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1 EVENING SESSION 

2 (Transcript follows in sequence from Volume III.) 

3 MR. BUTLER: Mr. Chairman, we have Mr. Waters 

4 on the stand. Before he begins his summary, let me 

5 describe what I have handed out during the break. 

6 There are exhibits that we will be wanting to have 

7 discussed with Mr. Waters. And first of all, I would 

8 note that I had distributed yesterday at the beginning 

9 of the hearing an errata sheet for the testimony of Mr. 

10 Waters. I believe that all of the parties, the 

11 Commissioners and the court reporter have copies of 

12 this, and if not, I certainly have more copies, but if 

13 so, I would propose not to have Mr. Waters run through 

14 the changes to his testimony live. 

15 CHAIRMAN WILSON: A wise course of action. 

16 MR. BUTLER: Thank you. Let me desc ribe what 

17 I have handed out. Everybody should have a brown 

18 folder, clipped to the top o f it being a three-page 

19 document that is entitled "Florida Power and Light 

20 Company Assumptions for a Comparison of Generation 

21 Option Economics." This, together with the materials 

22 in the brown folder, are what we have prepared, 

23 attempting to be responsive to Commissioner Gunter's 

24 request for cost comparisons. And I'll describe what 

25 wa• attached here first and then what is inside the 
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folder. 

The document entitled "Assumptions for a 

Comparison of Generation Option Economics" tries to run 

down through and compare all of the assumptions and 

then subsequent pages -- comparison actually, of ~he 

economics of each of the -- excuse me, five options, 

the Martin IGCC, Scherer purchase, Scherer UPS, and the 

two standard offer variations. 

This is going to be used by both Mr. Waters 

and Mr. Gower, and we will ask that an exhibit number 

be assigned to it separately. 

The materials inside the brown folder we 'll 

as a ask to have an exhibit number assigned that are 

composite exhibit, and this consists of a set of 

responses by Mr. Waters to interrogatories detailing 

cost categories shown on his Document 10. 

In the orange folder is a set of those same 

cost categories with some tota l numbers at the bottom 

line of it. And then the long document on legal paper 

is a cost comparison showing difference in cumulative 

present value between the Scherer purchase option and 

each of the other four options on Document 10. 

Finally, what was laid on top there, a 

one-page document entitled "Adjustment to s. S. Waters' 

Document No. 10 to Reflect Supplemental Letter of 

FLORIDA PUBLIC SERVICE COMMISSION 
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1 Intent Scherer 4 Purchase" is pretty much what it says. 

2 This is an attempt to reflect in the numbers that would 

3 appear on Mr. Waters' Document 10, the impact 

4 quantified of the second supplemental Letter of Intent, 

5 what had been identified as Exhibit 2 in this hearing. 

6 So --

7 

8 

CHAIRMAN WILSON: All right. 

MR. BUTLER: Wi th that, let me introduce Mr. 

9 Waters and we'll get to the asking for exhibit numbers 

10 when we come to the end of the summary. 

11 CHAIRMAN WILSON: Let me do something else 

12 f irst. Let me see if I can get an idea how long we 're 

13 going to be here tonight. Do you have a reasonable 

14 idea of how much cross you're going to have of Mr . 

15 Waters? 

16 MR. HOWE: It would be at least an hour, 

17 based on what we ha d before. I haven't seen these 

18 documents, and I would like the opportunity to review 

19 them before I cross examine Mr. Waters on them, but if 

20 this is going to be our only opportunity, I would 

21 imagine -- this is the case, this is the comparison, 

22 and we would have to spend quite a bit of time with Mr. 

23 Waters on what has just been distributed . 

24 CHAIRMAN WILSON : You mean we spent the last 

25 day and a half on what isn't the case? 

FLORIDA PUBLIC SERVICE COMMISSION 



1 

451 

MR. HOWE: Well, I think this sums it all up, 

2 puts it all together, and quite a few things have been 

3 deferred to Mr. Waters, and we're finally getting to 

4 the numbers and the bottom-line comparison, and this is 

5 it. 

6 CHAIRMAN WILSON: I've known that from the 

7 beginning. I think it's pretty obvious from reading 

8 the p refiled testimony that that was the case. Go 

9 ahead. 

10 MR. BUTLER: Mr. Waters, have you previously 

11 been sworn? 

12 

13 

14 

WITh~SS WATERS: No, I have not. 

CHAIRMAN WILSON: You have not? 

WITNESS WATERS: No, I have not. 

15 (Witness sworn.) 

16 SAMUEL S. WATERS 

17 was called as a witness on behalf of Florida Power and 

18 Light Company and, having been f irst duly sworn, 

19 testified as follows: 

20 CHAIRMAN WILSON: Be seated. 

21 DIRECT EXAMINATION 

22 BY MR. BUTLER: 

23 Q Would you please state your name and address 

24 tor the record. 

25 A My name is Samuel s. Waters. My business 

FLORIDA PUBLIC SERVICE COMMISSION 
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1 address is Florida Power and Light Company, 9250 West 

2 Flagler Street, Miami, Florida 33174. 

3 Q By whom are you employed and in what 

4 capacity? 

5 A I'm employed by Florida Power and Light 

6 Company as the Manager of Power Supply Planning. 

7 Q Do you have before you a document consisting 

8 of 21 p ages of testimony and 10 attached documents 

9 entitled "Florida Power and Light Company, Testimony of 

10 Samuel s. Waters, September 28th, 1990"? 

11 

12 

13 

14 

15 

16 

17 

18 

A 

Q 

Yes, I do. 

Was this prepared by you or under your 

supervision and control? 

A Yes, it is. 

Q And with the changes reflected in the errata 

sheets that have been previously distributed, would 

this accurately reflect your testimony today? 

A Yes. 

19 MR. BUTLER: Ask that Mr. Waters' prepared 

20 testimony be inserted into the record as though read. 

21 CHAIRMAN WILSON: Without objection, his 

22 testimony will be so inserted into the record. 

23 COMMISSIONER GUNTER: Is Mr. Waters going to 

24 be the one to -- to support the spread sheets that have 

25 been handed out? 

FLORIDA PUBLIC SERVICE COMMISSION 
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1 MR. BUTLER: He is going to support on all of 

2 what is in the brown folder. The document that was 

3 attached to the top of that will be jointly supported 

4 by him and Mr. Gower. 

5 MR. McGLOTHLIN: Which one is that, Mr. 

6 Butler? 

7 COMMISSIONER GUNTER: Whose figures are 

8 correct here, the one on the front here or Mr. Gower's 

9 testimony? 

10 MR. BUTLER: I beg your pardon? I'm not sure 

11 I understand the question. 

12 COMMISdiONER GUNTER: Well, it doesn't take a 

13 genius to look and see there's a significant difference 

14 between the figures in Mr. Gower's exhibits and this 

15 exhibit. So it would be either Mr . Waters or Mr. 

16 Gowers to reconcile those differences. 

17 

18 

MR. BUTLER: That's correct. 

COMMISSIONER GUNTER: Okay. If I can pick it 

19 up, you know it's not a genius. Go ahead. 

20 MR. BUTLER: Mr. Chairman, I'd ask that an 

21 exhibit number be assigned to the composite exhibit 

22 conaiating of ten documents attached to Mr . Waters' 

23 prefiled testimony. I believe that would be Exhibit 

24 18. 

25 CHAIRMAN WILSON: Exhibit 18 . 

FLORIDA PUBLIC SERVICE COMMI SSION 
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1 (Exhibit No. 18 marked for identification.) 

2 MR. BUTLER: At this point I would like to go 

3 ahead and ask that exhibit numbers be assigned to the 

4 materials I had had handed out. I would propose that 

5 materials in the brown folder, Citizens Second Set oi 

6 Interrogatories, Interrogatory No. 31(E), the variation 

7 on that reflecting the totals on the bottom, and the 

8 compari son sheet entitled "Cost Comparison of Scherer 4 

9 Purchased to 1996 IGCC," be a composite exhibit that 

10 would, I believe, be Exhibit 19. 

11 CHAIRMAN WILSON: You know, I think it would 

12 be easier, if we're going to be moving among these 

13 documents is to give them separate numbers. 

14 MR. BUTLER: Okay. 

15 CHAIRMAN WILSON: It would be appropriate to 

16 take the Interrogatory 31(E) and the sheets that are 

17 attached to it by the paper clip and give that one 

18 number? 

19 

20 

21 19. 

22 

MR. BUTLER: That would be fine. 

CHAIRMAN WILSON: Let's give that Exhibit No. 

MR. BUTLER: All right. And then the next 

23 would be materials that 

24 MR. MURRELL: I'm sorry, Mr. Chairman, I 

25 miased your desiqnation at that point in time. Which 

FLORIDA PUBLIC SERVICE COMMISSION 
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1 document are you speaking of? 

., CHAIRMAN WILSON: This is the document that 

3 was inside the brown folder that's entitled "Citizens 

4 Second set of Interrogatories No. 31(E)," I gave that 

5 Exhibit 19. 

6 The materials in the orange folder --

7 

8 20. 

9 

MR. BUTLER: Yes, sir, that would be Exhibit 

CHAIRMAN WILSON: That would be Exhibit 20 . 

10 (Exhibit Nos. 19 and 20 marked for 

11 identification.) 

12 MR. h~~LER: Finally, the materials on the legal 

13 paper, "Cost Comparison of Scherer 4 Purchase" 

14 

15 

16 

CHAIRMAN WILSON: That would be 21. 

(Exhibit No. 21 marked for identification.) 

MR. BUTLER: Then I would propose that the 

17 next be the Adjustment to s. s. Waters' Document No. 10 

18 to reflect supplemental Letter of Intent, that's the 

19 one page. 

20 CHAIRMAN WILSON: All right, that will be No. 

21 22. 

22 (Exhibit No. 22 marked for identification.) 

23 MR. BUTLER: And finally, the document that 

24 he would be discussing in conjunction with Mr. Gower, 

25 "Assumptions for Comparison of Generation Option 

FLORIDA PUBLIC SERVICE COMMISSION 
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1 Economics" be the final Exhibit 23. 

2 CHAIRMAN WILSON: That's the one that's 

3 clipped to the outside of the brown folder? 

4 MR. BUTLER: Tha t's right. 

5 CHAIRMAN WILSON: That would be Exhibit 2 3. 

6 (Exhibi t No. 23 marked for identification.) 

7 MR. MURRELL: The one clipped to the outside, 

8 thie one right here, Florida Power and Light Company 

9 Assumpt ions f or Comparison of Generation 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

MR. BUTLER: Thank you. 
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BEFORE THE FLORIDA PUBUC SERVICE COMMISSION 

FLORIDA POWER & UGIIT COMPANY 

TESTIMONY OF SAMUEL S. WATERS 

DOC:UNO. 

SEPTEMBER 28, 1990 

0. Please state your name and business address. 

A. My name is Samuel S. Waters and my business address is 9250 West 

Flagler Street. Miami, Florida 33174. 

o. By whom are you employed and what position do you hold? 

A. I am employed by Florida Power & Light Company (FPL) as the Manager 

of Power Supply Planning. 

Q. Please describe your duties and responsibilities In that position. 

A. I manage the group that Is responsible for the development of FPL's 

generation expansion plans and other generation related activities. such 

as system production cost projections. I also coordinate the annual 
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f _, 1 Energy C&pacfty Study, which is FPL's primary cross-functional program 

( 
2 to develop an Integrated plan for meeting future capacity needs. 

3 

• Q . Pleae describe your education and professional experience. 

5 A. I graduated from Duke University with a Bachelor of Science Degree fn 

6 Electrical Engineering fn 1974. From 1974 until1985, I was employed by 

7 the Advanced Systems Technology Oiviaion of Westinghouse Electric 

8 Corporation as a consultant In the areas of Transmission Planning and 

9 Power System Analysis Software. While employed by Westinghouse, I 

10 A:vned a Masters Degree In Electrical Engineering from Carnegie-Mellon 

11 University In 1976. 

12 

13 I joined the System Planning Department of FPL In 1985 and have 

14 worked In the Power Supply Planning area since that time. 

15 

16 I am a registered Professional Engineer in the States of Pennsylvania 

17 and Florida and a Senior Member of the Institute of Electrical and 

18 Electronics Engineers, Inc. (IEEE). 

19 

20 Q. What Is the purpose of your testimony? 

21 A. The purpose of my testimony Is to demonstrate how FPL's purchase of 

22 Georgia Power Company's (GPC) Plant Robert W. Scherer Unit No. 4 

23 (Scherer Unit No. 4) represents the most cost effective means of meeting 

2. FPL's future need for new generating resources. I will discuss the 

i 2 
I 
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1 Scherer Unit No. 4 purchase as It relates to FPL's most recently 
( 

2 developed expansion plan, as presented In the Petition to Detennlne 

3 Need for Electrical Power Plant, Docket Nos. 890973-EI and 890974-EI 

4 (Need Petition). In so doing, I will briefly review the planning process and 

5 objectives employed at FPL. review FPL's base expansion plan as 

6 presented In the Need Petition, present some significant changes which 

7 have occurred since the Need Petition was filed and discuss how the 

8 Scherer Unit No. 4 purchase provides other benefits to FPL customers. 

9 

10 a. Are you sponsoring an exhibit In this case? 

11 A. Yes. It consists of ten documents: 

~ 12 

13 • Document No. 1 is a summary of FPL's summer peak demand, 

14 winter peak demand and net energy for load (NEL) forecast. 

15 

16 • Document No. 21s FPL's fuel forecast for residual fuel oil, natural 

17 gas and coal. 

18 

19 • Document No. 3 is a summary of the net to grid capacity forecast 

20 to be available to FPL from Qualifying Facilities. 

21 

22 • Document No. 4 is a summary of FPL's cost of capital 

23 assumptions. 

3 
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I I 1 • Docvment No. 5 is a summary of FPL's assumptions on cost and 

-

f 
2 perfonnance of new generating units. 

3 

4 • Document No. 6 is a summary of the O&M rates assumed for the 

5 Scherer unit 

6 

7 • Document No. 7 is a graphic summary of FPL's base capacity plan 

8 without the purchase of Scherer Unit No. 4. 

9 

10 • Document No. 8 is a graphic summary of FPL's expected loss-of-

11 load probability (LOLP) through 1997 demonstrating a need for 

12 new capacity. 

13 

14 • Document No. 9 is a summary of FPL expansion plans with and 

15 without the purchase of Scherer Unit No. 4. 

16 

17 • Document No. 10 is a summary of the relative economics of the 

18 alternatives available to meet the 1996 need. 

4 
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Btrtmr J1ll1111. Plfnnlna prpt;Hf And ObJectives 

Q. What Is the objective of FPL's capacity planning process? 

A. The objective of the capacity planning process at FPL is to provide 

adequate resources to reliably meet our customers' future demand for 

electric power In a cost-effective manner. While there are many 

alternatives to meet this future demand, the process attempts to Identify 

a plan which properly balances cost and risk. 

0 . What alternatives are considered In the planning process? 

A. Both generating and non-generating resources are considered, inaudlng: 

• Demand Side Management 

• Qualifying Facilities 

• Purchased Power 

• New Generating Units 

Q. How are these alternatives Integrated Into FPL's capacity plan? 

A. The first step of the planning process is to identify the amount of 

resources needed to maintain power supply system reliability. An 

expansion plan consisting entirely of FPL constructed generating units is 

then Identified. This expansion plan is identified solely for the purpose 

of establishing an ·avoided cost• basis against which all other alternatives 

can be evaluated. Demand side programs are introduced into the plan 

5 
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first. followed by qualifying facilities, then purchased power. Each of 

these resources Is added to the plan to the extent it is available and cost­

effective. Remaining needs are met through the addition of new 

generating capacity. 

6 a. Does the development of FPL's capacity plan require that a number 

7 

8 

9 

10 

11 

A. 

of auumptlona or forecasts be made? 

Yes. Estimates of conditions must be developed for twenty to thirty years 

into the future. These estimates define a scenario upon which the plan 

will be based. 

12 a. What are the most critical of the assumptions used to define a 

13 planning scenario? 

14 A. The most critical assumptions used in the planning process are: 

15 

16 • Demand and Energy Forecast 

17 • Fuel Price and Availability Forecast 

18 • Qualifying Facility (OF) Forecast 

19 

20 

• Cost of Capital Estimate 

• Cost and Performance Estimates for New Generating Units 

6 
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Q. What Ia the source of the critical assumptions used to develop the 

A. Several FPL departments provide the Information required to de ~ the 

power supply plan. The demand and energy forecast is provided by the 

Research, Economics and Forecasting Department. A summary of the 

peak demand and net energy for load forecast is provided In my 

Document No. 1. The fuel price and availability forecast is developed by 

the Fuel Resources Department. A copy of the forecast for residual fuel 

oil, natural gas and coal is provided in Document No. 2. The OF forecast 

Is provided by the Bulk Power Markets Department. A summary of the 

OF megawatts (MW) assumed, by year, in the development of the plan 

Is presented In my Document No. 3. 

The cost of capital estimates assumed for FPL-constructed units and for 

the purchase of the Scherer Unit No. 4 is developed by FPL's Finance 

Department. Document No. 4 summarizes the capital structure and the 

cost of capital used In the economic analyses performed. The last of the 

critical assumptions I have listed, the cost and performance for new 

generating units, is developed by FPL's Project Management Department. 

I have summarized this data in Document No. 5. The O&M assumptions 

used for Scherer are shown in my Document No. 6. 

7 
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f 1 Q. How Ia the amount of capacity needed to maintain system reliability 
( 

! 2 determined? 

3 A. FPL uses two reliability ctlteria to determine the quantity of resources 

.. required to maintain system reliability: summer peak reserve margin and 

5 loss-of-load probability (LOLP). The limits established for those criteria 

6 are a minimum summer peak reserve margin of 15% and a maximum 

7 LOLP of 0.1 days per year. These criteria and associated limits are 

8 commonly accepted in the utility industry. 

9 

{ 10 o. How are the economics of alternative means of meeting capacity 

11 needs compared? 

12 A. Alternative means of meeting capacity needs are compared on a present 

13 value of revenue requirements (PVRR) basis, i.e., the total PVRR of one 

14 alternative Is compared to the PVRR of another to identity the lesser cost 

15 option. Revenue requirements include the capital, non-fuel operating and 

16 maintenance and fuel costs of an option, as well as the fuel cost impacts 

17 associated with changes In system operating characteristics. 

8 
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1 Q. You mentioned that the planning process attempts to balance cost 

2 end t1tak. What risks mu.t be accounted for? 

3 A. The rtsks I refer to fall generally Into two categories: 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

a. 
A. 

• The risk of not providing adequate resources to meet customers' 

future demand for electricity. 

• The nsk of making capacity decisions which do not provkle the 

most favorable economics to the customer in the long tenn. 

These risks are a result of uncertainty over future conditions, including 

the amount of electricity which will be demanded, the price and 

availability of fuel, the reliability of forecast In-service dates of non-utility 

generation Including QFs, general economic conditions, environmental 

regulation and other factors. 

How Ia this uncertainty dealt with In the planning process? 

The uncertainty from the planning perspective is dealt with In two ways: 

through diversity and flexibility. Diversity means that future demand is not 

met through an over-reliance on any one source of energy or capacity. 

For example, the use of several fuel souroas provides for a greater 

Insulation against prfce or availability c.'langes In any one fuel. Flexibility 

refers to the ability to change plans as conditions change; for example, 

9 
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the ability to accelerate or defer In-service dates of new capadty 

additions as demand projections change is advantageous. 

These factors must be considered in addition to cost In the development 

of a capacity plan. 

Review .Q! FPL's Base Expansion Plan 

0. What Ia FPL's current base generation expansion plan, without the 

Scherer Unit No. 4 purchase? 

A. FPL needs approximately 5,400 MW of resources to meet projected 

demand through the year 1997. FPL's current base expansion plan 

consists of a mix of demand side programs, qualifying facilities. 

purchased power and new generating capacity. The new generating 

capacity lndudes the repowering of Lauderdale Unit Nos. 4 and 5, the 

construction of combined cycle units, Martin Unit Nos. 3 end 4, and the 

addition of approximately 800 MW of Integrated coal gasification 

combined cycle (IGCC) units, Martin Unit Nos. 5 and 6. This expansion 

plan Is summarized In graphic form in Document No. 7. 

10 
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1 Q. Of the 5,400 IIW of ntaources planned through 1997, how much Ia 

2 

3 

• 
5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

A. 

filled by cumtntly contracted and approved resources? 

FPL has received Public Service Commission (PSC) approval for demand 

aide management (DSM) programs, which Include conservation, 

interruptible rates and residential load control. The impact of these 

programs will total approximately 1.317 MW through 1997. FPL has also 

received a favorable detennfnation of need from the PSC for the 

repowering of Lauderdale Unit Nos. 4 and 5, and the construction of 

Martin Unit Nos. 3 and 4, totalling approximately 1,342 MW of capacity. 

In addition to the above, in 1988, FPL contracted with the Southern 

Companies for approximately 911 MW of capacity in a Unit Power Sales 

(UPS) arrangement. FPL has also signed contracts with Qfs and 

received PSC approval for 538 MW of capacity. In addition, FPL has 

sl"ned negotiated contracts totalling 352 MW which have not yet received 

PSC approval. 

The total of these contracted and approved resources is 4,108 MW, 

leaving approximately 1,335 MW of resource need remaining to be filled 

through 1997. 

(Revlaed 12·7·1)0) 
11 
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I 1 Q. In Whllt yur don FPL need to obtain thla additional capacity? 

( 
2 A. Based on LOL.P analysis In which only the contracted and approved 

J 

3 resources were Included, FPL needs approximately 200 MW of additional 

4 capacity by 1995. The results of this analysis, showing LOLP by year, 

5 are shown In Document No. 8. 

6 

7 Q. How would FPL plan to meet this additional need, without the 

8 

9 A. FPL anticipates that an additional 590 MW of OF capacity will be 

10 available by 1997. The additional need would be met through the 

11 constru~on of Integrated coal gasification combined cycle (IGCC) units 

12 totalling 768 MW. The IGCC units are the most cost-effective of the new 

13 connuc:tion generating unit options available to FPL. These units could 

14 be phased Into a 1995/1996 in-service date and address the 1995 need 

15 I previously cfiSCUSSed. 

18 

17 Q. How does this plan compare to the expansion plan presented to the 

18 Commission In Docket Nos. 890973-EI and 890974-EI, FPL'a Petition 

19 to Determine Need? 

20 A. The new construction requirements are identical to those identified In 

21 these dockets. Conservation projections are somewhat higher in the 

22 longer term and offset a higher demand forecast. 

12 
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Q. 

A. 

Q. 

A. 

Have there been any significant changes since FPL'a Need Petition 

waprepared? 

Yes. There have been two significant changes since that ~me which 

have an Impact on the generation expansion plan. First, the FPL forecast 

of summer peak demand shows an Increase In the short term versus the 

forecast used In the Need Petition. In 1991-92, this inaease ls 

approximately 200 MW. The longer term forecast remalns basically 

unchanged due to the effects of increased conservation. The second 

major change Is a shifting of OF resources used in the Need Petition. In 

the ''CJed Petition, FPL had forecast that 1,095 MW of OF power would 

be supplied by 1997. This total amount by 1997 has not changed 

SIJbstan11ally; the currently forecasted total is 1,105 MW. However, 

induded In that total were two large facilities. 225 MW and 300 MW. to 

be In-service to meet the summer peaks in 1993 and 1995, respectively. 

These facilities represent a substantial share of FPL's total OF 

purchases. and have subsequently been delayed to in-service dates 

which will meet the summer peaks of 1994 and 1996, respectively. 

Have these changes threatened system reliability? 

No. They do tend to reduce the projected reserves in FPL's capadty 

plan and are, therefore, cause for concern. They also have occurred in 

a time frame In which It Is not feasible to economically construct 

additional new capacity, if it were required. Even with these changes, 

13 



I 

I 1 
( 

2 

3 

• 
5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

470 

FPL projects Its next capacfty addition would be In the 1995-96 time 

frame, aJnce reliability standards are not violated before that time. 

Q. How dOes the purchase of Scherer Unit No. 4 fit Into FPL'a current 

baae expansion plan? 

A. The purchase of Scherer Unit No. 4 would allow the deferral of Martin 

Unit Nos. 5 and 6, the IGCC units, which were ~cheduled to begin 

service In 1996, assuming that the additional 590 MW of potential OF 

capacity ls also obtained. 

0. Does the purchase of Scherer Unit No. 4 have any Impact on the 

SCheduled capacity to be brought In-service pr!or to 1996? 

A. No. Although, as described In Mr. Cepero's testimony, the purchase of 

the unit begins In 1991, the Lauderdale repowering and construction of 

Martin Unit Nos. 3 and 4 have not been deferred. Deferral of this new 

capacity would be unwise at this time given the changes in the load 

forecast and the expected in-service dates of OF capacity which I 

discussed earlier. If these new units were to be delayed, and any further 

changes were to occur resulting in additional capacity need, there may 

not be sufficient lead timo to reschedule these units back to their original 

In-service dates. 

14 
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f 1 Q. Pleue describe the final Impact of the Scherer Unit No. 4 purchaae 

~ 

1 
2 on FPL'a current baae generation expansion plan. 

3 A. The purchase of 646 Mil of Scherer Unit No. 4 deters Martin Unit Nos. 5 f: • 

.. and 6 from 1996 to 1998 . Subsequent units in the base generation 

5 expansion plan are also delayed by the purchase of Scherer Unit No. 4. 

6 The net effect of the purchase of 646 WI is to 3void an approximately 

7 equal amount of capacity In the base plan for the life of the unit. I have 

8 summarized the expansion plans through 1998 y,ith and without Scherer 

9 Unit No. 4 In Document No. 9. 

I 10 
{ 

11 Q. Ia this purchase of Scherer Unit No. 4 more cost effective than 

12 construction of new capacity by FPL? 

13 A. Yes. When compared to construction of the IGCC units, Martin Unit 

14 Nos. 5 and 6, the purchase of Scherer Unit No. 4 produces a cumulative 

15 net present value savings of $584 million over thirty years. 

16 

17 Q. How do the economics of this purchase compare to the projects 

18 proposed to FPL In Its capaclty RFP? 

19 A. The evaluation of these projects Is described in Mr. Denis' testimony. 

20 The most economic proposal submitted in response to the RFP was, in 

21 fact. the Georgia Power proposal offering Scherer Unit No. 4 in a UPS 

22 anangement. The analysis I have performed shows that the purchase 

23 arrangement of Scherer Unit No.4 produces approximately $15 million 

15 



1 

2 

3 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

0. 

A. 

0. 

A. 

472 

more savings In present value tenns than the UPS proposal. This does 

not reflect certain other benefits associated with the purchase. 

Are there additional benefits provided by the purchase of Scherer 

Unit No.4 when compared to the UPS arrangement? 

Yes. The purchase of Scherer Unit No. 4 offers several other benefits 

when compared to the UPS offer, lncfuding: 

• Facflitatlon of the expansion of the Southern-Florida transmission 

interface. 

• Inclusion of associated emission allowances in the sale. 

• Assuming the unit life will extend beyond thirty years, FPL will not 

have to replace the capacit)•, as it would under the UPS 

arrangement 

How does the Scherer Unit No. 4 purchase compare to purchases 

from OFa? 

The economics of the Scherer Unit No. 4 purchase compare favorably to 

purchases from QFs under a Standard Offer contract. The purchase of 

Scherer Unit No. 4 saves approximately $427 million versus the 1996 

Standard Offer at no risk factor and $216 million versus the Standard 

(Revised 12-7-90) 
16 
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f 1 Offer at a 20% rtsk factor cumulative present value over thirty years. In 

( 
2 addition, the Scherer Unit No. • purchase offers less risk to ratepayers 

3 than purchases from OFs, or from Independent Power Producers (IPPs) • 

.. 
5 Q. How does the pun:hale of Scherer Unit No. 4 present tea rtllk to 

8 FPL rate~ than pun:hues from QFa or IPPs from • planning 

7 perspective? 

8 A. When compared to any unit which Is not currently In-service, Scherer Unit 

9 No . .f has an advantage, in that it is already licensed, constructed and 

l 
10 operating. It offers proven technology and performance. Additional 

11 con.fort is provided by the fact that this Is a sister unit to several others 

12 at the same site which have a proven track record. New OF or IPP units 

13 introduce~ over operating performance and delivery schedules. 

14 In addition, those OF facilities which operate under a Standard Offer 

15 contract represent even greater risk since there is rrttle certainty of 

16 performance guaranteed In the contract. 

17 

18 Q. Would you pleue aummartz.e the economics of the Scherer Unit 

19 No.4 purchase? 

20 A. Yes. I have shown, in summary form, the components of cost of the 

21 several expansion alternatives in Document No. 10. 

17 
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t 1 Q. 00.. FPL have .ufflclent transmission capacity to take delivery of 

2 the Scherer Unit No.4 purchase? 

3 A. Yes. given the allocation of transfer capability associated with this 

4 agreement 

5 

6 Q. Hu llddtttonal transmission capability been factored Into your 

7 economic analysis? 

8 A. Yes. The availability to FPL of an additional 500 MW of transmission 

1 9 transfer capability over the Aorida~Southem interface, as discussed in 

10 Mr. Cepero's testimony. has been modeled. The additional transfer 

11 capaollity also allows FPL to take advantage of additional short term 

12 economy purchases when available. Overall, the purchase of Scherer 

13 Unit No. 4 and the addition of new interface capability provide increased 

14 benefits versus the purchase alone. Assuming approximately $180 

15 million as a rough estimate for the cost of adding 500 W.W of new 

16 transmission Interface capacity for FPL. the purchase of Scherer Unit No. 

17 4. along with the increased ability to make economy purchases. provides 

18 the approximately $584 million of cumulative net present value revenue 

19 requirement savings when compared to the base case expansion plan. 

18 
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Since Scherer Unit No. 4 Ia coal-fired, will pending acid rain 

legislation have a negative Impact on the economics of the 

purchase? 

No, penclng ackf rain legislation Is not expected to have a negative 

Impact on the economics under currenUy proposed legislation. As 

described In Mr. Cepero's testimony, FPL will be entitled to, as part of the 

purchase, any emission and other such environmental allowances 

associated with its undivided ownership interest in Scherer Unit No. 4 as 

a result of the contemplated amendments to the Clean Air Act or any 

other legislative or regulatory action. These allowances will be "\ 

permaneht Increment to FPL's totaJ. 

You mentioned earlier that you deal with uncertainty In the plan with 

diversity and flexibility. How does the purchase of Scherer Unit 

No. 4 conb1bute to theSe goals? 

Scherer Unit No. 4 Increases the amount of energy supplied by coal In 

the FPL fuel mix. Currently, FPL produces approximately 2% of its 

energy from coal-fired generation. With the purchase of Scherer Unit 

No. 4, that will increase to approximately 8% by 1997. This increase in 

ooal-fired generation improves the diversity of the fuel mix. Flexibility, 

which is oontalned In the FPL base plan without Scherer, Is maintained 

with the Scherer purchase, which provides early capacity capable of 

19 
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addressing changes In the very near term, some of which we have 

all8ady seen. 

Would you pleue summarize the advantages of the purchase of 

Scherer Unit No. 4, from a planning perspective? 

First and foremost. the purchase of 646 MW of Scherer Unit No. 4 

provides a savings of $584 million versus construction of a new unit by 

FPL It also provides competitive economics versus the best project 

offered In FPL's capacity RFP and versus potential qualifying facility 

projects. Thus, it Is the most cost effective means of meeting future 

demand avaUable to FPL at this time. 

In addition to favorable economics, the purchase offers a number of other 

advantages. Arst, the unit Is a known quantity with demonstrated 

performance and Identified costs. Second, it Is a coal-fired unit with a 

high availability which helps diversify FPL's fuel mix. The potential 

downside of acid raln related costs has been addressed, as allowances 

are included as part of the purchase. 

Third, the purchase offers capacity in the short tenn, which will reduce 

concem over volatile assumptions in the load forecast and OF supply. 

The unit Is dispatchable, and maintenance scheduling will be defined by 

FPL In addition, when packaged with the additional transmission 

20 
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c:apabllty, FPL wll be able to take advantage of fubJre economy energy 

availability. All of these advantages serve to benefit FPL customers. 

Overall, the purchase of Scherer Unit No. 4 represents the best option 

available to meet FPL's 1996 capacity need. 

0 . Does this conclude your testimony? 

A. Yes, It does. 

21 
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(By Mr. Butler) Mr. Waters, would you please 

summarize your testimony? 

A Yes, my direct testimony presents the results 

of an analysis of the purchase of Georgia Power 

Company's Robert w. Scherer Unit No. 4. 

To put this analysis in the proper context, I 

discussed the planning process employed at FPL and show 

that all resource alternatives, including demand side 

programs, purchases from qualifying facilities and 

10 power purchases from other sources are considered. I 

11 demonstrate that even when all of the resources have 

12 been considered FPL has a need for new capacity in the 

13 1995-1996 time frame, and that need, if met by FPL 

14 construction of new generation, would be met by the 

15 addition of IGCC capacity. 

16 The economic analysis I have performed shows 

17 that the purchase of Scherer Unit No. 4 provides a 

18 savings of approximately $584 million when compared to 

19 construction of new generating capacity by FPL. 

20 Compared to the purchase of capacity under a standard 

21 otter arrangement, the purchase of Scherer Unit No. 4 

22 produces a savings of approximately $216 million. The 

23 purchase also compares favorably to and is economically 

24 competitive with the best alternative identified in 

25 FPL'a capacity solicitation. 
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1 However, unlike the proposal submitted in 

2 response to that solicitation, acquisition of the 

3 Scherer unit will provide other important benefits 

4 including facilitation of the expansion of the Southern 

5 Company/Florida transmission interface, which will 

6 provide the ability for FPL, as well as other utilities 

7 in the state, to take advantage of economy energy 

8 transactions when available, receipt of emission 

9 all owances associated with the unit which will become a 

10 permanent increment to FPL's total, and the unit will 

11 become a permanent asset to FPL and will not have to be 

12 replaced at the end of a fixed contract term, as it 

13 would under a unit power sale arrangement. 

14 Based on the overall economics and the other 

15 advantages I've discussed in my testimony, I believe 

16 the purchase of Scherer Unit No. 4 represents t he best 

17 alternative available to meet FPL's 1996 capacity 

18 needs, and that acquisition of the unit should be found 

19 to be reasonable and prudent. 

20 That concludes my summary. 

21 MR. BUTLER: Mr. Chairman, if i t would be 

22 helpful, I could have Mr. Waters briefly go through 

23 thia seriea ot documents, 1 9 through 23, to describe a 

24 little bit what they repre sent, or we can go directly 

25 to - -
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1 

2 

3 

4 

5 

6 

7 

CHAIRMAN WILSON: I think it would probably 

be helpful to do that, rather than trying to extract it 

painfully question by question through cross 

examination. So let's do that. 

Q (By Mr. Butler) Mr. Waters, do you have 

before you what has been identified as Exhibit 19? 

A Yes, I do. 

8 Q Would you please, starting with that and 

9 running through what ha s been identified as Exhibit 23, 

10 summarize briefly what thes e represent for the 

11 Commission's benefit? 

12 A Yes. What's been identified as Exhibit 19 is 

13 really provided as a reference point, and needs to be 

14 considered as a package with Nos. 20 and 21, and I'll 

15 go through those three in combination. 

16 19 was provided in response to Citizen's 

17 Second Set of Interrogatories in response to a question 

18 about my Document No. 10 in my direct testimony. These 

19 spread sheets attached to the interrogatory show the 

20 development of the individual components listed in 

21 Document No. 10 on a year-by-year basis. 

22 Now, having this as a reference point, I 

23 merely wanted to demonstrate that these have been 

24 provided during the discovery process and all backup 

25 ror Document No. 10 has been provided. 
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1 With that, I'd like to go to Exhibit No. 20, 

2 which is really a restatement of 19 and contai ns the 

3 same numbers as shown on Exhibit 19, with one 

4 exception. And that is on Exhibit 20 for 

5 clarification, we have shown the totals at the bottoms 

6 of all the columns on those spread sheets. With that 

7 exception, this is identical to the response provided 

8 in Interrogatory Response in Exhibit 19. 

9 CHAIRMAN WILSON: So with the addition of the 

10 columns, 20 is identical to 19? 

11 WITNESS WATERS: Yes. 

12 CHAT~ WILSON: Which has been previously 

13 provided through discovery, all right. 

14 WITNESS WATERS: That's correct . 

15 

16 

CHAIRMAN WILSON: I can understand that. 

WITNESS WATERS: So I think for reference, 20 

17 will probably be a little easier to follow than 19. 

18 CHAIRMAN WILSON: All right. 

19 WITNESS WATERS: Now, using the numbers, the 

20 data contained in Exhibit 20, we can go to Exhibit 21, 

21 which is the wider spread sheet, which is a comparison 

22 of the different options listed in my testimony. All 

23 of the alternatives listed in my testimony are compared 

24 to the Scherer 4 purchase one at a time, and the 

25 components of those a lternatives are compared. For 
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1 8laUJPle, on the first sheet in Exhibit 21, we're 

2 co.paring the Scherer 4 purchase to the construction of 

3 the IGCC unit in 1996. We've separated the costs of 

4 those a~ternatives into three components. The first is 

5 capacity payaents. 

6 The second component is O&M expense, and the 

7 third is fuel cost. And we've compared each of those 

8 ~nenta on both a nominal and a cumulative present 

9 val ue basis. So as we look from left to right in the 

10 first colUJm under "capacity Payments," I have the 

11 SCherer costs shown in the first column on a nominal 

12 dollar basis: the IGCC revenue requirement shown in the 

13 second coluan starting in 1996. The third column shows 

14 the differential in nominal dollars between those two 

15 series of payaents, and the fourth column shows the 

16 cu.D1ative present value difference in 1991 dollars of 

17 the two pay.ent streams. 

18 We have a similar comparison made on O&M and 

19 fu~ costs. Following those comparisons, I have a 

20 colUJIIl titled •Total System CPVR Including the Scherer 

21 Purcb.aae,• which includes not only the first columns , 

22 but includea the system fuel costs. I have a total 

23 ay~, includinq the 1996 IGCC, and final column 

24 caapares thoae two. 

25 Tbe number at the bottom of the last column 
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1 on the spread sheet, the 583,304 is the basis for my 

2 testimony, which says that Scherer saves approximately 

3 $584 million versus that 1996 IGCC. 

4 The following pages have similar comparisons. 

5 The following page would be a comparison of the 

6 purchase to the UPS proposal. And on that page, the 

7 last column, the last year shows a $15 million savings, 

8 which again I referenced in my testimony. And so on. 

9 And I won't go through all the spread sheets unless 

10 there's specific questions on those, but I also 

11 compared the Scherer unit to the standard offer units 

12 in a similar manner. 

13 If I may move on to Document No . 22, Exhibit 

14 No. 22, this reflects changes to the cost of the 

15 Scherer 4 purchase based on the supplemental Letter of 

16 Intent that's been introduced into the hear ing 

17 yesterday. And I've tried to break the components of 

18 the changes into components related to my Document 10. 

19 At the beginning of this document I show the 

20 fixed costs shown in Document No. 10. That's as in my 

21 testimony, 955,557, and then I show the changes to 

22 those fixed costs which are reflected in the 

23 Supplemental Letter of lntent. 

24 I do the same for the O&M cost. There are no 

25 changes to the unit fuel cost, no changes to the sys tem 
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1 fuel cost shown on my Document 10 . At the bottom I 

2 have a total cost that reflects all changes, and I show 

3 the net change in cost from Document 10, which is an 

4 increase in cost of $8,310,000. 

5 The final document, No. 23, is a listing on 

6 the first page of some of the assumptions that went 

7 into the analysis of the different options underlying 

8 the economic comparison. The following pages are 

9 reconciliations derived from the analyses in both 

10 nominal dollar and pre sent value dollar terms . 

11 And I believe, Commissioner, they do 

12 reconcile to the sheets I have previously presented, 

13 and I'd be glad to show how these compare, but this is 

14 really a more detailed breakdown of the numbers that 

15 

16 

went into the economic analysis. So with that I'd be 

glad to answer any questions related to these 

17 documents. 

18 CHAIRMAN WILSON: Commissioners, do you have 

19 any questions here before we start into cross 

20 examination? 

21 

22 

(No response. ) 

CHAIRMAN WILSON: All right, let's go then. 

23 MR. BUTLER: Tender Mr. Waters for cross 

24 examination. 

25 COMMISSIONER GUNTER: I do have one I might 
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1 as well clear up. 

2 CHAIRMAN WILSON: Let's go ahead 

3 Commissioner Gunter has a question. Let's go ahead and 

4 let him ask it. 

5 COMMISSIONER GUNTER: Have you got a copy of 

6 Mr. Gower's testimony? 

7 

8 

WITNESS WATERS: Yes, sir. 

COMMISSIONER GUNTER: Go to his Document No. 

9 1, Page 1 of 1 . 

10 

11 

WITNESS WATERS: Yes, sir, I have it. 

COMMISSIONER GUNTER: I don't want to dwell 

12 on it if there's a logical reason. Do you have Exhibit 

13 23 before you? 

14 WITNESS WATERS: Exhibit 23, yes, sir. 

15 

16 

17 

COMMISSIONER GUNTER: Go to Line 6 on Page 1. 

WI~ESS WATERS : Yes, sir. 

COMMISSIONER GUNTER: I look at Scherer UPS, 

18 which is Column 4, and they have a Georgia Power 

19 Company initial investment of $554,665 ,000, is that 

20 correct? 

21 WITNESS WATERS: Yes, sir, in Exhibit 23, 

22 that's correct. 

23 COMMISSIONER GUNTER: Now, go to the original 

24 cost on Line 5 of Document 1 attached to Mr. Gower's 

25 testimony of $525,185,917, is that correct? 
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WITNESS WATERS: Yes, sir. 

COMMISSIONER GUNTER: They both can't be 
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3 right. 

4 WITNESS WATERS: I'll have to defer to Mr. 

5 Gower to explain the difference , but I believe that the 

6 number that we've shown on Exhibit 23 --we ll, I ' m not 

7 certain. I'd have to ask Mr. Gower to reconcile those 

8 two numbers since this is from his testimony. 

9 COMMISSIONER GUNTER: Look at the footnote. 

10 Would you beqin to see where I have some questions? 

11 

12 

WITNESS WATERS : Yes, sir. 

COMMISSIONER GUNTER: I look at Footnote 3, 

13 it says, "Georgia Power Company initial investment 

14 1989." Plant came on in 1989, and on Mr . Gower's 

15 testimony on -- and this is just the first of the 

16 questions I want to ask you about these spread sheets, 

17 but I want to wait and let everybody else have a shot 

18 at it. I see a significant difference, which I think 

19 bookkeepers would call a "ma terial" difference, 

20 wouldn't you? 

21 

22 

23 

would. 

WITNESS WATERS: Yes, sir, I believe they 

COMMISSIONER GUNTER: That would have some 

24 effect on calculations that went through, all the way 

25 through, if, in fact, the one on Exhibit 23 was 
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1 overstated by some $29 million, or Mr. Gower's was 

2 one was overstated and the other one was understated. 

3 

4 

5 right. 

6 

WITNESS WATERS: Yes, sir. 

COMMISSIONER GUNTER: So they both can't be 

WITNESS WATERS: Well, Since this is Mr . 

7 Gower's document, I'll have to rely on him to 

8 COMMISSIONER GUNTER: You're saying he has to 

9 be vrong on his because yours is right? Is that what 

10 you're saying? 

11 WITNESS WATERS: No, sir, I'm not sure that 

12 he's wrong. I'm sure he can reconcile the numbers. 

13 

14 

15 

16 

CHAIRMAN WILSON: But your numbers are right? 

COMMISSIONER GUNTER: Your numbers are right? 

WITNESS WATERS: My numbers are right. 

COMMISSIONER GUNTER: So you're number of 554 

17 -- so he's the guilty one, huh? Okay. We'll t a lk to 

18 "Guilty" when he comes up. Because that's one of the 

19 problems I have, and I would really like to have that 

20 reconciled reasonably soon because there are some other 

21 ones, because as you run through the calculations, you 

22 got to find out which one is right, because you can --

23 I'm uncomfortable. I thought you were going to be able 

24 to give me a good answer for that. I'm uncomfortable 

25 now because there is a doubt as to which figure you 
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1 start from. An origina~ investment has a -- you know , 

2 with a 5' error one way or the other, a 5% question 

3 mark, with some of the calculations, just looking at 

4 them very quickly, you know, you had one that was, I 

5 think, $221 million versus 220 million. Well, if you 

6 start with a $25 million difference in the investment, 

7 or $29 million difference in investment, it can swing 

8 the other way. 

9 WITNESS WATERS: I understand, Commissioner. 

10 We'll have to reconcile that. 

11 COMMISSIONER GUNTER: And I hope that 

12 somebody is listening and will be hotfooting it on over 

13 here to explain while you're on the stand because I get 

14 real goosy about that -- that ' s sort of a fundamental 

15 on the front end. That's the thing I started looking 

16 for and that's the first thing I saw, and that led me 

17 to some other questions later on. 

18 No more right now, Mr. Chairman. 

19 WITNESS WATERS: Wha t I can do for you is 

20 reconcile the numbers that are on this list to the 

21 numbers used in my analyses and the numbers presented 

22 in my documents. 

23 COMMISSIONER GUNTER: Okay. Well, I just 

24 wanted you to kind of think about that a little bit. 

25 CHAIRMAN WILSON: Mr. Murrell, are you again 
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2 

3 

4 

MR. MURRELL: Yes, sir, thank you . 

CHAIRMAN WILSON: Mr. McGlothlin? 

MR. McGLOTHLIN: I'll try, Commissioners. 

5 It's kind of hard to cope with this flurry of 

489 

6 additional documents. Some of these I've seen before. 

7 Some may have some information I've seen before, but 

8 you'll have to bear with me while I try to sort it all 

9 out. (Pause) 

10 CROSS EXAMINATION 

11 BY MR. McGLOTHLIN: 

12 Q Mr. Waters, please turn to your Document 3, 

13 Page 1 of 1. 

14 A Yes, sir. 

15 Q Do you have with you a copy of what's been 

16 identified as hearing Exhibit 14, which is the 

17 Qualifying Facilities Forecast? 

18 A I probably have a copy of the forecast. I 

19 don't have it identified as the exhibit. That's the 

20 1990 forecast? 

21 

22 

23 

Q 

A 

Q 

Yes. 

All right. 

Flipping through what has been identified as 

24 Exhibit 14, would you agree that the forecast contains 

25 specifically identified projects on a year-to-year 
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1 basis and then quantifies the total megawatts of QF 

2 capacity associated with each year? 

3 

4 

5 

6 

7 

8 

A Yes, it does. 

Q And the numbers in your Exhibit No. 3 tie to 

the numbers that are stated as a cumulative total per 

year within Exhibit 14, i s that correct? 

A 

Q 

Yes, they do. 

And this is the source of the Document 3 to 

9 your ~estimony? 

10 

11 

A 

Q 

Yes, it is. 

And as I understand it, planners utilize more 

12 than one type of comparison, do they not? For 

13 

14 

15 

16 

17 

18 

19 

20 

21 

instance, there is the value of deferral type of 

comparison, as well as the revenue requirements type of 

comparison? 

A In developing the expansion plan, no, I 

wouldn't agree we use those two types of comparisons. 

Value deferral is primarily aimed at cogeneration 

pricing rather than developing an optimal expansion 

plan. 

Q I see. Is it true that with respect to the 

22 value of deferral type of analysis, the analysis takes 

23 into account the fixed costs, the fixed O&M costs and 

24 the fuel costs of the avoided unit being compared? 

25 A In value of deferral -- I'm not sure I 
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1 understand your question, but value of deferral, the 

2 concept would only apply to the O&M and capacity 

3 payment components of the costs . 

4 Q I see. Is it true that recently in the 

5 combined dockets involving the Indiantown contract, 

6 that you compared the Indiantown contract with others, 

7 based, not only a revenue requirements basis, but also 

8 on a value of deferral basis? 

9 A Yes, we did. We looked at the payment stream 

10 on a value of deferral basis. 

11 Q And with respect to the value of deferral 

12 comparison you performed there, was that limited to the 

13 fixed costs in O&M, or did it include some 

14 consideration of the unit specific fuel costs? 

15 A Well, it certainly included fuel, but I think 

16 what I'm saying is that there's no change in the way we 

17 handle fuel in the two methodologies in that there's no 

18 restructuring of the cost. The fuel cost is very 

19 simply the number of megawatt hours times the fuel 

20 cost, whereas, on capacity we've really basically 

21 restructured the payments. 

22 MR. McGLOTHLIN: Commissioners, I ' m going to 

23 a•k some questions based on Mr. Waters' Document 10. I 

24 have an enlargement of that I'd like to put on the 

25 easel and go over with him, but -- it's an enlargement 

FLORIDA PUBLIC SERVICE COMMISSION 



492 

of 10. 1 

2 MR. BUTLER: May I ask, to be sure we don't 

3 get fouled up with something, is that an enlargement of 

4 the revised Document 10 we supplied with the errata 

5 sheets, or is that from the origi nal filing of the 

6 testimony? 

7 MR. McGLOTHLIN: This has the revised numbers 

8 that were provided to us at the deposition. 

9 

10 Q 

MR. BUTLER: Okay. 

(By Mr . McGlothlin) Mr. Waters, focusing on 

11 the present value columns of fixed cost, O&M fuel cost 

12 and system fuel cost and, again, comparing this, for 

13 example, with the type of value deferral comparisons 

14 you performed to compare the ICL contract , on the one 

15 hand, with the discounted standard offer on the other. 

16 Would that comparison include the fixed cost, O&M cost, 

17 and unit fuel cost columns a s they appear on Document 

18 No. 10? 

19 

20 

21 

A 

Q 

A 

Which comparison would include those? 

The value of deferral type of compar.ison. 

The value of defe.rral as we presented in the 

22 previous docket, would include those three compone nts , 

23 yea . 

24 Q I t we were to co•pare, on that basis, the 

25 pr oposed purchase of Schere r, which i s known a s the 
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1 second entry under the option, with the depiction of 

2 the discounted standard offer, would you agree that 

3 with respect to the present value of the capacity costs 

4 shown on Document 10, the discounted standard offer is 

5 considerably less than the Scherer purchase? 

6 A If you simply add those three components, 

7 yes, but there is several flaws in that approach in 

8 this case. 

9 Q Yes, sir. I'm sure we'll get to ·those, but 

10 please answer my question. Would you agree that the 

11 capacity cost, present value of the discounted standard 

12 offer, are considerably less than the purchase of the 

13 Scherer? 

14 

15 

A 

Q 

The capacity costs, yes. 

Would you agree that the present value of the 

16 fuel cost associated with the standard offer discounted 

17 are considerably less than the Scherer purchase? 

18 A Yes , they are. 

19 Q With respect to the O&M, the discounted 

20 standard offer is considerably higher, is it not? 

21 

22 

A 

Q 

Yes, it is. 

Is that because the standard offer is based 

23 upon the scrub unit, whereas Scherer is not? 

24 A Primarily, I believe that's the major 

25 difference between the two. 
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1 Q All right. I have a second chart I'd like to 

2 show you. (Pause) If you'll take a moment and verify 

3 that, these entries were simply extracted from your 

4 Document 10, and represent the same present value 

5 numbers for the fixed cost, O&M cost and unit fuel cost 

6 columns, and verify that I've totaled these correctly. 

7 Again, on the value of deferral basis, would 

8 you agree that the sum of those three components of 

9 c osts for the standard offer discounted 20% is far less 

10 than the corresponding present value cost for the 

11 Scherer purchase option? (Pause) 

12 A Okay. The first thing I noticed, Mr. 

13 McGlothlin, these were the revisions I gave in my 

14 deposition, there are some slight changes, very slight, 

15 in the latest version, which I don't think impact the 

16 comparison here. With that exception, these numbers 

17 are basically correct. 

18 

19 

Q 

A 

All right. 

As I mention, they are slightly different 

20 than the current version of Document 10. 

21 Q Based on Document 10, the discounted standard 

22 offer would be far -- the sum of the present value of 

23 the costs for fixed costs O&M and unit fuel costs are 

24 al•o 1••• expensive than the IGCC or the Scherer UPS 

25 options, is that correct? 
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1 A Yes, sir. But as I mentioned, that would be 

2 an invalid comparison in this case. 

3 Q I'm sure we'll develop all of those points, 

4 Mr. Waters. 

5 Just putting it on a percentage basis, that 

6 4itterence between the discounted standard offe r and 

7 the Scherer purchase would indicate on the present 

8 value of the three components of costs, the percentage 

9 difference is the order of magnitude, 43%, taking into 

10 account your minor changes? 

11 A Okay. I'll trust your calculations at the 

12 moment. 

13 

14 

15 

16 

17 

18 

19 

20 

21 

Q Okay. Now, as I understand it, when you 

prepared Document No. 10, you built into the fixed 

costs of the Scherer purchase scenario a consideration 

of the cost of additional transmission facilities, is 

that correct? 

A That's correct. 

Q And that cost is not included in the 

discounted standard offer, is that correct? 

A That's correct. It is not. 

22 Q So it would be appropriate, in looking 

23 further into this comparison, to back out of the fixed 

24 coat associated with the Scherer purchase the present 

25 value of the cost of that additional transmission line, 
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1 is that correct? 

2 A For the purposes of adding up the numbers, 

3 yes, that would be a more comparable set of numbers . 

4 Q Now, accordi ng to your testimony, you 

5 associate with that investment in additional 

6 transmission facilities some benefits in the for m of 

7 additional economy of sales, is that cor rect? 

8 

9 

10 

11 

12 

13 

14 

A 

Q 

A 

That's correct. 

Economy purchases. 

Economy purchases on the FPL side, yes. 

Q Is it true that they would be reflected in 

the system fuel cost column of Document 10? 

A 

Q 

:•"Js, they would. 

And would not be i ncluded in the value of 

15 deterr al type of comparison? 

16 A That's correct. 

17 MR. McGLOTHLIN: I'd like to take a moment 

18 and pass out a document . (Pause) 

19 As it happens, Mr. Waters, this document has 

20 already been distributed in the package that we 

21 recently received, and it's FPL's response to Public 

22 Counsel's Interrogatory 31-E. Do you have that with 

23 you? 

24 

25 

A 

Q 

Yes, I do. 

Exhibit 19. (Pause) 
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1 Turn to Page 3 of 6 of this interrogatory 

2 response and look at Column 10, Transmission Revenue 

3 Requirements. 

4 A Yes. 

5 Q Does that indicate the assumption that 

6 beginning in 1997 FPL would begin realizing the annual 

7 revenue requirements with the additional transmission 

8 line you've described in your testimony? 

9 A That would be FPL's portion of a new 

10 transmission line, that's correct. 

11 Q And that's shown, I believe in nominal 

12 dollars on this chart, is that correct? 

13 

14 

A 

Q 

Yes, it is. 

So would it be possible to convert those 

15 yearly entries into a present value basis and then back 

16 that out of the fixed costs shown for the Scherer 

17 purchase on Document No. 10? 

18 

19 

20 

21 

22 

23 

24 

25 

A 

Q 

Yes, it would. 

Now , did your counsel provide to you a work 

sheet of a calculation designed to do that, we asked 

you to review? 

A No, I don't believe I've seen that. 

Q Do you know what that amount would be? Have 

you performed the calculation? 

A I think it's on the or der of $136 million. 
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CHAIRMAN WILSON: $136 million is what? 

WITNESS WATERS: The present value of those 

3 revenue requirements shown in Column 10 on Page 3 of 6 

4 of Exhibit 19. 

5 COMMISSIONER EASLEY: At what point would 

6 that be $136 million? 

7 WITNESS WATERS: That's the 1991 dollars, 

8 which are the units we're working tn right here. 

9 

10 

11 

12 payments. 

13 

14 payments? 

15 

16 Q 

COMMISSIONER EASLEY: Okay. 

CHAIRMAN WILSON: That's the present value 

WITNESS WATERS: Yes. Of that stream of 

CHAIRMAN WILSON: of that stream of 

WITNESS WATERS: Yes. 

(By Mr. McGlothlin) So one refinement of the 

17 type of comparison that we're discussing would be to 

18 look to the differen~e in the present value streams 

19 which we identified as $637 million and back out 136 

20 million to reflect that's an additional adjustment in 

21 transmission that is not reflected in the standard 

22 offer case. 

23 A That's one refinement. I would agree with 

24 that. That's not the refinement that keeps all of this 

25 from beinq invalid, but it is one refinement we could 
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1 make. 

2 Q Now, is it true on Document 10 you have 

3 assumed with respect to the discounted standard offer, 

4 646 megawatts. 

5 

6 

A 

Q 

That's true. 

And have you included in the fixed cost the 

7 dollar amount that would be associated with the 646 

8 megawatts as standard offer capacity? 

9 

10 

A 

Q 

Yes, we have 

Is it true that the subscripti on limit 

11 associated with the standard offer is 500 megawatts? 

12 

13 

A 

Q 

That's my understanding. Yes. 

So ~o that extent there would have to be some 

14 recognition that the fixed costs associated with the 

15 standard offer are more than is possible under the 

16 limitations ot the regulation? 

17 A I don't believe there needs to be that 

18 recognition for this comparison. We would want to 

19 compare, where possible, equal megawatts of capacity 

20 options . Otherwise, again, we have an apples and 

21 oranges type comparison. 

22 Q All right. Now, with respect to t he 

23 additional column for system fuel cost, is it true that 

24 in order to arrive at some value for system fuel cost, 

25 it'• necessary to utilize a computer program called a 
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1 "production cost simulation," to quantify and take into 

2 account all of the variables that are involveo in the 

3 system fuel cost? 

4 

5 

A 

Q 

That's correct. 

You utilize somet hing called PROSCREEN to 

6 perform that calculation, is that correct? 

7 A Yes, we did. 

8 Q Now, do I understand correctly that the 

9 purpo se of the computer program is to, on paper or 

10 mathematically, mimic the way the system determines the 

11 most economical way to meet the load on the system at a 

12 given point in time, and then to quantify the costs 

13 that are incuz.:ed to meet that load? 

14 A That's essentially correct, yes. 

15 Q Now, certainly in terms of a mathematical 

16 device designed to track the system dispatch, there is 

17 going to be some room for error in the calculation, is 

18 that correct? 

19 A Error in what sense? Versus how the system 

20 would actually operate? 

21 

22 

Q 

A 

Yes. 

It is possible that we would have -- looking 

23 at individual unit operation, yes, there would be some 

24 difference with how the system would operate. In 

25 general the total system costs are relatively close to 
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8 

9 

10 

11 

what we see. 

Q Has there been identified with the use of 

PROSCREEN for this purpose some accepted margin of 

error? 

A We generally -- it's a rather involved 
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process. We start with a much more detailed program, 

the PROMOD program, which has a greater level of 

detail. We attempt to match that to the system as much 

as possible, what we know about the system. We then 

use that as our basis for benchmarking PROSCREEN, which 

is a smaller program, runs quicker and enables us to 

12 run a lot more scenarios in a shorter time. We 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

generally try and benchmark the system production cost 

within about 2%. 

Q That 's with respect to PROSCREEN or PROMOD? 

A With respect to PROMOO. 

Q All right. PROMOD, I believe you said, was 

the more detailed, sophisticated version, is that 

correct? 

A Yes, it is. 

Q And PROSCREEN which was used in this 

exercise, is a smaller model? 

A It's less detailed. 

Q Would I understand correctly then that the 

margin of error would be greater for PROSCREEN tha n for 
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Well, it's a matter of perspective. Again, 

3 measuring it against actual system performance, looking 

4 at how some of our units might operate it may vary. 

5 But in this case I have to point out that the 

6 units we're talking about here are not subject to t hat 

7 kind of error. We're talking about coal units 

8 introduced into a system tha t's roughly 80% coal, oil 

9 and gas. Expecting any error in the dispatch of that 

10 kind of unit on the system that's mostly running on oil 

11 I think would be unlikely . In other words, we would 

12 not expect the actual operation of units to var y much 

13 from what the programs are actually projecting. The 

14 error will come into things like gas turbine operation, 

15 which only o~erate a few hours a year anyway in some of 

16 the higher cost units. 

17 

18 

19 

20 

21 

22 

23 

24 

25 

Q I think you said earlier that in 

benchmarking, and I think -- let me back up. 

By benchmarking, do you mean some attempt to 

calibrate the accuracy of the computer program against 

actual results? 

A In the PROMOD case, that's right. 

Q And with respect the ability of PROMOD to 

accurately reflect what happens in the real world when 

the system is actually dispatched, there is an attempt 
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2 A No, that was PROSCREEN versus PROMOD. In 

3 reality we use PROMOD on a regular basis in the oil 
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4 backout proceedings to verify system productions cost. 

5 We have been within 1% consistently for quite sometime 

6 using that model. 

7 Q All right. PROMOD actual results is within 

8 1t, is that correct? 

9 A That's been the case, yes. 

10 Q And then comparing results received with 

11 PROSCREEN to PROMOD, there is a variance of possibly 

12 2t, or an attempt to hold it to 2%, is that correct? 

13 

14 

15 

16 

17 

18 

19 

20 

A 

Q 

That' . correct. 

Is the margin of error ever more than that? 

A We don't benchmark every single case so it's 

hard to say whether it's ever more than that. I think, 

in general, our benchmarking of PROMOD over the last 

three years has been within that margin. 

Q Did you benchmark this case? 

A This particular case, no, sir. 

21 Q So you don't know how close to the PROMOD 

22 results this application of PROSCREEN would have 

23 resulted? 

24 A No, sir. I would not run every case with 

25 PROMOD to benchmark it. That would defeat the purpose 
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1 of running PROSCREEN. 

2 Q Now, there are a lot of variables that affect 

3 system cost, is that correct? 

4 

5 

6 

7 

8 

9 

A 

Q 

That's correct. 

And so the reliability of the results i s a 

direct function of the validity of the assumptions and 

the data that goes into the exercise itself ? 

A The outputs are all a f unction of those, yes. 

Q With respect to the operation of the units 

10 being studied, do I have Document 10 back up? 

11 

12 Q 

CHAIRMAN WILSON: Yes. 

(By Mr. McGlothlin) Is it true that you 

13 assumed for the operation of Scherer under the Scherer 

14 purchase scenario a capacity factor of 85% over time? 

15 A Well, if I can correct that slightly , we 

16 don't assume a capacity factor. That's the purpose of 

17 the model, to determine what the capacity factor 

18 actually is. We assumed an availability of 85% so that 

19 it could run up to that level. 

20 Q All right. I'm going to take a moment and 

21 pass out a document. (Pause) 

22 COMMISSIONER GUNTER: On that last point, 

23 

24 

25 

while that's coming, on the calculations that you've 

used in your spread sheets, you've made the assumption, 

have you not, that you would have a 85% capacity 
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1 factor. If you had -- on UPS you were talking about a 

2 90,. And that walks through the calculations. It 

3 can't beone or the other. 

4 WITNESS WATERS: No, sir. We assume the 

5 availability. The numbers that you see in my spread 

6 sheets were read from the model. We actually went in 

7 and took the year-by-year numbers out. The capacity 

8 factors will be very close to 85 and 90% respectively. 

9 Because it is a coal unit, I would expect it to run 

10 most of the time, but it's not exact. There is a small 

11 difference. 

12 COMMISSIONER GUNTER: Well, for understar:iing 

13 your spread sh~~ts, though, you have made the 

14 assumption that they would run at 85%, have you not? 

15 WI~~ESS WATERS: That's probably the ea~iest 

16 way to look at it, yes, sir. I did not make that 

17 assumption in developing the spread sheets, no, sir, 

18 but the results are very close to that. 

19 COMMISSIONER GUNTER: Which one of these was 

20 this on? I've lost it. 

21 CHAIRMAN WILSON: Let me see if I understand 

22 what the difference is you're talking about. 

23 You made an assumption that there was going 

24 to be 85' availability, and since it's baseload, and 

2e you would be running at lOOt of the time, or trying to, 
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1 that you would end up with 

2 WITNESS WATERS: At very nearly the same 

3 capacity factor. That's correct. 

4 CHAIRMAN WILSON: Very nearly the same 

5 capacity factor. 

6 WITNESS WATERS: The difference is more 

7 marked it we were talking combustion turbines. I have 

8 a 90% availability but it only r uns 5% of the time . 

9 Here they are very nearly the same number. 

10 COMMISSIONER GUNTER: Okay. So I'm talking 

11 about a distinction without a difference? 

12 WITNESS WATERS: In this case. There is 

13 almost no difference. 

14 COMMISSIONER GUNTER: All right. Because 

15 when you say those, it sort of gives me real goosies, 

16 because that followed all the way through on the 

17 calculation, on the 85%. 

18 WITNESS WATERS: Right. 

19 MR. McGLOTHLIN: While this document is being 

20 distributed, I'd like to just clarify a couple of those 

21 terms, if I may. I think it might be helpful . 

22 Q (By Mr. McGlothlin) With respect to 

23 availability, you have assumed an equivalent 

24 availability factor, is tha t correct? 

25 A That's correct. 
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And the equivalent availability f actor, i t 

2 takes into account the forced outaqe and maintenance 

3 outaqe, both full and partial, is that correct? 

4 A That's correct. 

5 Q And the capacity factor is a me asurement tha t 

6 relates the enerqy actually produced to the total of 

7 enerqy that could possibly have been produced, is tha t 

8 correct? 

9 A Over 100% o f the hours of the year, that's 

10 cor r ect. 

11 

12 

13 

14 

15 

16 

17 

18 

19 

Q So in o rder for the capacity factor to e qua l 

the equivalent availability f actor, one would have to 

assume that the unit is running full blast every minute 

of every hour that the unit is available for service? 

A That's bas ically correct. 

Q All riqht. You have before you a document 

captioned "Interrogatory No. 31-F of Citizens Second 

Set of Interroqatories." 

COMMISSIONER GUNTER: Joe, can I ask you a 

20 question on this matter? 

21 MR. McGLOTHLIN: Yes , sir. 

22 COMMISSIONER GUNTER: You all are goinq so 

23 fast I can't think and catch up and get a question 

24 formulated. 

25 If the heat rate of this p lant is -- and I 
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8 

9 

10 
.,, 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

can't refer you to a document, but you're talking 

somewhere in the 9400 Btu rate, is that correct? 

508 

WITNESS WATERS: Yes, sir, that's right. 

COMMISSIONER GUNTER: Except for your nuclear 

facilities, this would be the most efficient plant on 

your system? 

WITNESS WATERS: Most efficient, yes, sir . 

We have to take line losses into account, which will 

bring it pretty close to st. Johns. 

COMMISSIONER GUNTER: You're talking 3% line 

loss, and run that calculation. So what's the next 

nearest efficient plant you have, st. Johns Power. Park ? 

WI . NESS WATERS: St. Johns . As far as the 

total energy price-out of the unit, that's the next 

most --

COMMISSIONER GUNTER: Even with your line 

loss calculations you have got nuclear, St . John's 

Power Park and then Scherer? 

WITNESS WATERS: Right. 

COMMISSIONER GUNTER: You're going to come 

pretty close to running that wide open all the time 

anyway, aren't you? 

WITNESS WATERS: Yes, sir, pretty close. 

COMMISSIONER GUNTER: Anytime it's available. 

We would probably be whipping you with a stick if you 
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1 weren't running it. 

2 WITNESS WATERS: Yes, sir. There is one 

3 other factor here that goes into these numbers that 

4 have just been passed out. 

5 The IGCC that we showed in '96 was projected 

6 to be the first of a series of units, and as those are 

7 built, they are the most efficient units on the system 

8 burning coal. They run flat out, the remaining units 

9 on the system, which are still there even though we 

10 haven't talked about the remainder of the expansion 

11 plan. They are running flat out. They would be more 

12 efficient than Scherer and probably tend to run ah0.ad 

13 of it. But with that exception, you're right, it ' s one 

14 of the first units to come in. 

15 

16 

17 

just --

COMMISSIONER GUNTER: Joe, I apologize, I 

MR. McGLOTHLIN: That's all right. Could I 

18 have an exhibit number assigned to this? 

19 CHAIRMAN WILSON: Yes. That would be Exhibit 

20 No. 24. 

21 (Exhibit No. 24 marked for identification.) 

22 Q (By Mr. McGlothlin) Mr. Waters, as I 

23 understand it, the Letter of Intent that's the subject 

24 of this hearing contemplates that southern would 

25 provide energy from Scherer 4 or from other units 
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sufficient to give you a 90t -- is it availability or 

capacity factor through 1995? 

A I look at it as availability but again it 

will be pretty close to the same number, through 

mid-'95. 

Q But as the parties contemplate this proposed 

transaction, beyond '95, there would be no such support 

or backup from other units on the system, and it would 

be a function of what the unit could achieve by itself, 

is that correct? 

A 

Q 

At thiG point that's correct. 

With respect to the years '97 through 2005, 

13 you show that after that provision terminates, the 

14 capacity factor that is produced by your exercise here 

15 varies from 80 to 84 and a fraction, is that correct? 

16 A That's correct. 

17 Q And beyond 2005, there is a straight 85% 

18 capacity factor. Is that the basis of either an 

19 assumption or some consideration that results in no 

20 variation above or below 85 from that point forward? 

21 A I'm not sure I understand your question. Is 

22 that why people assume that it's 85? 

23 

24 

25 

Q No. The question is this: 

'97 and 2005, there is souo variation. 

there 1• no variation. Why is that? 

Between the years 

Beyond that, 
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Well, there are a number of different reasons 

2 that go into that. It has to do with the availability 

3 of economy energy that we show gradually declining over 

4 time. In the year 2010 there is a change in that our 

5 UPS contract or 1988 contract ends, so there is -- that 

6 energy is no longer available to the system in that 

7 form. And there is an expansion plan going forward 

8 from 1998 that has some impact on how all these units 

9 dispatch, so you will see some changes from time to 

10 time. 

11 Q If I understand your answer correctly, the 

12 resulting capacity factor is less than 85 in some years 

13 because of the assumption of the availability of some 

14 economy sales, is that correct? 

15 A I think that's partially correct. Also in 

16 the '98 through 2005 time frame, we're adding IGCC 

17 units, as I mentioned, in the explanation plan which 

18 would tend to displace it some. But then as load 

19 

20 

21 

22 

23 

24 

25 

continues to grow, as the economy declines, the economy 

purchase level declines, Scherer starts to increase. 

Q Isn't it true that the emission allowances 

that have been designated for this unit are based upon 

a 65t capacity factor? 

A The tonnage calculation was based on 65% at 

ita allowable rate of 1.2 pounds per million Btu, 
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1 that's correct. 

2 Q And in responses to interrogatories you've 

3 indicated that you expect to be able to switch fuels 

4 and up that to 72%, is that correct? 

5 A I don't think it's correct to say we switched 

6 fuels. I believe the fuel the unit is currently 

7 burning will support a 72% capacity factor. 

8 Q All right. Thank you for that clarification. 

9 But isn't it true that to operate the unit above a 72% 

10 capacity factor, some provision for allowances will 

11 have to be secured to enable you to achieve capacity 

12 factors of this high range? 

13 A There would have to be some allowances ranged 

14 above 72. That's true o f any coal-burning unit or 

15 

16 

17 

sulfur-emitti~g unit, including the other options shown 

on this page. 

Q Are those provisions in place now? 

18 A I'm not sure to what extent I can answer 

19 that. Each system has allowances, an expected level of 

20 allowances based on the legislation as we understand it 

21 today. That would include FPL. We will have to apply 

22 those allowances either to the IGCC unit, if we 

23 construct it, or we may apply it to the increment 

24 required from Scherer. So I would say yes, we expect 

25 to have those allowances. 
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Q But the necess~ty of arranging for allowances 

•utficient to increase the capacity factor from 72% to 

the ranqe of 80 to 85% is one constraint or one 

limitinq factor on your ability to achieve in real 

practice the assumptions or the results of the math 

here, is that correct? 

A I don't consider it a constraint anymore than 

I would consider it a constraint in the IGCC, which 

would require roughly the same number of incremental 

10 allowances. If what you are saying is we can't get the 

11 15,000 or so allowances, whatever the number is and I'd 

12 have to check, if we can't get it for Scherer, then 

13 there is no reason to suspect we could get it for the 

14 IGCC, or any other unit. 

15 Q Do you know the capacity factor for the IGCC 

16 upon which the allowances are based or would be based? 

17 A I honestly don't know how that will work with 

18 the new unit. I don't think the IGCC, at its low rate 

19 of emissions, I don't think there will be any problem 

20 with allowance totals. I think the allowances a~e 

21 based on our system averages, 85 through 87. Any units 

22 under construction and so on, I'm not sure the IGCC 

23 plays on that or increases our total. 

24 Q Either I didn't understand your answer or you 

25 didn't understand the question. 
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1 Under the legislation, is there associated 

2 with a particular type of unit an expected capacity 

3 factor which is then a factoring in the calculation of 

4 the emission allowances associated with the unit? 

5 A No, sir. That's not my understanding of the 

6 legislation. 

7 If I understand correctly what you're asking, 

8 the assumption is that anytime we build a new unit 

9 we'll automatically be granted allowances. I don't 

10 think that's the case. I think the allowances are 

11 granted based on existing s ystem, basically, and that 

12 those allowances will be used up by future units. So 

13 it's a question of how many would be required to run 

14 the unit, not how many it will be granted. 

15 Q The validity of the calculated system fuel 

16 costs would also depend on the accuracy of the unit 

17 fuel cost assumptions that's an input to the program, 

18 is that correct? 

19 A It will depend on the fuel forecasts, the 

20 fuel price forecasts, that's correct. But I can't 

21 accept the word "accuracy," beca use I think we would 

22 all sit here and agree that fuel forecasts are 

23 inaccurate. I don't expect the price in 2008 to be 

24 exactly what is in my forecast. What I expect is that 

25 the relationship between fuels and the long-term t r ends 
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1 are reasonable and I have to make a decision based on 

2 that assumption that they are reasonable. So 

3 "accuracy" I'm not sure applies here. 

4 Q Well, if the system fuel costs realized are 

5 close to what you've c a lculated here, it's because the 

6 unit fuel costs are close to what you've assumed in the 

7 calculation, isn't there t hat relationship? 

8 A Well, I wish it were that simple. But it's 

9 not, really. The system fuel costs have to come out --

10 or happen to come out r e latively close to what I 

11 predicted. There are a number of factors that went 

12 into that, as we've been discussing. It's not just 

13 simply a function of the unit fuel costs. 

14 

15 

16 

Q 

A 

Q 

TUrn to your Document 2, Page 1 of 4. 

All right. 

Does that reflect the assumed cost of coal 

17 for the supply of Scherer 4 that you have utilized in 

18 this comparison? 

19 

20 

21 

22 

23 

24 

25 

A In the purchase of Scherer 4, that's correct. 

Q Do you make a different assumption for the 

UPS version? 

A Yes. It is slightly different in the UPS 

baaed on Southern Company's fuel forecast. 

Q I'm going to distribute -- well, there's no 

need tor that. I'm going to find The southern Company 
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1 submission under the UPS -- The Southern company UPS 

2 submission under the RFP and ask a couple of questions 

3 about that. 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

waters? 

A 

Q 

Do you have that available to you, Mr. 

No. I do not. 

CHAIRMAN WILSON: What exhibit? 

MR. MURRELL: 10 . 

MR. McGLOTHLIN: Thank you. 

MR. MURRELL: Yes , sir. 

(By Mr. McGlothlin) Please turn to Exhibit 

7.1.3, Paqe 8 of 9. 

CHAIRMAN WILSON: 

MR. McGLOTHLIN: 

CHAIRMAN WILSON: 

MR. McGLOTHLIN: 

CHAIRMAN WILSON: 

MR. McGLOTHLIN: 

Page what? 

8 of 9. 

Of what now? 

This is Hearing Exhibit 10 . 

Okay, I've got it. 

About three-fourths of the 

19 way into that is Exhibit 7.1 . 3, Page 8 of 9, captioned, 

20 "Plant Scherer coal supply." 

21 

22 

23 

24 

25 

CHAIRMAN WILSON: I've got it. 

WITNESS WATERS: Okay, I have it. 

Q (By Mr . McGlothlin) There are three columns 

there, "current Contre.ct," "Projected Spot," and, 

"Projected New Contracts." 
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Do I understand correctly that the column 

called "current Contracts" would be those contracts for 

which FPL would have some responsibili ty if the 

t .ransaction materializes? 

A I'm only guessing at this point, Mr. 

McGlothlin, I'm not that familiar with this document. 

0 Is it your understanding that under the 

provisions of the Letter of Intent, FPL would have 

responsibility to assume a portion of the contracts 

which presently serve Scherer 4? 

A Yes. It is. 

0 The third column, "Projected New Contracts," 

tell me, if you know, whether those are the late 1989 

proposed contracts from Appalachian sources that were 

described by Southern and considered in its calculation 

of projected fuel costs in the UPS submission. 

A 

0 

I don't know. 

Would you agree that -- well, first of all, 

19 is this the coal price that you assumed in the 

20 calculations that bear on the Scherer and UPS scenario? 

21 A Mr. McGlothlin, the only thing I can testify 

22 to is the prices or the values we used in our modeling 

23 are shown on Exhibit 8.2.1, Page 7 of 14. That was the 

24 source ot our modeling. That shows an energy price in 

25 dollars per megawatt hour delivered at the border , so 
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1 it includes Southern's assumptions on losses and heat 

2 rate. 

3 

4 

5 

Q 

A 

Q 

8.2.1 from this same UPS submission? 

Yes. 

Is your response that this may or may not be 

6 t ied to the Exhibit 7.1. 3 , you don't know? 

7 A I don't know how it ties to that other 

8 exhibit, no. 

9 Q But 8.2.1 was also, the source of that was 

10 

11 

12 

13 

als~ Southe rn Company's projections, is that correct? 

A That is correct. That's what they submitted 

in their RFP bid. 

Q All right. Now, I would like to compare the 

14 assumptions you made for the Scherer UPS case with the 

15 price of coal that you include in the calculations of 

16 system fuel costs in the Scherer purchase scenari o. 

17 Can you tell me the differences? 

18 A The differences between this exhibit a nd the 

19 fuel forecast? 

20 

21 

Q 

A 

Yes. 

According to the footnote on this schedule , 

22 it says, "The energy price is composed of fuel and 

23 losses," so one obvious difference is southern has 

24 included losses in this particular number. 

25 The other, I guess, difference I would read into 
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1 this is that, based on the fact that it's an energy 

2 projection and not a dollars per million Btu 

3 projection, Southern has made an assumption on the heat 

4 rate of the unit or units that will provide this 

5 energy, and I don't believe that's stated in the 

6 footnote. I'm not aware whether it's stated anywhere 

7 else in the document. 

8 Q Do you present anywhere in the documentation 

9 supporting your exhibit the comparison in terms of 

10 dol lars per million BTUs of the costs assumed from the 

11 Scherer UPS case and t he costs assumed for the Scharer 

12 purchase case? 

13 A I do not in my testimony. I believe what 

14 we've presented in response to Public counsel's request 

15 for production and so on are the actual modeling in?uts 

16 that went into the cases which we've provided in my 

17 testimony. Those modeling inputs were based on this 

18 column of numbers. 

19 Q Well, look at Exhibit 23 in the new document, 

20 Mr. Waters. Lines 20 through 25? And looking at the 

21 columns for Scherer Purchase and Scherer UPS, does this 

22 reflect a comparison of the assumed coal costs for 

23 Scherer UPS case and the assumed coal costs for the 

24 Scherer purchase case? 

25 A Yes. It does. And this is working 
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1 backwards, again, from the energy price and making some 

2 assumptions on the heat rate and the loss assumptions 

3 that went into the development of this energy price 

4 stream. 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

Q You ' ve assumed that FPL could buy coal f or 

the Scherer plant at 56.16 a ton, whereas Southern 

comparable cost would be 65.89? 

A I don't believe those are comparable coals, I 

believe the heat content is different . Mr. Silva could 

e xplain the difference between the two forecasts . 

Q What is the basis for the assumption that 

FPL's fuel costs for Scherer 4 would be materially 

lower than Southern's fuel costs for Scherer 4 if it 

acquires the unit? 

A Mr. Silva will have to answer that question 

16 in greater detail. But as I understand it, there are 

17 two primary reasons why we would expect to be able to 

18 obtain a better price. The first is I think we can 

19 make a much more secure projection of capacity factor. 

20 As we've seen on the previous exhibit, we expect this 

21 unit to run a lot of hours providing energy to FPL. I 

22 would expect those capacity factors to be higher than 

23 this unit would exhibit on Southern System. That 

24 bullet should enable us t o make longer term commitments 

25 tor highe r levels of c oal purc hase. 
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1 The other factor I think that plays in this 

2 is we would go about obtaining coal to minimize the 

3 cost of this unit. Southern strategy, I think, is more 

4 of a system-wide acquisition basis, so I think there 

5 would be some differences there. But Mr. Silva could 

6 

7 

fill in the details. 

Q I will talk to Mr. Silva about that. But 

8 it's fair to ~ay that the difference in the fuel costs 

9 reflected in the calculations that show up in the 

10 system fuel costs for the Scherer purchase and the 

11 SCherer UPS scenarios are based in part upon FPL's 

12 expectation that its strategy will enable it to lower 

13 the fuel costs experienced by Southern, is that 

14 correct? 

15 

16 

17 

A 

Q 

A 

Yes, I think that would be correct. 

Expectations that have not yet materialized? 

Well, we don't own the unit, nor have we 

18 acquired any coal for the unit at this point. 

19 MR. McGLOTHLIN: I'm going to distribute a 

20 document now. 

21 COMMISSIONER GUNTER: Will be identified as 

22 Exhibit No. 25. 

23 (Exhibit No. 25 marked for identification) 

24 MR. McGLOTHLIN: I'm sorry, Commissioner 

25 Gunter, what was that exhibit number? 
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1 COMMISSIONER GUNTER: 25. 

2 MR. McGLOTHLIN: I'm going to change subjects 

3 back to the capacity factor. 

4 Q (By Mr. McGlothlin) Mr. Waters, at my 

5 request, did you prepare a version of Document 10 that 

6 included the assumption that Scherer 4 would realize 

7 capacity factor of 70% as opposed to the 85 that is 

8 included in your earlier assumptions? 

9 

10 

A 

Q 

Yes. I did. 

And is this document that has been marked 

11 Exhibit 25 the result of that request? 

12 A Yes. It is. 

13 Would you agree that a change in that singl e 

14 variable fr vm 85 to 70% has the effect in terms of 

15 total costs of moving the Scherer acquisition to a 

16 point more expensive than the standard offer and more 

17 expensive than the UPS assumptions? 

18 

19 

A 

Q 

I'm sorry, could you repeat that? 

Yes. Would you agree that the change in this 

20 one variable, the impact of the change in assumptions 

21 on the total costs, has the effect of moving the 

22 Scherer purchase scenario to a point more expensive 

23 than both the discounted standard offer and the Scherer 

24 UPS cases? 

25 A Yes. I would agree with that. I think it 
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1 shows precisely why Scherer is more cost effective than 

2 a standard offer and what the value of high 

3 availability and higher capacity factor is when 

4 compared to the original Document 10 , which is shown in 

5 the first five rows. 

6 Q That also shows the extent to which the 

7 outcome is dependent upon the variables that go into 

8 the calculation, is that correct? 

9 A Well, in this case, we've artificially 

10 co~strained one of the variables, and I guess that 

11 shows how you can certainly sway the results by doing 

12 that, yes. 

13 Q I think you've pointed out or it has been 

14 pointed out in this case that the standard offer unit 

15 is not dispatchable as the Scherer would be, is that 

16 correct? 

17 A Yes. There's no comparison between the two. 

18 Q For purposes of performing a production 

19 costing simulation that compares the Scherer unit with 

20 646 megawatts of standard offer capacity, what 

21 assumptions did you make to enable you to calculate 

22 system costs of that nondispatchable source of 

23 capacity? 

24 A We aimply ran it at a constant 70% capacity 

25 factor, year round. 
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1 Q If the assumption of a constant 70% capacity 

2 factor had the effect of placing 646 megawatts of 

3 standard offer capacity in off-peak periods greater 

4 than would actually result, would that penalize the 

5 standard offer scenario in terms of the calculated 

6 s ystem f uel costs? 

7 A I'm not sure I understand your question . Are 

8 you asking if the standard offer costs, energy costs, 

9 were higher than our off-peak costs, would that 

10 pena!ize the unit? 

11 Q Let me strike the last question, and perhaps 

12 I don't quite understand your methodology yet. 

13 You said you assumed a constant 70% capacity 

14 factor. What . mpact does that assumption have on the 

15 timing of the standard offer unit in off-peak periods? 

16 A I don't think it has any impact. It would 

17 assume that the standard offer unit would provide 

18 energy at a 70% capacity factor during those off-peak 

19 periods and on-peak periods, it's a relatively constant 

20 number. And I don't think that presents any penalty 

21 of the standard offer since it's priced at st. Johns 

22 coal prices. I don't think there's any time in the 

23 year, either now or in the future, where we would 

24 project our system off-peak costs to be lower than 

25 that. 
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1 Q In responses to interrogatories, you 

2 in4ioated that for purposes of these calculations you 

3 did not optimize the generation mix beyond the Year 

4 2008, is that correct? 

5 A That's correct. We basically held load 

6 constant beyond 2008 and let only fuel prices escalate. 

7 Q Does that mean that for the Years 2009 

8 through 2018, you made the assumption that load would 

9 not change and you made the additional assumption that 

10 the generating mix would not change for that 10-year 

11 period? 

12 A That's correct. As far as what the installed 

13 capacity, megawatt hours out of different types of 

14 units would change in proportion to fuel prices. 

15 

16 

Q 

A 

Say that again, I'm sorry. 

When you s a y "generation mix," there are two 

17 ways to interpret that. The generation capacity mix 

18 would not change, total megawatts installed on the 

19 system. Megawatt hours generated from year to year may 

20 change as the relationships between fuels change during 

21 that period. 

22 Q Well, the assumption that the generation mix 

23 will not change and that the load will remain constant 

24 over a 10-year period is something of a simplifying 

25 assumption, would you agree with that? 
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A Well, it's a simplifying a ssumption with a 

purpose . It's common in any planning study using any 

model to capture what are called "end effects. 11 After 

the plant has been optimized, you try to capture 

several years of fuel effects and what effect they may 

have on the overall economic s. Very common practice. 

Q It's possible, though, is it not, to optim~ze 

the generation mix throughout the 30-year period being 

stud ied as opposed to making those assumptions? 

A It i s possible, yes. 

Q You did not do that in this calcu lation? 

A No, we did not for several reasons. One, we 

do not forecast load through that period. 

Two, ~ ~ takes a tremendous amount of 

resources to optimize over a 30-year period like that. 

Three, it would probably not change much of 

what we have done in the first 10-year period be cause 

the options you are selecting from are basically the 

sue throughout the 30-year period. 

Q One of the vari ables tha t goes into t h e 

calculation of total system costs is the price and 

availability of purchased power, is that correc t? 

A That's correct. 

Q And that would include economy transactions, 

is that correct? 
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That would primarily be economy transactions, 

3 Q Now, for that purpose, is it true that 

4 planners have devised a computer program that i s 

5 multijurisdictional and that can coordinate the 

6 variables on two systems that go into a determination 

7 of when economy transactions would be available and at 

8 what price? 

9 A Yes. If I understand your question 

10 correctly, we do use models that are multiarea and are 

11 capable of doing the transaction accounting between the 

12 areas. 

13 Q Did you use a multijurisdictional model to 

14 calculate the e~onomy purchases that are reflected on 

15 Document 10? 

16 A If I can correct you slightly, 

17 multijurisdictional, to me, from what I've seen, has 

18 accounting and financial implications. All we're 

19 t a lking about here is multiareas, modeling more than 

20 one area. And yes, PROSCREEN is capable of handling 

21 more than one area and doing that accounting. 

22 Q What areas did you take into account in the 

23 application of PROSCREEN to the calculation of economy 

24 sales that is reflected in Document 10? 

25 A We b~sically have three areas . We have the 
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1 Florida Power and Light system, we have the Southern 

2 system, and we have an area that we just call Florida 

3 Economy, which is representing transactions within the 

4 state. 

5 Q Now the price and availability of the economy 

6 transactions is dependent upon not only the conditions 

7 on FPL's system but also the conditions on the 

8 neighboring systems that are the other parties to those 

9 transactions, is that correct? 

10 

11 

A 

Q 

That ' s correct. 

What information did you have with respect to 

12 the Southern System and Florida Economy with respect to 

13 load and f uel price and generation mix over the 30-year 

14 period? 

15 A Well, we received projections from southern 

16 that include che availability by blocks of energy. In 

17 other words, they look at blocks of 750 megawatts above 

18 native load as to availability and price, and they give 

19 us those projections. 

20 Within FPL, those projections are modified to 

21 account for firm sales that we're aware of to other 

22 utilities and other transactions, so we take a 

23 relatively conservative approach. 

24 We then also, over the long term, show a 

25 decline to the point where beyond the Year 2008 I would 
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1 say there's very little, if any, on-peak economy . We 

2 basically assume there isn't any there. 

3 

4 

5 

6 

7 

8 

9 

10 

11 

Q Beyond what year? 

A About 2008. We completely take to zero the 

on-peak economy and represent some small measure of 

ott-peak economy, relativel y small number. 

Q You said Southern gives you quotations of 

blocks of 750 megawatts of power. For what time period 

do they give you that? 

A I believe they carry those projections out 

into the 2020 time frame but I'm not certa in, I would 

12 have to check the documents. They do go out a 

13 considerable amount of time. 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

Q Have you included anywhere in your documents 

and supporting exhibits, either those that were par t of 

your case in chief or those supplemental today, a 

quantification of the economy energy that you've 

included in Document No. 10, Total System Fuel Costs? 

A In my testimony, those projections are not 

included but they have been provided as part of the 

support of Document No. 10; both the price and the 

projections have been provided as an integral part of 

Citizen's production of documents. They're internal to 

the program. 

Q Is it true that for purposes of calculating 
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1 the total costs shown on Document No. 10 you assumed 

2 that the Florida/Southern interface would be expanded 

3 only in conjunction with the Scherer UPS or the Scherer 

4 purchase transactions? 

5 

6 

A 

Q 

For Document No. 10, that's correct. 

And does that assume then that no enhancement 

7 of the interface would occur with respect to the other 

8 scenarios for a period of 30 years? 

9 A That's correct. 

10 Q Have you seen the exhibits entered earlier in 

11 this case in which southern indicated that it was 

12 anxious to sell the capacity of Scherer 4 as a result 

13 of the decision by the Georgia Regulatory Commission 

14 not to includ~ it in rate base? 

15 

16 

17 

18 

A 

Q 

A 

Q 

I have not seen those documents, no. 

Well, are you aware of that situation? 

Yes. 

Would it be fair to assume that, absent a 

19 Scherer UPS or Scherer acquisition transaction, 

20 Southern would attempt to market that Scherer capacity 

21 to others? 

22 

23 

24 

yes. 

A 

Q 

I think that would most likely be the case, 

As a matter of fact, FPL has built into a 

25 Letter of Intent some ability to restrain Southern's 
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1 ability to market the Scherer capacity to others? 

2 A That's my understanding, yes. 

3 Q Would those others reasonably include other 

4 Florida utilities, do you think? 

5 A Yes, I'm certain they would try and market to 

6 other Florida utilities. 

7 Q And do you think, as a part of another 

8 transaction, that could possibly include some 

9 enhancement to the interface to make that transaction 

10 possible? 

11 A Well, we're in the hypothetical. You're 

12 talking about an agreement between southern and another 

13 party, and it's difficult to say what that might or 

14 might not include. For example, if they were selling 

15 to Tampa, I'm not sure how that might, whether that 

16 would or would not facilitate expansion of the 

17 interface since Tampa is not a participant in the 

18 interface at this point. But it could under certain 

19 circumstances include it. On the other hand, it might 

20 not. 

21 Q Do you think it's reasonable to assume that 

22 tor purposes either of reliability for both systems or 

23 for purposes of firm sale transactions an enhancement 

24 to the interface could occur absent the Scherer 

25 transactions sometime between now and 2018? 
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1 A Well, certainly it's reasonable to assume 

2 that at some point. But I'm not sure that that in any 

3 way lessens the value of this contract in facilitating 

4 that expansion. 

5 Q It does bear on the assumption, however, that 

6 economy sales and transactions other than the Scherer 

7 UPS and the Scherer purchase scenarios are constrained 

8 by the amount of the import capability , is that 

9 correct? 

10 A It would influence that assumption, but 

11 that's not the only constraint on economy purchases. 

12 As I mentioned, we assume that economy purchases 

13 declined to zero. The reason we do that is more a 

14 function of availability than transmission interface. 

15 We are assuming that eventually southern will be in a 

16 position where they do not have a lot of excess coal 

17 resources to sell as economy energy. 

18 COMMISSIONER GUNTER: Would it be an 

19 incorrect assumption to think that, through 

20 implementation of the Clean Air Act, that economy may 

21 no longer be economy coming from The Southern company 

22 on an economic basis? 

23 WITNESS WATERS: I think it may be a 

24 different price altogether, commissioner, depend ing on 

25 how they treat it. 
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COMMISSIONER GUNTER: They're going to try 

2 and recover their costs, aren't they? 

3 

4 

5 

6 

7 

8 

9 

WITNESS WATERS: Yes, sir, would I expect 

them to. 

Q (By Mr. McGlothlin) With respect to the cost 

of energy from Scherer 4 under the Scherer purchase 

scenario in Document 10, did you assume that after 1995 

all energy would be the actual cost of producing energy 

at the Scherer 4 facility? 

10 A I'm sorry, I didn ' t get that. Could you 

11 repeat that for me? 

12 Q Let me back up. You've heard the discussion 

13 with other witnesses regarding the availability of 

14 alternate energy in conjunction with the existing UPS 

15 sales? 

16 

17 

A 

Q 

Yes. 

If FP&L purchases the Scherer Unit, is it 

18 true that after the transitional energy arra ngements 

19 are contemplated through 1995, it will not have the 

20 alternate or Schedule R sources available to it and 

21 that all of its energy from Scherer 4 will be that 

22 generated by that unit as opposed to others on 

23 Southern's system? 

24 

25 

A 

Q 

Right . 

Is that reflecte d in the price of energy that 
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you've assumed in Document 10? 

A Yes, it is. 

1 

2 

3 Q With respect to the Scherer/UPS scenario, did 

4 you make the same assumption as to the cost of energy 

5 tor Scherer 4? 

6 A Well, let me answer that in pieces. The 

7 modeling assumes the energy is coming from Scherer 4. 

8 However, the pricing of that energy -- what we have is 

9 a slightly different heat rate on the unit to reflect 

10 the fact that to get that 90l number, that they quote 

11 in UPS, they will have to make up from the rest of the 

12 system additional energy. It has to come from 

13 somewhere and that somewhere is an unknown. We do try 

14 and account ~or it in the modeling, but it's only a 

15 rough estimate. 

16 Q But basically you've assumed that all of the 

17 energy delivered under the UPS scenario will be Scherer 

18 4 energy, is that correct? 

19 A It's coming out of the Scherer Unit for 

20 modeling purposes, yes. 

21 Q Does it follow that you assumed that Schedule 

22 R energy and alternate energy, as defined in the UPS 

23 agreements, would not be available to you under the UPS 

24 scenario, for purposes of calculating the system costs 

25 in Document 10? 
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That was our assumption, yes. 

Did Southern indicate in its RF~ submission 

3 that the submission included alternate energy? 

4 A I don't recall. I think they did . I confuse 

5 the terms occasionally, "alternate" and "supplemental" 

6 and some of the other terms that they use. Obviously, 

7 to get to a 90% availability, they are providing energy 

8 from other units other than Scherer 4 . That's in their 

9 assumption. So under which of the many definitions 

10 they've given, I'm not sure where that falls, but there 

11 is additional energy. 

12 Q Mr. Waters, I represent to you that earlier 

13 in the hearing a reference to the Southern Company UPS 

14 submission i~dicated that alternate energy was part of 

15 that submission. Will yo~ accept that subject to check 

16 for the purpose of the questions? 

17 

18 

A 

Q 

Yes, sir. 

Is it true that in 1989 Scherer 4 operated at 

19 a capacity factor of 17%? 

20 

21 

22 

23 

24 

25 

A I don't know the exact number. I know it 

waa a low capacity factor, so I'll accept that subject 

to check. 

Q And am I correct that the low capacity factor 

was because Scherer 4, operating economic dispatch, was 

not the economical source of energy to deliver to FP&L 
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1 under UPS commitment obligations for much of the time? 

2 

3 

A 

Q 

Yes, I believe that's correct. 

And the bulk of the difference between the 

4 17' capacity factor and your energy entitlement would 

5 have consisted of alternate and Schedule R energy? 

6 

7 

A 

Q 

That's correct. 

And both alternate and Schedule R energy 

8 delivered to you under economic dispatch necessarily 

9 were more economical than the energy that was generated 

10 by Scherer 4, that would have been generated by Scherer 4? 

11 That should be the case. That's the purpose 

12 of that replacement energy. 

13 Q Are you familiar with the capacity factors 

14 achieved by units of this -- coal units of this size 

15 throughout the industry? 

16 A No, sir, not from memory, not without 

17 referring to the source documents. 

18 Q Let me pass out a document for the next 

19 question. 

20 Mr. waters, are you familiar with the data 

21 

22 

23 

24 

25 

compiled in the form of generating unit statistics by 

the North American Electric Reliability Council? 

A Yes, I am. 

Q Is it fair to say that this is a source -- a 

statistical source on which the industry frequently 
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Yes, I think that would be fair. 

MR. McGLOTHLIN: May we have a number please, 

CHAIRMAN WILSON: Yes, you may. All right 

6 would be marked for identification as Exhibit No. 26. 

1 (Exhibit No. 26 marked for identification.) 

8 Q (By Mr. McGlothlin) Mr. Waters, Exhibit No. 

9 26 is an excerpt from the '84 to '88 Generating Unit 

10 Statistics, compiled by the North American Electric 

11 Reliabi lity Counc il . Let me ask you to turn to 1, 2, 3 

12 -- the fourth page, and direct you to the column for 

13 "Coal Primary." Now, Scherer 4 is 800 megawatts plus, 

14 is that correct? 

15 

16 

A 

Q 

That's correct. 

So it would fall in the category of those 

17 units that are compiled under the 800 and 999 megawatt 

18 size, is that correct? 

19 A That's correct. Let me make sure I've got 

20 the right page. At the top of the page it says, "1984 

21 to 1988 Generating Unit Statistics?" 

22 COMMISSIONER EASLEY: No. 

23 

24 

MR. McGLOTHLIN: No, it says 

WITNESS WATERS: 1988 Generating Unit 

25 Statistics? 
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1 MR. McGLOTHLIN: Yes. 

2 WITNESS WATERS: Got it. 

3 Q (By Mr. McGlothlin) Would you agree with me 

4 that this compilation reflects that in '88 similar 

5 large coal units experienced an equivalent availability 

6 factor, of EAF of 85.4 on the average, but a net 

7 capacity factor of 62.6? 

8 A Yes, I'm assuming that the abbreviations at 

9 the top of the page have those de finitions, since I 

10 don't have anything attached to show what they are . 

11 

12 Q 

CHAIRMAN WILSON: That's on Page 2. 

(By Mr. McGlothl in) Did the production cost 

13 simulations that are reported in Document 10 assume 

14 that the Scberer/UPS transaction would not have been 

15 available earlier for years prior to 1994? 

16 A There was no representation of UPS before 

17 '94, that would be correct . 

18 Q It would have been possible to perform a 

19 simulation with that assumption, is that correct? 

20 A Yes. In fact, we've performed that 

21 simulation in response to discovery, and I have copies 

22 of that if you'd like to see th& results. I can tell 

23 you what else I have. 

24 Q Maybe someone else will ask you for it. I 

25 just wanted to see if that ha d been reflected in 
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1 Document 10? 

No, it was not. 2 

3 

A 

Q If I could have a minute to look through my 

4 notes, I'll see if I can wrap up quickly. 

5 COMMISSIONER GUNTER: While you're doing 

6 that, I have a couple questions I might ask. I'm 

7 trying to put these various exhibits together, and I 

8 need some help. Exhibit 23 was intended to do what? 

9 WITNESS WATERS: Well, Commissioner, Exhibit 

10 23 is a detailed breakdown of the numbers on the other 

11 spread sheets that we have. 

12 COMMISSIONER GUNTER: Okay. Now, how about 

13 helping me out. I just want to walk through. I've got 

14 some questions. On Page 1 of Exhibit 23 on Lines 10, 

15 11, and 12, what are the differences in Columns 2, 3, 4 

16 -- I mean 2, 3, 5 and 6? 

17 

18 

WITNESS WATERS: On 23? Page 1? 

COMMISSIONER GUNTER: That's correct. I'm 

19 trying to understand --

20 WITNESS WATERS: The difference in the 

21 capital costs rates? 

22 COMMISSIONER GUNTER: Uh-huh. 

23 WITNESS WATERS: Okay, Columns 2 and 3 would 

24 reflect FPL's capital cost, and below that, in addition 

25 to the capital costs, we have the capital structure. 
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COMMISSIONER GUNTER: I understand. 1 

2 WITNESS WATERS: Column 4 would reflect the 

3 capital cost --

4 COMMISSIONER GUNTER: 5 and 6. 

5 

6 

7 

WITNESS WATERS: Oh, 5 and 6. 

COMMISSIONER GUNTER: I read the contract on 4. 

WITNESS WATERS: 5 and 6 would reflect really 

8 the statewide designation of capital structure to go 

9 with the calculation of the payment stream on the 

10 statewide avoided unit. 

11 COMMISSIONER GUNTER: Where did you get that? 

12 WITNESS WATERS: Commissioner, I believe I 

13 have the backup for that. That's in -- I believe in 

14 the Commission order. 

15 COMMISSIONER GUNTER: Is it? I don't know. 

16 I need some help. 

17 WITNESS WATERS: I believe so. I can track 

18 that down for you. 

19 COMMISSIONER GUNTER: We' 11 go on and come 

20 back to this. Let's whip over to the third page of 

21 Exhibit 23, and if you'll pull Exhibit 20, that's in 

22 the oranqe folder. 

23 WITNESS WATERS: Okay. 20. Okay. 

24 COMMISSIONER GUNTER: Go to the sheet with 

25 the title, "Scherer Purchase . " 
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WITNESS WATERS: Okay, I have it. 

COMMISSIONER GUNTER: Now, I'm jus~ trying to 

3 understand some differences that I'm finding. We took 

4 the cover, which was Exhibit 23, and it's supposed to 

5 sort of pull together everything on the other exhibits, 

6 isn't that right? Isn't that just what you said? 

7 WITNESS WATERS: It's a detailed breakdown, 

8 that's right. 

9 COMMISSIONER GUNTER: Okay. Let's go to 

10 Column 3 on the third page of Exhibit 23 and look at 

11 Line 9. Got that? 

12 

13 

WITNESS WATERS: Yes, sir. 

COMMISSIONER GUNTER: $78,416,000, is that 

14 right, Line :~? 

15 

16 

17 

18 

WITNESS WATERS: Line 10. 

COMMISSIONER GUNTER: Line 10, Column 3 . 

WITNESS WATERS: I have that. 

COMMISSIONER GUNTER: Now, on your Exhi bit 20 

19 you got that Scherer Purchase, just lay it up on top 

20 because there's a couple questions about that. Look at 

21 Column 2, the last line. 

22 

23 

WITNESS WATERS: Yes, sir. 

COMMISSIONER GUNTER: Can you tell me the 

24 difference in those two? 

25 WITNESS WATERS: Yes, sir, the Page 3 that 
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1 you have there, look at the third line of the title, it 

2 says, "CPVRR?" 

3 

4 

COMMISSIONER GUNTER: Do what, now? 

WITNESS WATERS: The title of that third page 

5 right at the top in parentheses, it says, "CPVRR." 

6 Those are present values. If you flip back a page, one 

7 page, and look on Line 10 of that same Column 3. 

8 COMMISSIONER GUNTER: So you've taken nominal 

9 and these are present value? 

10 WITNESS WATERS: We've broken it down both 

11 ways. This is the nominals. 

12 COMMISSIONER GUNTER: Now, help me a little 

13 bit. One of the things I'm trying to understand as I'm 

14 going through these analyses and I'm trying to see if 

15 they aake sense, you have under "SchererfUPS", you were 

16 talking about a 90t capacity factor, whether it came 

17 from Scherer or not. 

18 

19 

WITNESS WATERS: Yes, sir. 

COMMISSIONER GUNTER: And that equates to X 

20 nuaber of kilowatt hours or gigawatt hours, whatever 

21 tera you want to do at 90t, isn't that correct? 

22 WITNESS WATERS: That's correct. 

23 COMMISSIONER GUNTER: And on to the purchase, 

24 you talk about sst, isn't that right? 

25 WITNESS WATERS: That's correct . 
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1 COMMISSIONER GUNTER: So that gives you X 

2 nuwber of qiqawatt hours. 

3 

4 

5 are at --

WITNESS WATERS: Yes, sir. 

COMMXSSIONER GUNTER: And the standard offers 

WITNESS WATERS: 70%. 

COMMISSIONER GUNTER: -- 70%. 

WITNESS WATERS: Yes. 

6 

7 

8 

9 COMMISSIONER GUNTER: Now, where do I find 

10 you can come up with the total cost, but where does 

11 that total cost -- where can I cross-walk that and find 

12 out what the delivered kilowatt hour charge is? If you 

13 don't carry that all the way through -- not necessarily 

14 the kilowa~t hours, but if you don't carry it all the 

15 way through, if you've got gross figures and if you 

16 make an ~utomobile, you make one automobile and you 

17 spend $10 million, and the guy next door, he spends $11 

18 million, but he makes 400 of them. Well, you know, all 

19 of a sudden you're being able to carry that forward. 

20 And through these I'm having a real problem because I 

21 don't know -- I don't have production figures in these. 

22 WITNESS WATERS: Well, Commissioner, I have a 

23 bottom line here, and I'd be glad to pass out copies. 

24 Cents per kilowatt hours, is that what you -- does that 

25 help? 
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COMMISSIONER G~TER: well, it really doesn't 

2 matter. The thing I'm after, Mr. Waters, is I've taken 

3 these analyses, I go through, for instance, on one of 

4 the sheets it shows -- hell, out of $200-odd million, 

5 there's less than $2 million difference in all of them 

6 across the way. And one of the big components in there 

7 is fuel cost. And we both, I think, agree that the 

8 only thing sure about fuel estimates is they're going 

9 to be wrong. That's the only certain thing about them. 

10 WITNESS WATERS: Yes, sir. 

11 COMMISSIONER GUNTER: And when you have less 

12 than $2 million -- which you have less than a 1% spread 

13 in all the alternatives, then it would look to me, if 

14 we're really looking after, you know, where we get down 

15 to the interest of the customer, is what's the 

16 production that's related to those -- each one of those 

17 individual items? And I can't find that here. 

18 

19 

20 saying? 

21 

WITNESS WATERS: Okay. 

COMMISSIONER GUNTER: Understand what I'm 

WITNESS WATERS: Yes, sir. And we have those 

22 numbers. What I've done, which may help clarify a 

23 little bit, I have done a cents-per-kilowatt hour 

24 comparison amongst all the options if that would help 

25 at all. 
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1 COMMISSIONER GUNTER: But does it fit here? 

2 WITNESS WATERS: It corresponds to ~hese 

3 numbers. It's just a summary form, what I have with me 

4 right now. 

5 COMMISSIONER GUNTER: Well, what~ver. I'm 

6 just telling you, based on what I have here, and God 

7 knows we've been trying to listen and read and what 

8 have you, I have some -- have some difficulty. I might 

9 as well see them unless somebody has got some horrible 

10 objection to it. I'm trying to get down to the bottom 

11 line and see what this means. It may mean, you know, 

12 that's the best deal since sliced bread, but I 

13 apologize for groping through the way I'm groping 

14 through this. 

15 WITNESS WATERS: Well, Commissioner, I don't 

16 know whe~her this will help or not. I guess we can 

17 look at it and see if it clarifies anything. 

18 COMMISSIONER GUNTER: Excuse me, Mr. 

19 McGlothlin, I'll look at it while you're going. 

20 

21 out? 

22 

23 

MR. BUTLER: Would you like us to hand it 

CHAIRMAN WILSON: Yes, please. 

WITNESS WATERS: 

24 baaioally the aame torm. 

Commissioner, I put this in 

When we were here with our 

25 need tiling, I did a similar document that, of course, 
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1 did not show the Scherer purchase at the time, but I've 

2 put it in this case with the options which we've 

3 considered here through the year 2000 just to give you 

4 some idea what the relative costs are. 

5 

6 

COMMISSIONER GUNTER: Well --

MR. McGLOTHLIN: Commissioner, I'd like to 

7 pose an objection for the record. I understand that 

8 you're trying hard to get a handle on some of these 

9 things, but from the standpoint of an affected party 

10 trying to assess the company's case and respond to it, 

11 I'd like to point out that we have already in this case 

12 offe.red, as supplemental to his direct testimony·, some 

13 responses to interrogatories that public counsel asked 

14 for, plus some documents that could have been part of 

15 his direct testimony, but was not by choice --

16 COMMISSIONER GUNTER: This, this document? 

17 MR. McGLOTHLIN: Some of the others that were 

18 part of the 19 through 23 package that we got when he 

19 took the stand, and here comes yet another document, 

20 obviously, intended to make his case, and something 

~1 that we're seeing for the first time. 

22 COMMISSIONER GUNTER: Well, I want to tell 

23 you, I am not trying to make his case. I'm trying to 

24 understand it. And that's part of -- that's part of 

25 theae proceedings, to educate the Commission, and I 

FLORIDA PUBLIC SERVICE COMMISSION 



547 

1 apologize for being pro active. I'm just trying to 

2 say, I can't make a decision based on what I have 

3 before me, and that's the reason I asked for the spread 

4 sheets. You can blame me for that, not them. 

5 MR. McGLOTHLIN: No, sir, I don't blame you 

6 for reacting to the case the same way that public 

7 counsel's witness reacted to it and my witness reacted 

8 to it. But from the standpoint of an affected party, 

9 my point is that they had a chance to make that case 

10 earlier than the second day of the hearing. So I 

11 understand that it's your prerogative to allow this, 

12 but I just felt 

13 

14 

COMMISSIONER GUNTER: Not mine, it's his. 

MR. McGLOTHLIN: I felt compelled to make 

15 that at least what is an observation, if not an 

16 objection. 

17 COMMISSIONER GUNTER: This is not really what 

18 I'm asking for. It's fine, but it's not what I'm 

19 asking for. 

20 

21 

22 

23 

24 

CHAIRMAN WILSON: 

what is this? 

WITNESS WATERS: 

CHAIRMAN WILSON: 

WITNESS WATERS: 

Let me ask you a question, 

That's really just --

It may make a difference. 

That's just translating the 

25 numbers that I've given you, total dollars, dividing 
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1 them by the total production. As Commissioner Gunter 

2 said, there's so many gigawatt hours out of each unit. 

3 I've just taken total dollars and divided by the output 

4 of the unit and I get these numbers. 

5 COMMISSIONER GUNTER: Well, I can do the same 

6 thing. I can take the size of the unit that you have. 

7 I can take your capacity factors and run the math. I 

8 was just trying to get from doing that. I c a n do that 

9 and cross-walk to see if these figures come to be the 

10 same. You know, that's not a terribly difficult thing 

11 to ~o, but I was just trying to get out of manually 

12 calculating it myself, but I would use those 

13 assumptions of those capacity factors alone. 

14 

15 here? 

16 

CHAIRMAN WILSON: Is that what you've done 

WITNESS WATERS: Yes, sir, I've taken those 

17 capacity factors and I've divided into the total 

18 dollars to get those numbers. 

19 CHAIRMAN WILSON: So the ---

20 WITNESS WATERS: So there's no new numbers 

21 here, I've just taken one column and divided by another 

22 to show it a different way. 

23 COMMISSIONER GUNTER: Well, let me ask him 

24 one more question, Joe, and then I'll quit on this for 

25 right now. I'll wait until my turn comes, but I'm 
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1 really trying to understand something here. 

2 CHAIRMAN WILSON: Well, before we go on, 

3 we've got this piece of paper here, and Mr. McGlothlin 

4 has interposed an objection to the use of it. Of 

5 course, we haven't used it yet, so 

6 

7 it. 

8 

COMMISSIONER GUNTER: Haven't even identified 

MR. McGLOTHLIN: And as I understand it, it 

9 hasn't even been asked for by the parties or 

10 Commissioners. 

11 CHAIRMAN WILSON: Well, let's just wait and 

12 see what happens to it. If it grows legs and starts 

13 walking all over the bench here, we'll decide what we 

14 have to do with it. Your objection is premature, I 

15 quess. 

16 COMMISSIONER GUNTER: Mr. Waters, let me ask 

17 you one question. Let's go to Page 2 of Exhibit 23. 

18 Again, I'm just trying to understand how this thing 

19 works. 

20 Column 4, we're in nominal dollars now. I'm 

21 getting away. I'm getting nominal dollars. 

22 WITNESS WATERS: Yes, sir. 

23 COMMISSIONER GUNTER: Now, Scherer purchase 

24 is 85,, right? 

25 WITNESS WATERS: Scherer purchase 85% 

FLORIDA PUBLIC SERVICE COMMISSION 



~~--

550 

1 capacity factor, that's right . 

2 

3 

COMMISSIONER GUNTER: Scherer UPS was at 90%. 

MR. McGLOTHLIN: I need to catch up. What 

4 page are you on, sir? 

5 COMMISSIONER GUNTER: I'm on the second page 

6 ot Exhibit 23 , and I'm down -- just right now I'm 

7 talking about the columns and the capacity factor that 

8 we've been talking about here. 

9 MR. McGLOTHLIN: All right. 

10 COMMISSIONER GUNTER: Got 85% on Column 3 , 

11 90t on Column 4. 

12 

13 

14 far? 

15 

16 

WITNESS WATERS: Yes, sir. 

COMMISSIONER GUNTER: Am I right there so 

WITNESS WATERS: Yes. 

COMMISSIONER GUNTER: I come down -- go down 

17 to Line 26 and I look at transmission line losses with 

18 lesser electricity running across, with the 85% that's 

19 s ignificantly higher by -- what is that, $100 million? 

20 WITNESS WATERS: Yes, sir. 

21 COMMISSIONER GUNTER: -- than it is with a 

22 qreater amount of electricity running across. And I 

23 thought, you know, last time I remember physics, which 

24 was about a decade -- about a century ago, if you put 

25 more through, it has a tendency to heat up. You have a 
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1 little more resistance, so your line loss is greater. 

2 You have lesser going through, but it cos ts you $100 

3 million more. Somehow or other the logic of those two 

4 figures escapes me . 

5 WITNESS WATERS: Okay, that's probably the 

6 most contusing entr y on all these forms, and let me --

7 COMMISSIONER GUNTER: No, I have other ones 

8 that confuse me just that badly. 

9 WITNESS WATERS: Maybe not . But l et me 

10 explain. You remember when I discussed the UPS 

11 propooal and I said we started from Southern's energy 

12 rates that they quoted on s peci fic exhibit ? Southern 

13 made an assumption on losses that were included on 

14 those rates. Those: because of the way the methodology 

15 works, is we started with their energy projection . We 

16 don't pick up the dollar component of losses on their 

17 side. When we buy the unit, now we're making our 

18 assumption on losses, which correlates , but now it ' s 

19 shown in this column instead of in fuel costs . The 

20 bottom line here is what's really comparable. The 

21 losses are not because we've split them up. We've 

22 done the accounting differently in the two differe nt 

23 cases is what it amounts to . 

24 COMMISSIONER GUNTER: Well --

25 CHAIRMAN WILSON: I don't understand that . 
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COMMISSIONER GUNTER: I don't understand that 

2 either because the fuel costs, see, I was going to come 

3 on down. I'm trying to -- the fuel costs, there's more 

4 if you took a 5\ differential, the fuel cost doesn't 

5 quite balance. 

6 WITNESS WATERS: Okay, let me try again. 

7 COMMISSIONER GUNTER: And if you add $100 

8 million into it, it really throws it out of balance. 

9 WITNESS WATERS: Right. 

10 COMMISSIONER GUNTER: So I already tried Line 

11 25 and Line 26. I thought you were to spring that one 

12 on me, but the math doesn't work. It doesn't stand on 

13 its own bottom with math. 

14 WITNESS WATERS: Okay. Let me go back to the 

15 bid again. The price that Southern quoted for energy 

16 was a price delivered at the border, dollars per 

17 megawatt hour. So it included an assumption on losses, 

18 and we used that number to determine the overa ll fuel 

19 prices, the fuel costs in our simulation here. In 

20 other words, what I'm showing as fuel cost includes 

21 some of the losses because that's what Southern assumed 

22 in their projection for the UPS case only. 

23 CHAIRMAN WILSON: So what is on Line 26? 

24 WITNESS WATERS: So what is Line 26? Only 

25 the losses from the border to the load center . On Line 
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1 26 in Colu:an 3, I have losses from Scherer Unit to the 

2 load center which, of course, includes all the losses 

3 in Georgia, which gives ae a lot aore dollars in that 

4 colu:an. The aWl total of the two picks up all the 

5 los .. a between the unit and the load center, but 

6 they're accounted for differently. 

7 CHAIRMAN WILSON: Line 27 

8 WITNESS WATERS: Line 27 has 9\ losses in 

9 both caaea, once you add both of those components. 

10 COMMISSIONER GUNTER: Let me tell you where I 

11 have a problem. I just went -- say there was a 5% 

12 difference, I said, okay, the 85 and I took Line 27. 

13 I took 5%. I took that differential and worked that 

14 ratio, and I lost that $100 million. I ratioed that, 

15 take care of that difference between 85 and 90, and I 

16 -- it still ~omehow doesn't wash. 

17 WITNESS WATERS: One other ratio , 

18 Commissioner, if you apply, I think it will get a 

19 little closer, try 9\ versus 6%. 9% on the left number 

20 is the assumption, 6% on the right. 

21 COMMISSIONER GUNTER: You're saying your line 

22 losses are 9%? 

23 WITNESS WATERS: From the Scherer purchase 

24 case between the unit and our load center it's 9%. 

25 COMMISSIONER GUNTER: We had testimony 
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1 earlier today that line loss in the calculation was 

2 approximately 3%. 

3 WITNESS WATERS: In the Southern System, 

4 that's correct. And 6% in the FPL System. 

5 COMMISSIONER GUNTER: They have a better 

6 system than you have? 

7 WITNESS WATERS: I don't know that they do, 

8 but it's a different system, and the megawatts are 

9 transmitted differently. 

10 COMMISSIONER GUNTER: If you lose twice as 

11 much, it's certainly not half as good, but it would 

12 indicate that perhaps they're flowing electricity more 

13 efficiently than you. 

14 WITNESS WATERS : Well, Commissioner, I 

15 haven't checked the mileage, but I think it's about 

16 twice as far from Jacksonville to here as it is from 

17 there to Scherer, but that would be my guess. 

18 

19 again? 

20 

COMMISSIONER EASLEY: Is that that 4 00 miles 

COMMISSIONER GUNTER: It's 400 miles to 

21 Macon, don't you forget that, and that's 70 miles north 

22 of there, and it's only 360 miles from Jacksonville to 

23 Miami. 

24 WITNESS WATERS: Well, then my math wouldn 't 

25 be right with those numbers 
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COMMISSIONER GUNTER: Okay, I just want you 

2 to understand that. 

3 

4 

CHAIRMAN WILSON: What was the 3%? 

WITNESS WATERS: The 3% is the loss from the 

5 Scherer Unit, the location of the Scherer Unit to the 

6 border of the state of Florida. 

7 

8 

CHAIRMAN WILSON: All right. 

COMMISSIONER GUNTER: Okay, I'll wait. I 

9 have some other ones. I'll wa it until he gets through. 

10 Q (By Mr. McGlothlin) Mr. Waters, earlier I 

11 asked you about how you had handled the discounted 

12 standard offer ocenario, the fact that it was not a 

13 dispatchable unit, and your response was that you 

14 assumed cost of 70% capacity factor. Now, as I 

15 understand the production cost in simulation, one 

16 assumes availability and the program yields the 

17 capacity factor, is that correct? 

18 

19 

A 

Q 

For a dispatchable unit, that's correct. 

And that would indicate to me that you had to 

20 somehow massage or modify or alter how you would 

21 ordinarily perform the simulation to accommodate the 

22 fact that you had a situation here that was not 

23 diapatchable. Can you explain to me, methodologically, 

24 what you had to do to reflect that assumption of 

25 constant capacity factor? 
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1 A The method is very simple . The model, as 

2 with most production costing models, accommodates what 

3 are called must-run units, which simply says that the 

4 unit must run to its availability basically. That's 

5 what we've done here. We've assigned a 70% 

6 availability. We told it to must-run. It gave us a 

7 70t capacity factor. I t did not dispatch the unit. 

8 Q Earlier you indicated you would take 

9 exception to some of the compa risons I l e d you through 

10 in what I described as t he value of deferral comparison 

11 of the uni ts being studied. 

12 Why do you believe that it's invalid to 

13 compare on a value deferral basis the fixed costs, O&M 

14 costs and the unit-specific fuel costs of the Scherer 

15 purchase, th~ Scherer UPS scenario and the discounted 

16 standard offer? 

17 A Well, there is something wrong with the 

18 premise of your question there. I'm not objecting to 

19 that at the moment. I'll get to that. 

20 The original comparison you did here was 

21 simply to take the fixed cos t , O&M cost and unit fuel 

22 cost of the two options and add them up, and let me 

23 tell you, with a very simple example the fallacy of 

24 that approach . 

25 I f I had a combustion turbine that I was 

' 
FLORIDA PUBLIC SERVI CE COMMISSION 



557 

1 adding to my system and it ran let's say ten hours a 

2 year and I add the fixed cost, the O&M cost and fuel 

3 cost tor that unit and compare it to any kind of unit, 

4 it will be cheaper; a very simple comparison . It is 

5 the lowest capital cost unit I can install, has very 

6 low O&M, and if it doesn't run, it doesn't have any 

7 unit fuel cost, so obviously it's not valid to compare 

8 units that way. 

9 What I have to take into account is the fact 

10 that that combustion turbine by not running forces 

11 o~~er units to run, which have a cost, which then must 

12 be compared to the equivalent case. 

13 These cases in my Document 10, particularly 

14 the standard offer versus the IGCC, or versus the 

15 Scherer purchase, do not have equal capacity factors 

16 and cannot be compared by simply adding up the three 

17 components. 

18 Now, in the other case where we ' ve 

19 artificially set the capacity factor to 70%, that 

20 comparison has very limited value, because the only way 

21 that comparison is valid is if we assume that Scherer 

22 is only capable of running 70%, and if we set the 

23 capacity factor to 70%, maybe we should be adjusting 

24 some ot the other components here also , which we did 

25 not do this case. 
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1 For instance, I think Mr. Cepero has 

2 testified that we would reduce the payments to Southern 

3 Company based on poor performance or lower than our 

4 target availability. We have not done that in this 

5 case. We've made no adjustments. So I think there is 

6 some other things that we'd have to account for. 

7 But the bottom line is the ultimate 

8 comparison between any two options should reflect 

9 effects on system fuel cost and should reflect how we 

10 actually expect them to run. 

11 Q And you do that primarily by making 

12 asaumptions of a similar level of operation of the 

13 units being compared? Is that the major distinction? 

14 We don't make assumptions on that, no. The ultimate 

15 

16 

17 

18 

19 

20 

21 

way we do is to model how they would run. 

Q When you compared the Indiantown unit with 

the discounted standard offer, what assumptions did you 

make with respect to the operation of those two units 

and the value of deferral comparison you made of those 

units? 

A In those cases, a o we did in this Late-filed 

22 Exhibit No. 25 that's been identified, we set the 

23 capacity factor of the ICL unit to 70%. But we also 

24 ratleoted a reduction in payments consistent with the 

25 contract structure in that case. 
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Approximately, what was the -- perhaps, at 

2 least, in order of magnitude, what was the offsetting 

3 level of reduced payments that was associated with the 

4 reduced capacity factor of 70% in that case? 

5 A I don't really recall. I'd say the capacity 

6 payments were reduced from base level by something --

7 like on the order of 30%. 

8 Q Now, in the s upplement to the Letter of 

9 Intent, there is a paragraph that fleshes out the 

10 sliding scale that the parties contemplate will 

11 des ~ribe the operating bonus, operating fee bonus, is 

12 that correct? 

13 

14 

A 

Q 

Yes, I believe there is. 

And that addresses a range from 74 to 92%, is 

15 that correct? 

16 A I don't recall . I think that ' s roughly the 

17 range, yes. 

18 Q Do you recall the size of the operating fee 

19 bonus that is contemplated by that supplement to the 

20 Letter of Intent? 

21 A If I recall previous testimony correctly, it 

22 was on the order of $400,000 for a point of 

23 availability. 

24 Q And below 74,, according to Letter of Intent, 

25 Georgia Power would receive no bonus, is that correct? 
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I don't recall. I think that may be correct. 

2 Below 70, which level? 

3 

4 

Q 

A 

74 is my recollection. 

Okay, I believe that's roughly --

5 Q But if we were to apply to this comparison an 

6 approach similar to the one you performed with your 

7 comparison of ICL to the discounted standard offer, 

8 that could possibly be done by looking at the exhibit 

9 which places the two units on a comparable capacity 

10 factor, and then reflecting elsewhere in the comparison 

11 the c educed or the eliminated operating fee that would 

12 be paid to Georgia Power in the event of a availability 

13 less than 74t, is that right? 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

A It could possibly be done, yes. 

Q And chat would compare the discounted 

standard offer to the Scherer purchase transaction in a 

manner similar to your own approach on a value deferral 

basis performed in the Indiantown case when you 

compared ICL to the discounted standard offer? 

A That would be a similar comparison, yes. 

Q 

A 

Q 

A 

Q 

On Exhibit No. 23 -- no, 25. 

Okay. 

Do you have a calculator, Sam? 

Yea. 

This is the case that assumes a 70% capacity 
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1 factor for the Scherer purchase scenario. Would you 

2 take a moment for me and add the columns that 

3 correspond to the net -- the present value for revenue 

4 requirements for fixed costs, O&M costs, and unit fuel 

5 costs for the 70% capacity factor Scherer purchase 

6 column, which is the last one shown there? 

7 MR. MURRELL: I'm sorry, I couldn't hear. 

8 What were you having him do? 

9 MR. McGLOTHLIN: Well, I'm asking him to 

10 total the present value revenue r e quirements for fixed 

11 coat , 0~ coat• and unit fuel costs that relate to the 

12 Scherer purchase 70% capacity factor run t hat he 

13 performed. 

14 CHAIRMAN WILSON: Okay, I have that. 

15 Q (By .~ . McGlothlin) What is that number? 

16 

17 

A 

Q 

I get 1,900,947. 

And that's in thousands, so that $1.9 

18 billion, is that correct? 

19 

20 

A 

Q 

Yes. 

Now the totals for the standard offer 

21 scenario would be unchanged, would they not? 

22 

23 

A 

Q 

24 (Pause) 

That's correct. 

And, let's see, I'm away from my exhibit. 

25 Would you agree the corresponding number i s 
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1 1,460,753? 

2 

3 

4 

5 

6 

7 

s 

9 

10 

11 

12 

13 

14 

A 

Q 

If I can see your -- okay. 

Would you subtract that from the combined net 

present value of cost for the 70% Scherer case? 

A Let me, if I can, see the number. (Pause) 

Okay, I have $440 million, which I'm not sure what this 

really tells us, other than if the Scherer Unit 

consistently performs at 70% and brought us absolutely 

no other benefits and resembled a standa~d offer, the 

standard offer with a 20% discoun t would be more cost 

ettective, but that's not the case, and I don't really 

think this is a valid comparison. 

Q Now, is i t possible to extract from the 

Supplement to the Letter of Intent the yearly operating 

15 tee that is contemplated in the supplement? 

16 A I imagine it is, Mr. McGlothlin. If the 

17 point of the exercise is to calculate how much we'd 

18 save by lowering O&M, I think without going through 

19 that exercise I can say it won't make up $440 million, 

20 since we don't have that much present value in the O&M 

21 cost, but again, I don't think it's valid to make the 

22 comparison. We're completely neglecting the value of 

23 the higher availability of the unit, the higher 

24 capacity factor , the energy displacement and the other 

25 tactora which have been discussed previously. 
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Q Mr. Waters, in the Indiantown case, isn't it 

correct that when you compare the ICL contract to the 

discounted standard offer, you do so only on a value 

deferr~l basis and did not include a revenue 

requirement comparison? 

A That's correct. We did it that way. 

Q Is it also true that when you made that 

comparison, you reduced the capacity factor of 

Indiantown unit to 70\ so that it would line up with 

the discounted standard offer? 

... Yes, I believe that's the case. I believe 

12 it's also true that we showed a loss in that case of 

13 $61 million. That was not really the point. We made 

14 the same -- we had the same discussion there that 

15 there's more t~ it than simply setting those components 

16 equally and comparing the numbers. There are other 

17 benefits to that contract and this one. 

18 Q Did you agree with me that -- a few moments 

19 ago, that to make a comparison similar to the one you 

20 sponsored in the Indiantown case, one would look at the 

21 70\ scenario and take into account the reduction in the 

22 aaounts paid to the operator for the operating 

23 arrangements? 

24 MR. BUTLER: I've been letting this go on a 

25 long time, but I'm going to object at this point. It's 
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1 hard tor me to see how this comparison or rehashing of 

2 a comparison done in a different docket is shedding any 

3 light on the issues relevant here. 

4 MR. McGLOTHLIN: Well, if the witness says he 

5 doesn't think it's valid here, but if it was valid in 

6 another docket, why can't we apply the same approach 

7 here? 

8 CHAIRMAN WILSON: I'm going to allow the 

9 question, although I think it's pretty close to being 

10 answered by now. 

11 

12 move on. 

13 

14 have? 

15 

Q 

A 

MR. McGLOTHLIN: All right, sir, I'm ready to 

CHAIRMAN WILSON: Joe, how much more do you 

MR. McGLOTHLIN: Another minute or so. 

(By Mr. McGlothlin) On Exhibit 23, Mr. Waters. 

Yes. 

CHAIRMAN WILSON: You never worked in the 

16 

17 

18 

19 

20 

21 

22 

23 

construction business, did you, Joe? 

MR. McGLOTHLIN: No, sir. No --

What I'm looking for is the -- what number 

was given to the documents in the orange pouch? 

COMMISSIONER GUNTER: 20. That was the short 

24 spread sheets. 

25 Q (By Mr. McGlothlin) Do the spread sheets i n 
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1 the Exhibit 20 reflect the most current calculation of 

2 total system costs on a present value basis? 

3 A Total system cost. The -- what's shown as 

4 Column 5 on this? I'm looking at the first page, the 

5 IGCC page. Are you looking at a different page? 

6 Q I'm looking at -- what I would like for you 

7 to do is turn to those pages which reflect the most 

8 current calculation of total cost for the UPS purchase 

9 and the discounted standard offer case. 

10 

11 

A 

Q 

UPS and the discounted s tandard offer? 

UPS purchase and the discounted standard 

12 offer. 

13 

14 

A 

Q 

Okay, I have those. 

I believe the numbers corresponding to the 

15 UPS are 43,021,,55,000, is that correct? 

16 

17 

A 

Q 

That's correct. 

And for the discounted standard offer, it's 

18 42,805,601,000? 

19 A I think you've reversed these. The 

20 discounted standard offer is 43,021,755,000. Th~ 

21 

22 

23 

24 

25 

42,805 you gave me, that's the Scherer purchase case, 

not the UPS case. 

Q I beg your pardon. Would you agree that the 

ditterence in those two numbers is 216,154,000? 

A Yes, sir. 
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1 CHAIRMAN WILSON: Which two numbers? 

2 MR. McGLOTHLIN: The total costs for the 

3 discounted standard offer and the total cost present 

4 value for the Scherer purchase. 

5 

6 Q 

CHAIRMAN WILSON: All right . 

(By Mr. McGlothlin) Would you divide that 

7 difference, 216,154,000, by the present value total 

8 coat tor the discounted standard offer and they're --

9 would you agree that's about one half of 1% difference? 

10 A Yes, sir, that's the number I get, but before 

11 we 1eave that point, let me make a point about doing 

12 t hat division, because this comes up in every single 

13 planning study I'm involved in. There are costs in 

14 that total cost figure that I would call embedded 

15 costs, which =hange not a bit between cases. For 

16 instance, nuclear fuel costs would not change from one 

17 case to the next. Many of the other costs could 

18 essentially be considered fixed, like the remaining 

19 expansion plan in each of the cases, would be the same 

20 in all the cases. I think if you want to do this 

21 division, there are other ways to do it and show it on 

22 a percentage basis, rather than divide by the system 

23 total. I guess I consider 216 million a lot of money. 

24 It's roughly equivalent, on present value terms, to one 

25 ot the units we're adding in the study. 
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1 And if I take -- look at it on that basis, 

2 one whole qeneratinq unit to me is a siqnificant 

3 difference. So I know we always do this, divide by the 

4 total . I don't necessarily think that's a very good 

5 way to look at it. 

6 Q Well, let's look at it maybe one other way. 

7 I believe you said that you strive in the application 

8 of the more sophisticated PROMOD model to come within 

9 2t, is that correct? 

10 

11 

A 

Q 

2% of the PROMOD run, that's correct. 

All riqht. In this instance, would that be 

12 about $800 million? 

13 A That would be about correct, and if that 2% 

14 were to occur in any of these runs, it would occur in 

15 all of the ~ns so they would be all off in the same 

16 direction. So it would not really influence my 

17 results. 

18 The purpose of benchmarking is, again, we 

19 don't do it with every single case. We do it to get 

20 relatively close and then look for changes. 

21 Q And you're speaki nq of benchmarking the 

22 PROSCREEN model that you used to the PROMOD model as 

23 opposed to actual results, is that correct? 

24 

25 

A 

Q 

That's correct. 

Is it true that FP&L has under consideration 
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1 now, has filed and requested a considera tion of 

2 adjustment in the six-month fuel factor tha t reflects 

3 an expected underrecovery of about 9% for the six-month 

4 period? 

5 A I don't know what the number is. I'm not 

6 familiar with the fuel cost recovery request. 

7 

8 

9 minute. 

MR. McGLOTHLI N: No further questions. 

CHAIRMAN WILSON: Go o f f the record f~r a 

10 (Brief recess.) 

11 - - -

12 CHAIRMAN WILSON: All right . 

13 CROSS EXAMINATION 

14 BY MR. HOWE: 

15 

16 

17 

Q 

A 

Q 

~~od evening, Mr . Waters. 

Good evening. 

I'd like to first refer to what has been 

18 identified as Exhibit 21, the large spread sheet that 

19 you presented at the beginning of your testimony. 

20 A Yes, sir. 

21 Q If you'd please refer over there to the next 

22 to the last column on the first page where you're 

23 comparing Scherer 4 purchase to the 1996 IGCC? 

24 A Okay. 

25 Q Then in particular, just to pick a number, 
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1 let's go down to the fourth entry, 7,614,817. Do you 

2 ••• that, sir? 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

A Yes. 

Q Now, if you'd skip the second sheet, which 

deals with the UPS, and go the third sheet, and you'll 

find that same number in the same location, 7,614,817. 

Do you see that? 

A Yes. 

Q And on the fourth sheet you see the same 

number in the same location, is thac correct? 

A 

Q 

Correct. 

But on the second sheet, that fourth entry on 

13 that next to the last column, we see 7,641,458. 

14 Now, just looking at the spread sheets 

15 overall. In the first sheet I've got zeros for IGCC 

16 the first six years, for the second sheet I've got 

17 zeros for the RFP the first four years, and on the 

18 third and fourth sheets, I've got zeros for the 

19 standard offer the first six years. 

20 Why would the UPS, the total system 

21 cumulative present value revenue requirement, including 

22 Scherer UPS be approximately $27 million more in 1993 

23 and approximately, if my math is correct, $66 million 

24 more in 1994? 

25 A Well, '94 is easily explainable. That number 
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1 in '93 ought to be the same as the other cases, the 

2 7,614. '94, ot course, is the beginning of the UPS 

3 contract, or the UPS offer. So we would have in '94 

4 all of the capacity charges, whatever fuel impacts 

5 there would be buried in that number in 1994. So I 

6 would expect it to be higher than the numbers that you 

7 pointed to on the IGCC case, or the standard offer 

8 case, which don't impact the system until 1996. 

9 Q But why the difference in years -- I guess we 

10 can see the difference in 1991, 1992, and 1993. And do 

11 those differences appear then in the total down at the 

12 bottom of 42,820,793, which appears to be the base for 

13 the comparison between UPS and purchase in this case. 

14 A Well, I'll have to go to a different sheet 

15 here . (PaL,e ) 

16 I have very small differences shown in that 

17 UPS case, which I really can't account for from the 

18 •heets. I don't know whether they carry into the total 

19 or not. 

20 Q If they do carry into the total, would it be 

21 reasonable to assume that if that $27 million 

22 difference tor 1993 carries down to the total, and I'm 

23 looking at the second page of Exhibit 21, that the 

24 cumulative -- total system cumulative present value 

25 revenue requirements for Scherer UPS would then be less 
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1 than the total system cumulative present value of 

2 revenue requirements for the Scherer purchase? 

3 A No. Even with that, I don't think it would 

4 be less. 

5 Q Well, when you introduced your testimony and 

6 you made a modification, I believe, to take into 

7 consideration the December lOth supplement to the 

8 Letter of Intent, is that correct? 

9 A That's correct. 

10 Q And that ate up about 8 million something of 

11 the $15 million difference, did it not? 

12 

13 

A 

Q 

8.3 million. 

8.3 million. As we're going down this next 

14 to the last column on the second page of Exhibit 21, 

15 are those figures cumulative? 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

Yes. A 

Q If there were a $27 million error in 1993, 

wouldn't it necessarily carry through in the subsequent 

entries, down to the total? 

A I'm not sure where you're getting the $27 

million f r om. 

Q Well, I'm just looking in -- we're still 

looking at the next to the ladt column, and for 1993 it 

shows 7,641,458. Do you see that, sir? 

A Yes. 
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And I'm just comparing that to what appears 

2 on the three other pages which is 7,614,817. And just 

3 applying my lawyer's math, I'm figuring we've got a 24 

4 or, I'm sorry, $27,000 difference on here but since 

5 it'• expressed in thousands it's a $27 million 

6 difference. (Pause) 

7 A Okay. I see where the number is coming from. 

8 I don't know that that necessarily carries into the 

9 la•t column, though, since you're comparing those cases 

10 to the other sheets and they should be the same, but 

11 the relevant comparison here is the column on the left. 

12 And I have no reason to believe that the numbers don't 

13 add when I take into account those three columns there 

14 and system fuel cost, just comparing those two cases. 

15 In other words, you know, the only comparison I can do 

16 here is between these two cases and the net difference 

17 between them. I don't know if I were comparing the UPS 

18 to IGCC, for example, I might be off by a certain 

19 amount. But I don't know that that's the case here. 

20 Q How could that be if there is no difference 

21 in the first four years under any scenario? IGCC, 

22 •tandard offer/no risk, standard offer/20% risk factor. 

23 If there is no difference in the first four years, how 

24 could it possibly be explained that way? 

25 A Well, I don't know. I don't know what the 
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1 difference is here. 

2 Q Mr. Waters, I might be returning to this 

3 exhibit but I'll need to go through some of these other 

4 things you've given us this evening. Well, wait, maybe 

5 I'll stay with this tor a second. Doesn't this Exhibit 

6 21, in general, demonstrate that Florida Power and 

7 Light is better under any scenario, not doing anything 

8 before 1996? 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

A 

Q 

A 

On strictly a cost basis? 

Yes, sir. 

Yes, I think there is a net cost to the 

purchase or any of the other scenarios before 1996, and 

in my testimony I have addressed the fact that Scherer 

ia intended to address a 1996 need. 

Q If we look at, for example, the 1994 figure 

on the second page of Exhibit 21, and I ' m looking at 

the system cumulative present value revenue requirement 

at the end, very last column. For 1993 we have a 

figure of a negative $42,809,000, is that correct? 

A 

Q 

Correct. 

Does that indicate that up to that time, 

22 1993, that you're better off not purchasing the unit 

23 veraua UPS, which shouldn't be in here either because 

24 nothing is happening those first few years? 

25 A Well, that's correct. In the UPS case there 
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1 is nothing happening, and, I guess, from a economic 

2 viewpoint, you would say that we're incurring more 

3 expense in the purchase scenario. If there were an 

4 option to purchase the unit and not take the early 

5 years, that might be a better option. In other words, 

6 just wait longer to buy the unit. I don't believe 

7 that's an option. I think there are certain values in 

8 here, too, which we really haven't reflected here. 

9 For example, we've talked about 1991. There 

10 would have been power purchases associated with the 

11 coverage of the Turkey Point unit dual outage. Just so 

12 there is value in the earlier years, but certainly not 

13 in every year and not to that extent to make up for 

14 those dollars. The long-term economics, though, are 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

favorable. 

Q You say they are favorable but would they be 

more favorable as the numbers are expressed on your 

Exhibit 21 if there were no purchase, no UPS, no 

standard offer, either with a 20% risk or without, 

until 1996? 

A Yes. The savings would be greater just as 

the savings would be greater if we accelerated any of 

the other options; for example, took the early UPS 

before 1994. 

MR. HOWE: Mr. Chairman, we're distributing a 

FLORIDA PUBLIC SERVICE COMMISSION 



575 

1 document. I'd like to have an exhibit number for it, 

2 please. It's the Company's response to the Citizens 

3 Second Set of the Interrogatories, Interrogator y No. 35. 

4 CHAIRMAN WILSON: Give it Exhibit No. 28. 

5 MR. BUTLER: Our records don't reflect on our 

6 exhibit list sheet a 27. Could I inquire what 27 is? 

7 CHAIRMAN WILSON: I'm sorry, this should be 

8 27. Thank you. 

9 

10 Q 

(Exhibit No . 27 marked for identification.) 

(By Mr. Howe) Mr. Waters, did you prepare 

11 this response? 

12 

13 

A 

Q 

Yes, I did. 

Now, I'd l i ke to first address the first 

14 sentence of the answer. It says, "The first year cost 

15 for the FPL power supply system is $1,489,755,000, is 

16 that correct? 

17 

18 

19 

20 

21 

22 

23 

24 

25 

Yes. A 

Q Shouldn't I be able to find that same figure 

in those schedules you provided at the beginning of 

your testimony? In particular I ' m looking at Exhibit 

19, Page 3 of 6. Do you have that, sir? 

A Yes. 

Q Column 13, the third ent ry down, which is -­

and I'm referring to Exhibit 19, Page 3 of 6, Column 

13, the entry for 1991 and it reads 1,475 ,946,000, is 
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1 that ;orrect? 

2 

3 

4 

A 

Q 

A 

That's correct. 

Shouldn't they be the same? 

The difference, Mr. Howe, is primarily 

5 represented in Column 3. Where we have assumed here 

6 that for the purposes of total cost, we've assumed 

7 that if we did not have the Scherer purchase or any 

8 other purchase, for instance, from UPS, we would obtain 

9 power from another source . We've priced tha t at the 

10 $14,400,000 shown in Column 3 and given a credit to 

11 this purchase, which goes into the net total in Column 

12 13. So that would bring your totals much closer 

13 together and I would have to look at the other columns 

14 to reconcile the small difference that remains. But 

15 that's most of the difference. 

16 Q Column 3 on Page 3 of 6 of Exhibit 19 refers 

17 to capacity cr~dits, is that correct? 

18 

19 

A 

Q 

Correct. 

Is this a deduction, a negative number in 

20 this calculation? 

21 

22 

A 

Q 

Yes. 

And who is paying this credit to Florida 

23 Power and Light under your assumption? 

24 A No one is paying the credit. This has the 

25 effect of putting all of the options, all the 
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1 alternatives on a equal basis. What it says is there 

2 is some value to capacity in the early years. 

3 Short-term coverage on possibly a non-firm basis, which 

4 is the way these prices were developed, for example, in 

5 1991 with the dual outage at Turkey Point. We've 

6 stated several times that we needed to obtain purchased 

7 power as part of our approach to cover that outage. 

8 That purchased power, this is an approximate price in 

9 recognition of that purchase. So we're saying what it 

10 in effect has the effect of saying is the net cost to 

11 FPL is the price of Scherer, less what we would have 

12 paid in another scenario. 

13 Q On the next page in Exhibit 19, which is just 

14 the Scherer UPS, then you don't have any capacity 

15 credits, is that correct? 

16 A That's correct. Because we have no costs in 

17 that year. In the purchase scenario, we represent the 

18 net cost to FPL. In this case, the net cost would be 

19 done differently, but the net effect is putting them on 

20 a comparable basis. 

21 Q Mr. Waters, could we return to what's been 

22 identified as Exhibit 27. Does this document show that 

23 in three-month increments that a delay in the 

24 consummation of the purchase of Scherer Unit No. 4 

25 leads to progressively lower first-year costs to FP&L? 
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A Yes. That's what it shows. And to be 

responsive to this particular request, we've made some 

3 gross assumptions. And that is that none of the other 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

terms of the agreement would change. In other words, 

we could simply substitute UPS power for a Scherer 

capacity payment in this year, that the transmissio1 

arrangement is in place and all other arrangements 

would remain. So I don't know that it's necessarily 

valid, but it's the only assumption we could make to 

answer this question. 

Q That's what the contract specifically allows 

for, at least for six months until June of 1991, does 

it not? 

A Well, until June. Yes. But beyond that, we 

simply extended it, and I don't know that that's the 

case. 

Q But would this identify savings for a delay 

until June of 1991? 

A All other things being equal, yes, and 

assuming we could buy UPS power at existing rates, 

which, again, is another assumption. 

Q Is that latter provision you just mentioned 

in the Letter of Intent at all? 

A I don't recall. 

CHAIRMAN WILSON: Is there any reason to 
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1 assume you couldn't get purchased power or UPS at this 

2 current rate? 

3 WITNESS WATERS: No, sir, not at this point. 

4 I think for a short period of time we'd certainly be 

5 able to do that. 

6 Q (By Mr. Howe) Could you deliver it through 

7 the existing 500 kV transmission system? 

8 

9 

A Yes. 

MR. HOWE: Commissioners, I'm going to 

10 distribute a document . Now, ~t's an excerpt from a 

11 PROSCREEN run. I'd like you to have it before you. 

12 I need to ask the witness a couple of questions, and it 

13 may not even be worthwhile identifying this as an 

14 exhibit, excuse me. 

15 CHAIRMAN WILSON: We don't want to use that 

16 as a standard, though, do we? 

17 Q {By Mr. Howe) Mr. Waters, I've handed you a 

18 fairly large document. It's a copy we made in our 

19 office from a blue bound document that was provided to 

20 our office, I guess, we picked it up Sunday afternoon. 

21 It is a -- I believe it's a PROSCREEN run. Are you 

22 familiar with those, sir? 

23 A Yes, I am 

24 Q Could you identify that first page, what does 

25 that state? 
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It says, "RFP Project No. 22 at 646 megawatts . " 

What does that mean? 

A Basically, what we've done here, I believe 

this was in response to an interrogatory, and I could 

5 check my index to see which one, but let me see. I 

6 believe that was in response to Citizens 31-K, if I 

7 recall correctly, where we were asked to put this on a 

8 comparable basis to what was in Document 10, and 

9 determine the economics of this particular project . 

10 Q Now, when you say comparable basis to 

11 Document 10, what did that entail? 

12 A In this case, we set the capacity of the unit 

13 to 646 megawatts for the purposes of comparison. That 

14 is not what was proposed in this particular offer. The 

15 unit size would not correspond to this size, 646. 

16 Q I see. And, Commissioners, perhaps we should 

17 identify these two pages . Mr . Waters, the two p~ges 

18 we've handed out are those that are at that red tab in 

19 the large PROSCREEN run. Could we have a number for 

20 that identification? 

21 

22 

23 

24 

CHAIRMAN WILSON: 28. 

(Exhibit No. 28 marked for identification.) 

Q Now, Mr. Waters, I must apologize. I'm 

afraid our copy machine has deleted 1996 from that 

25 first page. But for purposes of my questions I t hink 
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1 we can address what we have here. 

2 Is this the reference to Scherer No. 4 in the 

3 PROSCREEN run? What we see on the first page of what 

4 has been identified as Exhibit 28 as "Prof 22 . " 

5 

6 

7 

8 

A No, sir. This is one of the projects from 

the RFP response. 

Q Oh, I see. 

A It was designated as Project 22. When we did 

9 the analyses i n my department, they were basically done 

10 blind. And by that I mean they were assigned numbers, 

11 we were given the parameters, we ran the cases and 

12 ret urned the results. Project 22 is not Scherer. 

13 MR. HOWE: Okay. Commissioner, I would remove 

14 -- delete that number then. It was -- we weren't certain 

15 because of the reference on the front of that . 

16 Q (By Mr. Howe) Can you tell me how the Scherer 

17 No. 4 unit is referenced in that PROSCREEN run? 

18 A Scherer No. 4 would not be in this run at 

19 all. This is one of the cases to evaluate t he many 

20 alternatives to Scherer, so there would be another 

21 PROSCREEN run which was probably in a stack of PROSCREEN 

22 runs that reference Scherer. 

23 MR. HOWE: Okay. Commissioners, I'm sorry. 

24 That explains 

25 CHAIRMAN WILSON: We're going to dele te that 
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1 exhibit. 

2 MR. HOWE: Delete that completely. We can 

3 number the next exhibit 28 if that's okay with you. 

4 Pretend that never happened. 

5 (Exhibit 28 withdrawn.) 

6 CHAIRMAN WILSON: Or we could hold this up as 

7 an example and -- never mind. 

8 Q (By Mr. Howe) Mr. Waters, I'd like to refer, 

9 now, to your Exhibit 23, which is the cover exhibit 

10 that you introduced . And I'm going to be focusing on 

11 the comparison between Schere r purchase and Scherer 

12 UPS. 

13 

14 

15 

16 on? 

17 

A 

Q 

Okay. 

Now, I believe that you stated the Scherer -­

CHAIRMAN WILSON: What the document are you 

MR. HOWE: Exhibit 23. 

18 CHAIRMAN WILSON: All right. 

19 COMMISSIONER GUNTER: That's the summat ion 

20 document . 

21 

22 

MR. HOWE: That's the summation document. 

COMMISSIONER GUNTER: Yeah. 

23 Q (By Mr. Howe) The Scherer UPS was actually in 

24 a 848 megawatt configuration as Georgia Power responded 

35 to the RFP, was it not? 
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That was the bid. That's correct. That was 

2 what they bid. Yes. 

3 Q And you refer to it here as 646 megawatts. 

4 How did you reduce the capacity of that unit? 

5 A Their quote was simply on a dollars-per-

6 kilowatt basis so we simply reflected the 646 in the 

7 analysis for the comparison. 

8 Q Now, just looking at all of this on kind of a 

9 macro level, it appears to me that just comparing the 

10 purchase versus UPS, we have initial capital investment 

11 cost per kW is lower for the UPS; that's reflected on 

12 Lir e 5 of the first page of Exhibit 23. The investment 

13 basis is lower is reflected on Line 6. The return on 

14 common equity is lower is reflected on Line 12. The 

15 weighted cost of capital is lower is reflected on Line 

16 17. If we go to the third page of Exhibit 23 on Line 

17 28, the total unit-specific cost are lower for Scherer 

18 UPS. So I'm trying to find the difference . 

19 Now, I note that the fuel cost is significantly 

20 higher as shown on Line 24 , is that correct? 

21 A Which page? Page 3? 

22 

23 

24 

25 

Q Of the first page of Exhibit 23. 

A First page. The fuel cost is higher under 

the UPS arrangement. Yes. 

Q Approximately $9 . 73 a ton, is that correct? 
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A That's correct. 

Q Is it basically Florida Power and Light's 

position that if it buys the unit, it can buy the coal 

cheaper than the Southern Company can? 

A Again, Mr. Silva will have to address the 

details, but, as I have stated before, I think there 

are reasons we ought to be able to obtain coal at a 

lower price than what we would expect Southern to 

obtain it for and pass the cost through to us. 

Q Does that differing coal price cause a 

11 significant difference in the dispatch used in the 

12 PROSL~EEN run that you used to generate the total 

13 system fuel cost and the total system cumulative 

14 present value revenue requirements on your Exhibit 21, 

15 which is the large spread sheet? 

16 A There's really -- it does not cause a 

17 significant difference. The both dispatch basically to 

18 their availabilities, roughly, which we saw on a 

19 previous exhibit. The only reason for difference in 

20 

21 

22 

23 

24 

output between the two is primarily availability, not 

the unit fuel cost. 

Q What's the historic availability of Scherer 

Unit No. 4? 

A I've only looked at 1989. That particular 

25 year, per Southern's reporting, it was in the mid-90% 
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1 ranqe tor availability. In fact , I think 9 of the 12 

2 months it was 100%, a nd the only siqnificant outage was 

3 a planned outaqe. 

4 Q Excuse me, and during 1989 -- or during the 

5 time it was in commercial operation, 1989, it ran at 

6 approximately 17% capacity factor, is that correct? 

7 A I've hear d that number quoted. I believe 

8 that's rouqbly correct, yes . 

9 Q Referring to the first page of Exhibit 23 and 

10 looking at Line 24, the dollar per ton cost of coal, 

11 did I understand you correctly, in response to Mr. 

12 McGlo~hlin, state that you did not assume any alternate 

13 enerqy being available for Scherer Unit No . 4 in the 

14 UPS configuration? 

15 A We basically priced it at this price, the 

16 extra enerqy coming from the unit, that would be 

17 correct. 

18 Q If you would refer to the second page of 

19 Exhibit 23, and again there, I've just kind of worked 

20 my way down trying to note significant differences, and 

21 atartinq on Line 6, you have 56,191,000 in transmission 

22 line losses for Scherer in the UPS configuration, but 

23 none under the Scherer purchase. Is that encompass ed in 

24 your explanation to Commissioner Gunter dealing with 

25 tho transmission line losses on 25? 
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1 A No, sir, that's a different, different cause. 

2 Southern in their rate structure, that they quote for 

3 UPS, builds in a loss factor into their monthly 

4 capacity rate, and that's one of the additional costs 

5 of the UPS deal that we are not reflecting in our 

6 purchase. In other words, they simply charge us for 

7 it, in capacity as well as energy. So there are two 

8 different components to it here in the rate structure. 

9 COMMISSIONER GUNTER: If I'm checking the 

10 sanity of that -- and I'm working on that -- if I checd 

11 the sanity of that, that represents 3%, is that 

12 correc·: ? Is that what you told me previously? 

13 WITNESS WATERS: That's 3% that they built 

14 into capacity, that's right. 

15 COMMISSIONER GUNTER: And that would be the 

16 only difference there in that line loss? 

17 WITNESS WATERS: From a capacity point of 

18 view, that's right. 

19 COMMISSIONER GUNTER: Okay. And that 3% 

20 represents about $30 million, 33 million, something 

21 like that?. 

22 WITNESS WATERS: Well , the reconciliation 

23 we've got here is about $56 million over the course of 

24 the --

25 COMMISSIONER GUNTER: Well, the difference in 
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WITNESS WATERS: They built into their O&M 

3 rate too. I need to point that out. It's both in the 

4 production capacity charge and in the O&M rate. There's 

5 a markup for losses. 

6 COMMISSIONER GUNTER: So we don't really know 

7 what all is in there? 

8 

9 

10 

WITNESS WATERS: I n their rates? 

COMMISSIONER GUNTER: Yeah. 

WITNESS WATERS: We have limited information 

11 about what all is in their rates. 

12 COMMISSIONER GUNTER: Well, I sure don't 

13 know. So I guess that tells me that I don't what's in 

14 there, what accounts truly for the difference. 

15 

16 

WITNESS WATERS: To the extent -­

COMMibJIONER GUNTER: You got a 90%, which 

17 his line loss factor is less because some of the cost 

18 has been shifted somewhere else, but I don't know what 

19 that cost is or how much the individual components are. 

20 WITNESS WATERS: We can reconcile it on the 

21 capacity side because we know how they're deriving 

22 their rate structure under UPS, and we can show a 3% 

23 markup on the capacity rate. 

24 COMMISSIONER GUNTER: Well, the purpose of 

25 the proceeding is to educate the Commission. Because, 
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1 you know, that's great, but never forget, you don't get 

2 to vote. 

3 WITNESS WATERS: I won't forget that, 

4 Commissioner. 

5 Q (By Mr. Howe) Mr. Waters, I've tried to 

6 identify the single largest variable here, and the 

7 purpose of my evaluation seems to turn on the second 

8 page of Exhibit 23, Lines 18 and 19. It looks like the 

9 difference in total fixed costs between Scherer and 3 

10 purchase configuration and Scherer and UPS can be 

11 virtually fully explained by the Southern transmission 

12 charge s. 

13 

14 

A 

Q 

That's most of the differential, yes. 

And in a UPS configuration , Florida Power and 

15 Light would expect to pay $821,501,000 in transmission 

16 charges, and under the purchase, $499,442,000. There's 

17 a differe nce there of what, $322 million. This is the 

18 

19 

20 

21 

22 

-- what is the difference, precisely, in the 

transmission charges between those two alternatives? 

A Well, precisely, I can refer you to the rates 

that are proposed under both arrangements, and I think 

the explanation for why the rate s are different, that 

23 Southern proposes a charge. Under a UPS deal, we've 

24 already mentioned that they're talking in 90% 

25 ava ilability, and that obviously is not going to come 
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1 all from Scherer since we project about an 85% 

2 availability for the unit. What Southern is doing in 

3 their transmission rate structure, and again only 

4 Southern could answer the question, but they appear to 

5 be charging us transmission rates based on having 

6 energy available over their entire system. It's not 

7 just energy transmitted from Scherer. We're looking at 

8 backup energy coming from potentially any unit on their 

9 system, which guarantees the high availability, but it 

10 is reflected in the transmission costs. 

11 Q We have an inconsistency here then. on the 

12 one h~nd you've recognized the fact that transmission 

13 costs will be incurred, and the receipt of alternate 

14 energy from lower priced units in transmission. But on 

15 the first page of Exhibit 23 in the cost of fuel per 

16 ton, you have not recognized the fact that that energy 

17 will, in fact, be at a lower fuel cost. 

18 A I don't think it's inconsistent, Mr. Howe. 

19 It's we have to speculate that there is lowe r cost 

20 available, energy from other units than what is being 

21 projected in this rate structure. We don't really know 

22 that because we don't know what the other units on 

23 their system look like. If there were any consistency, 

24 I think the transmission rate is correct as proposed. 

25 The energy side is just difficult to say. You have t o 
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4 availability of lower cost energy across their system 

5 as time goes on. There's no reason to expect that will 

6 be available over a 30-year period. 

7 Q And because of that uncertainty, did you 

8 hesitate to predict any variation here? 

9 

10 

11 

A 

Q 

A 

In which? 

In the fuel cost under the UPS configuration. 

I had no reason to change their numbers, I'll 

12 put it that way . There is no reason to suspect their 

13 numbers would be anything different. 

14 Q When you said "change their numbers," one of 

15 the things that we've gone through earlier with an 

16 earlier witness, Mr. Denis, was what has been admitted 

17 as Exhibit 10, and the fact that Georgia Power Company 

18 in its RFP response provided both Scherer 4 fuel costs 

19 and system fuel costs in recognition of the fact that 

20 energy would be provided out of other units besides 

21 Scherer Unit No. 4. 

22 Which figures did you use in your comparison 

23 of the purchase versus the UPS? 

24 A I'm not sure which figures you're referring 

25 to in that particular exhibit. I think I testified 
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1 earlier as to which numbers we used in the UPS proposal 

2 were off a specific schedule from that RFP proposal. 

3 Q Could you give to me again which schedule you 

4 used? What is the heading on that schedule, if you 

5 would, please, sir? 

6 A The rates that we used are shown on Exhibit 

7 8.2.1, Page 7 of 14. It's called Section B Price Data . 

8 CHAIRMAN WILSON: How many times are you 

9 going to have to say that? I mean, this has got to be 

10 the seventh time I've heard that same que stion and same 

11 answer, and we go back to the same page of the exhibit 

12 an~ he says that's what he used. How many times are we 

13 going to have to do this? I hope this is the last time 

14 because 

15 MR. HOWE: Mr. Chairman, I think the reason 

16 we're doing chis is because of the way this case has 

17 been t iled. We are confronted with --

18 CHAIRMAN WILSON: Yeah, but you're lis tening 

19 to the same testimony I'm hearing. I've h~ard him 

20 answer that question five to seven times. Every time 

21 he's asked the question he's given the same answer. 

22 Don't ask him again. We know what he used. 

23 Q (By Mr. Howe) In your modeling for the 

24 Scherer purchase, did you assume additional economy 

25 purchases beginning in 1997 when the third 500 kV 
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1 transmission line is supposed to be in place? 

2 A Let me clarify my answer. 

3 When I say -- in a sense, yes, but basically 

4 when you add the additiondl line and you take the 

5 Scherer purchase, you're back to where you were in the 

6 base case with no line and no Scherer purchase. That's 

7 the net effect. So, yes, it's more economy purchases 

8 than if there were no line there, but it's not more 

9 than we had in the bas e case. 

10 Q Mr. Waters, did you assume in your Scherer 

11 purchase figures -- and I'm referring here to Exhibit 

12 23 the summary, did you assume that Florida Power and 

13 Light would be able to dispatch Scherer No. 4 beginning 

14 in 1991? 

15 A The net effect of the modeling is, yes, we 

16 did dispatch the unit in effect. 

17 Q You will not, in fact, be able to dispatch 

18 the unit in '91, will you? 

19 A Well, let me be clear that the -- if you're 

20 referring to tying the machine, the unit, into our 

21 computer and having it on automatic generation control, 

22 no. What we will be able t o do is commit the unit or 

23 schedule the energy in a manner very similar to being 

24 able to dispatch the unit. I guess from a modeling and 

25 planning viewpoint, if I ask for a hundred and I get a 
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1 hundred, whether I've dispatched the unit technically 

2 or not doesn't matter very much. I have the same net 

3 result. So for modeling purposes, yes, we assume it's 

4 dispatchable. 

5 Q When we were talking about your Exhibit 21, I 

6 believe you reterre~ to a -- and I must apologize, it 

7 might have been with your Exhibit 20, I'm sorry, the 

8 short-term capacity need. 

9 A Yes. 

10 Q And was that attributable to two factors , 

11 increased projections of load on the system and the 

12 loas of TUrkey Point 3 and 4 to extended outage? 

13 

14 

A 

Q 

Yes. 

Was the short-term forecast of the load on 

15 FP'L's system changed because of a price change 

16 projection in which you projected the cost of fuel to 

17 be lower? 

18 A In comparison to the previous year's 

19 forecast, yes, that's the primary driver, t hat and the 

20 small increase, I believe, in population. 

21 Q Are you still projecting the pric~ of fuel to 

22 be lower, since --

23 A It wasn't the pri ce of fuel. It was a price 

2• ohange that reflected both rates and tuel . I believe 

25 in t h e previous year's forecast there had been 
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1 assumption about rate adjustment, possibly through a 

2 rate case, I don't know, but it was not just in fuel 

3 that the price assumption was derived. 

4 Q Was it attributable to price elasticity; you 

5 expected the price of electricity to go down and that 

6 the consumption would go up? 

7 

8 

A 

Q 

That ' s correct. 

Since then you've had the increase in oil 

9 prices attributable to Iraq's invasion of Kuwait, have 

10 you not? 

11 A Yes. What we're actually experiencing today, 

12 certainly. 

13 Q Would that not tend to indicate that because 

14 of elasticity, that your electricity consumption is, in 

15 fact, going to go in a direction opposite of what you 

16 expected? 

17 A At the current moment that would be true, but 

18 let's talk term of the forecast. I think the 

19 expectation is in our previous forecast we had prices 

20 going up, of course, from year to year. In the current 

21 situation, I think we expect prices to take a jump but 

22 return to what we had forecast, basically over the 

23 next, say, two to three years. So in that short term, 

24 yea, I would expect load to be driven down slightly by 

25 price elasticity, but eventually we'd be back to the 
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1 same point. 

2 Q Would that affect your projections for 1991, 

3 '92, '93, where on the first page of your Exhibit 20 

4 you show those capacity credits for a 200 megawatt of 

5 early needs? 

6 A It would not impact 1991 because we still 

7 have the Turkey Point outage. So there would be no 

8 impact there. I don't think there would be a 

9 significant impact on '92. That' s where we start to 

10 see things returning to normal at the present time. In 

11 '93, we would be back to basically where we were . '93 

12 albo had to do, as I mention in my testimony, shifting 

13 of QFs, or a QF project, so there are other factors. 

14 Q Excuse me. Are these capacity credits cos ts 

15 that you will incur if you go out and buy this capacit y 

16 during these time periods? 

17 A They're costs that we estimate we would 

18 incur, yes. If we bought it, we'd look at it a s 

19 basically going out to the market and buying, say, 

20 peaking capacity. 

21 Q In your Exhibit 19, page -- you might -- I 

22 need some help here, on your Page 6 of 6, this refers 

23 to a revised Page 6 of 6. 

24 

25 

A 

Q 

Yes. 

When this was first prov ided to us, did it 
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That's why it was revised? 

Yes. 
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3 

4 

5 

Q 

A 

Q Am I correct though, that Column 4 was not 

6 revised? 

7 

8 

A 

Q 

Th(lt's correct. 

If you revised fuel cost and O&M expenses, 

9 why would total system costs not change? 

10 A The only way they would change is if the 

11 spread sheet was set up to simply sum across, and it 

12 was not. We were extracting these from other places 

13 for the purposes of presentation. So, really, we had 

14 the wrong numbers in there in just one column. The 

15 sums would not change by making that adjustment . 

16 Q Are ~ :>u saying when you added fuel cost and 

17 O&M expenses, which were identical together, and got 

18 the right to~als all across, that we don't --

19 A What I'm saying is in Column 5, which is the 

20 sum of the first four. 

21 

22 

Q 

A 

Yes, sir. 

The sum there did not reflect the numbers 

23 that were in Column 3. They reflected the right 

24 numbers. So we simply went back and substituted the 

25 right numbers. 
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Do you have that original exhibit, sir, the 

2 one that you corrected? 

3 

4 

5 

6 

7 

8 

9 

A I don't know that I do. 

Q The reason I asked is we added those numbers 

and they added up in the original exhibit, and they add 

up in the revised exhibit. 

A Okay, well, let me check and see if Column 6 

changed, if I have that or~ginal. (Pause) 

Okay, you're right, we did revise those 

10 totals because they were adding across. I thought we 

11 had extracted these from one of the other versions of 

12 the s pread sheet. 

13 Q So you've changed the totals as well as the 

14 individual column entries? 

15 

16 

17 

A 

right. 

Q 

That's correct, and the revised copy is 

Is this an output from a program or model? 

18 Are any of these columns outputs from models you've 

19 run? 

20 A Yes, the fuel cost and O&M expenses are 

21 extracted from a computer run to reflect the actual 

22 operation of the unit. The capacity payments are not 

23 really extracted from the run, although they are inputs 

24 into the computer run, but they're calculated in a 

25 different way. And then, of course, total system costs 
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1 would be the result of a computer simulation. 

2 COMMISSIONER EASLEY: Are you trying to find 

3 out why he made the mistake to begin with? 

4 MR. HOWE: Well, in part -- in these filings , 

5 we've gotten certain revisions, and we're just trying 

6 to understand why some revisions in numbers have 

7 changed, and we're seeing new numbers. 

8 COMMISSIONER EASLEY: Wouldn't it be simpler 

9 just to ask him what the mistake was than to go throu gh 

10 the whole shooting match? Maybe? 

11 

12 been. 

13 

14 

MR. HOWE: Yes, ma'am, it probably would have 

CHAIRMAN WILSON: Not if you're a lawyer. 

COMMISSIONER EASLEY: Oh, well, that may be 

15 my drawback. 

16 MR. HO.JE: I must, in my own defense, he had 

17 first stated that the totals had not changed and that 

18 led me on to the other. 

19 COMMISSIONER GUNTER: The problem is when she 

20 was talking about drawback, she's talking about drawing 

21 this back, and I'm the only one sitting close enough 

22 for her to get. 

23 Q (By Mr. Howe) Mr. Waters, if the totals 

24 changed, why didn't the bottom line change? In our 

25 original response to Page 6 of 6 to our Interrogatory 
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1 No. 31(E) showed a total in Column 7 of 43,232,952, and 

2 we have that same tota l in the revised exhibit. 

3 MR. BUTLER: Mr. Waters, do you have the 

4 original? Have you been able to locate that? 

5 WITNESS WATERS: I think I do. I do have the 

6 original, and it does say 43,232,952. 

7 Well, based on my previous speculation, I 

8 knew there was a column here that was an additive, but 

9 I got the wrong one . Actually, I'd have to go into t he 

10 spread sheet and look at the formulas that a re embedded 

11 in there, but as I recall , we did not simply add across 

12 and do the math. We were pulling columns from 

13 different spread sheets for the purposes of the 

14 comparison here, and we did not, obviously, do the math 

15 in that particular column. We just took the numbers. 

16 

17 

18 

19 

20 

Q (By Mr. Howe) Would you agree that under 

both the original and the revised, the n~~rs do add 

across and the totals are the same? 

A Yes. Let me explain where that last number 

comes from. All of the first three columns are, I'll 

21 say, input into the PROSCREEN model. In other words, 

22 the capacity payments are input . The fuel price and 

23 the O&M expense rates are input into PROSCREEN. 

24 PROSCREEN then determines what is basically s hown in 

25 Column 7 . So when we create this spread shee t, we are 
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1 in effect working backwards. We take the first three 

2 columns and input those or we extract those from 

3 PROSCREEN. We know that the totals must add into 

4 Column 7 because that's what the computer run shows. 

5 And then we work backwards to some of these other 

6 costs , like system fuel cost, which is not a direct 

7 output of PROSCREEN. And that's why the last column 

8 doesn't change. 

9 Q Did you extract similar numbers for the 

10 compilation of the summary shown on Exhibit 23, for the 

11 respective total fuel cost for the purchase versus UPS? 

12 Yes. And those are done manually, so they 

13 are subject to errors in transcription occasionally, 

14 which is what we had in this particular case. We ended 

15 up with two columns that looked identical. 

16 Q Mr. Waters, did I understand you correctly to 

17 say the f irst three columns were the inputs? 

18 A No, not the numbers, the rates and the fuel 

19 price. The program would determine total dolla rs, and 

20 we take that back out. 

21 Q Mr. Waters, again referring to the fit·st page 

22 of Exhibit 23, how do you show the UPS option 

23 dispatching at a higher capacity factor than the 

24 purchase option when ~~e UPS fuel cost is higher and 

25 the heat rate is higher? 

FLORIDA PUBLIC SERVICE COMMISSION 



601 

1 A Well, there is no surprise in that, Mr. Howe, 

2 because you're not dispatching them in the same case 

3 against each other, you're dispatching both o f those in 

4 parallel cases against FP&L's oil and gas units. 

5 There's a la.rge price differential between that coal 

6 cost at Scherer and our next unit. For instance, st. 

7 Johns, we go from the st. Johns fuel cost, then we're 

8 basically into oil and ga& at that point. So there's a 

9 large gap. You could vary the fuel cost quite a b i t 

10 and you would sti ll see full dispatch of the unit, 

11 which is what you're seeing in this case. 

12 Q And would you expect then because of that to 

13 see the same dispatch in both units? Each unit would 

14 have the same dispatch because of the reasons you just 

15 gave? 

16 A Do yvu mean by "dispatch" the same gigawatt 

17 hours, the same output? 

18 Q Yes, sir. 

19 A No, by same dispatch I'm talking about their 

20 relationship to their availability. If one is more 

21 available, which in this case is true, they would each 

22 dispatch and run the maximum number of hours, which is 

23 what we have here, over the long term. 

24 MR. HOWE: Thank you, Mr. Waters . I have no 

25 further questions. 
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CROSS EXAMINATION 

BY MR. MURRELL: 

Q Mr. Waters, let me ask you to take a look at 

Exhibit 23 again and look at Line 25. 

A On which page? 

Q 

A 

Q 

I'm sorry, thank you, the first page. 

Okay. 

That's the aver age escalation factor used for 

9 the various cases that are shown there, is that 

10 correct? 

11 

12 

A 

Q 

That's correct, over the term of the study. 

And you used a 7.15% escalation factor for 

13 the Martin fuel case, which is high sulfur coal, is 

14 that correct, sir? 

15 

16 

A 

Q 

That's correct . 

Anu you used a 4.99% escalation rate or 

17 escalation factor for the Scherer purchase, is that 

18 correct? 

19 

20 

21 

22 

23 

24 

25 

A 

Q 

The Scherer --

And that's also -- that's low sulfur coal , 

COlllpliance coal? 

A Scherer 4 purchase, that's correct. 

Q Do you know why Florida Power elected to use 

such a higher escalation rate for the high sulfur coal 

than tor the low sulfur coal? 
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1 A I'll have to let Mr. Silva answer the 

2 question on any differences between them, but I would 

3 suspect at least part of the difference, there's a 

4 higher transportation component, I would expect, of 

5 Martin than to Scherer. I would expect that to account 

6 for at least part of the differentia l. 

7 Q Let ae ask you this, just to check my math, 

8 i~ you would, since you 've got a calculator there, 

9 would you tell a e on just a perce ntage comparison , 

10 isn't i t true that 7 . 15% is, in fact, 43% higher than 

11 4.99t on a --just comparinng those two numbers? 

12 A You ' re just dividing 7.99 -- or 7.15 by 4.99, 

13 I take it? 

14 Q That's what I tried to do. And you're 

15 telling .a that that's attributable in your opinion ~o 

16 transportat. · on? 

17 A No, sir, I said that would probably be part 

18 of the reason. Mr. Silva would have to address the 

19 specific differences. 

20 Q But for this Commission to accept the res ults 

21 of your studies, they have to buy into this difference 

22 in escalation factor, don't they? 

23 A I think they have to accept the fuel 

24 forecasts we've used as reasonable. Certa inly that's 

25 part of the ele ment. But, we have to conoider 
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1 sensitivity here. I have and can provide the numbers 

2 running the Martin IGCC at a Scherer fuel price just to 

3 show how much -- how sensitive the results are, and I 

4 can tell you that the IGCC still does not provide lower 

5 cost than Scherer, even when I make that adjustment. 

6 And that comparison is probably not very valid since I 

7 wouldn't expect to have the same fuel costs at Martin 

8 as I have at Scherer, identical fuel costs. 

9 Q And you've come to this conclusion based upon 

10 a lot of experience in the coal industry? 

11 A No, sir, I'm just taking the difference. I 

12 guess common sense tells me that Martin is farther away 

13 from the coal fields than Scherer is, so I would expect 

14 a little bit higher price down there. 

15 Q That's a very good point. I would like to go 

16 to Oocumer;_ 2 in your prefiled testimony, and I 'm 

17 looking at Page 1 of 4. Have you got that in front of 

18 

19 

20 

you, Mr. Waters? 

A Yes, I do. 

Q Let's take a look at the year 1994. on the 

21 left-hand column is st. Johns River Power Park. What 

22 is that number reflected there, Mr . Waters? 

23 

24 

2!5 Btua? 

A 

Q 

In 1994, that's 1.95. 

And for Scherer, the dollars per million 
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2.12. 

can you tell me whether St. Johns River Park 

3 is farther south than Plant Scherer? 

4 A Yes, sir, I'm pretty sure that it is, but I 

5 would note again with my limited understanding of fuel 

6 relationships, that St. Johns has water-borne coal, has 

7 access to water-borne coal, and I would again expect 

8 that to have some infl uence on the prices. Mr. Silva 

9 

10 

11 

12 

13 

14 

can address the specifics, I think. 

Q Did you personally apply any kind of a sanity 

test when you saw the 7.15\ escalation factor coming up 

! or the Martin IGCC plant and the 4.99\ factor used for 

Scherer purchase? 

A No, sir, not at that point. These numbers 

15 are not randomly generated. The forecasts that we are 

16 using tor St. Johns and certainly Martin go through an 

17 extensive review process within the Company, are 

18 reviewed by a forecast review board at FPL. So I take 

19 it that greater minds than mine have reviewed these and 

20 found them to be acceptable. 

21 CHAIRMAN WILSON: What is the average 

22 escalation factor? 

23 WITNESS WATERS: That is simply taking the 

24 last number in the string here in my Document 2, and 

25 the first number, and figuring what escalation rate 
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1 gets you from the first number to the last number . 

2 It's sort of an average escalation from year to year . 

3 CHAIRMAN WILSON: Reflective of what kind of 

4 price change you're going to see --

5 

6 dollars. 

7 

WITNESS WATERS: The price change in nominal 

CHAIRMAN WILSON: And that would -- I would 

8 assume from that that the high sulfur coal, the price 

9 of high sulfur coal is going to escalate more rapidly 

10 than compliance coal? 

11 

12 

WITNESS WATERS: I don't think --

CHAIRMAN WILSON: Can I draw that conclusion 

13 from looking at that? 

14 WITNESS WATERS: I think the cost of coal 

15 delivered to Martin reflects not only what our 

16 assumption on the coal escalation, but the type of 

17 procurement strategy which Mr. Silva could testify to. 

18 I think, based on second-hand knowledge, that in this 

19 forecast of Martin, we've got more spot coal 

20 assumptions here than long-term fuel cont racts, and 

21 that basically shows just a market escalation over time 

22 rather than a capping of the forecast. But, I think he 

23 could straighten out the differences . 

24 CHAIRMAN WILSON: All right. He's a better 

25 witness to ask. 
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(By Mr. Murrell) Mr. Waters, if you 

CHAIRMAN WILSON: Let me understand. But the 

3 point that you made earlier was you ran this using 

4 exactly the same fuel costs and escalation as Scherer 

5 has? 

6 

7 

WITNESS WATERS: That's right. 

CHAIRMAN WILSON: In terms of the sensitivity 

8 of the analysis, it did not make a material difference. 

9 WITNESS WATERS: It made a substantial 

10 difference in present value, but it didn't reduce the 

11 584 of savings to zero or anything small. 

12 CHAIRM.~ WILSON: All right. 

13 Q (By Mr. Murrell) If you did use an average 

14 escalation factor of 4.99% in the Martin IGCC 

15 evaluation, it would improve the economics of that 

16 evaluation, wouldn't it? 

17 A Well, that's what I've just said, yeah. 

18 That's precisely what we did by putting in the Scherer 

19 fuel cost. 

20 Q Do you know why a heating value in the 

21 Scherer purchase case of 12,000 Btus per pound was 

22 u•ed? 

23 

24 

A 

Q 

No, sir. 

Do you know why a heating value in the Martin 

25 IGCC case of 13,000 Btus per pound was used? 
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Again, I'd have to defer to Mr. Silva. I'd 

2 assume that's an assumption on the type of coal that's 

3 being delivered to those sites . 

4 Q Well, all right, we can inquire of Mr. Silva 

5 on that, but I think you'll find that on the Scherer 

6 case that their coal contract is more like what you 

7 have in the UPS, the 12,500 Btus. 

8 CHAIRMAN WILSON: We'll give that testimony 

9 the weight that it -- go ahead. 

10 COMMISSIONER GUNTER: Raise your right hand. 

11 MR. MURRELL: Old habits die hard. 

12 

13 

COMMISSIONER GUNTER: Assume the position. 

MR. MURRELL: Some of my questions have 

14 already been asked, and I'm just trying to go through 

15 the areas that I was interested in. 

16 Q (~y Mr. Murrell) Mr. Waters, the last coal 

17 contract currently in place for Scherer unit expires 

18 what year, do you know? 

19 

20 

21 

22 

A I don't know. 

Q Do you know who in your company would have 

that information? 

A I think Mr. Silva might be more familiar with 

23 it than I am. 

24 Q Well, subject to check would you just take my 

25 word for it right now it's around 2008, and just 
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1 subject to check, just for the purposes of this, 

2 looking at the St. Johns River Power Park coal price of 

3 -- in the Year 2009, it's still substantially below the 

4 Scherer coal price, is that correct? 

5 

6 

7 

8 

A 

Q 

A 

Yes, sir, it's about 75 cents. 

Per million Btus? 

Uh-huh. 

COMMISSIONER GUNTER: Let me ask a question. 

9 You can't let these go because the record gets kind of 

10 squirrelly when you go back and look at it. 

11 Do you know what the quality of the coal is 

12 that's burned at st. John's Power Park? 

13 

14 

WITNESS WATERS: I don't know the details. 

CHAIRMAN WILSON: I think you've got the 

15 wrong witness for this entire line of questions. 

16 You're just asking the wrong guy . He's going to tell 

17 you every time he's going to defer the questions . I 

18 don't thin~ there is a lot of reason to pursue this 

19 line with this witness. 

20 MR. MURRELL: I just want to make sure I 

21 don't lose the witness and then find out that the next 

22 witness defers back. 

23 CHAIRMAN WILSON: If you find out that Mr. 

24 Silva doesn't know the answers to these questions, 

25 we'll bring this gentleman back to answer your 
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1 questions. 

2 MR. MURRELL: Let me just skim through here 

3 and get to what I think is appropriate for this 

4 witness. (Pause.) 

5 Q (By Mr. Murrell) Mr. Waters, what average 

6 escalation factor did you use for -- well, you used 

7 5.6t for the standard offer, is that correct? 

8 

9 

A 

Q 

For what component? 

For the average escalation factor; Line 25 on 

10 Page 1 of Exhibit 23. 

11 A That's correct. 

12 Q Is that the number, did I understand you to 

13 say that was the number that was generated from the st. 

14 Johns River Power Park fuel study? 

15 A That would correspond to the st. Johns 

16 pricing, yes . 

17 Q In response to, I think, Mr. McGlothlin's 

18 questioning of you you said that -- you made a 

19 statement of something like, "Accuracy I'm not sure 

20 applies here," talking about the use of the word 

21 "accuracy" when you're dealing with a long-term fuel 

22 study. 

23 But can you tell us what you do to try to get 

24 as good a result as possible, as true a result as 

25 possible. What kind of things go into your analysis 
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fuel forecast here is subject to review by a forecast 

review board within FPL, which has representatives from 

several departments throughout the company who are 

basically users of the forecast. 

I think the best you can hope to do is rely 

9 on the knowledge of experts. I know that the fue l 

10 forecast -- and again, Mr. Silva, his department is 

11 responsible for generating that forecast, but they can 

12 point out that they rely on consultants, they compare 

13 our forecast to other consultants for r e asonableness; 

14 it's reviewed within the Company and issued for general 

15 use of an approval process. So I think that's the bes t 

16 you can do w; ~h a forecast. 

17 Q I'd like you to look back on Exhibit 23 again 

18 to the dep~eciation used. I can't remember right off 

19 the top of my head exactly what line that was. Maybe 

20 you can help me with it. Oh, yeah, Line 8. 

21 Can you tell me why there is a difference in 

22 depreciation between the Martin IGCC unit and the 

23 Scherer unit? 

24 A It's an assumption on the life of the unit. 

25 We've set the depreciation rate in this case equal to 
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1 the Southern assumption. They use, I believe, a 

2 40-year life on their coal units, expected life. FPL 

3 does and has used a 30-year life on its units for 

4 planning purposes . We also represent what I'll call a 

5 negative salvage value, almost a decommissioning cost 

6 in that depreciation rate as does Southern in their 

7 assumption. But the basic difference is just uni t 

8 life. 

9 Q We already discussed the fact if you used the 

10 escalation factor for the Martin IGCC u nit as you used 

11 for Scherer, that you would improve the economic 

12 evaluation for the Martin IGCC unit that would be even 

13 more true and you'd have even a greater improvement if 

14 you used an even lower fuel price for the Martin IGCC 

15 unit than the Scherer, is that correct? 

16 A w~11, certainly. I quess it goes without 

17 saying that the lower you make the fuel price, the 

18 better th6 unit looks . 

19 Q Now, I'm not going to ask you why the 

20 difference in Florida Power and Light buying the fuel 

21 tor Scherer is 30 cents a million Btu lower because I 

22 think you've already addres sed that . But isn't it true 

23 that i n order for this Commis sion to buy into your 

24 analys is, that this Commission must find that it is 

25 likely that Florida Power and Light would be able to 
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3 world as far as I know. Doesn't this Commission have 

4 to buy into that assessment? 

5 A The editorial comment notwithstanding, I 

6 think Mr. Silva will be the appropriate witness to 

7 address the difference and will present his bas1s for 

8 the difference. 

9 Q I'm not asking for the basis for the 

10 difference. But I'm just saying this Commission has to 

11 accept that; the Commission will have to believe that? 

12 A Certainly. They have to find that we've done 

13 a reasonable job here. 

14 Q Did I understand you to say, and I just need 

15 you to tell ae because I wasn't sure I heard this, th~t 

16 the line loc~ from Scherer 4 to the load center is 9\? 

17 

18 

A 

Q 

That's our assumption, yes. 

Is that over the entire life? That doesn't 

19 change froa year to year? 

20 A I'a sure in reality it will change from year 

21 to year but the only way we could determine a specific 

22 factor for all 30 years is r un a series of load flows 

23 over that period of time, which I don't think is 

24 practical. I think the assumption of 9% i s a good 

25 assumption. 
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Do you know or should I ask another witness 

2 why the heat rate for Scherer UPS is higher than the 

3 heat rate for Scherer purchase; is that because other 

4 system power is used? 

5 A No. I'll address that. 

6 I have really developed this heat rate as an 

7 assumption. Looking at their UPS proposal in response 

8 to our capacity solicitation, the 9450 is really my 

9 estimate of what they used. The only way we could ever 

10 determine what they used is to go back and get their 

11 computer runs and see what they input. 

12 But looking at the energy prices, which I 

13 previously referred to, I believe this is a reasonable 

14 estimate of what they input. I don't consider the 50 

15 Btus a kilowatt hour difference very significant in the 

16 analysis. : t could be easily explained by my 

17 estimating of their heat rate. 

18 Q And do you know, for purposes of your 

19 analysis, or should I ask Mr. Silva, this: What is 

20 meant by high sulfur coal, compliance coal and medium 

21 sulfur coal? 

22 MR. BUTLER: I object to this. It's pretty 

23 clear that these are Mr. Silva's questions. 

24 MR. MURRELL: I want to find that out. 

25 CHAIRMAN WILSON: If you're going to get an 
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1 answer from a competent witness that you can use in the 

2 record you're going to need to ask the witness who is 

3 familiar enough with that subject to answer those 

4 questions. I think it's just wasting your time and 

5 ours by asking this witness those kinds of questions. 

6 MR. MURRELL: That's fine, Mr. Chairman. 

7 I'll withdraw the question under those circumstances. 

8 MR. MURRELL: Those are my questions. Thank 

9 you. 

10 CROSS EXAMINATION 

11 BY MR. TELLECHEA: 

12 Q Mr. Waters, on Page 5, Lines 12 through 15 of 

13 your prefiled testimony you've listed generating and 

14 nongenerating cesources that were considered in FPL's 

15 capacity planning process there with demand-side 

16 management, QFs, UPS and new generating units. 

17 When introducing into your planning process 

18 demand-s.•.de programs, do potential lost revenues impact 

19 the decision to add additional conservation programs? 

20 A Yes, they do. 

21 Q What conservation programs have you 

22 eliminated, scaled down or rejected in your analysis 

23 which you see as having the potential for lost 

24 revenues? 

25 A I don't know what specific programs have been 
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1 rejected. Basically the basket of programs which we're 

2 presented with go through an analysis process, which 

3 has been presented to this Commission in the FEECA 

4 docket. We're using those same programs and megawatt 

5 levels as were presented in that particular docket in 

6 this case. 

7 Q Does the impact of lost revenues decrease as 

8 the in-service date of the avoided unit of construction 

9 or of generation units approaches? 

10 A I really don't know without looking at an 

11 analysis but I wouldn't expect it to change based on 

12 the in-service date of the unit. Maybe I'm 

13 misunderstanding the question. 

14 Q Okay. On Page 12, Lines 2 through 5 of your 

15 prefiled testimony you stated that based on the LOLP 

16 analysia ~~ which only the contracted and approved 

17 

18 

19 

20 

21 

22 

23 

24 

25 

resources are included, FPL needs approximately 

it 200 wegawatts of additional capacity by '95? 

That's correct. 

is 

A 

Q Since FPL's actual need does not occur until 

'95, should FPL be prohibited from reflecting the 

purchase price of Scherer in permanent rates until 

needed? 

A No. I think that would be -- I guess you're 

aaking me for an opinion on ratemaking which I'm 
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1 certainly not -- that's not my area. But it seems to 

2 me that if you prohibit FPL from recovering any costs 

3 until the unit is actually needed, that's kind of 

4 punitive and would prevent the Company from taking 

5 advantage of what appears to be a good deal. 

6 Q Has anything changed or will change in FPL's 

7 energy expansion plans, UPS contracts, early purchase 

8 options, conservation program savings or other 

9 alternatives which may have caused FPL to have 150 

10 megawatt capacity need for '91, and was it 416 

11 megawatts of capacity need for '93? 

12 A I'm not tamiliar with those numbers. The 850 

13 I recognize as the megawatts of countermeasures that 

14 will be applied during the Turkey Point outage. So to 

15 answer that part of your question specifically, the 850 

16 tor that one year is to address the Turkey Point dual 

17 outage. 

18 

19 

20 

~1 

Q 

A 

Q 

A 

I was saying 150 megawatt, not 850 . 

Oh, 150. 

Uh-huh 

In '91. 

22 Q It coincides with the phase-in of the 

23 puroha•e? 

24 A Oh, the phasing of the purchase. Okay. A 

25 aeparate question. 
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1 I don't think the phasing of the purchase 

2 corresponds to specific capacity needs in specific 

3 years. 

4 The first year, 1991, we did identify a need 

5 to purchase roughly 200 to 300 megawatts of power so in 

6 that sense the purchase of Scherer fits in very nicely 

7 with that need in the first year. But beyond that we 

8 did not identify specific megawatts of capacity in 

9 later years that it's filling. 

10 Q How many megawatts are going to be needed to 

11 compensate for the outages of the Turkey Point nuclear 

12 units? 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

A We've identified roughly 800 megawatts of 

countermeasures and we've presented that to the 

Commission. That includes purchase power and other 

options t0 meet the need for that year or cover the 

outage tor that year. 

Q What is FPL's '90-91 winter reserve and 

'90-91 summer reserve margin when taking into account 

the outage of the nuclear units at Turkey Point? 

A I think I did this from memory last week and 

I misquoted it. I think the summer peak reserve margin 

baaed on my review after last week is approximately 17% 

based on enactment of the countermeasures that we have 

25 planned tor that year. The winter peak reserve margin 
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1 is in the area of 13t, again with the countermeasures 

2 we have planned for that year. 

3 CHAIRMAN WILSON: What did you tell me last 

4 week? 

5 WITNESS WATERS: I think I told you, 

6 Commissioner, about 15 and 10. I was a little low as 

7 it turns out. When I went back and looked I think I 

8 quoted numbers that didn't have all the count ermea sures 

9 in them. 

10 Q (By Mr. Tellechea) How about when not 

11 including Turkey Point nuclear units, can you give me 

12 the same figures? 

13 A Not including the Turkey Point -- that's not 

14 including the Turkey Point units. That's assuming they 

15 are out tor that period. 

16 Q Okay. Could you provide the 1990 through '96 

17 reserve margins reflecting the phased in Scherer 

18 purchase? 

19 

20 

21 

A 

those. 

Can I? Yes. I think, yeah, we can provide 

CHAIRMAN WILSON: Can you do that by the time 

22 you get back on the stand for rebuttal? 

23 

24 

WITNESS WATERS: Yes , sir . 

CHAIRMAN WILSON: What we can do is just mak e 

25 a note o f tha t. When he comes back, if he · s got it , 
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1 give it an exhibit number . If he doesn't, then we'll 

2 

3 

4 

5 

6 

7 

8 

9 

10 

make it a late-filed. 

WITNESS WATERS: That's no problem. 

Q (By Mr. Tellechea) So Page 13, Line s 4 

through 7 of your prefiled, you identify an increase of 

200 megawatts of summer peak demand for the period of 

'91 through '92. 

A 

Q 

A 

Yes . 

What factors contributed to this increase? 

Per our previous discussion, that's primarily 

11 price elasticity in the last forecast. The re was an 

12 assumption that the electric -- the price of 

13 elec~ricity would be s omewhat lower than had been 

14 forecas t the prior year. So that resulte d in an 

15 increase in load which really was a short-term 

16 phenomenon; it only affected those years. 

17 Q Has FPL considered revising or more 

18 aggress i vely pursuing demand-side measures such as 

19 thermal storage and increasing nonfirm load targets for 

20 load management saturations? 

21 A We've certainly considered it . I think in the 

22 nontirm docket we've presented cases that showed levels 

23 beyond the targets that we curr ently have of roughly 

24 1,000 megawatts of nonfirm load are not cost effective 

25 and I believe that's still the case. As far as the 
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1 other program you mentioned, thermal storage, FPL 

2 certainly looked into it and pursued it on I'll call it 

3 a research-type basis and is pursuing other 

4 alternatives on the demand side. 

5 CHAIRMAN WILSON: What happened last time you 

6 brought a thermal storage program to the Commission? 

7 WITNESS WATERS: I believe the Commission 

8 rejected it, and as I recall, had something to do with 

9 energy usage increased versus the case without thermal 

10 storage, even though it reduced peak demand. 

11 Q (By Mr. Tellechea) Would the phase-in 

12 purchase of Scherer Unit No. 4 -- excuse me. Would 

13 that the phased-in purchase of Unit 4 were 

14 approximately 460 megawatts will be available in '93 

15 allow FPL additional planning flexibility as related to 

16 the demand-side reductions identified in the Generation 

17 Expansion Plan? 

18 A I'm not quite sure I understand the question. 

19 Maybe if you can rephrase it a little bit. 

20 Q Let's see if we can understand this way. 

21 Would that the phased-in purchase of this 

22 unit were approximately 460 megawatts will be available 

23 in '93 allow FPL additional planning flexibility? 

24 A In a sense, yes. I think what I've mentioned 

25 in my testimony, I guess I could almost refer to it as 
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1 insurance. 

2 We've seen short-term load changes on the 

3 order of 1 to 200 megawatts and per our discussion the 

4 invasion of Iraq may send it the other way, but in the 

5 short term we're seeing changes of that order of 

6 magnitude, including large QFs, which may shift their 

7 schedule six months to a year . So I think it does 

8 offer some flexibility to have the early purchase. 

9 Scherer is not going to shift already being in service. 

10 That's something we can count on. 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

Q Has any effort been made to quantify the 

differences in the environmental externalities related 

to the IGCC units and the Scherer unit? 

A The only effort that's been made specifically 

is we have looked at what we have called the acid rain 

impact, the value or the cost of allowances, and we've 

compared those, and to give you -- I guess I could give 

you the numbe~s, if you like, based on the pricing but 

we have done the comparison. 

Q Can you file that tomorrow when you come back 

21 on rebuttal also? 

22 A I've filed those as my late-filed deposition 

23 Exhibit No. 9 and I could provide that, if you like, or 

24 copies of that tomorrow. I don't have copies with me 

25 but I can certainly provide that to show those 
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1 analyses. 

2 Q If you could provide that tomorrow I would 

3 appreciate that. 

4 Are you familiar with Mr. Woody's p r efiled 

5 testimony? 

6 A Yes. 

7 Q Okay. He references four short-term benefits 

8 that derive from the Scherer purchase. 

9 Has FPL quantified or estimated the monetary 

10 value of each of those benefits? I think it's on Page 

11 6, Lines 3 to 23 of his prefiled i f you're there, in 

12 front of you. 

13 A If I can just review those for a moment. I 

14 don't know them froc memory. (Pause.} 

15 Okay. Reduction of FPL's dependency on oil. 

16 That is quantified, in effect, in the analysis, 

17 although it's not identified as explicitly as a 

18 separate benefit. In other words, the purchase of the 

19 units and the energy provided from those units in the 

20 '91 to '93 time frame has displaced oil, which is 

21 accounted for in the system totals that I have on my 

22 figures. 

23 Number two, reduction in FPL's total 

24 investment, I don't -- to my knowledge, would not 

25 quantify that benefit. 
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1 The provision of capacity needed in 1991, if 

2 I refer back to Exhibit No . 21, I believe it's -- no, 

3 21 is not the right one. Okay. 

4 19 or 20, I'm referring here to 20, but on 

5 the page ot Exhibit 20 that's titled the "Scherer 

6 purchase", under Column 3 we've shown a credit of 

7 $14.4 million and we've discussed this previously. The 

8 value of Scherer is really to provide capacity in that 

9 user which we've priced at $14.4 million based on 

10 short-term power purchases, so in effect we have 

11 quantified that in our overall analysis. 

12 And for the added flexibility while we've 

13 diacusbed it we've not quantified that. Again, I 

14 almost categorized that as insurance against changes in 

15 the future. 

16 Q Did FPL factor in the planned outage of 

17 Turkey Point nuc~ear units prior to issuing the RFP for 

18 '96 c apaci ty? 

19 

20 

21 

22 

A No, not to my knowledge. 

Q What are the reserve margins and associated 

LOLP during the upgrade period? 

A After the countermeasures, I mentioned those 

23 before and I think I'll provide in my late-filed 

24 Exhibit No. 1 the actual reserve margins, the precise 

25 numbera. LOLP is below .1 days per year. I do know 
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1 that. That was the intent of enacting the 

2 countermeasures. I don't know the precise number. 

3 MR. TELLECHEA: Okay. That's all I have now. 

4 Thank you. 

5 CHAIRMAN WILSON: Before we go to redirect, I 

6 want to ask you to do something, and you can have it 

7 ready tomorrow morning or you can do it when you go 

8 back on redirect. I want you to indulge me in a little 

9 fantasy here for a moment. I want you to pretend like 

10 you ran into me in the hallway out there and all we had 

11 between the two of us was this pe ncil and one piece of 

12 paper, and I want you to put this case for me on one 

13 piece of paper. I want a back-of-the-envelope analysis 

14 of what factors are in these cases, this case, the 

15 numbers associated with it, and I want you to be able 

16 to persuade me or try to, based on that. 

17 I've really enjoyed being dragged from spread 

18 sheet to spread sheet from all these exhibits and 

19 numbers. I'm looking for some sort of unified field 

20 theory of this case that allows me to bring it 

21 altogether conceptually and I'd like for you to do 

22 that, if you would. I don't know whether you're going 

23 to end up showing me what the cost delivered to the 

24 load center is or whatever but e xercise a little 

25 imagination. 
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WITNESS WATERS: I'll see what I can do. 

CHAIRMAN WILSON: You can put this on one 

3 piece ot paper. 
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4 COMMISSIONER EASLEY: Do it so a little old 

5 lady in tennis shoes can understand it. 

6 

7 

CHAIRMAN WILSON: Redirect. 

COMMISSIONER GUNTER: And an old boy that 

8 tell ott the turnip truck still wearing overalls. 

9 MR. BUTLER: In the spirit of minimalism I 

10 have one question on redirect. 

11 REDIRECT EXAMINATION 

12 BY MR. BUTLER: 

13 Q If you could turn, please, to Exhibit 24, 

14 Mr. Waters, that ~as the answer to Interrogatory 31-F, 

15 Page 2 of 2. 

16 

17 

A 

Q 

I have it. 

Okay. Starting in Approximately Year 2004, 

18 the Scherer purchase unit column shows a straight 85% 

19 capacity factor. Did you testify earlier that that is 

20 

21 

22 

23 

24 

because you're assuming from that point further no 

further economy or a substantial drop off in the 

economy purchases? 

A Yes, that's one ot the primary drivers. 

Q Would the same factors that led to that 

25 assumption lead you to conclude there would be a 
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1 reduction in the time frame of the amount of economic 

2 Schedule R power available? 

3 A Yes, it would. The factors that would drive 

4 a reduction in economy and Schedule R are one, Southern 

5 is selling their coal resources, an example which is 

6 here. And also as load grows and their expansion plan 

7 shows combustion turbines and combined cycles they'll 

8 have less coal resources to provide. So Schedule R I 

9 would expect to show the same pattern as economy 

10 energy. 

11 MR. BUTLER: That's all the redirect that I 

12 have. And I would move Exhibits 18 through 23. 

13 CHAIRMAN WILSON: 18 through 23 without 

14 objection are admitted into evidence. 

15 MR. McGLOTHLIN: I'll move 24, 25, 26. 

16 CHAIRMAN WILSON: 24, 25, 26 without 

17 objection. 

18 MR. HOWE: And I would move 27. 

19 CHAIRMAN WILSON: 27 is moved into evidence 

20 without objection. 

21 (Exhibit Nos. 18 through 27 admitted into 

22 evidence.) 

23 CHAIRMAN WILSON: Let me get an idea of how 

24 much time we're going to take tomorrow so we can decide 

25 what time we need to join together again in the 
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1 morning. 

2 We've got Mr. Gower. How much time would you 

3 estimate on Gower? 

4 

5 

6 

7 

8 

MR. HOWE: 20 minutes. 

CHAIRMAN WILSON: Joe. 

MR. McGLOTHLIN: I can do that in 15 minutes. 

MR. MURRELL: Five minutes. 

COMMISSIONER EASLEY: Wait a minute. I don't 

9 believe any of you. (Laughter) 

10 COMMISSIONER GUNTER: As officer of the 

11 court, surely they would not misrepresent us. 

12 CHAIRMAN WILSON: Can you name that tune in 

13 (Laughter) 

14 MR. CHRIST: Five minutes. 

15 CHAIRMAN WILSON: All right. Mr. Wright. 

16 How much cross examination? 8 minutes? God, I love 

17 the precision with which you all --

18 COMMISSIONER GUNTER: We're writing this 

19 down. 

20 

21 

22 

23 

MR. McGLOTHLIN: Little or none. 

CHAIRMAN WILSON: Counselor. 

MR. MURRELL: Very little. 

CHAIRMAN WILSON: Mr. Bartels? Is that 

24 pronounced correctly? 

25 MR. CHILDS: 15 minutes. 
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CHAIRMAN WILSON: Questions. 

MR. MURRELL: I'm sorry. Five minutes. 

CHAIRMAN WILSON: I'm sorry. 

MR. MURRELL: Based on fast answers. 

COMMISSIONER EASLEY: What you've done is 
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6 gotten it for the questions. We haven't asked how long 

7 the answers will take. 

8 

9 

10 

11 or what? 

12 

13 goi ~g to 

14 

15 

16 

CHAIRMAN WILSON : How about Mr. Wells? 

MR. CHILDS: Probably five minutes. 

CHAIRMAN WILSON: Is this late-night opt imism 

MR. MURRELL: He's my witness. I'm just 

MR. McGLOTHLIN: Five minutes. 

MR. HOWE: None . 

CHAIRMAN WILSON: None. Now on rebuttal, 

17 company witnesses. 

18 MR. HOWE: Is anything new going to be 

19 introduced on rebuttal through the company witnesses? 

20 CHAIRMAN WILSON: Well, I don't know. I'll 

21 tell you now I'm going to get that one sheet in so you 

22 can be ready for that. I may be asking other witnesses 

23 for the same kind of back-of-t he-envelope analysis of 

24 poaitions. 

25 MR. HOWE: I'd say about half a hour on each 
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1 rebuttal witness at the most. 

2 MR. McGLOTHLIN: I might have half a hour 

3 no, I don't think so. Less than half a hour on Mr. 

4 Waters, less than 15 minutes for the others. 

630 

5 MR. TELLECHEA: We foresee nothing at this 

6 time, but maybe and it won't be much. 

7 MR. MURRELL: Mr. Chairman, on witness Silva 

8 I'll have probably 45 minutes. 

9 CHAIRMAN WILSON: All right. My impression 

10 is that if we went ahead and started at 9:00 we could 

1 1 probably finish tomorrow at a reasonable time. Does 

12 that sound reasonable? 

13 COMMISSIONER EASLEY: Can we finish before 

14 midnight tomorrow? 

15 CHAIRMAN WILSON: I don't want to be sitting 

16 here 10:00 tomorrow night. I didn't want to be sitting 

17 here tonight at 10:00. We can leave you all. I can't 

18 believe you all have only got about four hours worth of 

19 questions. 

20 

21 

MR. TELLECHEA: Give or take a couple more. 

CHAIRMAN WILSON: I see self-doubt rising on 

22 the faces out here . 

23 MR. HOWE: You didn't ask how long our direct 

24 waa going to be. 

25 CHAIRMAN WILSON: I know how long your direct 
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1 is going to be. 

2 MR. HOWE: Seriously, our witnesses are going 

3 to be addressing some of these specifics in particular. 

4 CHAIRMAN WILSON: Tell me that then, how long 

5 is your direct going to be? 20 minutes, 30, an hour? 

6 MR. HOWE: A half hour each. 

7 MR. MURRELL: 20 minutes, 20 to a half; 

8 little bit more. 

9 

10 7:30. 

11 

COMMISSIONER GUNTER: We're getting closer to 

CHAIRMAN WILSON: We'll start at 8:00 in the 

12 morning then. Thank you very much. 

13 (Thereupon, the hearing adjourned at 10:10 

14 p.m., to reconvene at 8:00a.m., Thursday, December 13, 

15 1990, at the same location.) 

16 - - - - -

17 

18 

19 

20 

21 

22 

23 

24 

25 
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