 

3 the unit power aalea? 

4 A. The Commission has never expres sed any co~cern about 

5 the prudence of our generation expansion pl a ns related 

6 to purchasing Daniel or Scherer. The Commission' s only 

7 concern was during the early 1980's as to whether or 

8 not Gulf started quickly e nough making of f-system 

9 sales. Although Gulf's witnesses test ified that the t e 

10 has to be a willing buyer to consummat e a UPS sale, the 

11 Commission's position was that Gu lf' s e fforts at makiny 

12 off-system sales were not "'gressive and cimely e nough. 

13 The Commission has never e xpressed an) concern w1th ou r 

14 management of this area. Du r ing the e arly 1980's, i t 

15 even penalized Gulf for not starting of f-system s ales 

16 efforts early enough! 

17 

18 Q. How long baa G~lf been trying to market tbe capa city in 

19 Soberer? 

20 A. Since 1980, Gulf and Southe r n have attempted to market 

21 unit power sales off-system to the max imum e xte n t 

22 possible. During the last ten years, we have I. ad a 

23 non-stop a ggressive program o f maximiz ing these s al es . 

2 4 

25 
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Then could there be any validity to any claim that Gulf 

and Southam bave not s t arted early enouqb in 

attemp tinq to market tbe 63 MW ot Soberer? 

Absolutely not. Even thouqh only 19 MW wa s ava1lable 

f~r sale durinq part of this period, efforts at selling 

other capacity during this time frame clearly prove 

that no additional sales of Scherer could hav€ been 

made, even if it had been avai lable. 

When it ¥&8 obvious tbat Gulf States vas detaultinq on 

the contract, did Gulf attempt to market the Scherer 

capaci t y vbich voul4 be freed up? 

We were already making a maximum effort to make 

additional unit power sales that would increase long -

term b e nefits to our customers. Gul f spe cif i ca l ly 

i nstructed Sou t hern Company Services to make every 

effort to sell the capacity on which Gulf States 

defa ulte d. 

Were any of these eCforts successfu l? 

No. There s1mply has not been any market for 

additional unit power sales dur ing t he 1985-199 0 time 

frame since we made the sales to Gulf States. 
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Then Gulf really has "pulled out all the stops" to 

ainiaize territorial custoaer revenue requiremen~s by 

aaxiaizing off-systea sales? 

Yes. We have truly "pulled out all the stops". r;o 

effort earlier i~ t ime or more aggressive would have 

mad e any difference in securing additional unit power 

sa l es during the 1985-1990 time !rame. 

Has this Ca.aission previously reviewed the prudence or 

Gulf's participation in Daniel and the relationship to 

unit power aalaa7 

Yea. In Order No . 10557 or Docket No. 810136-EU, 

issued February l, 1982, the Commission stated that 

Gu lf's expansion decisions, including our decision to 

pa rticipate in Plant Daniel, were in the l ong-term bes t 

interests of our customers. The Commission la t er 

specified i n Order No . 114 98 o f Docket No. 82 0 150-EU, 

i ssued Janua~ 11, 1983, that i t had reviewed the unit 

power sales contracts from all angles and c oncluded 

t hat our retail customers benefited handsome ly from •he 

c ontracts. In 1983, the Commission, as we l l as Gul!, 

had had adequate t ime to a sse ss the t hen-expected 

i mpact o f t .he 1973 Arab oil emb.!!l rgo and the 197 ~ r l s~; 

in oil p r ices. Based on Gulf ' s dnd the Commission's 

best knowledge at the t ime , our participation i n bot h 
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Daniel and Scherer was deemed prudent. It Wab 

recognized that our customers would receive sign: fica nt 

benefits over the l o ng term as a result o ! the u.nit 

power sales contracts . 

Do qanaration expansion studies which were conducted in 

the 1980's tor the Gulf ayataa indicate a level of 

baaeload capacity which is greater than an optiaal 

!UIOUJ\t? 

No. All decisions have been driven by minimizing the 

coat to Gulf's customers. In the 1970's, when loaa 

forecasts were dramatically impacted by the enerqy 

crisis, Southern bad a number of baseload generating 

units committed for construction and a c ho ice had to ce 

aade. The system could cancel construction o! these 

units, thareby moving the generation mix away from base 

load , but at a c~st to the system of hundreds or 

mil lions of d ollars. Alternat i vely, the system could 

t t nish t he units and sell the related c a paci ty to 

u t ilities oft system that were dependent on oil for a 

f i n lte ~eriod of time. This would resulc in neithdr 

cancellation costs nor associated c apita l c osts related 

to these units which woul d have to be borne by the 

territorial customer. When the un its would be needed 

by the system, they would be high 1 y depreciated and be 
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1 available at a much lower cost than would otter 

2 ba seload capacity. 

3 The system chose to complete the units and sell the 

4 capacity to other oil burning utilitieA in FloridL and 

5 other area• as unit power sales (U PS}. As l stated 

6 earlier, the Commission reviewed Cult ' s planG to 

7 participate in the ownership ot Plant Daniel and Plant 

8 Scherer and encouraged Cult to partic ~pate in Unit 

9 Power Sl\les to Florida utilities. Through the Southern 

10 system, Cult sold Daniel and Scherer c apacity 

11 ott-system to the max~mum e~tent possible. 

12 

13 Q. I a i• proper t or Mr . Rosen to state that Cult and 

14 Southern did not review the i r expansion plans, and that 

15 a leas than optt.Bl aix ot baseload capacity existed on 

16 the syat- during the 1980's? 

17 A. No. The successtul completi~n o r those ~nits o f 

18 Southern's ~nder const ruct ion wh ich had been committed 

19 to in the 1970's and 1980's, accompanied by tho UPS 

20 undertaking, required constant review. All planning 

.21 studies conducted during the 1980 ' s operated under the 

22 inherent assumption that these units would be finished. 

23 Quite naturally, the s tudies would show, as Mr. Rosen 

24 points out i n hi s testimony, that peaking capacity 

25 s hould be added after this baseload capacity was 
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comp leted. It is unknown what the s t udies would have 

shown i! the units which were unde r construction had 

been assumed to be cancelled. 

Baseload unit construction could poss i bly have bee~ 

indi cated as the proper course o! act ion The key 

point t o be made here is that the system had adequate 

capacity !or the 1980's, and the purpose o ! t h e 

generation mix studies which were conducted in the 

1980's was to determine what c apacity to add after the 

completion o! previously commi~ted capacity. The 

driving criterion du.ring expa.nsion plan review in the 

1980's was "What course o! action will result i n the 

lowest long-term cost to the terr i torial customer?" 

This was !ar more important t c us than an art i !ical 

concern with mix proportions. 

Mr. Rosen alleqes that during the 1980's, Southern 

eabarked on an expansion plan o! base load units, 

whereas the aix study showed that new generating 

capacity in the 1990's should be now peaking capacity. 

He then i~11ea that soae ot tho ca?acity planned 

during the 1980's should have been peaking. Is he 

correct? 

No. The Southern system did not plan any new 

additional generating capacity during the 1980's. We 
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already had adequate capacity uader construction corning 

on line which wo uld be sold in unit power sales and 

then returned to our customers' use as our load grew. 

The fact that we were able to complet e this capacity 

and sel l it for a short period of time, rather than 

incurring the wasteful cost vf cancellation, certainly 

meant that the next units beyond thi s c~p~city shoul~ 

be peaking units. Based on current planning s tudies, 

that is exactly what southern intends to do. 

Kr. Rosen states in hi~ testimony that the 1986 

Planning Hearing document tiled in Docket No. 

860004-EU-A showed that the long-term o ptimum mix ot 

capacity for the Southern ayat8lll shoul,, be 

approxiaately 57 percent baaa load, vhereaa capacity in 

1995 vaa expected to b e 83 percent baae load. He then 

states that these re~ulta imply that the curren t mix of 

capacity ia tar troa tba long-term optimum . Is he 

correct? 

Absolutely not. The study shows that in the year 2015, 

quite a long time from now, our long-term opt imum mi x 

is expected to be 57 percent bdse. But the optimum m1x 

for 2015 bears no relati~nship to the optimum mix for 

1995. The year 2015 is twenty years beyond 199 5 . Thi~ 

study was based, among other things, on cost estimates 
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tor future units which would have cost thousands of 

dollars per kilowat~ by year 2015, whereas existing 

coal units on Southern by 1995 will be depreciated to a 

coat tar below that. southern's mix fo r 1 995 wi ll 

certainly be redsonable based on the cost ot embedded 

capacity on the system. Mr. Rosen, by no~ hdving 

participated in earlier proceedin~s, is perhaps 

untamiliar with the Commisaion's recognition ot our 

plans aa appropriate tor the territorial customer. We 

have, in addition to the many rate c ases cited, 

continually b r ought our expansion plans to the 

Commiaaion's atten~ion through annual Ten Year Site 

Plana, Annual Planning Workshop proceedings, and 

Planning Hearings. The Commission has been regularly 

advised or our plans. 

Did the co .. ission hire its ovn consultant to reviev 

the filings ot Gulf tor the 1986 Planning Hearings? 

Yes . The consultant had high marks f o r our s tudy with 

respect to our methodology, data cources, compute r 

t oolb, and results . 

on pages 28 through 30, Mr. Rosen discusses Gulf ' s 

reserves in 1990 a .nd beyond. Are his observations 

correct? 
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No. He assumed that Gulf would have deemed it prudent 

to maintain the ~elatively low reserve margins which he 

c alculated. In doing so, he has ignored the 

information which we discussed with hia du r ing my 

deposition i n this docket as well as the information 

provided in response to various discovery and 

information requests from the Ottice o~ Publi~ Counsel. 

We have explained th.at Gulf does not do its planning 

totally independent of the Southern system. Gul! plans 

ita expansion both to meet its territorial need• a nd as 

part ot the Sout.hern system . Aa long as adequate 

capacity ia available on the Southern syatem tor Gulf's 

purchaae through the rrc in any particular year, Gulf 

certainly doea deem it prudent to maint ain a re l ative ly 

low reserve margin on its own system, consistent with 

an ove r al l optimized expansion plan to minimize the 

long-term cost to 1ts customers. 

on pages 30 and 31 of his testimony, Mr. Rosen attempts 

to make a aatbeaatical tie between the percent reserve 

and EUE criteria . Ia such a tie reasonable? 

Not in the method utilized by Mr. Rosen. Ou r forc ed 

outag~ rates on our generating units are well be l ow 

industry aver ages at this time. Whether we c an keep 

them there in the future is a question that Jnly time 
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will tel l . The EUE l evel calculated is low compared to 

our criterion, and it is proba.bly not within t.he 

accuracy of the computer program. There h~s beer. no 

need to calculate it more precisely because f uture 

generation additions have been tr iggered by the 20 

percent reserve margin criterion. 

An EUE or LOLP criterion is admittedly difficult 

to understand . The calculation of an appropriate level 

tor utility systems is also admit t.edly quite diffic u l t. 

That is why Southern h3s adopted a policy of du~l 

criteria, in that a reserve margin is much easier to 

understand and, more importantly, more appropriate t u 

determine capacity adequacy on the system. The 

simplistic ratio comparison of EUE and reserve margln 

levels perfunctorily performed by Mr. Rosen is total ly 

meaningless , and simply another attempt at promoting 

his empty argu.ment that Gulf has excess reserves . 

Mr. Rosen h.as aa contused. One place he s ays Gulf has 

excess reserves and other place he says Gulf is 

planning too low a reserve margin. Can you help me 

out? 

I will certainly try. As I have prev iously discussed, 

Mr . Rosen erroneously manipulated the numbers for the 

future in his attempt to show a very l o w reserve ma r gJn 
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tor Gulf. He has failed to even mention the fact that 

Gulf, on a stand-alone basis separate tt·om Southern, 

had negative r eserves in 1988, and he has attempted to 

show that Gulf has excess reserves in 1990. l1 he wer~ 

correct, that would violate every principle for 

examining long-term reserves, whic~ is the only 

reasonable way to assess generation adequacy. 

Fortunately for our customers, we have shown this 

Commission that Hr . Rosen's calculations are QQt 

correct ; thus, there is no validity at all to his 

conclusion . It is interesting to note that, on pag~ J 2 

ot his testimony, Mr. Rosen concluded that 1J1 mw of 

supposed excecs capacity was extremely close to the 150 

mw of caracity which he ralse1y assumed Gulf would have 

supplied GSU during 1990 h ad GSU not defau l ted. We 

have already shown how that assumption i s complete ly 

invalid. 

Ia there such a thing as an absolutely correct level of 

reliability or absolutely correct reserve margin? 

There really is not. What is appropriate is to 

establish reasonable levels for targets of reliabJlity 

or percent reserve Gul! has consistently maintained 

that a 20 to 25 percent reserve ~arg in is appropr1ate 

for long range generation planning requ i rements. Wh ! le 
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our reliability c r i ter ion , EUE, 1s no t expected to 

initially tr i gger any additions o ! generation c apacity , 

i t c ertainly could i! the rel i ability o ! our ut . i ts we. e 

to decrease. 0! course, providing !or adeGUate l evels 

o t f unding in base rat es works to keep our reliability 

suitably high. We have uti lized these dual cr1teria in 

reviewing with the Commission a numbe r o ! rate cesea, 

Ten Ye~r S ite Plan filings, Annual Planning Workshops, 

and P l anning Hearings, and the commission has agreed 

that these are reasonab l e levels. 

Yo u aaid earlier that the co .. ission's own c onsultant 

xeviewed the planning studies tiled b y Southern in the 

1986 Planning hearing. Did he also r eview the planning 

c riteria utilized or 20 percent reserves an~ 0.02 

percent EUE? 

Yea. He tound both ot them 1·easonable and cons istent 

with normal u tility pra ctice. It is interesting to 

note how much his impartial assessment di!!ers from 

that ot Mr . Rosen. 

Turning to Scherer t .rans•ias ion line "renta ls, " 

Mr. Shultz questions ~bather tho aaount budgeted for 

Scherer transaission line rents is appropriate . What 
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are the various aetho~s that Gulf considered tor 

getting Scherer power to Gulf? 

Gul! and Georgia Power began discussions regardin1 

reasonable transmission service arrangemPnts betwee~ 

the two companies well be f ore 1987. We init ially 

investigated the feasibility o! a pro xy path similar to 

that uaed !or Dan i el. Because o f the physica l 

arrangeme nt o! the transmission system , this proved to 

be impractical and illogical. Be cause ot the high cost 

ot the significant amount of 500 kv line involved, it 

would also have potentia lly resulted in a prohibl~ively 

high price tor Gul! to pay. Another opt ion cons i dered 

waa to siaply build a transmission lir.e from Scherer to 

Gulf. This also woulc have ~esulted j n a p r ohibitively 

high price. Since no new line was needed from a 

transmission capac i ty standpoint, i t just didn't make 

sense t o build an unneeded line just in or~er to 

establi sh a mutallic path . 

Another method considered was tor us to cimply pay 

a standard fully embedded transmission &erv ice char~3 

rate on t he c apacity. This method is un iversal ly 

uti lized in transmis sion s e rvice contra c ts which are in 

place throughout the Cnited States end has received 

consistent approval by the fERC. Through negotiation, 

Gul ! has convinced Georgia to a ccept a modified 
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transmission service char ge method tha t resulted in a 

lower price tor Gult. 

Did Gulf choose the ~ov-t cost option? 

Yes. Schedule 9 ot my exhibit shows that Gulf's choice 

overwh~lmingly proved to be the lowest c ost option. 

Kr . Shultz, on page 28 ot his testimony, r Aco-Ands 

that the tull aaount ot Scherer transaission facility 

expenses be disallowed becauso Plant 3 cherer capacity 

is •tor unit power sal.ea . • I• this reaaonahle? 

No. As I have stated earlier in this testJmony, 63 mw 

ot Plant Scherer capacity is available to serve Gult'a 

territorial customers in 1990. A total ot 19 mw or 

this c apac ity was not even sold unde r UPS contracts. 

All the capac! ty has been acquired and managed tor the 

benefit ot our territorial customer. Mr. Schu l tz i s 

absolutely incorrect in say i ng that "all" Scherer 

capacity is "tor unit power sales." 

Another issue in this case addresses the appropriate 

cost ot s orvice aethodoloqy. Witnes .. Scheffel Wright 

on pages 11 through 13 ot his testiltony proposes the 

equivalent peaker aethodology, statiny that this aost 

closely tits systea planning c onsiderdt ions. What are 
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the prima.ry considaraticns a s ysttu11 planner e ·1al uatcs 

in determining whether to add any generation? 

Clearly, relevant considerations change over ti n e. In 

Southern's early yea.rs, fo r example, we matrhed :new 

generation capacity vbry c l osely to expect ed peak load. 

Essentially, all nev capacity was hydro and it simply 

became a matter o t how much hydro c apacity t o develop. 

Later , oil, gas, and coal steam units • ·ere added as 

qrowth in loads began to outstrip the ability of hydrc 

resources to keep up. Du ring the 1950's and 19 60 's, 

coal was the predominant tuel ot choice for g eneration 

additions on the Southern system . The relative 

domestic abundance a ·nd low cost of coa.l, coupled with 

the relatively s mall cost of environmental compliance, 

made coal an extremely attractive fuel. 

In the 1970 ' s, when oil imports were a major 

nationa l concern, any utility techno l ogy which utilized 

oil was basically prohibited. Now that the Fuel Use 

Act has been repealed , it appears that natura l gas i s 

reasonably abundant, and the system planner has a wider 

c h oice of o ptions for adding new capacity . Widespread 

use of the philosophy of an optimum generation mi x, 

which Mr. Wriqht uses as a basis !or his method, d id 

not really take hold until some time .n the 1970's. By 
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1 that time, the bulk of G~lf' s c urrent o enerat1ng 

2 resources had either been constructed o r c ommitted . 

J Also, Hr. Wright's theory only ho lds true f o r a 

4 single system, and is totally inapplicable f o r a 

5 pool - type operation such as that in wh1 ch Gulf 

6 operates . It also ignores economies or s cale, in that 

7 a small peaking unit could cost almost as much ir1 S/ kw 

8 as a very large base load unit. It also fails to 

9 recognize that in a pool operation, a utility might 

10 actually purchase most of its energy from other p~ul 

11 me~bers during many houru . His proposal also c annot 

12 account for hydro, a peaking c apacity that frequen tly 

lJ is base-loaded in valley hours. 

14 Thus, the methodology wh i ch Hr . Wright pro p oses 

15 does not apply at all to the system planning 

16 considerations wh ich were in effect at the time Gulf' s 

17 e xisting generating units were c o nstructed. H1s method 

18 should be reco~nized for what it is -- an overly 

19 simplistic generalization which m1ght be inte l lectua lly 

20 interesting, but which is not at all appliable o n a 

21 s ystem such as Southern. 

22 

2 3 Q. Fro• a ayatem planninq standpoint , are there problems 

24 vitb the equivalent peaker method? 

25 
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'iea. The equi•:alent peaker method shifts a 

considerable burden o! funding production c apac1ty on 

the high load !actor user. Bas ically, such a c ustomer 

ia paying !or the relat ively expensiv& coa l p lants , 

whereas the low load !actor customer is only paying for 

relatively inexpensive peaking capa city. Under Mr . 

Wright's proposed allocation, all custcme~s woul~ 

c ontinue tc.. pay average fuel costs !or all energy 

utilized. Thus, the high load ! actor c ustomer would 

pay ! o r high coat generating capacity and high cost 

!uel. 

This method would thus c ause a s i gnifi c ant shitt 

in c oat !rom the low load !actor cua~omer t o the high 

load !actor customer. This would discourag e the h j ah 

load !actor customer from utilizing utili ty power . The 

reault would be an i ncreasing shi!t to a sharp peak and 

a shallo w valley. ~er time, this would c ause a 

utility to add additional oil !ired peaking units , 

underutili ze the coa l units, and i ncrease 011 usage. 

This runs exactly counter to this Commission ' s goals of 

reducing o~r dependence on oil and woulo actually 

violate the state's goals to~ards redu c t ion o t ou r 

dependence o n petroleum fuel. 
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I !ind it very i nterest ing that Hr . Wright states on 

page 10 of his testimony that one goal o! propur rate 

setting is to establish rate continuity ana stability 

and to avoid rate shock. Utilizat ion ot the equivalent 

peaker method, however, would have exactl:t the opposite 

effect, in that it would cause rate shcck . As h i gh 

load factor customers realize a higher cost, they will 

subsequently decrease their consumption ot electrici t:y 

in the oft-peak as in all hours , especially as they 

convert to their own generation. This results in an 

increase in price !or al l rema i ning c ustome rs . 

Ia the basic theory o! the equivalent peaker method 

correct? 

No. Hr . ~right states on page lJ of his testimony that 

it a utility were building a generating plant o nly ~ o 

serve a brief peak demand, i t wou l d bui l d tho l east 

expensive peaking units available. This theory i s 

extremely flawed and presents one o t the biggest 

concerns I have with his proposed method . The 

equivalent peeker method i s on ly a theory. I t d o es not 

recogniz~ reAl life conditions. 

Taken to its extreme , it a c t ually s uggests that a 

utility ' s generation wou l d consist o f a l l c ombuc t i on 
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1 ~urbines if it had a s harp peak and no l oad 1n the 

2 ·talley. In fact, there i s no util i ty system with suc h 

3 ' load. Although utility load facto r s vary anywhere 

4 f rom approximately 40 percent to perhaps up to 7u 

5 percent, they all typically c onsist of a mix o f 

6 i ndustrial, commercial, and res idontia~ load. If there 

7 were such a thing as a peak i n the absence or e ther 

B 0 ff - peak load, a utility simply could no t afford to 

9 servo its customers with the expensive c ost even of 

10 peaking generation. There must be considerabl e 

11 o ff-peak load, as well as the peak load, to j ustify the 

12 l nstallation of generating e~ipment. In t!1e absence 

13 o f off-peak load, the util i t y would have no choice but 

14 · o attempt to buy power for the s hort durdtion of t he 

15 peak or attempt through load management to simp ly c ut 

16 the loa d. 

17 Especially in t oday's market, in wh ich many 

18 l• t il i ties are opt i~g for bidding as a mean s t o meet new 

19 qeneration, the cost t o meet a shd rp brief peak wo ul d 

20 l, e extremal y •mstable, vacillating wi 1 d 1 y from year Lo 

21 )ear depending on market conditions and availability o t 

22 ''on-utility s uppliers . Such wild s wings in c ost wou l d 

23 do nothing to f urther Mr. Wright ' s professed goal ~ o f 

24 r tabilizing rates o r provid i ng c ustomers wi th 

2 5 
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confidenc e that they will be insulated from wild 1:ate 

shock. 

On page• 2~ and 23 of hia teatiaony, Mr. Wright ~••erte 

that no chan.ge in fuel coat recovery vo\..ld be neceaaary 

under hi a aethod? Is he correct 1 

Abaolutely not. Basically what he is proposing is that 

cuatomera with sharp peaks pay the construc t ion costs 

ot a peaking unit and customers with f . at load pay the 

conatruotio n cost of a coal unit. It hardly seems rair 

tor a customer who paya only the low c apac ity cost of a 

com.buation turbine (CT J to enjoy the benefits o f low 

coat coal energy that flow from the higher priced base 

load capacity tor which another custo mer haa pa i d. 

There is no way to avoid this "fuel o ymmetry " problem 

that c ritics of the equivalent peaker method have 

discov e red. 

On pages 32 and 33 of Mr. Wright ' s testimony, he states 

•the c01:1pa.ny s hould estimate the rate base value of 

priaary and higher voltage-level conduc tor that 

functions as dedicated distribution f bcilitiea, or as a 

hiqher v oltage service drop, and direc tly as6ign these 

estiaated a.aounts to the classes that include the 

custoaers who are served by these facilities.• Fro• a 
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system planning standpoint, a re there conceptual !laws 

to this suggestion? 

Yes, there are. As we expand the system to serve new 

load, it may happen on many occasions that a new 

distribution line, or eve11 a new transmiss ion line, may 

be necessary to provide the needc ot a new cus tomer. 

But Gult is not dedicating these facilities solely to 

that customer. As new load in the v icin ity develops, 

and it i c economical to serve additiona l c ustomers ott 

this line extension that formerly served only one 

customer, such additional load will be added. The 

l ogica l first option in serving a new customer where no 

facilities exist is to examine those facilities which 

are geographically most convenient, whether o r not they 

serve other customers in the vicinity. We certa i nly do 

not go all the way back to the substation to serve a 

new customer just be~ause existing facil i t i es may s erve 

only one custo~er. It simply isn 't prac tical or cost 

ettective, in general, to reserve fa ci l it ies for a 

single customer. 

This is especially true in the c ase of h igh 

voltage lines. A good recent e xample i s ou r new 115 KV 

transmissi~n line that serves Pensacola Naval Air 

Station (NAS) . NAS wa s adding new l nad that could not 

reasonably be served over the existing 12 KV system 
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providing their serv1c e. To provide adequate serv1ce , 

a new 115 KV line was constructed to NAS from ou r Bayou 

Chico Substation . The only load on this existing 115 

KV line is the NAS load, but it i s not r eserved for 

them . We have current plans to build a new 115 J<V line 

out of the NAS Substation on t o Beach H~ven Substation 

to provide necessary reliability to loa1s in ti1is area. 

Thua . this 115 KV tap line will become part of the 

network . There are any number of situations that m1ght 

arise on other 115 KV tapa or 12 KV taps which serve 

one customer, whereby we would tap such a line to 

provide new customer load. 

Thus, from a real-wo r ld perspective, Mr. Wright's 

suggestions simply do not match realistic systec 

planning considerations. 

On page 33 ot hiu testimony, Kr . Wright further aeserts 

that fuel ~~ventory should be reclassified as 

e .norqy-related. Is this correct? 

No. The amount of fuel inventory required for a 

generating plant is a !unction to a large degree or its 

capacity. There are fact o rs which affect the required 

inventory of a gene r ating plant wh ich are ft!"' more 

important than the expected annual k ilowatt hour 

generation. Since most of t hese re l ate to the ~eqaw~tt 
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size of the unit, his proposal is seriously tl a wed. 

Would you plea•• auaaari•• your teatimony; 

Office of Public Counsel's witnes~. Mr. Rosen, has 

recommended that Gulf's 63 mw o f Scherer Unit No. J 

should not be included i n the rate base. Mr . Rosen 

used incorrect CUmbers i n hi s c alculatio ns wh ich led 

him to this c onclusion. I have s :'lown how the numbers 

he used are wrong, leading him ~ o wrong conclus i vns, 

and how this resulted in his unsuppo rted 

recommendation. L have a lso demonstrated that Mr. 

Rosen i s recommending that this Co~m i ~sion complete ly 

reverse its previous decisions r~garding the prude~~e 

o t Gulf's participat ion i n Plant Sche re r a nd the un1t 

power sa les, and that Mr. Rosen has violated e~~ ry 

basic principle o f determin1nq prude~ce in attcmpt1 nq 

to fabricate a n i ncorrect basis for a penalty tu Gu lf 

Power company. 

I h ave shown that the Scherer c apa c1L y wa s 

prudently acquired, tha t Gulf has ma rketed o ff-system 

power ro the maximum extent possibl u , that the Schere r 

transmission "rental" amount proposed by Gul l is 

c orrec t, and final ly, that the equivalent p~aker method 

ot cost allocat ion and ded icated facility ph i losoph y 

proposed by H.r. Wright are based on fl awed ase umptl.:>ns. 

ooes this concludL your Les t1mony? 

Yes. 
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(By Hr . Hotland) Hr. Howell, do you havo a 

Yes. 

Would you please proceed? 

Commissioners, you heard from Hr. Rosen 

6 earlier this week, a nd he held himself ou t as a person 

7 who is qualified to advise t~e Commission regard ing 

8 Gulf's rate case, but he did acknowledge and even 

9 volunteered his unfamiliarity with the past prudence 

10 determinations regarding Scherer. He voluntbered that 

11 he was contused over Gol d Rock. He acknowledged he 

12 made a major error in calculating our reserve margin , 

1) which mislead him to false conclusions. I think these 

14 demonstrate that he is not quite yot prepared to adv 1se 

15 this Commission on rate base matters whi c h greatly 

16 aff&ct Gulf Power's financial health. 

17 He did make a major e1ror in c alculating 

18 Gulf's res erve margin because he d1dn't realize ou r 

19 contrac ted Gulf state sales f o r \990 were onl y 44 

20 megawatts, not the 150 megawatt level that e:~ i s ted when 

21 the Gulf s tate 3ales were suspended in . 988. 

22 This error he made misled him regarding 

23 Gulf's required reserve le~el. 

24 In attempting to correct that e rror during 

25 cross exa~ination, he did introduce c hanges to his 

FLORIDA PUBLIC S ERVI CE COMMI SSION 
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1 prefiled. As a result of that, he now has his pre!il e d 

2 t estimony contradict ing itself. 

3 He !ailed to consider any lonq-ter~ impacts 

4 in his recommendatio ns. He would have you t 0 abandon 

5 a l l the long-term considerations for short-term 

6 cc nsiderat ions. The record is clear that you have 

7 encouraged us to acquire Scherer; that you found 

8 Scherer to be prudent i n the long-term best interest of 

9 our c ustomers. 

10 His pre!iled testimony clearly states that 

11 the reaso n !or proposing the disallo wa nce o f Scherer is 

12 that it costs more than pool capacity in t he test year . 

13 He r e peatedly made this clear in his prefiled 

14 testi mony. 

15 He admitted he is unfamiliar wi th the reserv e 

! 6 margin range which thi s Commission has approved ! o r 

1 7 prior rate cases; that he's not familiar with the 

18 Commission's planning hearings; that he's not famili a r 

19 with th~ Commiss i on's own consultant's review o t the 

20 1986 p l.1nni ng hear ing, and yet he went ahead and 

2 1 calcu lat e d an e xcess reserve margin for Gulf that he 

22 proposed. 

23 In doing so , he !ailed to lccount for all the 

2 4 capacity ~hich we sell through interchanqe, and he did 

25 not make o~ ny adjustment for the additional c apa c ity 

FLORIDA PUBLIC SERVICE COMMISSION 
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which we ha ve gotten out of our existing units since 

1198 4 as a result of ~he Commission's o wn GPIF program. 

He was careful never t o c ha llenge the 

prud~ncy o f acquiring Scherer, but he wou:d not 

acknowledg e that once it's a cquired, it 's a resource 

that must be paid for by those who gain the benef it in 

the long t era, and that's the territorial c ustomer . 

Commissioners, we are s ensitive to the 

Staff's c oncern over the Scherer capacity b e ing 

complete l y sold in 1995. But t hese new sales will 

result in lower long-term cost to our cus t omers by 

allowing less expensive CT capacity to be added in 

1995, and then allowing Scherer c apac ity t o return t o 

territ~rial use at the end of t n e nAw sales. 

Witness Scher Wright proposes a peaker method 

!or allocating demand and energy cost based on his 

understanding o ~ system planning considerat ion~. 

His appro ach is based on Lheory. I t does not 

match t he a ctua l s~stem plann ing r eality whi c h has 

existed on the Gulf Power system. Hls method would 

cause a ll cus~omers t o eventua ll y have higher cost; 

would c ause an artif icial shift in fuel use from coa l 

to oil; woulrl be counter to th is Commission's goals 

regard i ng fuel use; would be coun t er tc t he 

Legisl a ture's intent regarding ~etting Floridd ott o f 
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1 oil. 

2 In summary, we're a sking you t o d o t wo 

3 things : One, to a l low proper full reco\'ery f o r the 

4 Scherer capacity, and ~o re j e ct the eq uival e nt pea ke r 

5 capacity proposed by Mr . Wr i ght . 

6 This completes my summary. 

7 HR. HOLLAND: Tender Mr. Howu ll. 

8 CROSS EXAMINATION 

9 BY MR. BURGESS: 

10 0 Mr . Howell, as I understand it, une o t the 

11 criticisms you have with the equivalent peaker method 

12 is that in today's market utilities might opt for 

l 3 bidding as a means to meet new generation , pa r t i c u la r l y 

14 with r e gard to meeting a drasti c poak, is that corre~t ? 

1!> 

1 6 

A 

0 

Yes. 

And I think you indic ate that the cos t s 

17 would then be extremely unstab l e and t he y would 

18 vac illate wi ldly from ydar to year. 

19 A That ve: y likely c ould happen, and would send 

20 the wrong signals to the cus tomers i n that t he y wou l d 

21 never know what to expect for that c ost . It wou l d 

22 depe nd on what t.he market was, and we ha ve s een i n the 

23 pas t, and I think ohould be prepa red t o e xpect in the 

24 future, drastic s~ings in the marke t s . 

25 0 Within the context o f t h i s d esc ripti on , what 
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1 do you consider to be drastic swings or fluctua~ion? 

2 Well, I would say t h at there may be some 

J y~ars you could get this. As Witness Da*son earlier 

4 talked about , you may no t have to pay a capacity 

5 c ha r ge , depending on the market . You might be able to 

6 just buy it as energy, and , therefo re , your c apac ity 

7 cost would be zero. If capacity were short , as we have 

8 exper i enced in the past, you may not be able t o buy it 

9 at any price. That happened as r ecently as Decembe~ of 

10 1989 when you could not buy capac ity at any pri ce in 

11 florida. 

12 

J ) 

14 

Q 

A 

Q 

So what cos ts would you call that then? 

I'm sorry, what's the question? 

What cost would you ~all that, then, if 

15 you' re talking about the costs vacil l a t ing wi ldly from 

16 year to year? 

17 A If, for example, in December, if you c ouldn't 

1 8 get it, we would say the pr ice would be infin i te. So 

19 go i ng from zero t~ infinity, I would c all that 

LO vacillating quite a bit . 

2 1 Q Okay. So you're talking abou t infinite costs 

22 as being a prob lem with dea ling with it along these 

2J lines. 

24 Certainly if it's not available at dll , and 

25 that' s what we saw in December. 
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Q Now, v ouldn't Gulf o r Southern Company bulld 

its own peaker to meet an anticipated peak if that 

would be less expensive than what it antl cipate d that 

it wo uld have ~o pay in a bidding system? 

A Are we ta l king now about the concern o f the 

vacillation in the price? 

Q Yes . 

A Yes. What WE> 11ould do is try to estimate 

wh~t we thought the pr ice might be, if we ~ould d o 

that; and we might, and I would think we would, g o 

ahead and make arrangements to the capac ity rather than 

just waiting to see what the price might be, but you 

may not be able to do that . 

Somebody might no~ be wi lling t o se ll yo u 

capacity on just a very sharp peak basis. They mi ght 

only be willing to sell you capac ity it you buy it for, 

say , several years. So you're at the mercy o f the 

market then it you don't buy what l think he migh t 

characterize as baseload capacity, you migh t be at the 

mercy ot the market in trying to buy c apaci ty j us t for 

the sharp peak, one-hour type capac ity. 

0 But if the price is too much, or it the pri c e 

reaches a certain point, Gulf or Southern Company would 

simply build its own peaking unit, is that correct, to 

meet that peak? 
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A Well , I can't say f o r sure, because o ne of 

the problems we run into is where does real li f e 

operation stop and where doe s the theor y start? 

And I think i f we look at what happened at 

the Christmas freeze in 1989, it'~ my unders tanding, 

and you can correct me if I'm wrong, that the uti lities 

in Florida recoqnize that once every f1ve or so years 

they do get a severe front coming through, and ri g h t 

now I don't believe they ant ic ipate adding capaci t y f o r 

a reoccurrence, say, of the December 1989 f reeze. If 

that happens again, their plan is to try to offer the 

c ustomer as much advanc e notice that they are going t o 

drop the load, and their plan is to not serve the lo~d 

for that we might call a brier peak. 

Q Then in that case the y wouldn't incur the 

infinite costs that you were •alking about? 

A That's right. They would no t build the 

capacity. And my point is that Mr . Wr i ght' s theo ry 

presumes that for a brief peak you wo u ld always build a 

peaker. In tact , you may decid e it's be tter, 

considering all the variables, to j ust not serve that 

peak. And, i n fact, it Gulf - -

COMMISS I ONER GUNTER: Mr. Ho well 

WITNESS HOWELL : Yes , sir. 

COMMISSIONER GUNTER: Ju·e yo u a ware that we 

FLORIDA PUBLIC SERVI CE COMMI SSION 



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

• 1J 

14 

15 

16 

17 

18 

19 

20 

21 

22 

2) 

24 

25 

)5 49 

have one utility in the state that is con~emplating at 

this time either somewhere between 6 and 900 megawatts 

o f peaking cap~city? 

WITNESS HOWELL: Yes, sir. 

COMMISSIONER GUNTER: Oka y. 

WITNESS HOWELL: And I apprec iate that, and 

as well as Gulf and Southern are plannin1 t o add 

peaking capacity aR the next ce ~acity. 

My only point was that I don't lhink they are 

planning to add enough capacity tor reoccurr e nce o f the 

Christmas freeze. 

The cost effective thing to do, I think, has 

been determined to be don't try to serv~ that peak. 

And that's the only point I wa a trying to ma ke, is tha t 

Mr . Wright assumed in his meth~ology that you would 

always serve the peak and, i n fac t, it may no t be cost 

effec tive t o do so. 

0 (By Mr. Burgess) Well, to the extent there 

wou l d be wildly rluctuating costs, they would be copped 

by the cost it would take to build its o wn peaki ng 

unit, wouldn't. it? 

A Only it you built it. 

0 And if you chose not to serve the load, t hen 

you wouldn't be incurr i ng those costs a,yway, would 

you ? 
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1 A You would only choose not to serve the load 

2 if you could not secure capacity. Obviously if you 

J didn't construct the generation, and you were depe nding 

4 

5 

6 

on the 

secure 

unable 

market, 

capacity 

to, then 

you would makA every 

to serve that .1.oad. 

you'd just have to 

attempt to try to 

And it' you were 

no t serve it. So it 

really all depends on how you went into the situation. 

8 

9 

10 

And my only point is that you would not necessarily 

always build a peaker to serve peak load. (Pause) 

0 Do you know what the planning criterion is 

11 to the state as far as loss of load probab1lity? 

12 A There are two c riteria, two separate sets of 

1) criteria. The peninsular has one set and Southern has 

14 another set. 

15 0 

16 Florida? 

17 

18 

19 

A 

0 

A 

Do you know what it is tor Peninsular 

Yes. 

Can y ou tell me what that is? 

As ot a year ago , unless they've changed it, 

20 it'n . 1 LOLP is thei r criteria. 

2 1 

22 

23 

0 

A 

0 

And what does that equate to as far as the -­

Reserve m.argin. 

No , as tar as the number of days in a given 

24 period o t time t ;1at would be acceptable for not being 

25 able t o serve load. 
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1 A It really doesn't -- 1t doesn't equate; you 

2 cannot equate it to that. 

J In reliabili ty criteria, as we have st~uggled 

4 with th i s with the Commission tor a number of years, 

5 and you all know this, thu . 1 LOLP is very difficult ~o 

6 comprehend compared to a reserve margin which is 

7 somewhat easy t or see. Some have tried to e xplain LOLP 

8 as a .1 LOLP means a tenth or a day pe r year, or onP. 

9 d a y in ten years. 

10 

11 

0 

A 

That's my question, is one da y in ten years. 

That's what I was gett ing to. That's what 

12 has been explained by some, but that is not what the 

1 ) c alculation means. The c alculat ion is a rather 

14 comprehensive, and I will acknowledge, complicated 

15 calculation that l ooks at the probability in all of the 

1.:> periods that you break it down into. If you try t o 

17 equate it to something, the one day in ten years is a 

18 little mislead \ ng as far as I 'm conc erned. TI1at's not 

19 not what the .1 LOLP means. 

20 

2 1 

0 

A 

Is one d by in five years what it means ? 

No, that's what I'm sayi ng, it does not mean 

22 that . The .1 I OLP means literally i t yo u look at all 

2J the cumulative probabilities of not b~ing able t o serve 

24 the load in al l the periods where you dis~ggregate the 

25 load period, they sum up to 0. 1 tor the y£ar. 
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COMMISS I ONER GUNTER: So whllt you're rea lly 

talking about is aort of a stat isti c ll l probability. 

WITNESS HOWELL: Yes, sir, that's a good 

characterization. 

COMMISSIONER GUNTER: As versus an actual one 

day in ten years. 

WITNESS HOWELL : Yes, sir, tha t's righ t. 

COMMISSIONER GUNTER: The statistical 

probabil ity over that time period , it you set a number 

o t factors together , it could perhaps be equated to o ne 

day in ten years? 

W1TNESS HOWELL: That's right. 

COMMI SSIONER GUNTER: But you have to have 

all tne blocks together for it to work out that way . 

WITNESS HOWELL: Yes, you do. 

COMMI SSIONER GUNTER: I s n't that right? 

WIT~ESS HOWELL: That 's r i ght . 

COMMISSIONER GUNTER: Okay . 

WITNESS HOWELL: Thll t answer yo ur questi on ? 

0 (By Mr. Burgess) Yes. And my qc estion with 

r egard t o that is: Then isn 't thllt iuconsistent with 

your comment that peninsular u t ili t i e s are simply 

anticipatin~ at this po~nt not being abl e to meet load, 

t o serve the i r load, once ever y r ive years? 

A No. Not at all. The uti li ties do n't know 
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how otten they're not going to be a~le to serve the 

load. They do recognize that severe cold fronts come 

throuqh and recently it has been on the o rder of once 

every five years. We had one in 1?83, I believe, where 

there were problems. I don't think they were anyth i ng 

like what they were in 1989. 

We don 't normally get that cold a weather i n 

the peninsula evory year, but about every five years, 

you have one come through. Sometimes i t's two years in 

between, sometimes maybe 10 o r 15 years in betwee n. 

They just don't know. 

But my point was that, as a re s ult o ! the 

analysis ot what happened in Christmas of 1989, the 

utilities have determined that it's not practical t o 

try to construct generation to serve that kind o f load 

because it occurs so infre quently. And t hey have 

decided tor now, at least, that they just wo n't 

construct capaci ty to serve that load, they wi ll let it 

go unserved. 

That is not in any way connected wi th t he 

criterion ot .1 LOLP. Because i f you reca l l what I 

said earlie~· , part ot what you do in the LOLP analysis 

is you divide your load into various periods and you 

use what we c all a weather - adjusted load forecas t whi ch 

does not take i nto account these unusu~l ~berrat ions ln 
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1 weather. So the two are really not related. 

2 Q So what you are saying, you would expect a 

3 peninsular utility that built based on a .1 LOLP to 

4 experience outage or inability to serve load about once 

5 every five years? 

6 A No. I didn't say that. 

7 Q I thought you indicated that that's what the 

8 peninsular utilities are anticipating is simply not 

9 being able to serve load about once every five years. 

10 A No . I said in this particular ins~ance, they 

11 have deemed it not practical to try to serve that load. 

12 They do know they have cold fronts come through, every 

13 so, every four, every five years on average. Some of 

14 the cold fronts, they're able to serve the load; some 

15 they're not able to. It really depends on the 

16 conditions that exist at the time. 

17 If you look at all the conditions that 

18 existed in December of 1989, if things that weren't 

19 right or ideal would have been different, they would 

20 have been able to serve the load . But you look at all 

21 the things that happened to them and they were just 

22 unable to serve the load. 

23 If we got weather just like that again next 

24 year and conditions on the system were different, they 

25 might be able to serve the l oad . You again have to 
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1 look at the probability of being able to do it. 

2 0 Within that probability of . 1 LOLP, would you 

J expect the inability to be able to meet the load 

4 requirements to take place at least once e very five 

5 years? 

6 A I really don't have a feel for that because I 

7 have no t looked at how often and how much load they've 

8 had to drop. I think all of ua recognize that, with 

9 all the press this one got last December, we looked at 

10 it a little bit closer. I'm not familiar with some ot 

11 the others in as much detail as I am that one. {Pause) 

12 

1) 

1 4 

15 

0 Mr. Howell, is it correc t that Gulf Power 

intends to add peaking generation to its system in 

119957 

A It was either '94 or '95. It you will give 

16 me just a second, I'll look it up . 

17 

18 0 

That's right. 

And the pu.rpose of this is to satisfy the 

19 reliability criteria requirements for its s ystem load ? 

20 

21 

22 

A 

0 

A 

No. 

Will you tell me what the purposP is. 

It's to satis fy the percent reserve 

2J c riterion. 

2 4 0 Is it correct that the peak demands 

25 anticipated are driving Gulf ' s or Southern' s need to 
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1 add this peaking capacity? 

2 

J 

A 

Q 

Right . 

Ta it correct that the combu s tion turbines 

4 are being constructed or anti c ipated t o be constructed, 

5 rather than some other unit, bec ause o f the economic 

6 considerations? 

7 

8 

A 

Q 

Yes. 

And when you agree with me that these 

9 economic c onsiderations are what drive t he deci sions as 

10 to this type ot plant, do y ou agree that what we 're 

11 talking about is that is the lowest projected present 

1 2 worth revenue requirements ot any other option that 

1) would meet the same requirement -- meet the same 

14 c riteria? 

15 I think yo u asked two parts t o the que s t ion . 

16 What was the first part, did I agree with what? 

17 Q Th3t the economic considerat ion is one in 

18 which this particular type ot c 4pac ity you antic ipate 

19 to prove the low~at present worth reve nue requi r ement 

2 0 o! the various alternatives? 

21 

22 

2 3 

2 4 

A 

Q 

A 

Q 

You're speaking of the 19?5 addit i on? 

Yes. 

The answer i a yes. 

As tar as you know , has Gulf e ve r built a 

25 baseload unit when pe aking ca~aci ty would have provided 
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1 a lower projected present worth revenue requ1rement? 

2 A Well , if you rev i ew that pa rt o f my rebuttal 

J testimony where I tall< about that, pl~nning is ve ry 

4 sophisticated now. We have very sophisticated computer 

5 models, we have very sophistic ated analysis tools whic h 

6 we now use in looking at tuture generati on. In the 

7 past, we weren't nearly as aophisticb ted as we are now 

8 and we didn't use these type or tools. And we didn't 

9 use what you might call the present worth of reve nue 

10 requirements bacx then, it was more o n judgment and 

11 other factors . 

• 2 And we can go all the way back, if you would 

13 lixe, to when we first started add i ng capacity . 

14 0 Would you say in h indsight that you have 

15 added baseload capacity when peaking c apa c ity would 

16 have provided a lower total present worth revenue 

17 requirement? 

18 A Well, I real ! y can't, I can't answer that yes 

19 or no. Bec ause J n the past, when we had the freedom to 

20 add CTs for many periods of t ime, there wer~ probl ems 

21 with CTs regarding reliability. And t~ .ey might have 

22 been available to add and on p a per they might have 

23 shown to be lower in cost, but Lhe experience ot other 

2 4 utilities was such that perhaps it wasn't t oo wise a n 

25 option. 
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So we -- and I'm speaking now of perhaps 20 

2 or more years ago. We have looked at other f4c t ors, 

3 including our judgment and what our capacity options 

4 are, and economics was no~ the only c riterion on whi c h 

5 it wa s based. 

6 I've said all that to say -- exc use me, go 

7 ahead. 

8 

9 

Q 

A 

No, go ahead, I' m sorry. 

I said all that to say what I said in my 

10 rebuttal, and that is that the considerations you use 

11 change over time. And that's the main point. 

12 Q Does that mean you've not gone back - - does 

13 that mean you don't know whether any of the baseload 

14 units that have been added were added when, even with 

15 the advantage of hindsight, that those baselc ad units 

16 were not the lowest present worth r evenue requirement 

17 al t ernative availaole to the system at the t ime? 

18 A I think the answer is yes . And I'l l 

19 elaborate. I came into System Plann ing in 1976. And 

20 no, I did not go back and look at what type of economic 

21 eva l uations were done for all the baseload typ~ 

22 capacity which Gulf added prior to that time. 

23 0 What at:,out since the time that you've been 

24 involved in the planning situation? 

25 A Since the time th~t I have been invo lved, the 
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ans wer is yea, that has been done . The r e a r e o n ly ~wo 

i ns:ances where we'v4 added c apac ity since then , and 

act ually o n ly twu i nstanc es s i nce 73, when i ~ was our 

last baseload un i t territo r i al . And that was in the 

Daniel and the Scherer case . And t he answer is yes, 

t ha : type ot analysis was d o ne, the economic analysis. 

Q In generation expanLion planni ng, is it 

correct that one ot the steps is t o s elect a list of 

t he g e ne r a ting technolog i e s that are cand idates for 

fut ure additions? 

A Are we speaking of what h as h a ppened in the 

past or what our present prac t ice i s ? 

Q What your pres ent prac tice is. 

A Yes. That ' s true i n our present p r a c tice. 

You note that our present prac t ice started, that I'm 

famil ~ar wi th , in mi d 1 97 6 . We have not had t o commit 

to any ne w capacity since then . 

Q Are you s ay i ng - - well, let me ask. We r e 

P lant Daniel, the conc truction of Pl ant Daniel and 

Pla nt Scherer , the s ub j e c t of this type o f eco.1om i c 

ana l ysis t hat's i,clude d i n the sou thern ~ y stem 

gene r atio n expansion p l anni ng document ? 

A I rather doubt it. Because Plant Daniel, the 

planni ng for t hat s tarte d in t he early ' 70s o r maybe 

before, long before I came i n to System Planning. I d o 

FLORIDA PUBLIC SERVI CE COMMI SSION 



1 

2 

J 

4 

5 

6 

7 

8 

9 

10 

11 

12 

• 13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

2J 

2 4 

25 

)560 

know some economic analys is wa s done, but I feel sure 

it was not anywhere near the rather sophisticated 

approach we now have. 

Plant Scherer, a lso, the plans for that wer e 

laid long before I came into System Planning as far d B 

adding that capacity on the system. I' m not that 

familiar with what e conomic options might have bee n 

done that initially resulted in that being included in 

the system expansion plan. 

Q When you say it was les~ sophisticated, Joes 

that mean that they would not have begun with f1rst 

developing the various a l ternat i ve p lans that might 

meet the requirements f o r the system? 

A Well, it means that it's RO far bac k and 

before my t i me that I really don 't know in deta i l what 

they did . I know what resulted , but I don't know what 

type o f, I don 't ltnow what kind of capacity opt ions 

they might have looked a t. You'll find that, as I sa1d 

earl ier, we're fat more sopnist icated, far more 

paranoid about keeping records now; and you j ust don't 

find those kind of records any more. These decisions 

occurred over 20 years ago and that' s a long time f or 

us to go back. 

0 I understand . So you don't kno w, really, 

what all did go in, what the various ste~s in the 
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planning processes were tor the units that were on line 

or the planning stages had reached a fairly extensive 

point by the time you otarted working for Gulf? 

A I'm sorry? 

Q By the time you became involved in the System 

Planning in 1976, 

A Okay. 

Q you are not aware ot the various steps in 

the planning stages or in the planning phase or 

deteroining which plants to bring o n to the syst~m ? 

A Certai.tly not in detail in all c~wcs. I will 

tell you that initially on the Southern System the only 

capacity we had, basically, was hydro. And we tr ied t o 

match load to capacity. And we did that because it was 

a very good, cheap energy resource. 

When we exhausted the economic hydro, we 

started adding saall oil, gas and coal steam uni~s. 

The first CT that Gulf added had to do with meeting the 

peak in the construction time frame. It wa s not 

associated with any econoaics, it waa just trying, 

saying, "What capacity is available to meet the peak 

that we see coming?• 

CHAIRMAN WILSON: Mr. Burgess, could you make 

a brief proffer ot evidence as to where you're go\ ng 

here? 
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KR. BURGESS: Basically, I'm deal i ng with the 

2 rebuttal testimony in the que s tion of his c riti c i s ms o f 

3 the equivalent peaker method. And the equivalent 

4 peaker method is based on the p l anning proc ess in the 

5 determination ot which plants t o bring o n line o r wh ich 

6 plant to construct, what type o f generating unit t o 

7 construc t. 

8 And so, as I understand it , tha t's the bas i c 

9 premises of the criticism, that the equivalent peaker 

10 method does not follow that particular planning . So it 

11 seems to me it's relevant to or direct l y res pons ive t o 

12 his rebuttal testimony. 

13 COMMISSIONER BEARD: A lot of disc uss i on o f 

14 the equivalent peaker method hack in the '60s ? Di d you 

15 use that methodology to develop the earlier hydr o 

16 plants, did we? 

1 7 HR. BURGESS: It's my unde r s t and i nq tha t Gulf 

18 is s aying that the plants that are e mbedded at t hi s 

19 point were not, that the choice of the plant was 

20 determined under a process that would not l e nd i t se lf 

21 to the economic considerations tha t we're d e aling wi th 

22 t oday. A.nd I ' m simply trying t o f i nd out prec i.se ly 

23 wha t e c onomic s processs or e conom i c cons iderat ions were 

24 being brought i nto the determination or ~o •hi ch plant s 

25 t o , what type ot generating plant t o bu i:d . 
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CHAIRMAN WILSON: Well , let's move o n al o nq 

(Pause ) 

(By Kr . Burgess) Hr. Howell , are all demand 

4 loads pro jected to be served by tho Southe r n System 

5 included in the generation expansion analyses c o nduc ted 

6 by Gulf? Are all of the demand loads that are 

7 projected to be served by the system, includ~d in the 

B expansion analyse s? 

9 A You mean the territorial l oad o ! our 

10 customers; is that included? 

11 

12 

0 

A 

Yes . 

The territorial load i s included. I'm not 

13 sure I understand if I'm answe ring your questi on or 

14 not. 

15 0 You are . Are you including the interruptib l e 

16 demand? 

17 A Well , as f ar as the generation expansion 

18 plan, we i nclude all the demand, but the int e rrupt ible, 

19 we recog n ize that that's a nonfirm load, so we c an 

20 i nterrupt that. So from that standpoint, it is no t a 

21 load that we would commit generation to serve. Doe c 

22 that answer your question? 

23 A Yes, it does. Thank you. 

24 In determ in i ng the most econo mi c plant t o 

25 build, do you include the interruptibl e l o ad a s one of 
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3 

4 

A 

Q 

As tar o s the demand, we are talking about? 

No, as tar ~a what the total overall c0st o f 

5 t he various alternatives would be. 

6 

7 

A I'm sorry, I don't u nderstand then. 

COMMISSIONER GUNTER: I thi~k he's trying to 

B say when you're doing your planning, you've g ot a 

9 bucket over here with demand in it. 

10 

11 

12 

13 

WITNESS HOWELL: Firm demand? 

COMMISSIONER GUNTER: Firm demand. 

WITNESS HOWELL: Okay. 

COMMISSIONER GUNTER: Now, do you inc lude any 

14 interruptible demand when you're dec iding what k ind of 

15 plant to build? Do you plan ~apacity for interruptible 

16 load? 

17 WITNESS HOWELL: We don't plan t o meet the 

18 interrupt1ble load, no. 

19 COMMISSIONER GUNTER: Do you plan c apacity to 

20 meet interruptible load? 

21 WITNESS HOWELL: We would not add capacity to 

22 meet the interruptible load. 

23 COMMISSIONER GUNTER: Do you plan capaci ty 

24 do you plan interruptible demand in yoJr capa c ity 

25 e~ansion plan? 
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1 WITNESS HOWELL: Well, all o t the ene~gy 

2 assoc iated with that , we do. I don't understand the 

J quest ion. 

4 COMMI SSIONER GUNTER: I'm trying to ask it 

5 ~very way. Do you -- wnen you have a generation 

5 expansion plan , do you look at i nte rruptible, that 

7 interruptible --

8 WITNESS HOWELL: Yes , sir, wo take it into 

9 account. We take everything into account. 

10 COMMISSIONER GUNTER: So you build Cdpacity 

11 fo r interruptible load? I! you're cons i dering it and 

12 it's a ll in the demand component. 

WITNESS HOWELL: We would not -- for example, 

14 i t ve were adding capacity t o meet 20\ r eserve margin, 

15 we would not put i n c apacity to serve the interruptible 

16 load because it is not go i ng t o be there. 

1 " COMMI SSI ONER GUNTER: Great. Okay. Great . 

18 I apologize. I just had t o keep --

19 WITNESS HOWELL: Yes, sir, 1 think e veryt ime 

20 I testify, I have trouble with at least nne question. 

21 tel . BURGESS: I have troulJle wi th at least 

22 one wi tness. 

2) 

24 time. 

25 

WITNESS HOWELL: I'm glad it's not me thi s 

COMMI SSIONER EASLEY: We'r e setting records. 
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CHAIRMAN WILSON : We alway s have trouble with 

2 a t least one lawyer. 

) COMMI SSIONER GUNTER: Yeah, but he gives me a 

4 r ide on his --

5 MR. BURGESS: Take that to heart. 

6 COMMISSIONER GUNTER: Yeah, but he g1ves me ~ 

7 r j de on his truck . 

8 Q (By Mr . Burgess) Is it correct that the 

9 generation expansion analyses are no t run for any 

10 pa r tic ular subset of hours each year? 

11 

12 

A 

Q 

I'm sorry, what now ? 

When you are determining the economi c 

13 considerations of the various generat ion expansion 

14 pc-ssibilities, in that analysis, do you run t.hc 

15 analysis for any particular subset of hours tor eac h 

16 year? 

17 

18 

19 

CHAIRMAN WILSON : Of "yours"? 

MR. BURGESS : Pardon? 

CHAIRMAN WILSON: Ot "yours" ? Ot " ours " ? 

20 Oh, you mean "hours." 

21 

22 

23 there . 

COMMISSIONER GUNTER: Wait until 10: 30. 

WITNESS HOWELL: I need a clarification 

I don't know if you're talking about the 

24 capacity d~termination based on the demand, or if 

25 you're talking about the production cost associ ated 
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1 economical analysis. Which one are we t nlking about? 

2 

3 

4 

5 

0 

,. 
0 

A 

(By Mr. Purgess) The latter. 

The latter? 

Yes. 

When we do the analysis, depending -- i n the 

6 mix program, yea, it does separate the year int o 

7 typical periods so that the method o f doing production 

8 ccst analysis, which is a probablistic type tec hnique , 

9 will more accurately capture the expected produc ti o n 

10 cost. So trom that standpoint, it divi~e s the year 

11 into proper periods to get a little bit better pic ture 

12 of the production costs. If we only looked at one 

13 period in a year, it would not give a very a ccurate 

14 picture of the production c osts. 

15 0 So it does include all the energy anti ci pated 

lC to be sold in a given -- in all the years f or wh ich the 

17 particular alternatives would be in effect? 

18 A Yes, it leaks at all the territorial load 

19 that we anticipate having an obligat ion to s erve. 

20 0 Now, you're familiar with the equivalent 

21 peaker and the refined equivalent pAaker method s o f 

22 classifying the costs of baseload generating unit s , 

23 aren't you? 

24 

25 

A 

0 

No, sir. 

You're not? 

rJ~RIDA PUBLI C SERVICE CO~~I SS I ON 



1 A 

J568 

That's correc t . My testimony was add~essinq 

2 the system plann i ng cons i dera tions, and I'm familiar 

J with tha t. All the other stuff t hey do, you need t o 

4 talk to maybe some other witness that we' ve sponsored. 

5 Q Would you exp l ain what you mean on Page 57 of 

~ your testimony , beginning on Line 9 whe re you indicate 

7 that it hardly seems fair tor a c ustomer who pays only 

8 the load capacity cost ot a CT t o enjoy the benefits o f 

9 low cost coal energy that flow from the h1gher pri c ed 

10 baseload unit? 

) 1 A Well, in the method proposed by Mr. Wright, 

12 he ' s propoAing, based on his test i mony, that all 

1J demand-related costs be associated w i~h whateve r the 

14 d emand is, and then i f you ha ve a unit that's no t a 

15 baseload unit , that you take t he sum equivalent cost, 

16 which I'm no t s ure exactly how they get, and include 

17 that as a demand-re la t ed cos t . And then, whatever 

18 investment is left over , afte r you've taken ou t 

19 whatever part wo11ld apply to a peaking equivalent, you 

20 put that i nvestment and recover that thro•Jgh the energy 

21 cost. 

22 Basic ally what that's doing is asking a 

23 customer who is -- uses off-peak energy, is going t o 

24 pay more of the capacity charge, it's asking him t o pay 

25 hig her capacity charge and still pay r o r the high cost 
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1 energy associated with the CT. 

2 To my way or thinking, it a fellow is going 

3 to be c harged ! o r the full cost or a baseload unit, and 

4 another customer is not, I would want to take all tho 

5 coal-generated energy !or myself, since I paid tor the 

6 baseload unit, and then let the follow that paid ! o r 

7 the CT pay !or the cost of the energy associated with 

8 the CT. And that was what I was saying; it just hardly 

9 seems fair. 

10 Q Is this residential class a low load factor 

11 class? 

1 2 A I don't know what the load factor is. I'm 

13 not tha witness !or that . 

14 0 Do you know what the various classes' 

1~ allocated responsibility or the production costs are 

16 under the equivalent peaker cr the refined equivalent 

17 peaker methodb? 

18 

19 

20 

A 

using . 

Q 

I don't even understand the terms you ar e 

I'm s o rr)' . (Pause) 

We ll, it -- if a part icula r customer c-lass is 

21 receiving the benefits of the -- ot the low -- exc use 

22 me, strike that. 

23 With regard tc your particu lar c riti c i sm that 

24 you hav~ a problem with a customer wh~ pays onl)' the 

25 load c apacity costs of a combustion tur bine , then 
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1 enjoying the benefits associated wi th fuel from a 

2 higher capital cost baseload unit, do you know whether 

3 that ' s happening, it you don't know what the particular 

4 portions o! those costs that each customer clas s is 

5 bearing? 

6 Well, I think it goes back t o what I said 

7 earlier in that testimony, if you'l l look at Page 6 

8 I'm sorry, on Line 6 there, and my testimony there was 

9 my understanding, and you can correct me if I'm wrong, 

10 i t s~ys basically what he, Mr . Wright, i a proposing, is 

11 that customers with sharp peaks pay the construction 

12 costs of the peaking unit, and customers with fla t l oad 

13 pay the construction costs o! a coal unit. 

14 Now, that's the impression I got !rom re~ding 

15 h is testimony . And based on that, you're asking 

16 customers that have a sharp peak to only pay the cost 

17 o! a CT. You're askinq customers with a flat load 

shape to pay t h e cost of a coal unit. And t o me, it' 18 

19 

20 

21 

22 

you ' re going to segregate what kind of plant they buy, 

they ought to get the energy out of it. And that's 

what I was saying is a little unfair to me. 

COMMl SSIONER BEARD: That ' s a new concept, we 

23 have load-bearing customers? 

24 WITNESS HOWELL: I'm sorry, what? 

25 Load-bearing members maybe? 
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CHAIRMAN WILSON: Sharp p~aks. 1 

2 HR. BURGESS: Thank you, Kr. Howell. ~hat's 

3 all we have. 

4 CHAIRMAN WILSON: Hr. Palecki? 

5 CROSS EXAMINATION 

6 BY MR. PALECKI: 

7 Q When Gulf was evaluating the purch3se o f 

8 Scherer, did Gulf consider peaking capacity as an 

9 alternative in its analysis? 

10 A Go i ng back to that time frame. the answer is 

11 yes, we did consider it and we re jected it. 

12 

1) 

14 

Q And when was peaking capacity considered as 

an alternative? 

A I can't really g j ve you an exac t time frame. 

15 We lo'ere aware that the fuel -- basically in 197 J, it 

H lie' 11 go back to that time frame -- when the Arab oi 1 

17 embargo sharply increased the price of oil, and then i n 

18 1979 when you saw oil prices again double and almos t 

19 triple, our eetimat~s at that time said that combustion 

20 turbines would not be cost effective compared to 

21 bas eload units because of the expected prices. 

22 ~ think l n about 1985 we saw a significant 

23 decrease in the price of oil and, therefore, the 

24 expected future price of oil. SometiJDe in that time 

25 frame in '85 is when, based on the estimates f o r 

PLORIDA PUBLIC SERVICE COMMISSION 



3572 

1 future, that we felt CTs were an econom1 c ally viable 

7 option. 

3 r do recal l that in 1984 we di scussed CTs , we 

4 evaluated them. There was a lot of concern o n our part 

5 about what's going to happen to the price o! vil. 

6 I think this Commission shared our conc e rn . 

7 They were pushing sales into florida . Nobody knew what 

8 was going to happen to the price of oil except we were 

9 concerned it was going to rise. knd I guess I can't 

10 givg you an exact date as to, you know, at thi u point 

11 we didn't consider it; at this point we did. I've 

12 tried to give you a feel fo r what our thinking wa s 1n 

13 that time frame. 

14 MR. PALECKI: We would ask for a late- filed, 

15 Documentation of Analysis o! Peaking Capacity as a n 

16 Alternative to Purchase of Scherer. kna any 

17 documentation of that analysis you may have in you r 

18 files would satisfy t hat r equest. 

19 CHAI~ WILSON: That would be Late-tiled 

20 Exhibit 617. 

21 (Late-filed Exhibit 617 identified.) 

22 Q (By Hr. Palecki) Are nuc l e ar plants and 

23 hydro plants included i n Exhibit J o f the J1 C a s " owned 

24 fuel plants," by each company? 

25 Let me turn to that, okay ? 
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MR. HOLLAND: Did you say h¥dro a nd nuc l ea r, 

: is that -- I didn't r.atch that. 

3 KR. PALECKI: In the question , ye s , nuclear 

4 plants and hydro plants. 

5 A Exhibit J, you said, t o the i n t e r c hange 

6 c ontract? 

Q Yea. 

B 

9 

10 

A 

Q 

A 

That's r ight . 

Exhibit J ot the IIC. 

Do you have a line number there you're 

11 reading !rom? 

12 

13 

14 

0 

A 

Q 

No, I don't . 

I'm sorry, what was the que s t ion aga in? 

Are nuclear plantP and hydro p l a nt s i ncluded 

;.. s in Exhibit J of the IIC as "owned fuel plant s" by e a ch 

16 company? 

1 7 A Okay. That's Line 3- B. No , t h at is not 

18 true . 

19 Q Is ttat the same answe r ! o r both nuc lear 

20 plants and hydro plants? 

21 A Well, the hydro is i nc luded in Se ct i o n Two. 

22 The nuclear is included a s a c apa c ity t here. 

23 It i s a tuel plant so it's pa rt ot the owned fuel 

24 p l ants. Mr . Pa r s ons testified ear lier that it ' s no t 

25 inc luded and h e was referr ing to t he c a pa ci ty pricing . 

FLORIDA PUBLIC SERVICE COMMI SSION 



)57 4 

1 We need t o be sure we keep all this straight 

2 i n that the price of the nuc lear un its doe s not appear 

J is not a part o f the calculation to determine the 

4 price . It has t o be a part or the calculation ~o 

5 determine what your load responsib i lity is because it 

6 obviously sorvoa some load , ~o it is part of that . 

7 Q Let me make sure I have thq answe r correct. 

8 Nuc lear plant• are owned fuel plants; hydr o plants a r e 

9 not. 

10 A As tar as the capac ity that is true. Not the 

11 pricing . 

12 Q On Page 26 or your rebutta l testimony you 

13 said that Scherer allows Gulf to avo i d the need to add 

14 c apacity between now and thg mid-1990s. 

15 If Gulf did not own 212 MW of Scherer, what 

16 capacity would have to be added before 1995? 

17 A Well, the Scherer capac ity, a long wit h al l 

18 the other capaci ty o~ the systPm, is what I'm refe rring 

19 t o. Obviously, if we d id not have enough capacity on 

20 Southern between now and 1995 , we would have to add 

21 some kind of c apacity to sati sfy our requirements. 

22 Sch e rer is o ne, is part of the ~apacity wh ich we have, 

23 which al lows us to n ot have t o add other capacity. 

2 4 COMMISSIONER BEARD: Let me ask that 

25 differently i t I c an, maybe we can ge: t he r e faster. 
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1 My understanding is with Daniel incl uded, and 

2 with Scherer excluded, you have 20 \ res erve marg1 n? 

3 WI~NESS HOWELL: Commissioner, I'm no t s u re 

4 what the number is. I will agree with Hr. Parsons tt.at 

5 i! we did not have the 63 megawatts, if we sold it, 

6 there ia adoquato capacity that wa c ould buy fr o m t :. e 

7 pool to where reliability would not be endangered. 

8 do not know what the number i s. We c ould calculate i t, 

9 if you'd like. 

10 ~OHMISSIONER BEARD: I've seen i t on a 

: 1 document, and I think it was without UPS sales 25 or 

12 28, and with UPS sales it was around 20\. At any rate 

1 3 my point would be this : Given that that were true , 

14 j ust as a hypothetical or subiec~ to further 

1 5 re-examination or whatever, eubject to verb, you're 

16 within the range o! 20 to 25\, right? 

17 

t8 

WI TNESS HOWELL: Yes, sir. 

COMMISSIONER BEARD: It Scherer d i dn 't exi st 

19 on the face o f ~he eart~, never eve n been drea med 

20 about, what would you add between now and 1995; 

2 t It' ITNESS HOWELL: If the ent i re unit were no t 

22 there? 

23 COMMISSIONER BEARD: Never even hea rd o f 

24 Scherer, doesn't exist, never heard 0 ! it , never 

25 thought about i t, but you hav~ t o d e = ide today wha t 
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1 you're going to add between now and 1995 to meet your 

2 overall syst&m needs, which is not only r eserve but 

J it's also demands or varying kinds. 

4 

5 

WITNESS HOWELL: Just Sch e r er J. 

COMMISSIONER BEARD: Just Sche r er J. 

6 Everything else is equa l. 

7 

8 

WITNESS HOWELL: That's 800 meqa wutts. Well, 

as I recall, the system reserves are about 20\. If it 

9 weren't there at all, it might have ~ade a difference 

10 in what we committed to sell. I doubt that we would 

11 add anything it Scherer J weren't there because we 're 

12 within a reasonable range. 

lJ COMMISSIONER BEARD : Okay. 1 tried and 

14 tailed. It's your turn. 

15 WITNESS HOWELL: I t .hought I answered that. 

16 I'm sorry. 

17 Q (By Mr. Palecki) I would like to ask the 

18 s ame questiora that Commissioner Beard just asked, but 

19 only in terms or Gulf's portion, and not in terms o f 

20 the entire SoLthern System. 

21 A We would not add anything if we Just didn't 

22 have that. 1! we didn't have that in all of our other 

23 resour ces, if you kept chipping away at what we now 

24 have , we migtt have t o add someth ing. But it' s part of 

25 the resources that we have that allow u~ no t t o have t 0 

PLORIDA PUBLIC SERVICE COMMI SS I ON 



1 

2 

add anything, and that's the poi nt . 

COMMI SS I ONER BEARD : Okay 

3577 

Let's assume that 

J we put the 63 megawatts in rate base, okay, as you'va 

4 requested . My understanding is that between now ano 

5 1995 you plan on adding some peaking c apaci ty? 

6 

7 

WITNESS HOWELL: In 1995 . 

COMMISSIONER BEAPD : But now }OU're te l ling 

8 me it ~e -- it the Gult portion of Schere r didn't 

9 exist, you wouldn't add anything. 

10 WITNESS HOWE!~L: We wouldn't add anything 

11 now, it , in tact, we didn't have any of the 800 

12 megawatts on the Southern System, and we were 800 

13 megawa tts short, and there were -- and the un i t pow~ r 

1 ~ s ales is not a considerat ion , by 94 we pro bably wou ld 

15 add something. I'd have t o look at it. 

1 6 COMMI SS I ONER EASLEY: What would you add by 

17 '94 . Guess. 

18 WITNESS HOWELL: If w~ d idn't have Sche r er 3 . 

19 We'd add a combubtion turbine. 

20 0 ( By Hr . Palecki) How much o f Scherer 3 is 

21 dedi c ated t o territorial serv ice in l~te 199 4? (Pause) 

22 Would you acc ept, subject to check , 177 megawatts ? 

23 

2 4 

25 

Y.R. PALECKI : ~e have 17 megawatts . 

COMMI SSIONER BEARD: Scherer J. 

HR. PALECKI: Schere r J. l:.xhiblt No . EBP-1 , 
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Schedule 10. 

WIT~ESS HOWELL: Commissioner, 177, that's 

the r i ght number but that' s what's sold, so the part 

that's committed to terr i torial would be the difference 

in 212 and 177. For the record, that' s J5, unless I 

m.ade a mistake. You said in late 1994. I assumed up 

meant like the last hal! ot the year . 

KR . PALECKI: Correct. 

WITNESS HOWELL: 35. 

0 (By Hr . Palecki) Would ha ving an additional 

35 HW on the system allow you to avo id building a 

plant? 

A Avoid building which plant now? In 199~ 

we're not going to add anyth i ng . 

0 A peaking plant in 1994 . 

A I'm sorry, I don't understand the questi on. 

0 Well, you just said wi thout Scherer you would 

add a peaker in '94. Now we f lnd out that the only 

amount o f Schere r that's included in the territorial 

service is JS HW . 

A I think we're confusing wnat we do on Gulf, 

with what we do on Southern, and if we di d not on 

Southern have Scherer : , then my best guess is yes, 

we'd add a combustion turbine in 199 4 because we would 

be sho rt of capacity below wha~ we expec t our ranse t o 
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be. 

Q Would you add a combustion turbine f o r 35 HW ? 

On !"outhern, no. I doubt that. We might. 

You know, well, Gulf is ~art ot Southern, if we're 

right on the edge of needing to add capacity, at some 

point you've got to add capacity. And I think all ot 

us realize that you probably wouldn't a<!d capaci\.y if 

you' re one megawatt short but a t some po i nt you're 

going to be over a hump you say yo u need to add 

capacity. So for 35 megawatts, that's a sm.,ll amount 

on Southern . We always look at what might be available 

on Southern before we ma ke any dec isions to add 

capacity. 

0 I'd like to ask for anotter late-!iled. 

Could you please provide an exh i b i t which shows the 

effect ot a 10 w coqenerator, the effect a 10 w 

coqenerator would have on Gulf's c apacity receipts 

through the IIC --

COHMI SSIONER EASLEY: Didn't you ask f o r th is 

earlier? 

COMMISSIONER GUNTER: 10 rneg"lwat.t. 

MR. PALECKI : 10 megawatt cogenerator, the 

effect the 10 megawatt coqenerator would have o n Gulf's 

capacity receipts through the IIC it that 10 mega wa tts 

were i ncluded as a capacity resource to Gul t. 
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1 MR. HOLLAND : Isn't tha t whal you ask ed r o r ? 

2 COMMI SSIONER EASLEY: I don ' t remember . 

3 CHAIRMAN WI LSON: The reason 1 had this 

4 s ounds really fam i l i ar 

5 

6 

MR . PALECKI: Th is has alread y been included . 

MR . HOLLAND: The re we r o 1ato -fileds t hat 

7 were right together , and I think t he second one 

8 Comm1ssioner Easley asked f or is ident ical to what you 

9 j ust asked f o r . 

10 HR . PALECKI: Thi s i s o n a n ite~ that we have 

11 been reque sted by --

1 2 CHAIRMAN WI LSON: Wel l, gc ahead, we'l l give 

lJ it an exh i bit number . If i t 's a du p l ica te, t hen you 

1 4 on!y have t o give one o r mak~ t wo c opies . I don't 

15 c are. 

16 HR . PALECKI: We'd l i ke like you t o provide 

17 thi s in the same f o rm a s Exh ib i t J of the I I C . 

18 (Late-F i led Exh i b it No. 6 1 8 i de ntified. ) 

1 9 WITNE~S HOWELL: That's a 1 0 mega watt 

~ u cog e ne rato r add e d t o Gul f's s ys t em r o r whi c h year? 

21 HR. PALECKI: Inc luded a s a capac ity resou rce 

22 to Gulf i n 1990. 

2 J CHAIRMAN WILSON: I have that a s Lat e- fi led 

24 5 8 6 al r ead y. 

25 HR . PALECKI: Th is is ~ n ite~ t ha t Bob Trapp 
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1 wants. 

2 CHAIRMAN WILSON: We c an go ahead and leave 

J it with both numbers. Only supply it on~e. 

4 WITNESS HOWELL: This is with the assumption 

5 that it is a capacity resource. I think we've 

6 testified earlier that if somebody came to us in 1990 

7 we would say we don't nee1 capacity ri~ht now, we 

8 wouldn 't put it i n. But if you want t o make the 

9 assumption, am I understanding the hypothesis right? 

10 MR. PALECKI: That is correct. 

CHAIRMAN WILSON: You had previously asked 
I 

12 lfor that exhibit from Mr. Parsons? 

lJ CHAIRMAN WILSON: And you hdd previously 

14 asked for that exhibit from Mr. ~arsons? 

15 COMMISSIONER EASLEY ; In a dit ferent 

16 COMMISSIONER GUNTER: It was in a different 

17 context, though, because in that time period we wrre 

18 talking about the capacity equalization and what it 

1 9 would do if you ' dded additional c apac ity? And I th ink 

20 the i ncrements were the same, 10 and 2 0 megawatts , and 

21 what it wou : d do to that equalizati c n process that 
I 

22 ) wou ld take place throughout the --we wasn't count i ng 

2J ! savannah. We thought there weren't but five compa n ies ; 

24 l but we found out, after reviewing you all's pre tty 

25 I l i ttle thing, six companies in the Southern Company . 
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1 MR. HOL.LAND: r ive ope1·at 1 ng comp c: n i e s . 

2 ,, (Discussion o ff the record) 

) 
II MR. PALECKI : So this is a separate 

4 Jlate-f iled, since it i e the effect or the plant on IIC ? 

5 l CHAI RMAN WILSON: Yes. 

6 WI TNESS HOWELL : Is that 618? 

7 MR. PALECKI: Yes. 

8 (Late-Filed Exhibit No. 618 identified.} 

9 0 ( By Mr . Palecki) Is it correct that under the 

10 I IC the energy c harges Gulf pays t o Southe ~ n whQn Gulf 

11 touys power from the pool a r e based on the Southern 

12 . ystem' s hourly e conomic d ispatc h sequence? 

13 A Well , we don't use those terus , but it's 

1 4 certainly based o n , all the d lspatc h is based o n the 

15 e c onomic, the system economic ~ispatch; and the pr ice 

16 that we pay is governed by what units a r e d ispatchi ng. 

17 0 Is it correct that under the Company's IIC, 

18 the capac ity c harges Gulf pays tc Southern wh un Gu lt 

19 buys from the pov l are based on monthly equalized 

20 reserves? 

2 1 A Yes. 

22 0 Is it c orrec t that, for a significant porti on 

23 o f the costs inc urred by Gulf when the Company is 

24 buying power, that seasonal rates cha rg~d to the 

25 ultimate customer are not tracking costb in the way 
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they are incurred? 

I don't know anyth ing c bout seasonal rates . 

Hr. Haskins could probably address that. I can talk 

4 about the payme nts we make in the interc,lange. 

5 0 Well , the reason I'm asking you is that, wtoen 

6 we aakod Hr . Haskin s these ques tiona , he referred us t J 

7 you. And I could specifica l l y refer to Mr. Haski r.s ' 

8 testimony, he said t hat Mr. Howe ll would be able t o 

9 answer these. 

10 COMMISSIONER BEARD: Then h e l ect. 

11 (Laughter ) 

12 COMMISSIONER GUNTER : Are you sayi ng he lied? 

13 (Laughter) 

14 WITNESS HOWELL: I 'll be gl a d t o e..<plore this 

1 5 with y ou and tell you what I kne w, but t h e r e's a lot I 

16 don't know about ratemaJdng and rate setting. 

17 HR. HOLLAND: I know the re was an 

18 interrogatory response that asked tho same que s tion 

19 that we r esponded ~o. and for th e li f e of me, I don't 

20 know 

21 

22 

WI Tt; ESS HOWELL : We d id havP <'In int errogatory 

response and I d on't know exac tly what it said. But 1 t 

2l said something t o the ef fect o f , " Why do yo u not have 

2 4 seasonal rates i n the i nterc hange? " A:ld we did 

25 respond in there, as I will say now, thdt ~e base it on 
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1 the cost that's incurred . And this GUestjon came up 

2 again, I recall, in my direc t. We charge capacity 

3 prices based on t he cost that's incurred. And if the 

4 plant is there year-round, then we c harge it 

5 year- round . 

6 You might think or capacity as something that 

7 maybe you borrow money to go build and the banker comes 

8 around every month and says , "Pay me the interest on 

9 the money you borrowed . " And from tha t s tandpoint, the 

10 capacity costa you on a monthly basis, ~o we charge on 

1 1 a monthly basis . And all this, or course, is in str1ct 

12 accordance with what FERC allows and approves. 

13 Now, as to why that's different from the 

14 seasonal rates !rom the standpoint of energy costs, 

15 energy costs are very ~~ch, if you will, seasonally 

16 adjusted in the interchange. Our costs are higher in 

17 the summer, so we charge accord i ngly whatever the 

18 prices are. They're lower in the off peak typi cally 

19 because you have fewer of your higher-cost units 

20 dispatching. 

21 Other than that, I reall y don't know that 

22 much about seasonal rates. 1 know we have a 

23 winter/summer differential or I know we used to. 

24 have no idea how they calculated it. 

25 MR. PALECKI: We have no f~rther questions . 
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CHAIRMAN WILSON: Questi ons, Comm i ssioners? 

COMMISSIONER BEARD: Real quick. 

CHAIRMAN WILSON: Five mi nu tes ? 

COMMISSIONER BeARD : Yeah. Scherer ), you 

5 got 149 megawatts right oow that arc UPS sal es, okay? 

6 WITNESS HOWELL: Right. 

7 

8 flow. 

9 

COMMI SSIONER BEARD: Tell me how tne dollars 

WITNESS HOWELL: Basic ally, we charge the 

10 customer in accordance with how Hr. Dawson told you we 

11 make up the capacity charge. That is pa i d th~t is 

12 charged to the off-system purchaser , FP&L and JEA. 

13 COMMISSI ONER BEARD: And i t 's charged at the 

14 Scherer J rate? 

WITNESS HOWELL: Well, yes. Al l those 

16 components he talked about, whi ch inc lude allocation o! 

17 general p l ant and all the things that a re a pplicabl e to 

18 that . 

lS COMMI SSIONER BEARD: And then Southern Sys t em 

20 pays Gulf? 

21 WITNESS HOWELL: Yes, sir. I think -- the 

22 contract specifies, and I don't r~cal l, that FP&L has 

21 to wire the money to SCS to an accoun t they have set 

24 up; and I don · t know how scs gets the mo ,ey to us, but 

25 Arlan could probably tell you that. 
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But SCS just serves as a collection agent !or 

2 the compan iea. Because, part icularly like in FP&L and 

3 J EA, three ditterent companies are making sales of 

4 capacities that they have ; so SCS charges, they get one 

5 c heck, it you wil l, over the wire !rom the customer and 

6 then SCS a11ocatQa the money out based on who is 

7 providing what . But it is very much ~ased on the 

8 incremental coat ot the unit . 

9 COMMISSIONER BEARD: When it gets to Gulf 

10 Power, where doea it go? 

11 WITNESS HOWELL: Mr. Scarbrough is coming up 

12 after me and I d on't know what he does with the money. 

13 

14 the l!.ne? 

15 

16 

17 right? 

18 

COMMISSIONER BEARD: Above t~e line? Bel ow 

WITNESS HOWELL: Okay. 

COMMISSIONER BEARD: Wait on Hr . Scarbrough, 

WITNESS HOWELL: I think it wil l be best. 

19 Because I do know that the capacity associated with 

20 that is not in the territorial rate base. He is very 

21 familiar with the accounting of that. 

22 COMMISSIONER BEARD: That's fine, I don't 

23 have anything turther. 

2 4 

25 

CHAikHAN WILSON: Redirec t ? 

REDIRECT EXAMINATION 
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BY MR. HOLLAND: 

0 Kr. Howell, in response to Commissioner 

Beard'& question , though, you are aware that the unit 

power sales is a separate jurisdiction from the re cail ? 

A Yea. 

0 In that the revenues der ived from the ~?S 

sales would not be allo~ted to or put i nto tne retail 

revenue aide? 

A Th~t's my understanding, as the cost of the 

capatity is not in the rate base, also. So it's 

consistent. 

0 Okay. With respect to some questions you 

were asked by Kr. Burgess, how many of Gulf's 

generating units resulted ~rom the plann i ng method 

described by Kr. Wright in his testimony? 

A None. 

Q Would the equivalent peaker method that he is 

advocat i ng cause mor e or less of the CTs or the peakers 

to be bu i lt on Gulf's system long-term? 

A Well, it we go to what he is saying, it will 

cause more CTs to be bu i lt because i t w1 ll send the 

signals to the customer that there's no problem wi th 

using energy o r capacity over the peak. And you'll 

!ind that you'll have a pealder type o ! load snape. 

~ou'l l get ott o! coal, you'll get ~n to oil. In the 
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future, you'll wind up building more CTs, you'l: have a 

2 higher demand, and ~hat would be the result o f that. 

) 

4 

Mrt. HOLLAND: That's all I have. 

CHAIRMAN WILSON: Anything further? All 

5 right , thank you very much. You may step down. 

6 How much cross examination do you have for 

7 Mr . Lee? 

MR. BURGESS: None. 

KR . PALECKI: None . 

COMMISSIONER EASLEY: He said none . 

CHAIRMAN WILSON: All right, ca 11 Hr . Lee . 

KR . HOLLAND: If no one has any questi ons, d o 

8 

9 

10 

11 

12 

1) the Commissioners - - he's got a summary o f his 

14 testimo~y . we need to give him that oppo rtunity. 

15 KR . PALECKI: We have no ob j ec tions t o his 

16 prefiled t estimony being inserted into the record . 

17 

18 

19 

a mi nute. 

MR . HOT~D : Let me confer with hi~ f o r jus t 

(Pause) 

KR. Houwu:o : We c an just stipulate his 

20 rebuttal t n, we'll send him home. 

21 CHAI~~ WILSON: All right, we 'll do that. 

22 Thank you . Without objection, the rebuttal test imony 

23 --wait a minute, I want t o see your c ha rt (Laug hter ). 

24 COMMISSIONER BEARD: That's enough , back 

25 away. Thn t's really good . 
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COMMISSIONER EASLEY: I c an understand that 

CHAIRMAN WILSON : Without objection , l1is 

4 rebutta l testimony is inserted into the record and the 

5 exhibits have already been stipulated? 

6 MR. HOLLAND: Y as . 

7 (Exhibits Nos. 126 through 128, inclusi·: e, 

8 stipulated into evidence.) 

9 

10 

11 

12 

1) 

14 

15 

16 

17 

18 

19 

2 U 

21 

22 

2J 

2 4 

25 
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GULF POWER COMPANY 

De fore the FloL~da Pub llc Serv1c~ Commtsston 
Rebut ta l Test1mony o f 

Colen R. Lee 
In Support of Rate Re 1tc ! 

Docket No. 891345-El 
Date of F1.linq Ma y 21 , 1990 

6 Q. P lease state your name , business addres s and 

7 occupation . 

8 A. My name is Colen R. Lee and my bus1ne ss aodr~ss 1s 50 0 

9 Bay front Parkway, Pensacola, flor1da 32 501. ( dm 

10 General Manager of Power t;ene r atlon f o r Gulf Powe r 

11 Company. 

12 

13 Q. Are you the sa.e Colen R. Lee vho tcst1fic d prcv1o~u ly 

14 i n this proceeding? 

15 A. Yes. 

16 

17 Q. Wha t is the purpose of your testimony? 

18 A. My purpose is to rebut the test1mo ny o f Mr. Hd 1muth w. 

19 Schu ltz, a nd ~s. Roberta S . Bass and the pos1t1ons 

20 taken by them w1th respect to 1ssues rul Scd 1n Lhts 

21 case w1thin the p r oduct1on func tt ~ n. 

22 

23 Q. Hav e you prepared an exhib i t that conta i n s informat1on 

24 to which you vill refer in you testimony? 

25 A. Yes. 
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Counsel: we ask t~at Mr . L"'"' ' s cxhtbtt, c0mpr1~c~ 

o f 3 scheduLes, be ffiar ked f o r tdent1!1 rat10~ rtS 

I )L.- l:l i 
Exhtbtt$ ____ (CRL-2) 

s Q. Beginning on Page 18 of hi s testimony , Mr. Schu ltz 

6 talks about turbine and boiler i n spections. Mr . Lee, 

7 do you agree with Mr. Schultz ' s tes timony ? 

a A. No. Mr. Schul tz makes a cuncluso r y s talem~n t that LhL 

9 $ 5.3 4 mill1on budgete d tn 1990 for turbutc an d bo t 1e r 

10 inspection s i s not r easonable . Hi u analyst s d oes no t 

11 e ven attempt to review the work that has been b udg eted . 

12 Mr. Schultz has no expertence 1n th e construc tt on . 

I 3 operation or ~aintenance of power generat t on 

1 4 factlittes. I have bee n emp l oyed 1n some area o f 

15 generating p lant engineer1ng , ma1ntenancc and 

16 superv1s1on f o r t wenty f i ve years. My Depa rt~·n 

1 7 Management S ta ff collectively, has 1, 793 year s o ! 

18 generat1ng plant e xpe rtenc t wh1ch a vcra yPs 

19 a pp r o xtma tely 20 years per person. 

20 

21 Q. Mr . Lee , what should the Commission al l ow for turbtne 

22 and boi l er inspections? 

23 A. As I stAted in my d~rect t cs ttmony , s1ncu 198 4 Gulf n~s 

2 4 performed our turbJ.ne an<.l bo1ler tn ~.>p •· c: tt uns 

25 essenttal l y as scheduled and all r .e c~.;::.::.~ ry wo rk wu s 
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performed . Gulf budgeted SS. 3 4 m1ll1on for turb1 n~ and 

boile r inspect ions for 1990. The 1990 budgeted omo un t 

i s r easonab l e and s hould be the a mount a llowed by the 

Comm1ssion. we es t ima t e Lhat Gulf's ac tua l tc r rltOrlJl 

turb ine and boiler ins pection e xpense for 1990 w1ll be 

ove r the 199 0 b~dget o f $ 5 . 3 4 m1ll1on. These expenses 

are for turbine and boile r work that 1s ne ces sa r y 1 n 

1990 . Therefore, I c a n assure th e Commiss1on that the 

$ 5 . 34 mill i on that was budgeted for turblne -nd bollc 1 

inapec t1on s is not unr easonabl y or unreal1st1cally 

high. 

13 Q. Beginni ng o n Page 19, of hi s testimon y , Kr . Sc hultz 

14 addre s ses Plant Danie l . Mr . Sch ultz tes t i f ies that 

15 Gulf d oes not have a ny control o v e r the P l an t Danie l 

! 6 expen ses. Mr. 7~ , d o y ou agree? 

17 A. Absolutely not . Mr . Schultz has tak Pn the d1scuts 10 :) 

18 of Plan t Dan1el conta1ne a 1n Mr . Gllbrrt ' s d~pos ltl u~. 

1 9 t aken Ln Docket 881167-EI, o ut o f c on text. Mr . ~ 1lbc r 

20 was e xp la ining the differ e n ce 1n docum(~ ntatlon produC•;d 

21 .1.n the 1989 budg e t p r ocess fo r " Co rpo r ate Contrul. ·:d " 

22 1tems; t hat 1s, e xpe nses cont r o l1 ~d e xternal to Gulf ' s 

23 norma l b udget p roces s . Mr. Schultz's mlSdFPllC~LlOn o ! 

2 4 t his discuss1on to the rcasonabl ~ncss of the Plant 

2S Danie l e xpenses resuL t s 1 n d d1 s t o rtcd and m1slcad1ny 

--------

l ~ 'I ! 
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pict ure of the interactio n between Gulf and M lSSlSSl~pl 

Powe r con cerning the op~ratl on a nd ma lntenanc e o f thls 

JOintly o wned facility . 

As a n active participan t on the Supc rv 1~ury 

r.omm i t tee that reviews all o f the o p e rat 1ng aspec t s o f 

Plant Daniel, I can unequivocally tel : the Comn,lss l on 

that we review the budg e ts s ubml tted t o Gulf f r om 

Mississippi Power for r easonab leness . Throu~J hout the 

year, we review the budget compa r ison report r egard1ng 

Plant Dariel expenditures versus budge : . 

I assure this Comm i s sion that through my 

participatio n in the overslght o f Plan t Dan1el, Gul f 

does have input and control over the e x p e ns e s budge ted 

by Missis s ippi Power for Plan t Danl e l. Ou r control 1 s 

not e xclu s1ve , nor should it b e , Sl nce Mis S l SS l ~pl ' S 

owne rsh ip in t h e Plant is equa l t o o urs . J would also 

point ou t that Mi s sissipp1 answers t o b o t h Gu lf 1nd l (J 

the1r o wn comm ission wl th regard to the reasonaolenc ss 

and appropr iateness of the e xpenses related to Plant 

Dan 1e l . Mississippi Powe r h~s ev e ry 1ncent1ve t o 

cont rol the se e xpense s . It 1s unreasonabl~ t o assu me 

o r imply that the operatlon and ma1ntenance aCt l Vlt!cS 

at Plant Dan1e l have b een conduc t ed on anythlny but 

the most profess1onal and p ruden t baRlb . Ba sed _, n my 

exper ience in th1s area o f e lcctrlc operatlo ns . c.~nc my 

.lj9J 
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partlClpat~on 1n the over s1ghL p roces s fo r Plant 

Daniel , I can assu r e t h 1 ~ CommlSSlOn lhat th1 s 1s t he 

case. 

Mr. Schultz's proposed adJu s tme nt fo r these 

expenses is noth i ng more than treating the ~e nchmark as 

an absolute limit on spending. He ma k~s no att~m~t to 

analyze the J Ustifications p r ov1ded f o r the benchmark 

variance of $ 646,000 which he seeks t o ~ x c lude . T hu s 

Mr. Schultz ignores the Commiss1on ' s c haracte r tzatl.on 

of the benchmark as an analy t1cal ~ool . 

As shown in MFR C- 57, o n page 44 o f 9 4 , P l a nt 

Daniel has three benchwark variance~ lls t e d that to tal 

$8 77,000. These va riance ~ a ~e $2 31 , 000 mo r e than t he 

overall Plant Daniel tota l benchmark va r1anc e o( 

$6 46,000. Two of the three benchmark var 1ances fo r 

Plant Daniel are items wh1c h a r e necessar y due t v 

regu la t o ry requ1 ~ements. The ash l~ndf1l l 1s ne c essa r y 

due to new e nv ironmental r egula t1o ns t.hat make tJ dc'l t ny 

ash pond c apacity virtually 1mposs1ble. The sodtu~ 

fuel addi tive is utilized to mee t en ~tronmen tal 

regul a tions concerninq part1 c u l a te e mls Slons. 

The third 1t em discussed 1n the Company ' s 

J UStlfication for the Plant Da n1el varldncc , t urb t ae 

and boile r, is o ver the benchma rk beca u se ~ he amount of 

work planned on Unit 1 at Plant Dan1~J 1s much more 
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extens1ve than the wo rk budgct~d tn 198 4. The 198 4 

amour.t formed the bas~ !o r t~e benchmark ca 1c u lat1o n . 

As stated in MFR C- Si, t he 1984 a llow~d f tgur~ tnc l ~d cd 

only a tu r bine valve 1nspec t1 0n fo r Dan t el J nit I. A ti 

also stated in MFR C- 57 , the 199 0 u udqet (o r Dan1cl 

tur bine and b o 1lcr wor k 1ncl udes wo rk on the Un lt l ow 

p ressure tu r bine , boiler feed p ump t u r btne a nd 

g enera tor, a l l in additi o n to the t~ rb1 nc v a l ve 

inspectlon . From a r ev1ew o f th e mater 1a l , 1t 1s 

appa r ent that the ove r all benchma rk va r 1anct for Ptant 

Daniel is mor e than JUStlfled . 

0. Mr. Schultz implies that Gu l f does n o t h ave the righ t 

to audit Plant Danie l expenses o r b i l l ings. I s th i s 

implica t ion c o rrect? 

A. Again , absolutely not. we certalnl y have the 1 1q ht t o 

conduc t an audit, o r t o have one conducted. Fo r 

manpower e ff1c1ency pu r poses, we have rel 1ed o n L it: 

audits pe rformed on o ur behalf by So uthe rn Compan y 

Serv ices. The re su lts o f these aud1t s ~nd our uw ~ 

direct 1 nvolvement i n th e o ven11qht process hav•· no t 

giv~n U b any reason to qucsr1on the appropr1at c n c s ~ o : 

Plant Da n1el e xpenses from any standpolnt . C~rt a 1n ly , 

wit.h thls backg r ound , 1t would be unwarra r.teJ on o ur 

part to dupllca te the a ud t t performed by SCS . 
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Mr . Schultz does not c h a llenge •ny of the 0 xpunse~ 

a t P l ant Danie l. He c rltl c lze s the process ds hu 

understands it ; an unde rstand1nq wh1 ch 1 s c learly 

wrong. The e xpenses at Plant Dan 1el a r c reason<lblc , 

JUsti f ied, and s hould be a llo we d 1n th1 s r a te r ase . 

7 0. At page 26 of his testimony, Mr. Schul tz quest ions 

8 whe ther the Company has taken the appropriate steps to 

9 detAra.ine the propriety of t h e budget for Plant Sr.hc re r 

1 0 steaa production expenses. Has t:he COmpany taJtcn the 

1 1 

12 A. Yes. Each year Gulf rev1ews the budget for Pl ant 

l 3 Schere r, that was p r epar0. d by Gcorg1a Powe r, f e r 

•ea sonab l e ness. Not on l y was th e f 1 rst year' s budqut 

15 reasonable , but as shown Ln my attached Schedu le 3 

l 6 (CRL- 2 ), the budgeted expend1tures for Plant Schure r 

1 7 have decreased each year s1nce the un1t ~ t ar tcd up ~~ 

18 1987. 

19 

20 o. Beginni ng o n Page 35 of his testimony, ~- Schu l tz 

21 proposes an adjustment related t o che Southern Company 

2 2 Services cenchmar~ variance for Generating Plant 

23 Electrical System Applicatio n . ~r. Schultz s uqqests 

2 4 disallowanr.e of t h e $44 ,000 related to th is wo r k. 

25 Mr. Lee , do you agree? 
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l A. No . As s t a t ed in MFR C-57 and the Company' s respons e 

2 to Public Counsel I nte r rogato r y 2 31, at t ached as 

3 Sch e dule 2 (CRL-2), thi s type o f work lS sp~c1al1z ed 

4 and Gu lf cannot j ustif y directly emp l oy1 ng person nel 

s for thi s type of special i zed work. Our eng 1 neer 1ng 

6 staff 1s we ll e duca ted, well tra1ned, e xpcr 1er.ced and 

7 dedicated to their profess 1o n. Th ey a r e know ledgeable 

8 in most areas of powe r plant work. Th1 s lS a un 1quc 

3 area in wt.ich o ur o the rwi se qualif1ed e ng 1ne.:rs arc not 

10 we ll t~ained and, therefore, spec1al1sts a rE! needed. 

1 1 Gulf , due to o ur s ize, cannot cost J UStlf y employ 1 ng 

12 pe rsonne l t o perform th1 s spec1a l1 z e d work. Through 

1) the economies of scale avai lable to SCS by v1 r tue of 

1 4 1ts work th r o ughout the Southern Electr l c Sys tem, the 

lS e xpe rt1 se of these spec ia llsts 1s made a va1 l able a t d 

l 6 much lower cos t than wo uld otherw1se be posstble . to 

1 7 t h e ultimate benefit of our c ustome rs. 

1 8 

19 Q. Beginning on Page 52 of hi s t es tLmony, Mr . Schul tz 

20 begins addressing ash hauling and storage at P lant 

2 1 Saith. ~J. Schultz s tates that t he ash hauling at 

22 Plant Smith is excessive . Mr. Lee , d o you agree? 

23 A. No. We hudgeted 1n 1q90 f o r the amount o~ ~sh that we 

24 e xpec t to dtg from the ash po nd and haul to tt1e .1sh 

25 l a ndfill. I n the past we had a c ontract t o d1g , haul, 

lj97 
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spread and compact ash at a cos t o f dpp r oxtmatuly $ 2. 48 

per cubic yard of ash. We utlliz~>d tht s a mo unt wtth <.111 

1nflation factor t1mes the a mount o f ash t o be no u lcd . 

for 1990 budgeti ng purposes, Gulf ..:st l ma t ed r o ugl ly 

$2. 65 per cubic ya rd s tncc the prevto us haul1~g 

contract was ending ana a new c o ntract wouid be bld . 

Therefore, i n =evi~wing our padt e xpenses and p re sent 

budget I strongly believe that these expenses aru 

J Ustified, not excess~ve and should be a l lowed by the 

Commission. 

12 Q. On page 5 9 of his testimo ny , Mr . Schultz U sts an 

13 amount of disallowance for fan and duct r epair. 

l 4 Mr. Lee, do you a g ree? 

15 A . No. The amount budgete d o f $1,10 9 , 000 ls th ~ amount 

16 Gulf needs t o properly mainta1n o ur cq u1pment. Th~ 

1 7 full J USt i ft c ation f o r the 1ncr c ased spend1ng 111 th 1s 

18 area is se t forth in MFR C-5 7 , p a -JcS 54 t hrouqh 56 Q t 

1 9 94. I do not Lelieve that th e Co mnnss1on s hould ma ke 

20 any dJ.sallowances to the expenses budge t ed fo r ta n .tnd 

21 duct repair . Mr. Sch ultz' s prac t1 r.c o f us 1ng a 

22 htstorica l Ave rage ~nalysis 1gnorcs the fact that, JS 

23 our plants age, the need fo r thls type o f wot k 

24 1ncrcases. Thl s pract1c e should be r ~Jected b y · he 

25 Commtssion. These e xpenses drC r~asonab le , 'us t tf l cd, 
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not e xcesa.1.ve and ~ hould be allowed by the Comml SS l On . 

3 Q. Beginning on page 78 of h is testimony, Mr . Schultz 

addresses condenser and cooling tower corrosion at 

Plant Crist. Mr. Lee, s hou ld any disallowances be made 

6 to this itea? 

7 A. No. Mr . Schultz in his t.estlmony could not reconcl l e 

8 the difference be twe e n the 1989 and 1990 budqc t for 

9 thl s work. The method used to calcu late the redu c tlOn 

10 between 1989 and 1990 is shown .1.n Scnedule 1 o f my 

11 e xh i bit (CRL- 2) . Also sho wn 1n this schedu l e dre th e 

12 actual expend~tures for th i ~ work by year for t hP 

lJ pe r iod 1984 through 1989. As ~an be seen 1n th1s 

14 schedule , since 198 4 , we have consls t ently made thes ~ 

1 5 necessary e x penditure s . Our b udget for 1990 1~ 

1 6 J UStified , not e xcessive and should be allowed by t ~·· 

l 7 Commission. 

18 

19 Q. Ms. Bass quest ions Gulf's d o ing business with S t ock 

20 Equi pment Company while its Pres ident is a member of 

2 1 Gul f's Board ~f Directors. Ms. Bass acknowledges that 

2 2 suc h busi ness s hould not be prohibited, but suggest s 

23 t hat any transactions be a t arms l e n9th. Does Gulf 

2 4 Power aai.ntain an arms length position .1. n i t s 

25 trans actions with Stock Bquipment7 

J5CJ9 
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l A. Yes . For va r 1ou ::; r easons, many ltems o ! ma Jor 

2 equ ipment are bes t ma1nta1ncd w1 th ~arts and ::;crvtcc 

3 s upp lied by the o r i g inal vqu1pmcn l manufdctur<.! r t 0 £ MI 

4 Stock Equ ipment 1s the OEM for several ~ 1eces u f maJnr 

5 equ1pment insta lled at Gulf's plants. 

6 

7 Q. Bas Gulf purc hased any new ma jor cquipmer. t f r om Stock 

8 Equipment since Mr. Tanne hill b ecame a me mber ot Culf' n 

9 board? 

10 A. No. 

~ 2 Q. can you give De the na.mes of a fe~ of the o ther OEM 

13 from which Gulf Power purchases ma terial and/or la.bor ? 

14 A . Gul f p u rchases ma terial and /o r labor from Westlnghousc, 

1 5 General El ectric, Alli s Chaimers, 1\l .ten Sherman !! o ff , 

1 6 Foster Whee l e r, Combust l.On Eng1neer1nq , and Babcoc k .1nd 

1 7 Wilcox. 

18 

19 Q . Do y ou o btai.1 coaspe titive b i d s o n all purc hases t r om 

20 these ve ndors? 

21 A. No . In many cases t h e part s or surv1ces are o nly 

22 ava1laLle from the OEM. 

23 

2 4 Q. Does this .ean you do not obtain bids from thebe 

25 vend ors? 

lbOO 
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1 A. No. Compet itive bids are o btalned when other v~ndo r ~ 

2 c an s upply the pa r ts and /or se rvic~s . 

) 

4 Q. How long has Gulf Power been purchasing mate ri a l from 

5 Stock Equi~nt? 

6 A. S t ock Equipment h l\s bee n s upp lying materlal, equ1pment 

7 and services to Gulf Power for more Lhan 30 yuars. 

8 

9 Q. When Mr. J. B. Tannehill became a Oir~ctor with Gulf 

10 Pa.rer in 1985, did Gulf Power make a ny c hanges i n any 

way it transacts business with Stock Equipment? 

12 A. No. 

13 

14 Q. Is there any difference in the way you transact 

15 business with Stock Equipment as compa red with other 

16 OEM vendors such as Westingho u se? 

17 A. No. We pur chase mater1a 1, Pqulpmen t ana serv lee 

18 available Otlly from ~est 1 nqhouse w1t hout comp.,tlt lv c 

19 b1ds. We also competltl vc ly b 1d mater1al, cqul~ment 

20 and se r v1ce t hat is ava1labl e from o ther vendors . 

21 TransacLions with Sto c k Equipment a re coord1 natcd 1~ 

22 exactly the same man ne r. 

23 

2 4 0 . What about the three invoices rev1ewed by the FPSC 

25 auditors in their r e view of Gulf' j transa ct1ons with 

' f . ! 
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2 A. Two tnvotces we r e i or maLcrtal sup~lu:d only Ly Stock 

3 Equ~pmenL fo r OEM equ ~pment ~urchased bef o r e 

4 Mr. Tant ,e h i l l be came a member o f Gulf ' s Bodrd. The 

5 th~rd i nvoice was for materta l anct fabrtca~ton o f a 

6 coal hopper. Two loca l vendor s were con t ac t. ~d by the 

7 Smt th Plant fo r btds on thts ttem. The t wo ~ tds were 

8 for $29,8 75.00 and $4 5 , 070.20 , r espcc t l VeLy . In o rder 

9 t o save the diffe r ence o f $1 5 ,1 95.20 . Gul t ~ccepted 

10 Stock Equipment ' s l ow bi~. 

11 

12 Q. Mr. Lee, how do Gulf ' s annual cxp~nditurcs with Stock 

1 J Equipment compare before and after Mr . Tanne hil l became 

1 4 a meaber of Gulf's board? 

15 A. Mr. Tanneh i l l bec ame a membet o f Gu lf's Uoard o f 

16 Directors 1n 1985. Gulf' s a nnu.1l c x pcndlturr· s t o Stoc k 

1 7 Equipment for the three years b~ fo r e Mr. Tanneh:ll 

1 B became a member of t he Board o f Dt r ecto r s wo •rP 

1 9 $ 26 7,000 . Gu:f's annua l txpendl t urcs t o S t o~ k 

20 Equ1pmen t for the fou r years s tnce Mr. T.:lnnch tll be ..:.:l~o. " 

21 a member o f t he Board o [ Dtn.!c to~. s have been S 226 , 000 . 

22 

23 Q. Mr . Lee, please S"I!P!!"rize your t es U.JDOny. 

24 A. My te st~mony con t tnues to ~ cmons t rat.e that th1· Powe r 

25 Genera Lton Department e fft c t en t ly and ..:lfc ct.lvc : '/ 
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I have d~ f e nded t:1c O t. M 

test year budget for areas withln my rcspons l b l l l ty . 

have also demon st r a ted that Gulf' s managrment ~dre fully 

c ons1ders and eva luates al l O &M e xpense related 

dec1s1ons. The decis :.. ons u l timate l y m.ld t b,- the 

Company are prude nt, JUS tlfie d and necessary : o r 

optlmAl e ff1c1ency and produc t 1on 1r. u l l~lt"f 

ope rat lons . 

10 0. Mr . Lee, does this con clude your testl.JDOny? 

11 A. Yes. 

12 

13 

14 

15 

1 6 

1 7 
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COMMISSIONER GUNTER: Hr. Chai ~man, I move we 

2 rise !or the evening. 

) CHAIRMAN WILSON: We're going to adjourn 4nd 

4 make it at 8:30 t o come ~ack. 

5 COMMISSIONER BEARD: How muc h do yo u have t or 

6 J v rdan? We're on a roll . 

7 

B 

9 l>teve? 

10 

MR. PALECKI: We have none for Jordan. 

CHAIRMAN WILSON: Where is Publ ic Counsel? 

CHAIRMAN WILSON: That's all right. If you 

ll h nve questions, we'll do it in t he morning. We're not 

12 

1) 

1 4 

g o ing to rush you. (Pause) 

MR. BURGESS: None. None ! o r Jordan. 

CHAIRMAN WILSON: Have you got some !or 

15 J ~rdan (Pause)? 

16 

17 

lB 

HR . PALECKI: No . 

CHAIRMAN WILSON: You don't ? 

MR. HOLLAND: We have some c orrec tiGns but we 

19 c~uld give an errata sheet to the reporter, the y're n~t 

20 s ubs taotivc . 

21 

22 

MR. BURGES: Stipulate. 

CHAI RMAN WILSON: Without ob jecti o n, then, 

23 the c orrected rebutta l testimony of Hr. Jordan will be 

24 inserted into the record as though read 

25 CHAIRMAN WlLSON: I be lieve h ~s c xhlblt s have 

f'LORIDA PUBLIC SERV I CE COMM I SS ION 
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1 been stipulated i nto the record . 

2 (Exhibits Nos. 139 and 140 stipulated into 

3 ev idonce. ) 
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GULF PO~ER COMPANY 

Be fore the Florida Public Service comm1ss1 on 
Rebuttal Testimony of 

Charles E . Jordan 
In Support of Rate Rel ! ef 

Docket No. 891345-EI 
Date of Filing May 21, 199 0 

Pleas e state your name , add r ess and occupat1on. 

My name is Cha r les E. Jordan, and my bus1ne ss add ress 

is 500 Bay fron t Par)(1.1ay, Pensacola, rlor ida 3 2 501 . I 

am Gen eral Manage r o f Power Delivery o f Gulf Power 

Company. 

Are y ou the eaae Charles E. Jordan that has f l led 

direct testimo n y i n this docket? 

Yes . 

Kr . Jorda n , wha'C is the purpose of your rebut t al 

test i mony? 

The purpose of my rebuttal test imony 1 s to address lhe 

testimony of Public Counsel' s witnesse s , Mr. ~c h ~: .~ 

and Me . Larkin, witn regard to the i r recommendati on o f 

certain dis a llowances cf distribut ion Ope rat ion '~d 

Ma i ntenance (0 & M) expense and recommended disal low-

anc e o! the inve stment in Greenhead substatl o n (~el-

sure Lakes). 



1 a. 
2 

3 A. 

4 

5 

6 

7 

8 a. 
9 

10 

11 A . 

e 12 

13 

l4 

1 5 

1 6 

17 

18 

19 

20 

21 

22 

23 

2 4 

25 

!hO 7 

Docket. no . 8913 4 5-EI 
WitnesL: c . E. Jo r d an 

Pag e 2 

Have you prepared an exhibit that contains in ~ormation 

to which you w~ll refer in your test~ony? 

Yes. 

Counsel: We ask t hat Mr. Jordan ' s Exhibl t 

comp r ised of 2 Schedules, be marked for 
~- , .. o 

identification as Exhibit s (CEJ -2 ) . 

Would you please address Mr. Schultz's contention 

with reqard to the expense assoc iated with underyround 

line extensions? 

Yes. On page 83, l!nes 5 t!.rough 16, Mr. Sc hu l tz 

reveals his misunderstanding of the r elationship 

be::ween undergroun.d and overhead 0 & M expens .... 

Schedule 1 o f my Exhibit (CEJ -2 ), which s~ari zes t he 

overhead and underground expenses as filed i n conj unc -

tion wi th Gulf ' s Underground Differential Tar i ff , 

shows Gulf 's historical experience with d i stribu t i on 

line 0 & M expense. As shown on thi s exhib 1 ~ . Gul f' s 

six year average underground o & M expens e is 
G ~ . 12.2... G'!. 
$4 1 198•!' per mile, wh ich compares to the s i x year 

i 1,1 q1 . ~ 
average overhead o & M expense of $l,2a? . -~ per mi: e. 

Th is compariso .. d emonst rates that the maintena nc e 

costs associated with una ergr ound lines a re, in f ac t, 

cons iderabl y higt.er than that assccia t e d with o ve rhead 

lines. Gulf's experience over thP pa s t six yea rs has 
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not provided any bas ~ s to suggest that th1s relation-

ship between overhead and underground maintenance w1ll 

change in favor of underground in the foreseeab l e 

future. 

Hr . Schultz makes a mistaken assumption regarding 

the reason Gulf is experiencing greater growth in ~he 

amount of new underground facilities relative to new 

overhead facilities. This greater growth is not 

because of any cost savings benef i t, but rather is 

the result of our customers' demand !or these 

facilities . This customer demand is met by the 

Company consistent with the Commission's pol icy o! 

allowing the customer or developer to select under-

ground facilities, so long as any differentia l cos t or 

installation is paid up front by the customer or 

developer . Once the developer or customer chooses to 

pay this differential, Gu!! i s not only o bl i gated t o 

instal l th~ underground service bu~ al so to main : ain 

it through its service lite. 

Underground distribution system fai lures havP 

some significant characteristic differences when 

compared to overhead distribution failures. An 

underground distribution failure is more diff : cu l t to 

locate than an overhe~d fa ilur a, i nvol ves re movi ng 

earth or other coverages in ol·der to gai n acces s o:o 
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the fault or failure, a nd i ntroduces a sourc e f e r 

future fa ilures from mois t ure leakage at the splice. 

7he increased labor expense associated w: th repa i r 1ng 

an underground distribution failure coupled with t he 

higher coat splice material associated wi th ISn under-

ground repair , once again, are soma of the reaso ns why 

underground maintenance is higher than overheiSd 

maintenance. 

A• a result, the requested level of expenses 

relative to this issue should be 1Sllowed. 

Would you please address Kr . Schultz's contention 

regarding the benchaark variance for distr ibut i on 

ay~tea work order (DSO) clearance? 

Yes . First, Gulf would like t o apolog i ze f o r a 

typographical error in the MFR wh ich ind icated tha t 

the percentage ot CWIP al located to exp~nse wa s B. O 

percent i n 1984 and 12.9 perc ent in 198 7 . Th e a c t uiS l 

pe1centage of DSO clearance fro m CWIP to expe nse in 

1984 was 7 .02 percent and in 1987 it was 11 . 66 per-

cent. These figures and the ISCtua l ~mounts o n wh ich 

they were based are shown on Schedule 2 o f my Exhioi t 

(CEJ-2 ). These erro rs wou l d not hiSve affec ted 

Mr. Schultz's analysis. 

Although Mr. Schu l tz ~ccepts t ho Compa ny ' s 
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j ustification for t he var i ance, he questions ou r math 

and wrongfully concludes that our explana~ion leaves a 

por~ ion of the variance unjustified. Additiona lly, 

Hr . Schultz has misinterpreted the statement o f Gulf 

to which he referred in his testimony on page 81, 

lines 2J - 25 . This mi s i nterpretat i on has l ed 

Hr. Schultz to omit customer growth and i nf l a tion from 

1984 to 1987 when calculating his figure. When we 

stated that the relative level of dollars to do the 

work did not incr ease, we included allowance fo r 

inc reases in cost due to the growth in c ustomers and 

an i ncrease in expense due t o infl ation. Therefor~. 

Hr Schultz is incorrect when he states that ou r 

justification does not address t he full amount o f the 

va c iance. 

For the period 1985 through 1989, as can be 

d erived from the data on Sche dule 2 of my Exh ib it 

(CEJ - 2 ), 10.89 percent was charged to ma1ntenance 

VPrsus the 7.02 percent whi ~h wa s charged in 198 4 . 

Th is means the base should be increased by an l!dd 1
. -

t l ona l 55 . 1 percent (10 . 89 \ over 7 . 0 2\) as a result o f 

t h e revision in the method of allocating expense from 

C~IP that has occurred since 198 4 . The revised bas e 

should then be escalated for custome r growth and 

in f lation. The appropriate new ba s e should be 
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$ 1 ,846,000. Th:s amoun t, when multiplied by the 

CJstomer growth and infl ation !actor o! 1.5073 , i s 

$2,782,000. Gulf's :990 Budget f o r expenses trar.s-

tarred from Construction Wo~k in Progress to mair.te-

nance of $2,745,000 is, therefore, $ 37,000 below the 

appropriate benchmark. As can now be soen, ou r 

explanation does address al l of the var i anc e identi-

f ied for this area of expense . 

Mr. Jordan, would you please address Mr. Schultz ' s 

d iscussion o t the 0 ' M variance ot $8 3 ,000 associat&d 

with obsolete distribution aaterial? 

I wou ld fir5t like to point out that ou r $109,000 

obsolete materia l wr i te-off f igure f o r 1990 is approx-
1.1 .,.., 

imately 9•9'' o f our average i nvento ry . This cottpares 

closelv wi th the write-off figu res ! or Flo r lda Power & 

Light ( 1.2\) and Florida Power Cooperat ion ( 1.0\ ) and 

is r easonable . 

Gulf's variance over the benchmark in 19 90 1s 

reasonable because the 198 4 benchmark wa s non-re~ · e-

sentative or what should hav e been occurring with 

regard to obsol ete material wr ite-o ff s . Gulf has 

ins~ituted a program t o better control our i~ventory 

and save our customers from tr.e burde r o f higher costs 

on a long term basis . 
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As Mr. St":hu l tz c o rrect l.y points out, r.ul f Po·•er 

Company d i d implement the Communication Oriented 

Production Information System (CO PI CS) i n 1984. 

Throughout 1984 the COPI CS system was enhanced , a .1d 

the new function s were tested a nd modified as needed 

for implementation on a syste mwide bas1s. 

In early 1985 the COPICS system was installed in 

all of the Division warehouses ~ s Gu l f's f irst on - l ~ ne 

material and inventory control system. At t h e conclu-

sion of 1986, Gulf Power Company had two ful l yearA o f 

experience with the system's material and inventory 

usage patterns. These two years worth o t: informatH ... "l 

identified some inventory ite~s whi c h ha~ li tt l e o r no 

use and a llowed the 9ivision and Corporat e engineers 

to analyze these materials t o determi ne whethe r they 

we~e truly needed in inventory as one-o f-a-k ind 

special i tems o r whet her these it9ms we re no longer 

usable materials fo r Gulf Power Company. At the end 

o t 1987, a comprehensive analys is o f these materlals 

was completed and a decision was made t o atta111 t:he 

oest recovery poss ible from tre sa le o f this materia l 

and to write-off those i tems wh ich cou l d not be sold. 

Gulf Power Company acknowledges that the system 

in place prior t o implemen~ing the COP I CS system 

resulted i n the Com?any carrying obsolete a nd unusable 
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materials in inventory longe r and in gre ater 

quantities than ~o:as reasonable. However, l t is 

important to note that ~ i tse lf recogni zed and t ook 

steps to correct the situation in o r der t o make su;e 

that both tho inventory book amount and the physical 

inventory .in Gulf's warehouse is appropriate. Th :s 

entailed a program which would require Gu l f lo catch 

up with its write- efts or obsolete and unusable 

materials. This catch up with write-orrs occurred in 

1988. 

Mr. Schultz's figure or $16,485 as shown on page 

58, line 7, excludes the 1988 wr ite-o ff and misrepre-

sents the situation which has occurred. He offers no 

evidence to support his implication that we are r.ot 

purchasing appropriate quantities of materia l s. I~ 

should also be pointed out that, as a resu lt o f the 

obsolete ~aterials identification program , Gulf has 

also gained the ability to immediately a nd more 

appropriately assign the proper account when c harging 

ott these materials. As a result, a shift o~curred 

f rom the former practice of writ ing-off obso lete 

materials initially to the FERC 163 Cleariny Account, 

to the curr ent practice of writing these mater1als off 

directly to the proper 0 & M Accounts. The :ollow1ng 

tabulation indicates that, when combined, these 

36 13 
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accounts average $165 , 555 per year in obscletR materi-

al write-offs over the past six years. 

GULF'S OBSOLETE MATERIALS WRITE-Off$ 

llli ~ ill..§ .l..2li l..2ll l.2Jl2. 

& H ACCOUNTS 

8,855 s 11,167 s 7,509 $ 5,895 $480,000 $49,000 

CLEARING ACCOUNT 

$17,049 $129,989 $56,399 $207,345 s 20 . 157 ( s J J) 

---~- -------- -------- ----------
__ a:a _ _ ___ ------.. -

IQI~l. 

$25,904 $141,156 $63,908 $213,2 4 0 $500,157 $48,967 

SIX YEAR AVERAGE ------- --- $ 1 65,555 -------- - -

In fact, if the entire 198 8 wr i te-orr o r $500,157 

were excluded from the calculation, the r emaining five 

year average would be $98,635. Th i 3 figu re a l so 

confirms the reasonabl eness of Gulf's $109,000 - 1990 

Budget amount. 

Mr . Jordan, do you have any co .. ents as to witneso 

Hugh Larkin, Jr. and hi~ stateaents in hi s prefiled 

direct testimony starting on pagA 13 with regard to 

the facilities initially i ntendert to s erve Leisu r e 
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Lakes subdivision, which is prope-ly knovn as 

Greenhead substa~ion? 

Yea . I would like to f u rther a mplify that Le isure 

Lakes is a subdivision and Greenhead i s a subs _a tion. 

Mr. Larkin apparentl y !eels that since th id parti~ular 

investment was disallowed in the 198 4 rate case, i t 

should continue to be disallowed withou t regard to the 

critical !act that the Greenhead substat i o n fa c• l i ties 

are currently in use providing service t o Gul f' s 

existing customers and, as such Ail used and use ful. 

In my pretiled direc t testimony I have ) ust i 1'1ed thP. 

inclusion ot the Greenhead substatio n equipment (what 

he calls Leisure Lakes ) and have clearly descri bed h0w 

it does and will serve C.ult ' s customers in their best 

interest. Mr . Larkin does not contest my d i re c t 

test imony, j ust s imply ignores it. 

Gulf's study or t he Ve r non area has c lear l y 

indicated that conve r sion to 25 kv distribut lo n 1s ~n 

the bes t interest of its customers. It j u s t s o 

happe ns that the Greenhead transforme r and its bu s work 

in th~ substation provides tho most cost effective 

ut il ization o t equipment for the Vernon area 

distribution. Although it will take t wo t o thrnP 

years ! o r the complete conve rsion o r the ~ernon a r ea 

distribution system t o 25 kv , in the inter i m, as ~he 
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conversion takes pl~~e, the Gr eenh 9ad substation ~ill 

be picking up greater portions o f the Verno n 

distribut ion customers, even as i t sits at Gree nhead. 

I n addition, the Greenhead substat ion transformer and 

facilities at this time not only bac k-up the Sunny 

Hi lls 25 kv subdivision, but also p ick-up, o n a daily 

basis, some o f the Vernon area d istr ibut ion load 

through the Moss Hill autobank transf~rmer. 

The alternatives to utilizi.1g the Greenhead 

transformer facil i ties in Vernon are far more expen-

sive but would, in fu t ure rate proc e edings, be includ -

ed in rate base since this improvement is legitim~ te ly 

justified for the servic e condition9 in the Vernon 

area distribution system . If the Commission should 

accept Mr. Larkin's recommendation on th is i ssue, Gulf 

~ill cer~ainly be back to the Commissjon with an 

alternative solution requeoted for rate base 1nclus1on 

which will, i n fact, cost Gulf's genera l body of 

c ustomers more than if Gulf were to utilize the 

Creenhead substat ion equipment i n the Vernon area ab I 

have discussed both here and in my direct testimony. 

Gulf Powe r Company does not contest Hr . La rk in 's 

statement that in Docket No. 8J~484-EU, the Commission 

did rule i n favor of the rural electric cooperative 

with regard to Leisure Lakes subdiv ision. What G·.Jl!" 
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would like to point out i s that we have used and 

continue to use the Greenhead substation (which Hr. 

Larkin continues to refer to as Loisure Lakes) ~or the 

useful function of back-up to t h e Sunny Hil l s subdivi-

sian and also to edd reliability support to the Verno n 

area dist ribution system. What Gulf would like to 

point out is that we have subsequently found an 

additional very valuable and usef~ l function tor those 

facilities directly in the Vernon distribution area 

where the equipment will continue to provide back-up 

to Sunny Hills wh~le further improving the serv ice t o 

the Vernon area distribution customers. 

The conversion to 25 kv in the Vernon area ~au ld 

commence whether or not tho Gre~nhead substation 

facilities were available for utilization in the 

conversion . The point is that it the Gree nhead 

substation facilities we.re not avai l ..&b1e, i t 1;ou ld 

increasu the cost to our general body o r customers t o 

provide the upgraded capaci t y and to back-up Su nny 

Hills. Gulf's customers are fort u nate that the 

Greenhead f acilities are ava ilab1~ to make this 

service improvement at a l ower cost then wou l d other-

wise be possible. 

Mr. Jordan, does this c onclude your testimony? 

Yes. 
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COMMI SSIONER GUNTER: Are ~e going to have 

2 the late-riled exhibits I requested o f Hr. Conner, are 

) ~e goi ng to have those in time ror his testimony 

4 tomorro~? 

5 MR . HOLLAND : He 's not doing that exhi b i t, 

6 Mr . Scarbrough is. You've complic ated i t a great deal 

7 but ~e will make every effort to try t o get i ~ here. 

8 

9 

CHAIRMAN WILSON: way to go, Commissioner . 

COMMISSIONER EASLEY: Tf Conner doesn't have 

10 the late- fileds, you still have que s t ions? 

11 

12 

COMMI SS IONER GUNTER: Yea h . 

CHAIRMAN WILSON: We will rec onvene i n t he 

1) mo r ning at 8:30. 

14 (Thereupon, hearing rec essed a ~ 7 : 30 p . m., t o 

1 5 reconvene Thursday, June 21, 1990, at 8:30a . m., at the 

16 same loc ation.) 
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