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2 

) (~earing comm~nced at 9:10) 

4 COMMI SSIONER GUNTER: Al l rlght. It' d come 

5 to our attention that one witness, t~at his windo w --

6 and it WA S ov~rlooked by all or us, that his windo w t ~ 

7 be available to be ~ble to testify runs out t oday, and 

B I think because we have one Commissioner that's qo l ng 

9 to have to be absent for a while t vday, th~~ it would 

10 be appropriate to go ahead and start with that witness, 

11 unless there is an objection from 3nybody. And that 

12 would be 

COMMISSIONER B~D: I wan t to ask a question 

14 before we do that. Did we talk about t he fac t that 

15 that window e xisted at the prehear ing? 

16 MR. STONE: Yes, we dld, Commissioner. Uoth 

17 prehearings. 

lB COMMI SS IONER B~D: Okay. Then that' s my 

19 problem. I misseo it somewhere in the shu f f le, anc 

20 fnrgot a bout it, so you all are riqht on the money. 

21 COMMI SSIONER GUNTER: And that was Sta ff' s 

22 adverse witness, Hr. Dawson, and I und e rst a nd, is it 

2) correc t that he wa s only available yesterd ay and today ? 

2 4 MR. STONE: That 's correct. 

25 COMMISSIONER GUNTER : All right. 
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HR . STONE: Commissioner Beard, I Jo nee d to 

point o ne thing out. At the prehearing conference l 

believe we indicated that there wa s a different two-day 

window, but when I got back to Pensacola I was 

informed that I had gotten the window wrong, and I 

immediately called Hr. Vandiver and corrected that on 

the date of the first prehearing. 

COMMISSIONER BEARD: Okay. 

HR. STONE : And I believe we stated the 

second. 

COMMISSIONER BEARD: Well, I just --

MR. STONE: Stated it cor rect ly the second 

time around. 

COMMISSIONER BEARD: Well, we made a mlstake 

on not picking up on this yesterd~y morning, and I 

understand that was supposed to come on right after 

l unch. Whatever. 

COMMI SSIONER GUNTER: Wel l, we're wher e we 

are, and in order to facilitate the proces~. probably 

the only thing we can do is to go ahead and start w1th 

Hr. Dawson. Commissioner Beard only has about 20 

minutes before he must leave, and we can go from ther ~. 

Say on the front end we appreciate the willingneas 0f 

the Company t o not run us through all o f that subpoena 

proceso of having Mr. Uawson be here. 
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MR. P~LECKI: I think, Hr. Dawson, have you 

2 been placed under oath? 

) WITNESS DAWSON: No , sir. 

4 KR . P~ECKI: Please place t he w itn~ss under 

oath . : witness Dawson Sworn) 

ROBERT G. DAWSON 

7 w~s called as an ~dverse wi tness by the Staff o f the 

8 florida Public Survice Commission, a nd having been 

9 Cirst duly sworn, test i fied as ! 0l l o ws: 

10 DIRECT EX~INATl ON 

1 1 BY KR. PALECKI : 

12 Q State your name, please? 

1 ) A Hy name is Robert G. Dawso n. 

14 Q And what is your occupation? 

1 ~ I'm currently Vice President o t Fuel Serv1ces 

16 with Southern Company Serv ice s. 

1 7 Q Ho w long have you been so employed ? 

l B A With Southern Company Scrv1ces? Or as V1 ce 

19 President of the --

20 Q As v ice pres i dent. 

21 A A little over one year. 

22 Q ~nd what are your responsibililies in that.? 

23 A currently respons i ble for the procurement of 

.2 4 all fossil fuels Cor the Southern Elect r ic system, a s 

2 ~ agent Cor the operating companies. 

PLORIDA PUBLIC SERVICE COMMI SS I ON 



r 
1 

2 

) 

4 

5 

6 

7 

8 

9 

10 

11 

12 

lJ 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

1299 

Q An d how long have you bee n employed wit h the 

Southe rn s y stem? 

A 25 years. 

Q And what have your duties included 1n your 

employment with Southern? 

A We ll, I was hired in 1964 as a co-op student, 

and by i970 I fi n ished my education and was hired as an 

system engineer in System Planning with the Service 

Company . Stayed in System Planning unti l a bout 1972 , 

'71. When I transferred t o the Rate Department in the 

Atlanta o f fice of the Service Company, .in the Rate 

Depar tment I was involved in load res.3a r ch analysis. 

Later o n I changed some of my duties . My 

duties had bee n changed, and I was responsible fo1 the 

capacity pricin g for the intercompany interc hang e 

contrac t and for off - system sales . And by 1982 I had 

transferred to Operating Services in Birmi ngham, where 

I was res ponsible for the Powe r Coordination center, a 

technical group that s upported the development of 

algorithms and computer capa b llities of the ?o .. ·e r 

Coordinat ion Center. I was also responsible f or our 

Bulk Power Marketi ng efforts. 

In about 1986, '87, I a l so pic ked up the 

system Planning Activities a nd they reported to me and 

I dropped off the Power Coordination Center. was 
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1 still respons ible tor Bulk Power Market i ng. And in 

2 June of 1989 was made Vice Pteside nt of Fuel Service5. 

3 Q Are you in charge o( unit power sales with 

4 the Southern System? 

5 I was, but I am not today. 

6 Who is today ? 

7 Bill Mars ha ll would be most directly involved 

8 

9 For how long were yQu i n c.1arge of unit power 

1 0 

11 Approximately six years. 

12 And what was the length of time that you were 

13 in charge of that? From when to when? 

14 A From about '82 up un til somet ime in ' B'J . 

15 Q What was your position a t that time? 

16 A At one point, I wa s Genera ~ Manager, 

1 7 Interconnected Operat ions and Contracts, from '8 2 t o 

18 about maybe '86, '87; and then I was Director ot Bulk 

19 Power Marketing and Planning . 

20 COMMISSIONER BEARD: Mr . Palec ki, it I c a n , 

21 because I have a time constraint. Let me a s k you a few 

22 questions that I have , if I can? 

23 WITNESS OAWSCN : Yes , sir. 

2 4 COMMI&SIONER BEARD: I'm ref e renc ing 

2 5 prima r i ly your depos ition and more importantly and 
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s pecif ically the Late-filed Exhibit No . 5 . 

WITNESS DAWSON: J do no t have a Late-fi le~ 

Exh i b i t 5 . I do have my depoa itio n. 

COMMISSIONER GUNTER: You all got hi s 

exhi b it? You c an use mine. 

COMMI SSIONER BEARD: Here, j us t us e 

Commissioner Gunter ' s real qui c k. 

COMMI SS IONER GUNTER: He can u se minP . 

COMMI SSIONER BEARD: And t~en I'll g ive mine 

to Commissione r Gunter as I depart. 

~copy of the exhibit.) 

(Witne s s pro v i d ed 

COMMI SS I ONER BEARD: Oka y . Basi c all y there ' s 

two tables, Table I , and Table II. One' s labeled 

"M inimum New Source Capacity Available f or '89 t " ' 92, " 

and the other o ne is labeled, "Maximum New Sou rce 

Ava il able !or '89 to '95." 

WITNESS DAWSON: Yes , sir . 

COMMI SSIOtoER BEARD: Okay. Te l l me '" hat the 

Table I, "Min i mum New Source Capac ity , " tho se t housand 

megawatts s itting out t here in right-ha nd co l umn , what 

i s t hat t e lling me ? 

WI TNESS DAWSON: It r e presents t he a mount o f 

cap~ci ty that was under c ontract to Gulf St~ t e s 

Ut il i ti e s unti l they breac hed the contrac t and the 

c o n t r act was suspended by the ~ERC. 
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COMMISSIONER BEARD: Okay. So through ' 92, 

2 there's no question that basi cally Southern Sc:-v ices 

3 telt that that much capacity eAisted that they had 

4 available tor UPS without exceeding reserve 

5 requirements, et cetera? 

6 

7 

B 

9 

10 

11 

1) 

14 

15 

16 

17 

lB 

WITNESS DAWSON: It's ~y understanding about 

the thousand megawatts that we were obligated under th~ 

breach or contract and the lawsuit that was g oi ng on 

!between the Southern Companies, the four operating 

companies, and Gulf Stat~s. to mitigate damages , and wo 

had the clear direction trom the Operating Committee of 

those tour operating companies to find and make the 

efforts to sell that capacity if we could find a 

market. 

So we had clear instructions fro~ the people 

we report to, which are the operating companies and the 

Operating Committee, to sell it. 

Q Okay. And what does Table Il, "Ma ximum New 

19 Source Capacity Avai l able fo r '89 to '9 5 ," represen t ? 

20 A If you read the d e position, 1 got, was asked 

21 a very fairly open-ended quest ion in terms of a 

22 hypothetical and the maximum. A~ that time, in the 

23 deposition, I tried to state all the tacto rs that had 

24 to be considered in mak~ng a sale. 

25 And we talked about reserves but I never wa s 
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1 given any kind of clue as to what the quostioner was 

2 rea l ly after. And so, in order to be responsive, what 

3 I listed was all of the NSPS capacity 

4 

5 

COMMISSIONER BEARD: On the aystem? 

WITNESS DAWSON: on the system, less UPS 

6 sales in effect. 

7 COMMISSIONER BEARD: Okay. Go to, if you 

8 would, the column, Miller 4, under Alabama Power. 

9 

10 

WITNESS DAWSON: Yes, Slr. 

~OMMISSIONER BEARD: Go down to the ye~r 

11 1992. Based on your last response, does that mean, 

12 then, that during 1992 and '93 that 196 megawatts is 

11 

14 

15 

16 

boing committed tor UPS somewhere else? Is that why : t 

disappears oft the chart? 

WITNESS DAWSON: Yes, sir. 

COMMISSIONER BEARD: Okay. And then in '94 

17 and '95 it comes back at 169 and 366 megawatts 

18 respectively? 

19 

20 

WITNESS DAWSON: Yes, sir. 

COMMISSIONER BEARD: Conversely, then, o ver 

21 in Gulf Power, that tells me that 212 megawatts is 

22 committed to UPS in 1995. 

2) 

24 

WITNESS DAWS~N: Yes, sir . 

COMMISSIONER BEARD: Okay. And that marr i es 

25 up, I think, with the chart that Mr. Parsons has, that 

FLORIDA PUBLIC SERVICE COMMISSION 
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WITNESS DAWSON: It should be 

megawatt-to-megawatt. 

COMMISSIONER BEARD: Yeah. It looks like it 

is. I very clear ly understood the caveats that you put 

on. for example , all the !actors Lhat you wou ld have 

to look at, okay? And I think Hr. Parsons represented 

I 
that yesterday 

you would look 
I 

that you need, there's multiple facto rs 

at befor e you wuuld commit to a UPS 

contract and I understa nd that. 

WITNESS DAWSON: Yes, sir. 

COMMISSIONER BEARD: Okay. Given that you've 

loo~ed at all those caveats and gone through tha t , am ! 

to understand from this chart that there is some degree 

of possi b ility that some Plant Daniel capacity might, 

under a given set of circumstances, ~ availdble 1n 

future year s for UPS sales? 

WITNESS DAWSON: Well, you've l'l sked me a ve r y 

broad question and any possibility, and 1 --

COMMISSION ER BEARD: Well, yeah. 

WITNESS DAWSON: It you could sell o ne 

megawatt of Daniel and a whole lot ot megawatts of 

Scherer ~ and Miller 4, I suspect that you would see 

that happen. If it w~re in the best interest o t th e 

customers of thesa companies . 
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1 COMMISSIONER BEARD: In a blended environment 

2 is what you' re saying , it that's what it took t o close 

J I the dea 1. 

WITNESS DAWSON: If that's ~hat it took to 

5 close the deal and it the Operating Committee of each 

6 or theoc ~ompanies, and particul~r1y the Miss issippi 

7 and Gulf Power Company, it they agreed that was good 

8 !or their c ustomers, then there's the possi bility it 

9 would be sold. But this page was not laid out to say 

10 t hat we're out trying to sell Daniel. 

11 COMMI SSIONER BEARD: I understand that. 

12 understand that. These are the new s ource units that 

1J are ava ilable; and in some mix or bl~na, some part o f 

14 that might be available for sell for UPS in future 

15 years? 

16 WITNESS DAWSON : It it met all the cond1t1ons 

17 and probably more that I listed in the deposition. 

18 COMMISSIONER BEARD: Obviously in '95, 

19 Scherer J, Scherer ~ buyback, Scherer 1 buybac k arc 

20 available because they've been sold. Tt.ey disa? pe/jred 

21 of f this chart, so I'm assuming they've gone to UPS 

22 sales. 

2J WITNESS ~AWSON : Scherer 1 buybac k and 

24 Scherer 2 buyback? 

25 COMMISSIONER BEARD: Yeah. 

FLORIDA PUBLIC SERVICE COMMISSION 
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1 WITNESS DAWSON: I believe they :}0 a,,;a y 

2 because the buyback - -

COMMISSIONER BEARJ: You're right. ) 

4 WITNESS DAWSON: goes awa y ~nd OPC, HEAG 

5 and Dalton retain all of t hat capaci t y. 

6 COHM1SSIONER BEARD: So in 1995 then , i f I 

7 read this-- you're tight, I torgot about that. If I 

8 read this, the only UPS sales that you c urrently have 

9 planned is Scherer J, 2 12 megawatts ~ 

10 

11 

12 

13 

WITNESS DAWSON: No, sir. 

COMMISSIONER BEARD: Okay. 

WITNESS DAWSON: You would h a ve to take the 

dif ference between the numbers on the line labeled 

14 "1995" l nder each of these unite and subtract those 

15 numbers from the total capability o f the units. 

16 COMMISSIONER BEARD: You're right , and I had 

:7 not done that. 

18 WITNESS DAWSON: 1995 you have 1 500 megawatts 

19 of UPS sc. ld -- we do, the operating compani e£> do . 

20 

21 

COMMISSIONER BEARD: Okay 

WITNESS DAWSON: And 212 of the 5cherer ) I S 

~ 2 pa r t of that. 

2) COMMISSIONER BEARD: All of Schere r J goes 

2 4 a nd the others are parts and pieces. 

25 WITNESS DAWSON : Yes, sir. 
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COMMISSIONER BEARD: Okay. Do you have some 

number for, say, '91 through '95, you'll have some 

workin~ number that you're locking at of megawatts that 

you wou ld be willing to commit in some mix;match 

fashion to UPS sales? 

WITNESS DAWSON: I would say that there's 

probabl y not just a hard number laying around. Once 

again, it goes back to how much of the sale would start 

in 1991. The people that were n&gotlating sales wil l 

be trying to eell it today, starting in 1990. 

COMMISSIONER BEARD: I know you'd sell 700 

megawatts because you tried to stop the deposition long 

enough to sell Ms . Brownless 700 megawattts. 

WITNESS DAWSON: I know. She didn't have t he 

money . (Laughter) 

COMMISS I ONER BEARD: Right. She wo rked tor 

the Sta ~e government, therefore, she really couldn't 

afford i t. I u nderstand that very well. 

WITNESS DAWSON: But if you've got a buyPr, 

we're ready, and it's 1000. 

COMMISSIONER BEARD: I know the 1000 

m~gawatts is there because that much you all already 

had, we knew we were wiJling t o put out . 

WITNESS DAWSON: Yes, sir. 

COMMISSIONER BEARD: What I ' m trying to get 
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1 at is beyond that, is there some general number? I 

2 know i t's a broad question. I understand that, becaus~ 

J you have to look at mix o! units, you have to look at 

4 all the oth•! r factors related to that, and I know there 

5 were a larg~ number delineated by you and Mr. Parsons. 

6 No number? 

7 WITNESS DAWSON : There's several hundred 

8 megawatts if the conditions are right, maybe 1000 

9 megawatts, but there is just not b number laying 

10 around. It's all c onditio'led on the deal thil t you can 

11 strike at the time. If you started the sale today and 

12 you've got the right mix of capacity in there, there' s 

lJ probably a lot of megawatts because you're going to 

14 replace this capacity that you sell , if you sell for 

15 any length of time, with new capacity . and newer , 

16 cheaper capacity than what would be sold. 

17 If you wait too long in this ' 90-95 time 

18 period, the economic ~~nefits of that begi n to dwindle 

19 away. And when you replace i t, then the econcmic 

20 studies, t he net present value comparison of the two 

21 alternatives, gets to be very close. 

22 So once again, it' s deal-dependent and our 

23 people are out trying t o strike the best deal that t hey 

24 can for the customers, for the operat i ng companies. 

25 COMMISSIONER BEARD: Daniel 1 and 2 , looking 
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1 at t he number s, would probably, in theory at least, if 

2 you could sell from most expensive to c hea pest, with 

3 the exception ot Miller 1, probably uaniel 1 or 2 would 

4 probably the last two that you would sell from , UPS? 

5 WITNESS DAWSON : They'd bo the laBt one I 

6 would sell from, yes, sir. 

7 COMMISSIONER BEARD: Okay. Did Southern 

8 Services participate in the Seminole RFP? 

9 WITtlESS DAWSON: Not to my knowl e dge . If 

10 they did, they did it after I was out of the area. 

11 COMMISSIONER BEARD: Are you aware of 

12 Seminol e contacting Gulf or Southern Se: vi c es at any 

13 point in time to talk about the p urchase of powe r? 

14 WITNESS DAWSON: Yea, air. We had several 

15 cont acts. I believe in the depositi on to J im Tullis, 

16 e xh ibit to Jim TUlli s ' deposit ion , he l isted out all 

17 the contacts of everybody that had been made over a 

18 period of time. Se~inole shows up a couple or times. 

19 r can remember sitting in a room at times wit.h Se~:~i11ole 

20 rep resentat ives, talking &bout power sales. 1 was told 

21 ot conservat ions that we were having with Seminole and 

22 ques tions being asked by Seminole. 

23 

24 that? 

25 

COMMISSIONEP BEARD: But nothing came or 

WITNESS DAWSON: Nothing came of that. And 
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you've got to remember where Seminole is, and you've 

got to remember the interface between the southern 

Companies and the Florida peninsula. And there's only 

a certain amount of capacity that can flow over that 

and maintain reliabi lity. Seminole is not 

interconnected directly to any of the operating 

compan ies of the Southern Electric System, and you have 

t o find a path t o get to somebody in order to sell it . 

And at the same time that was going on, I believe the~e 

were negotiations going o n to sell this 1500 megawatt s . 

If you get to a period in 1993, and if the 

ea r ly option is exercised by florida Power Corporation, 

Jacksonville Electric Authority and florida Power and 

Light, then there's more capacity under that early 

option in all the other sales than there is capabil i ty 

in the transmission system to deliver it to florida. 

The contract contemplates that so that 

interface would be full force some period of t i me in 

1993, and you've got to take that into account when 

you're trying to structure ..1 number as to what you'd 

sell, and can you get those megawacts to the person 

that would want to buy them. 

COMMI SS IONER BEARD: Power Corp is direct ly 

connected to an operating company? 

WITNESS DAWSON: Florida Power Corpo ration? 
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COMMISSIONER BEARD: Okay. Ol~ay. How about 

the Florida Power and Light RFP? 

WITNESS DAWSOll: It's my understanding that 

we did respond to that RFP. 

COMMISS IONER BEARD: And that's basically all 

of Scherer 4? 

WITNESS DAWSON: That's my ur.derstanding . 

COMMISSIONER BEARD: That will take my 

q~~stions now back to some others. 

Q (By Mr. Palecki) So the procedure Southern 

uses in selling unit power is they try co ruar~et the i r 

most expensive units !irst and then their least 

ex;>ensive units? 

A Generally speaking, that wo~\d be true. 

Q Is there ever any exception to that? 

A W~ll, I t..ink, as Commissioner Beard pointed 

out, if you had to mix in order to strike the deal, 

that you might not be able to s~ll just all of the ~ost 

expensive capacity, you might have to blend in some of 

the lower cost capacity in order to get to the pri ce 

that the buyer is willing to pay. 

I think we've got to remember that as we 

s e ll, particularly the people in Flor i da, one of the 
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1 th ings that they've got in their mind is what wi ll this 

2 Commission do to them and will they deem the purchase 

3 to be prudent. So they've got to strike a good deal 

4 for them and we' ve got to str i ke a good deal ro r the 

5 operating companies, and you have to have a meeting o t 

6 ehe mi ndu on thae. 

7 Ky obvious intent , and I bel ieve the paople 

8 t hat are o ut selling the power today, want to se l ~ the 

9 most expensive capacity off our s ystem bec ause that is 

10 the best deal for our customers, the territorial 

11 c ustomers. But t hat' s not always in the -- have the 

12 ~ame i nterest tor the buyer. 

1) 0 So would it be correct t 0 say that Scherer 3 

1~ is less expensive than most o ther units Southern hds to 

15 market? 

16 A I'm not sure -- would you repeat the 

17 ques tion? 

18 0 Would it oe sate t o say that Scherer 3 1s 

19 less expensive t han most other units, the power frLm 

20 Scherer 3, that Southern has t o market? 

21 A It wou ld not be safe to say that Scherer 3 1s 

22 less expensive t han the other capaci ty out there. 

23 

24 

0 

A 

Wher e does it !i t in? 

In just looking at the second block on Table 

25 Two of the ~te-Filed Exhibit 2 that Commissioner Beard 
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1 was asking questions from, you can see that Gulf's 

2 portion o f Scherer J has a capacity charge assoc iated 

J with it that ranges trom $12.25 up to $14.4 0, puts them 

4 wel l above the Daniel units . It puts them just a 

5 little below, or some below, the Scherer 4 unit; a 

6 l1ttle h i gher than Scherer 2 buy-bac k and Scherer 2 

7 o wned; puts it belov the Hiller 4 units, below Hiller J 

8 and above Hiller 2 and Hiller 1. So it's in the middle 

9 or above middle in terms of capacity pr ices. 

10 Q Now, let me rephrase that. 

11 Would it be safe to say that you have plenty 

12 of more expensive power that you would like to sell 

lJ prior to selling Scherer 3? 

14 A Would it be safe to say that? Is that you r 

15 question? 

16 Q Yes. 

17 A And you've got the caveat in there "plenty ot 

18 power" ? That's a little too loose for me to say yes or 

19 n o to. There's capacity out the re. 

20 Q Well, how much capacity do you have out there 

21 tha t is more expensive than the Scherer J power? 

22 A Well, the sum of whatever is left i n Scherer 

23 4, Miller 4, Millet" J. 

24 Q Do you know how many megawatts you're talking 

25 about, an estimate? 
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1 A I'm trying to a dd one up here on the fly. 

2 (Pause) Depending o n what year you pick, 700, maybe 

3 1500 megawatts, but that's in 1995. When you get to 

4 1995 and you don't have any or Scherer 3 to sell from 

5 Gulf Power's point of view. 

6 0 Now, you've testified that So•Jthern cou ld 

7 have up to 1000 megawatts to sell in the early !990s? 

8 

9 

A 

Q 

'l'es, sir . 

And you sa i d th is wou:d be replaced by 

10 cheaper capaci ty, newer, c heaper capacity, I believe i ~ 

11 your testimony? 

12 A I think t here may be a misunrterstanding in 

13 that testimony. It we are talking '91 to ' 95 and you 

14 could get somebody to buy beginning in 1991 and have 

15 the sale end in 1995, capacity would come back on the 

16 system, you would n o t replace that capaci ty. People 

17 buying capacity are not willing , generally speaking, t o 

18 m~ke a purchase that beg i ns in '91 and stops in '95. 

19 There is no economics in it tor them. 

20 Q I believe I wrote down your testimony as vou 

21 stated it. And I believe you referred to that newe r , 

22 c heaper capa=ity would replace the 1000 megawatts. l s 

23 that generally your previous testimony? 

24 A Well, I'd h ave to go back and read it exactly 

25 to see what I said. My intent when I was talk1ng about 
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that was !or sales that would begin now and go out 

2 beyond 1995. When I think about marketing the 

3 capacity, I think of how mar keting it today and 

4 marketing it !or a period or time. I think ~hat way 

5 bec ause the buyers are very clear that rhc y want the 

6 capacity that they buy to go out in~o at least the late 

7 1990s and generally '92, the 2000s. 

8 And that ' s the reason you have the deal with 

9 Florida Powar a nd Light Corp anJ JEA tnat ends i n the 

10 year 2010. Under a d eal li~e that -- and I think or 

11 that as a 1988 UPS sale -- under those conditions, yo u 

12 make that sale with the expectation that in the mid t o 

13 late '90s, a!ter you've made that sale, you will 

14 replace all ur some or that capa~ity. 

15 Q Well, my quest1on to you i s what is the 

! 6 r.ewer, cheaper capacity that you were referring t o that 

17 lwill replace the 1000 megawatts that y0 11 test i f i ed t o ? 

18 A I never intended to say that in the per1od 

19 '91 to '95 if I sold 1000 -- or it the operating 

20 company sold 1000 megawatts that we would replac e it 

21 with newer, c heaper capac i ty. As I t ried t o expla in, 

22 whether I said it or not, what's i n my head is the sal~ 

23 wo uld be after '95. 

24 We c ould sell the capacity at l e ast unt i l 

25 June of '92 and that' s what's represented o n Table I o r 
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1 
I 
the late-tiled exhibit , sell the 1000 megawatt s an1 not 

2 replace any o f it. That would be the deal that was 

3 structured with Gulf States. 

4 0 What has Southern done to try to market power 

5 from Scherer J? 

6 A We signed a cont ract in 1988 t hat sold all of 

7 the 212 megawatts o t Scherer 3 owned ~y Gul! Power and 

8 we dia that at the clear, direct insistenc e, ana very 

9 pers istent attitude o! Hr. Pat sons that we sell i t o !f. 

10 And the deal that we could structure, when you put L:l 

11 the parties together, was that by 1995 we were able t o 

12 sell all ot Gulf's interest, unit power sales for the 

13 
1
period in '95 to 2010 . 

14 0 What are you doing to try to market l t i n th~ 

15 early '90s? 

16 A We are looking for buyers. The probl em with 

17 selling in the early '90s is that there is not a ma r ket 

10 for the period o f time wh ich Scherer 3 by itself is 

19 avai lable. Nobody that r k no w o f, nobody that I've 

20 heard of is willinq t o buy Scherer J or any other UPS 

2 1 capacity for such a l im i ted te rm. 

22 0 ~en you say "looking tor buyers," what d oes 

23 that consist ot? 

24 A It consists of keeping up with what's going 

25 on in the market. See, one of the t h i ngs that, as I 
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14 

15 

16 
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e xplained my job history at the Power Coordination 

center, &nd the people that I work with and t hat 

currently work i n Gulf Powe r Marketing, are associated 

with and in the same organization that the Powe r 

control Center works in . So we have an under~tand ing 

of how the system operates and how you make i nterc hang e 

trans actions with our neighbors. Through those people 

you get a clear understanding of what's going o n in t he 

marketplace, who' s got the capacity, who' s got the 

energy, how much, when they might run out. And you 

just get a feel for it . 

Through our system planning efforts, whe n we 

do joint studies with the Carolinas, with TVA, with the 

Energy or Middle South, choose a name, or the florida 

companies, we'd look at the future transmission needs 

and we'd look at load flow studies t o see that we'v e 

got a reliable interconnec ted system. You ~ick up th ~ 

~ntelligence about who is going t o be s hort of c apacity 

and whe n, t hrough the contacts that we have throuGh EEl 

Interchange Arrangement Committee . You just know the 

people, you can read t he inside PERC, y >u can read the 

press. You just get 1 feel for where t here' s a need 

tor additiona l capacity. 

In addition to that, we have Hr. Tullis, who 

makes routine visits around with our interconnected 
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neighbors, both directly interconnected and one system 

2 bey0rd at a minimum, our d t rect interconnection& to 

J e stablish the contacts, to know the people, t o be able 

4 t o receive the phone calls, to know the people t o be 

5 able to pick up the phone and call thee and ask them 

6 what's going on, what d o they need. There is 

7 continuous day-to-day , week-to-week attempt to ! ind a 

8 market, whether it's energy !or an hour, energy tor a 

9 day or capacity in the form of Schedule E or short - term 

10 capacity or longer term UPS ar r angements. Thoro is 

ll just a continuous, intense, agqressivu effort on our 

1l part on behalf of the operating companles to sell this 

13 capacity. The problem is you c an be as i ntense and 

14 aggressive as you want to be but if there are not 

15 buyers out there, it doesn't do you a lot of good . 

16 Today there are not many buyers. You have 

17 too muc h energy floating a round at a very reasonable 

18 price. The buyers know it's there. They know tney can 

19 count on it. And unless they have a sev~re capacity 

20 problem whe re they've got to meet c~rta i n regula l ions 

21 or requirements t o have a certa i n reserve leve l , they 

22 a re probably not going to buy capacity in the s hor t 

23 run. If they do, they wi ll buy capacity. 

24 Dut when you get to unit powe r sales and the 

25 p rice associated with that, the buyer ~as t o be very 
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careful with the economic analysis they make in order 

to make sure they strike a deal that their commiss ion, 

whe r ever that commission is, does not como back, 

s~cond-guess them, or just f ind them imprudent and not 

allow pass-through, or recognition ot tha t cost. Sc 

that you've got very carefu l buyers out there and 

you've got ve~ smart buyers. It's no t j ust us want i ng 

to sell, you've got to have the buyer. 

Q How does th~ Southern Company determine the 

level ~f reserves that it keeps for it~el! and the 

level o! reserves it allocates to its companies? 

A It determines that through, in the most 

general of terms, looking at system planni~g stud ies 

and looking at percent level reserves. And that's in 

terms of the long-run, long-range p lanning. You can 

have the Operating Commit tee, or th rough the Operating 

committee , make shorter term decisions thdt would allow 

reserves on our sys~~m to dip below the normal 20 to 

25\ margin that's planned to allow those reserves t o g o 

below that, be willing t o take ~ calculated and 

reasonable risk with that level of reserves, say for 

this summer, to aake an additio nal sale of capacity t o 

the benefit o f the c us comers. 

So there's not, in my mind, a hard number. 

think, on~e again, you've got t o go back and look at 
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2 custo~ers, the status of your system, tho status o f 

1 320 

3 oth~rwise available energy on the interconnected system 

4 that you might buy. If you were to make sue~ a sale 

5 that would tend t o r educe your reserves. 

6 Q Is thare any codal that's used by th~ Company 

7 to determine reserve l evels? 

8 

9 

A Well, it you just want to calcula te what 

reserves are, you don't need a model. If you want to 

10 projec t, to forecast t or capacity in t he future , there 

11 are modelR, system planning models, that would produce 

12 outputs like LOLP or EUE, which is expec t ed unserved 

13 energy. 

1 4 Generally, wha t I think o f reserves, o r what 

1 5 the guideline is, I generally thin¥. o f the 20 to 25 \ 

16 range, t or planning reserves. That's why I think I 

17 explained in this depos ition or another one, if you 

18 look back to 1989, when you're standing 1n 1990 and t he 

19 actual reserves on the system at the hour of the p•ak 

20 turned out to be zero ac~ual reserves, you would have 

21 dono a great job in planning. 

22 So it depends on how far forward you're 

23 looking as to what you 're talking about. 1f yo u ' re 

24 t alking about next year or lhis summer, 2 0 t o 25\ 

25 reserves, c r 18 or 30, don't mean anything bec ause yo u 
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planned to be at a certain point. Li fe may have done 

2 something strange to you and you are not at 20 to 25. 

3 You may be above, you may below . In the longer run, 

~ you're planning to some ta r get. Currently that target 

5 is 20 to 25. Targets may change over time. 

6 

7 

Q 

A 

So that would be a j udgment call? 

That's what the Operating Committee is paid 

8 to do , make those k ind of judgment calls. 

9 Q I! the Commission was to put the 63 megawatts 

10 from Scherer 3 in rate base, what mot ivation would 

11 Sout hern t.ave t o sell t h is power as unit power sales? 

12 A The motivation to b ring about c u stome r 

13 satisfaction with their custome r s, to kee~ their 

14 customers happy , to keep the Commission happy with them 

15 and j ust to do the job that t hey're paid to do. And 

16 that's to make the beat deals for their customers that 

17 they can possibly make and provide reliable, ecnomi~ 

18 service. 

19 Q How would t he custome r s know that you're 

20 selling unit power? 

2l 

22 

A 

Q 

Sir? 

How would the c ustomers know that you're 

23 selling unit power? 

24 

25 

A It seems like o lc~ or these things show up 

in the newspaper. I would as3ume that they read iL. 
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1 l in my dealjngs with customers, like my nextdoor 

2 

J 

., ., 
~ neighbors, I don't think they give a whole l o t o! 

t~ought to what's beh i nd the light s wi t c h . The y d o n't 

4 q i ve a whole lot of thought as to what' s beh i nd t he 

5 e lectr\c bill they r eceive . They just know whe ther 

6 t hey got the service and t hey know whether they're 

. , happy with the b il l tha t got paid . 

8 Q {By Mr. Palecxi) How would it s how up on 

9 t.he i r bil J s? 

10 A Well, I guess that's the great th i ng abou ~ 

11 the UPS sale. If it's sold, it doesn't show u p o n 

12 tl)e i r bill. 

13 Q Wouldn't it be more like l y to s ho w up 1n t he 

14 d i vidends paid to the stockhol ders? 

1 5 A I'm not sure I understand the que s tion. 

16 Q The savings that would be incurred, o r t he 

17 addi tional revenues that would come into the Southern 

18 Company, as a result of sale of unit power aft e r the 6) 

19 megawatts are alre ady in rate base, wouldn't t ha t be 

2 0 addi t i onal revenues that would s how up in the 

2 1 stockholders dividends ? 

22 Yv u testified that the sal e of un i t powe r 

23 s a les would benefit the custo me r s . I ' m contes t i ng 

• 2 4 th a t. I'm a ski~g you whether or not it wou l d ac tually 

25 be n ·f i t the stoc kholder s? 
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Well, wh€n you started your question, about 

2 if t,e Commission would put the 63 ~egawatts in there . 

3 what I thought of is that everybody oug ht to stand up 

4 and c h ear because it would be clear recognition that 

5 this Commission was giving this operating company , Gulf 

6 Power Co~~>pany, and the other operat ing companies that 

7 participate ir. the unit power sales, o r the magnt ! i c ent 

a job that those companies did when fac ed with a severe 

9 prob lem i n the early 1980s, and they turned t hat 

10 problem into a real opportunity tor the ratepaye r s, thr 

11 customers of each of the ope rat i ng compan ies . 

12 Those customers are benefitir.g today, and 

13 they will benefit in the future by t he fa c t that these 

1 4 units, partic ularly Scherer 3, since it's part of this 

15 discussion, was completed o n the schedule t hat it was 

16 and it went in s ervice in 1987, and that \ twill be 

17 available for service today, and will come back after 

18 the new UPS sales ir the Year 2011. It w 1 1 1 be j ust a 

19 won'1er ful thing to have happen fo r the c ustomers. Tt. (• y 

20 will get a great unit . Th~y wtll get a super 212 

21 megawatts in t h e Year 2011. They are getting use ot 

L2 that capacity today. 

23 I'~ sure that if you could isol at e it, they' d 

24 Lell you how tlckled they were that the1r lig~ t s stayed 

25 on in Gulf during Christmas , but they are not q o tng 
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through the situation that other people in Florida are 

having to go through as early as Hay of 1990, whether 

it be for early hot weather, construction o r whatever, 

that they are getting the servi ce they pay ror, the 

lights stay on and they don't have to w0nder about what 

the social costs of electrlcity is $ 8 . 00 a kilowatt 

hour or $1. 00 a kilowatt hour. 

the s witch. 

It's on when they tllp 

Q So your tes~imony is, if the 63 megawatts 

from Schere r 3 ia put in rate base, that Southern 

Company will still actively pursue the sale of th is 

power as unit power sales? 

A Yes, sir. And I've trieJ to make it very 

clear that if you were the buyer, or if the 

Commissioner s W"!re the buyers , if they were a ut l 1 it y , 

and they knew that they could buy this 63 megawatts fur 

the limited period, '91 to '95, and with the potential 

that some of that c3 megawatts would be sold in '9 3 

under the early option ot the '8 8 UPS agreement, 

they're p:·obably not going t o be too inclined and t o o 

excited about that because their economi c analysis 

would say they can't use it. t'or that period of time a r.d 

make thinqs work out for them, so they are go1nq to be 

looking for something else. 

But, if the operatlng companies , together 
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18 
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20 
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with Gulf Power, c~uld rind a deal where they could mix 

in part of Scherer J with some other capacity today and 

Sch~rer J go ou t of the transaction , and other capac1ty 

pick it up, li lte Miller 4, Scherer 4 , in '95 , it wou 1 d 

be sold, if you had the buyer. 

Q So, it would follow from that , wouldn 't it , 

that that 6J megawatts isn't needed for Gulf's 

terri torial customers? 

A I think the tes timony yesterday, by Mr. 

Parsons, made it very c l ear that it's u sed and us eful 

to the customers of Gulf Power Compa n y today. 

Q Ho w can yo u sell power, 6J megawatts o f 

power, in unit power sales if it's needed by Gul f' s 

customers? 

A Well, you keep trying t o throw i n the wo r d, 

"needed," and I keep throw ing in the word, "used and 

useful." It is used, i t was used. It was a great 

thing in December ) f '89. It was a great t h1ng in Ha y 

v ! 1990. It will probably be a great thing in June, 

July and August of 1990 . 

COMMISSIONER EASLEY : Mr. Chairman, I ' m 

having a little problem . I don 't know whether the 

questions are sideways or t h e answers are more 

sideways, but I'm not following this. I get the 

distinct impression that one quest ion is being as ked 
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and another question is being answered, and I need s ome 

help. Either that, or I j ust dc~'t understand a word 

that's being said. 

CHAIRMAN WILSON: Well, I think there lG an 

attempt to use the word •needed• in it's co~mon English 

meaning, and the word •used and useful" is a legal 

regulatory term that carries a lot of history behind 1t 

and implications behind i t. 

I think the question that you asked, Mr. 

Palecki, is that if t he atatement that this power is 

needed by Gulf's territorial customers is i nconsistent, 

in that plain meaning, with the idea that it ' s also 

ava1lable for sale through 1995. 

KR. PALECKI: That's correct. 

COMMISSIONER EASLEY: And perhaps I'd like an 

answer to that question. 

CHAIRMAN WILSON: I think that's the questton 

that we're looking for the response to, other than 

sayin1 it's used and useful. 

COMMISSIONER EASLEY: Could you try that o ne 

.!'gain? 

MR. PALECJ<I : Very simply, is the 63 

meqawatts at Scherer 3 needed by Gul f's customers from 

-- let's say, from today's date ~ntil January 1St of 

199 5? 
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COMMISSIONER EASLEY: And that's terr 1 tor ia ~ 

2 customers . 

0 Territorial customers. 3 

4 I guess, Commissioner Easley, you'll a ccuse 

5 me of continuing to be sideways. 

6 I think ot the Scherer J capacity and I think 

7 of all the capacity we have i s something that the 

8 customers, because they use it, they must deom that 

9 

10 

11 

12 

1) 

they need it. And t h e kind or twirt and I be 1 ieve 

it's a twist ·-- a nd I don't suspect tho questioner 

believes it's a twist -- and 1 think he used the 

phrase , "common horse sense" yesterday, in the way 

want s t o phrase the question. And what you want 1110 

say is, "if we can sell it, they don't need it." 14 

15 COMMISSIONER EASLEY: Let 111e ask it a 

16 different way. 

\HTNESS DAWSON: Thank you. 

he 

to 

17 

18 COMMISSIONER EASLEY: Territorial custome r s 

19 use the 63 megawatt~. 

20 

21 

22 UPS? 

23 

WITNESS DAWSON: Yes, ~a'am. 

COMMISSIONER EASLEY: Why would you sell it 

WITNES S We can make i1 better economi c deal 

24 for the customer. 

25 COMMISSIONER EASLEY: Is that good for the 

FLORIDA PUBLIC SERVICE COMMI SSION 



1)28 

1 territorial cus tomers or good for the stockhol~ers t o 

2 make that better deal? 

) 

4 

WITNESS DAWSON : Both. 

COMMISSIONER EASLEY: How is it g0od tor Lhe 

5 territorial customers it they will use the 63 and you 

G sell it on UPS And they don't have it? 

7 WITNESS DAWSON: Our obligati on -- Gu lf 's 

8 obligat i on is to supply capacity and energy at tne best 

9 prices t hat they can, and they will make a deal if they 

10 c an sell Scherer 3 off to replace that with a better 

11 set of energy. 

12 COMMISSIONER EASLEY: Is ttat your obligation 

13 ove r and above the service of your territo ria l 

14 c u stomers? 

15 WITNESS DAWSON: I' m not sure I undPrstand 

16 the que~tion. 

17 In my history with this company, is that they 

18 view supplying re ' ~ab l e electricity as very high o n 

19 their rriority. 

20 CO~AISSIONER EASLEY: Rellabl e to whom? The 

21 territwrial ;ustomer or the UPS customer? 

22 WITNESS DAWSON: In the ! trs t c ase, the 

23 territ <> rial customer. 

24 

25 

COMMISSIONER EASLEY: Okay. 

WTTNESS DAWSON : Once they've entered 1nto an 

FLORIDA PUBLIC SERVICE COMM ISSION 



• 

• 

1)29 

1 a g r eement to sell UPS, and one o! the reasons we have 

2 been so successful i n selling is our cradibility in the 

3 m~rketplaco, that we stand behind our deals. So we 

4 wa nt to reliable to both. 

5 COMMISSIONER EASLEY : Well, I think that's 

6 the bottom line question, how are you being reliable to 

7 bot.11, if the territorial customer will use the 6) and 

8 you' re selling it unit powe r , how is that being 

9 reliable to both? You're being reliable to UPS, what 

1 0 ace you doing to the territo r ial customer? 

11 WITNESS DAWSON: I f Gulf Power is able ~o 

12 sell t he 6J megawatts, they will do it in such a w~y 1s 

lJ 

14 

tha t they replace that capacity with something cheap~r. 

or the y will buy ene rgy a nd the y will make i t better 

15 !0r the customer . 

16 COMM ISSIONER EASLEY: All right. Mr. 

17 Paleck i , does that get clos er to wh e r e you were go1ng ? 

18 

1 9 

2 0 

HR. PALECKI : I th ink it does. 

COMM ISSIONER EASLEY: Okay. Thank you. 

COMMI SSIOMER GUNTER: Mr. Dawson , lt 1 can , 

2 1 on that l i ne of question i ng, one of t he things that's 

2 2 of great concern to regul ators is money flow. 

23 

24 

25 

WITNESS DAWSON: Is what? 

l:OMMISSIONER GUNTER: Honey flow, cash tlow. 

WITNESS DAWSON: It ' s of g r eat concern to us 
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t o . 

2 CUMHISSIONER GUNTER: I understand that, and 

3 I certa i nly don't find fault in t hat. 

4 WITNESS DAWSON: Thank you. 

5 COMMISSIONER GUNTER: But in thi£ proce··dlng 

6 and I'm going to try ar.d lay a predicato, that 1 

7 think most of the questioning that comes in this 

8 proceeding is Gulf is asking th ~ t this 6J megawatts be 

9 included . n the r ate base, on which the customers were 

10 paid a re ~urn on that investment, and you get into a 

11 real question of if the customers are paying tho return 

12 to support that i nvestment of used and useful plant, 

13 

14 

that there is a big question mark. 

If that 6J megawatts is sold on un~t power 

'5 Pales, o ne, does it affect the capacity or Gulf Pnwer , 

16 in whi c h you have a cash flow through the level1zat1on 

17 process of various companies, you know; whose ha s g ot 

18 the most c~pacity, they get money from the oth er 

19 company. 

20 Secondly, what happens to the revenue from 

21 tha t 63 ~egawrtts of UPS sales dur1ng that tim~ pert od? 

22 And you have to understand the way the calendar work s 

2J on rat~ cases . 

24 We establish rates for prospec t1ve 

25 application, and during the t i me period that those 
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rates are in effect, wh ich that inveF~ment is 1n tho 

2 cu:Jtomers' rates, but at 6J megaw8tts. If therP 1s 

J adcitional revenues that comas !rom that UPS s~le, 

4 there is no way that that gets back to the c ustomers 1n 

5 the form ot lower rates. Do you understand what I'm 

6 sayi ra q ? 

7 Because the only time you c hang e rates is in 

B the r.evenue requirements proceeding, unless there is a 

9 S('Vert· overearnings or something, so the que s t 1 o n 1 s 

10 and it's an underlying, it's a basi~ regulatory 

11 ques~. ic.•n. It you've got the 6 3 me gawatts in the rat~ 

12 base, and assume this company doesn't come in f o r 2 or 

1 3 3 years, ~nd you were successful or your successor wds 

14 success!~! in selling that tomorrow, that add1t1onal 

15 revenue ,,,ould inure to the benet' it o f the stockh?lder:,. 

16 not the r .\tepayers , because the ratepayers are already 

17 paying tor that investment. Do you u nderstand what I' m 

18 saying? 

19 "-'ITNESS D.llo/SON: Yes , Sli', l undert;tand. 

20 COMMISSIONER GUNTER: And I c an find no 

21 bendfit, no benefit to the =ustomers in that 

22 circumstance that I just laid out. And 1 thlnk th~t· s 

23 the concern that Mr . Palecki wa s ')Olng aro nnd through 

24 the regulatory principles that we have to address, is 

2 5 trying t o make a ctetermination if tomorrow yo11 sold 
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that UPS, the customer is paying a return on i t, the 

2 Company ~idn't come back for three years. For that 

3 three-year time period , there's only one place that 

4 money c an go. Do you understand my concern or the 

5 concern that is being - - I think it wa s j ust ~ort of 

6 being chewed around and I juat wanted t o lay it out on 

7 the table so we can quit wast i ng a l o t of t i me?. 

8 

9 concern? 

1 0 

1 1 

WITNESS DAWSON: Could I address that 

COMMI SSIONER GUN7ER: Yes. 

WITNESS OAWSON: I n laying what I think you 

12 ca lled t he predicate f o r that , your indication, or what 

13 I heard was that if you put in the r a te base, Gulf 

14 earns on it, th£ territorial ratepayer is paying. And 

1 ~ if the day after you did that we were successf~l in 

16 selling the 63 megawatts you' r e concerned that Gulf's 

17 ~arnings would go up. 

I 8 COHMISSivNER GUNTER: I' m not rea lly-- t hat' s 

19 not really my concern. My concern l s tha t the ratepa7cr s 

20 are still pay i ng for that inves tment and there's no way 

21 that their r a tes are offset t o recognize that !ldd1t1 onal 

22 r evenue that comes i n. That's the hooker. 1 ' m not 

23 ta l king about the profitability, o r what have vou, l'm 

24 talk i ng about the i nd ividua l ratepayer that's payi ng t o r 

25 th~ t i nvestment. There is not a wa y t o have, you know, 
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current ly, there's not a way to have an automati c 

ad justment tor recognizing that that asset wh 1ch they're 

pay ing a return on is being used elsewhere that it is 

produci ng a revenue. It was not inc luded ln this rate 

c a se . Do you understand what I'm saying? 

WITNESS DAWSON: Yes, sir. 

COMMISS IONER GUNTER: You're wel come to 

address that comment. What I'm trylng to d o is get 

thi s f ie ld level so that we can get on t o the heart o f 

some issues tnat we need to discuss. 

WITNESS DAWSON: 

playing tield. 

I'd love to find ~ leve l 

One part in the predicate you we r e lay i ng wa s 

if they couldn't -- it there wasn ' t a mechanism to 

reduce rates or do something less than they were 

earning well above their returns, is sort o f t he way 

rem6mber you character i zing it. If, a s I understand 

wha t you do in setting return on equity, in setting 

rate levels and revenu requ irements, you at least loo k 

at a bandwidth of allowable returns. It wo uld strik e 

me that if , even if the 63 meg awatt s were i n rate base, 

and if it were sold ott, and if Gulf's returnA were 

still in that allowable range , you would have be nef it 

f lowing to some stockho lders , the stockholders, because 

they were earning the kind o! returns that they 
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invested and hoping to get. 

2 Y~u wou l d also give benefits, i n my mind, t o 

1 customers, because they then have a financi ally strong 

4 operat ing company that t .hey get service from. In my 

5 mind and ~y estimat ion the stocks o r the bonds would 

6 havG bvttGr ratings. They would lower futur~ de bt cos t 

7 for the Company. You would move things in a bette r 

8 way. I think tnat's the reason you set, hopefully, a 

9 r easonable tate of return on th ls and you set a 

10 reaoo nable rate base in order to make sure t ha t the 

11 operating company has the opportunity to be that kind 

12 of company. And that kind of company rloe s provide 

lJ cenefits to the customer . 

14 C0~4ISSIONER GUNTER: W~l l, let me j ust say 

15 have been here a long time and Gulf's bond ra ting has 

1 F. no t decreased, they're an A-rated Company. 1 would 

17 share with you, I happen to ha~e a Sta ndard and Poor's 

18 c red it review of May 11, 1990, wh ich it continues t o be 

19 A- rated. 

20 year s . 

21 

It has been A-rated for a t least 10 or 11 

So I gue ss what I'm saying i s , as 

22 understand, I have heard the words that you j ust 

23 espoused probably not over 1,000 times in the last 

2C 11-and-a-half yaars. And as l 0ng a s you have stabili:y 

25 in c redlt rating, if the Company earns more, the only 
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way they could go would be up in their c red!t rating . 

And that's terrible expensive for the ratepayers . lf 

you go through and evaluate and talk t o these folks, 

it's terrible expens ive to prolong the earnings to the 

point that you can i ncrease the credit worthiness of 

any company . So I 've heard those. 

COMMISSIONER EASLEY: I realize thl s horse i s 

getting wounded but let me follow up a little bit 

~ecause the response you gavu me that other c apa c ! ty 

would be m~de available to the territorial cust omerf 

be lieve at a less expensive r;ate or the word "c heaper" 

got in thare someplace. Am I paraphr~s ing th~t fa irly 

correctly? 

WITNESS DAWSON: I be li eve you are. 

COMMISSIONER EASLEY: And the n in response t o 

Commissioner Gunter we got into the almost 

ph ilosophical discussion of the benefit o r s tabili t y 

and stronger plant, in a way. 

Harry Lhose two up for me. How are they 

goil.g to get c heaper when the benefit i s in stability 

and there's not another rate case ~u bring it down? 

I'm having troub le putting the two a ns wers t oqether to 

find the benefit for the t.rrritor 1al ratepayer. 

COMMISSIONER GUNTER: Me, too . 

WI TNESS DAWSON: Oh, I got the implicat1on 
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from Commissioner Gunter that if he f ou nd that Gulf hac 

excessive returns, he'd bring them in here . 

COMMISSIONER EASLEY: No, .. hink what 1 

heard was he was looking for the benefit to the 

territorial ratepayer as being nonexistent. Your 

response to him, I heard a slightly different benefit 

to the ratepayer from what I heard. And I was trying 

to figure out if I'm missing an actual t1nancial 

benefit to the ratepayer un~er either scenario . 

WITNESS DAWSON: It' s my belief tnat CuJ' 

Power Company is not going to sell the 63 megawatt s at 

any point in time , that it's to the detri~2n t of thelr 

customers . 

CHAIRMAN WILSON: But the benefit you st~ted 

to their customers was if it allowed the Company to 

eurn within its rate of return , that produces a s tro ng 

utility and that's good tor the customers. And that 1s 

the benefit. 

WITNESS DAWSON: I wa s jus t sayin~ that that 

wJuld be an outcome that in the predi c ate that I heard 

did not seem to be a terrible thing t o have happen. 

That if the~ maintained the earnings within the rang e 

that you set , you all wo'lld have been successt'u l 1n 

what you set out to do. So 

CHAI RMAN WILSON: I think that ~art o ( avoids 
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th~ question ~1at's been asked. 

COI'OCSSIONER EASLEY: Uh-huh. 

CHAI~~ WILSON: And if I've hc~rd what you 

said correctly -- and it I'm wrong, please tell me 

is that Gulf's territoria l ratepayers need 63 

megbwatts, they just don't need the 63 meg~w~tts of 

Scherer. I mean, you can't both need it ~nd sell 1t at 

the same time. 

COMMISSIONER EASLEY: Not the same 63 -­

CHhiRMAN WILSON: Those two things are 

inconsistent, not the same 63 meqa~att~. You c~n't say 

that Gulf Power territorial ratepayers need 63 

megawatts or Scherer when you're, in !act, will1nq t o 

sell thia 63 megawatts of Scherer. What you're saying 

is -- because you said that you would replace lt wlth 

less expensive, less expensivel r generated power. You 

would replace that 63 megawatts of Scherer? 

WITNESS DAWSON: Would replac e lt at the t1~e 

the customers wou ' J use it. 

COMMISSIONER EASLEY: Wh ich may be 20 

megawatts, whi ch might ~ 50 meg~watts, is that what 

you're saying? It could be all over the 6) t ram 

various sources? 

WITNESS DAWSON: It could be. You all are 

still trying to stay with the word 8 need," --
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1 COMMISSIONER EASLEY: " lise," I'm 'Wi lling to 

2 use tha wo r d "use." 

) WITNESS DAWSON: And I'm saying tha t when ~~e 

4 customers use it, and they do, it 's a ber.efit to them 

5 to h~vc i t. Gulf wou ld oake the decision to sell it, 

6 having looked at the market to see if they could, at 

7 the time that they would otherwise use the Sc herer 3 

8 c apacity , would have o ther c apacity or energy, o r both, 

9 available to them. 

10 COMMISSIONER EASLEY: Is the sa le o f the 6 3 

11 o n UPS , for ll!lck u ! a better term, a "f i rm cont ra c: t " ? 

12 Are you o b l igated to furni sh that 6J megawatts, no 

13 more, no less, for a specific period of time? 

1 4 WITNESS DAWSON: You make the 63 meaawatt s 

15 sale under a UPS sale; you'd have to make it ava1lab le 

16 when t h e unit is availab l e to run. I ! the un1t's not 

17 available under the UPS contract, you make some eff o rts 

18 a nd I th i nk it says " best efforts," t o supply o the r 

19 forms o t anergy . 

20 COMMISSIONER EASLEY : All rig ht. I ! it ' s no t 

21 available to run, doe s that mean the ratepayer is us1nq 

22 t hat 63, o r s omebody else i s using that cJ? 

2) WITNESS DAWS~"'N: No , ma'am, it means the un1t' s 

24 broken and it cunnot r un . 

2S CHAIRMAN WILSON: If the plant 1 5 u p a nd 
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) 

WITNESS DAWSON: If it's up and r~nning or 

available to run. If it were on load cut, i t means 

4 it's available. 

5 COMMI SSICNER EASLEY: 1he first obl1gati~n of 

6 tn~ Company then, under that contrac t is to provide th~ 

7 6J megawatts to the unit power buyer? 

8 WITNESS DAWSON: Under that contr3c t, yes, 

9 ma'am. 

10 COMMISSIONER EASLEY: Okay. So if the 

11 ratepayer uses any part or all of it, that it isn't 

12 real l y that 6J megawa t ts, it's the equivalent of that 

1J 6J megawatts? lou are saying you have enough c apaclty 

14 to do both? 

15 WITNESS DAWSON: What I'm saying, or tryin~ 

16 to say is that Gulf Power, be~ause they're 

17 interconnected with a lot of folk s and they're part ot 

18 the Southern Electric System, have access to 

19 hour-to-hour eco .. vmy energy that they could rep}a,·e 

20 those megawatts with. If you take the sale out long 

21 enough in tho 6J megawatts that are sold, or the 212 by 

22 1995, that are sold between ' 95 and 2010, high 

]1 li ke lihood that somet i me in the late '90s that Gulf 

24 Power Company , or the other operat1ng companies, w1ll 

25 install new capacity . The planning process would say 
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combustion - -

2 <..:OKM1SS IONER EASLEY: Don't take me out lnto 

J the "what its." I want t o d e al as closely as I ca~ 

4 with 63 megawat ts assuming yo u r ca pacity does not 

5 change . But I understand your capability to bu y 

6 off - syatem affecto that, right, all thtnqs being equal? 

7 

8 

WITNESS DAWSON: Al l things being equal. 

COMMI SS IONER EASLEY : You have a va ilable to 

9 y o u either that 63, or t o pu ll in part 0f that 63, or 

10 part of a 6 3 fr om someplace else o n t he system . 

11 WITN ESS DAWSON: Well , if the ~PS customer IS 

12 buying the 63 megawatts in th is, J guess, hypothet lcal 

13 example, is no t calling on it and the un1t' s avallab le 

14 I to run . then the Gu lf Power customers c an use lt. 

15 COMMISSIONER EASLEY: What if both of them 

16 want it at the same time? 

17 

18 

19 
I 

WITNESS DAWSON: The UPS c ustomer gets it. 

COMM ISSIONER EAS LEY: Does the territor1a l 

ratepayer get what ~e uses ? Because now needs does 

20 have to come if it's -- is it available to ~1m? It he 

2 1 turns on the light s witc h, it ' s o n ? 

22 WITNESS DAWSON: Capacity and en~rgy is 

23 available. It just would not be out of that unit. It 

24 would not be out of that 63 megawatts i t 1t were sold 

2 ~ in UPS and the uPS c ustomer would take it. 
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1 COMMISSIONER EJ.SLEY: Is ~hat where the 

2 cheaper benefit comes to the territorial ra~epayer, or 

J is that more expensive to the territorial ratepay Pr 

4 when you have to provide it in that manner? ~he 63 lS 

5 being used by the unit power usor? 

6 WITNESS DAWSON: It would be my belief that 

7 you could replace it with purchases, either off the 

8 Southern Electric System pool or fro~ outside the pool , 

9 ch0aper on an energy basis. 

10 CHAIRMAN WILSON : All right. Now, what dc-es 

11 the ratepay~r see in that event? What he's got is he' s 

12 got 63 megawatts of Scherer that's been put in the ra~ c 

lJ base that he's paying a return on, right ? 

14 WITNESS DAWSON: Yes, sir. 

15 CHAIRMAN WILSON: Right? Depreciation ond 

16 all associated costs. And then he's ~l~o going to be 

17 pay ing the purchased power cost for the 63 megawatts 

18 that you buy off-system? 

19 

20 

WITNESS DAWSON: Yes, sir. 

CHAIRMAN WILSON: Expla i n to me where t he 

21 benefit is to tho ratepayer~ . 

22 WITNESS DAWSON: We're back, I guess, to my 

2 J philosophical. 

2 4 COMMISSIONER EASLEY: No, yo u sald energy, 

2 5 not capac ity. 
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1 CHAIRMAN WILSON: No, don't go to that 

2 philosophical . Give me dollats and cents in that 

J transaction where that benefit is to the ratepayers ot 

4 Gulf Power, the territorial ratep~yers. 

5 The ratepayer is pdying -- he'e paying a 

6 return on that i nvestment, 63 megawatts. assoc iated 

7 depreciation, and O&M, or whatever' s bu1lt intc the 

B rates. And when he gets h is bill, he's also pay : ny fo r 

9 that off-system purchase, which I assu~e it 1ncl uded a 

10 capacity paf111ent as well as energy? 

11 

12 

WITNESS DAWSON: I wouldn't assume t hat. 

CHAIRMAN WILSON: It may or may not inc 1 ude a 

l) c a pacity payment. 

14 

15 

WITNESS DAWSON: Right. 

CHAIRMAN WI LSON: Al l right. Tell me wha t 

1 6 the benefit is to the territorial ratepayer . 

1 7 WITNESS DAWSON: The customer is gett1nq the 

18 service that he's paying for. 

19 

20 

COMMISSIONER EASLEY: You know --

CHAIRMNI WILSOti: Well, whi'lt l'm trying to 

21 figure out is , is the cust omer getting the servi ce that 

22 he's paid tor, and paid for, or is he getting the 

23 service that he's paid for ? 

24 All right. Now, he's paid for service out of 

25 Scherer, 63 megawatts, but he's not getting that 
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1 be~ause he's selling it to somebody else . Okay. So 

2 he's pay ing !or that. Now he' ~ also paying ! or 

J purchase power off-system. Now, is he paying and 

4 paying, or is he just paying? Is he paytng onca or is 

5 he paying twice? 1! he's not paying twice, explatn to 

6 me vhy not. 

7 WITNESS DAWSON: You're going to ~et, as I 

a understand i t, you ' re going to set rates that you're 

9 going to find j ust a nd reasonable. And if the customer 

10 takes service, then that's the rate that they're paving 

11 -- t he just and reasonable rate. And the customer is 

12 getting exactly what he paid for, she paid for, and 

13 wa nted to us~ at the time. 

14 COMMISSIONER EASLEY: So you're saying 

15 because the rate does not change, it is immaterial 

16 where the 63 comes !rom and immaterial that you're 

17 selling the 63 on unit power sales, is that the bottom 

l& 1 ine? 

19 WITNESS DAWSON; Por thi s disc ussion . that' E 

20 the way I wou ld see it, yes, ma'am. 

2 1 CHAIRMAN WI LSON: J~t's assume that there wa s 

22 no such thing as fuel adjustment or purchased power 

23 cl3uoe, that it wasn't passed through on a monthly 

24 basis to customers. 

WITNESS DAWSON: Okay. 
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1 CHAIRMAN WILSON: Would a customer a nd we 

2 set rates right now, and by gol ly , those are the rates 

J that somebody pays and that's l t . There's no 

4 variation, there's no true-up , there's no l ~veltzatt on, 

nothing. Is what a ratepayer pays under that s cenar1 o 

6 going to be the same thing that they wou ld pay 1f you 

7 do have the ability to pass t .hrough purchased power ? 

B Are they going to pay more or --

9 WITNESS DAWSON: I guoss the answer is tha t 

10 they , in t he sit uation, they may pay mor e, they may p~y 

11 l e ss. I guess it depends a lot on how you set the 

12 fixed rate. 

1 3 CHAIRMAN WILSON : Well, i t 1 set the t i xed 

14 r a te that says tor that 6) megawatt s o f power it would 

15 be· provided out of Scherer, and you qo ahead and make 

16 those unit power sales and the day comes when that 63 

17 megawatts or power is needed by t e rritorial customers. 

lB Al l right, c urrently the custome rs would be paying a 

19 re rurn on tha l 6) megawatts, depreciati on, tue l 

20 expense, o perat ing and maintenance as~oc iated with 

21 tha t. But you sell that someplace else. So now that 

22 customer, the customer still needs 6J megawatts. So 

23 you've got to go out somep l ~ce and buy 6J megawatt s or 

24 powur. 

7.5 WITNESS DAWSON: And th is IS under the fixed 
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rate? 

2 CHAIRMAN WILSON : Uh-huh. The on!y tninq 

3 I've included in fixed r~ teP is the 63 megawatts o! 

4 
1 
Scherer. 

5 WITNESS DAWSON: And your quostion is, what 

6 is the customer goi ng to pay? 

7 

B 

9 

CHAIRMAN WI LSON: Uh-huh. 

WITNESS DAWSON: The cus t omer 's going t o pay -­

CHAI RMAN WILSON: I' m t ry i.1g to see if 

10 j, there's going to be a dirterence between what he would 

pay unde r that scenario and under wha t currently 11 

12 

13 

14 

15 

16 

17 

19 

19 

20 

21 

22 

23 

24 

2 5 

'xists, which is you pay fixed rates under your monthly 

rate and then you get to pay under monthly cost 

I r ecovery you pay for purchased powP.r, fuel, and other 

things. (Pause ) Yo u do not understand? 

WITNESS DAWSON: I th1nk I understand the 

q~estion. I may not. 

COMMI SSIONER GUNTER: Hr . Chairman, could I 

ask it a different way? 

CHAIRMAN WI LSON: Sure, go ahead. 

COMMI SSIONER GUNTER: Let me ask lt a 

different way because a gai n-- and , Lord knows, l'm 

groping to try and understand. Because when you 

slipped up here and fell :> ff the turn i p truc k, it's 

hard to understand t hese complex items. I've been to 
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Birmingham a nd tried to understand that process yo u all 

have got o f swapping power a~ound, and what have you. 

WITNESS DAWSON: No J , you know that when you 

say that it maxea me wo rry what ho w much you really do 

know. 

COMMI SSIONER GUNTER: No . I won t up there t o 

Mr. Use ry , you know, and every 1ndividual word he said, 

I understood. The way he put them together when we 

went in that room and tried to explain, and it ha s a 

guy' s name that at4rted that back in the t went ies , 

doesn't it? 

WI TNESS DAWSON: Mr . Early. 

COMMISSIONER GUNTER: Yeah. Anyway, i f we 

allow -- and let's run d own the process. Scherer 16 

one of the most modern pulver ized coa l plants in the 

country, isn't that right? 

WITNESS DAWSON: Yes, sir. 

COMMISSIONER GUNTER: Hea t rate is one of the 

most efficient -- that's one of the most e !fi c ient 

plants in the country. Do you agree with that? 

WITNESS DAWSON: Yes , sir. 

COMMISS I ONER GUNTER: Something less than 

9,000 BTUs - - I mean, somet~ing less than 10 , 000 BTUs, 

somewhere in the 9,600 range, r ight? 

WITNESS DAWSON: About that, yes, sir. 
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1 COMMISSIONER GUNTER: No~, ~e allo~ , as the 

2 Ch airman says, and I'm trying to ask it a di!terent 

3 ~ay . Where the Chairman a s ked -- ~e allo~ coal 

4 inventory ao a ~ork ing capital item, and let's bdY you 

5 get a return on that coal inventory. And you a ll o~ 

6 depr eciation and there is a plece built 1n for f ixed 

7 and variable O&M, the plant itsel f, the ~hole shoot1ng 

8 match, the ~hole thing. 

9 Now, that' s allowe d in thP c u stomers• rates 

10 the return on the investment made f or the i nventory 

11 not the coal burned. But in order ! or it to be a 

12 break-even to the c us tomer, you would have to be able 

13 

14 

15 

16 

17 

to buy power at ~he heat rate and pay only !uel 

1

only, you ~ould pay fuel only at a heat rate comparable 

to Scherer 3 in order for the c us tomers t o break even. 

Isn't that correct? 

WITNESS DAWSON: I bel i eve I followed all 

18 that, and I'd say that that's probably right , and I 

19 wo uld tell you that i· the situation that exis~s . man~ 

20 hours in t he bulk power market, interconnec ted 

21 operations today, that there is cheap stu ff o ut there 

22 to buy. 

2) COMMI SS I ONER GUNTER : Chea per than the fuel 

24 cost, c heaper than the fuel cost from Plant Scherer, 

25 many hours of the ~ay, t he r e's electricity out there 
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cheaper than that? Because that leads into ar,o ther 

2 round. If, in fact, that's true , we'd direct Gulf 

3 Power to shut down their generators, except for 

~ tr~nsmission constraints, and, by God, thosa hours 1n 

5 the day don't ~ant to see you generating from them old 

6 plants that aro not more efficient than that. lf you 

7 can buy that; if, in tac t, that's true, that you can 

8 buy fuel costa only cheaper, at a heat rate better than 

9 you can get at Scherer. Do you understand what I'm 

10 saying? Because then it, in fa ct , that's true, and 

11 that's correct , the Company is not operating as 

12 efficiently as it should. Because if you can buy power 

lJ ~neaper than you can gen~rate it, you ought to buy all 

14 you can get and just have everybody stand down there 

15 and play cards during the day. 

16 WITNESS DAWSON: Well, I've got good news for 

1 7 you. We buy all the economical energy that we can buy. 

18 COMMISSIONER GUNTER: Cheaper than the heat 

19 rate at Scherer? 

20 WITNESS DAWSON : Well, cheaper thdn a l ot of 

2 1 units, and that's what economic 

22 COMMISSIONER GUNTER: We're talking about 

23 Scherer, though . 

2 4 

2S 

WITNESS DAWSON: I understand. 

COMMISSIONER GUNTER: And we're trying to 
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~nderstand, and my understanding, in response t o my 

2 question, that you can buy power -- and that's a sl ~~l e 

3 yes or no -- that you can buy pcwer, energy only, equal 

4 to or less than the heat rate -- I mean, equal to th~ 

5 he at rate ot Pl~nt Scherer? 

6 WITNESS DAWSON: And my answer was yes, but 

7 I'm afraid t hat you're taking the answer much further 

8 than it can be taken. 

9 COMMISSIONER GUNTER: I'll just stop wi th 

10 Plant Schorec. I won't get under Gul f's 

11 WITNESS DAWSON: But even sta ying with 

12 Scherer, or stayinq with any other unit , what you're 

13 t~lking about is interconnected operati o n o f the 

14 Souther n Electric System i n the grid, and it you've 

15 tracked gas and oil prices and how they fluctuate, ir 

16 you find somebody in the summe r who ha s a c cess to very 

17 c heap gas and will generate it at thi s point in t1me 

18 because of the way the world is today, you might buy 

19 that gas-tired energy from the west, or from somebod y 

20 else very cheap. 

2 1 You can go to Duke Power Company in the s pr i ng 

22 and the fall of the year, when they ma y have exc ess 

21 nuclear energy, and if thev d o, they s ell i t real che~p 

24 because it's cheape~ tor them t o sel l i t tor a l 1t tle 

25 bit ot margin above absolute fuel c ost, rather thar. t o 
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1 bring that unit down. 

2 southern Elec~ric System buys that energy. 

J That benefi t o! the cheaper energy from generating from 

4 ther e and buying it from there, as opposed to running 

5 our own resource, flows directly to the customer 

6 through the fuel adjustment. 

7 ~OMHISSIONER GUNTER : We should see on 

8 purchased power then, following that analogy, we should 

9 see in purchased power that what is the -- in today's 

1 0 prices generally per kilowatt hour o f fuel cost out of 

11 Scherer, l.a, a penny and a hal f-- I mean 1.8 cents ? 

12 Dues that sound reasonable? 

1) WITNESS DAWSON: I have not looked at that 

14 number, and I wouldn't give you an answer until I 

1 5 looked at something for fea r of being wr ong. 

16 COMMI SSIONER GUNTER: Okay. 1'he reason I 

17 asked tha t is that we've got some testimony in thi s and 

18 other doc kets that vul f ' s annual fuel c ost is less than 

19 1.9 cents, I believe, somewhere in that ne i ghborhooo. 

20 WITNESS DAWSON: See, t he problem I 've got 

2 1 wj~h where I think you are r ight now is that 1n the one 

~2 case you 're talking about with Gulf's ruel adjustment 

2) and the-r costs, you're talking about the average over 

24 some period, like a year. You're talking about the 

25 Company standing there ready to s upply out o! their own 
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capacity, which is their obligation to do. And whaL 

2 Gulf Power Company, a nd the other operating companie~. 

J do through the pooling mechanism, and with other 

4 intercor.nected neighbors, is to take advantage or the 

5 opportunities that occur from time to ti~e . You could 

6 not, nor would you want t o i f you were having prudent 

7 operations, shut down some, or all, these units on the 

8 bet tha~ all that energy is going to be out there when 

9 you want it. 

10 00MHISSIONER GUNTER: Oh, I didn't say 

11 just said at those hours of the d ay you can get it 

12 cheaper, j ust everybody play cards . 

I 

13 WITNESS DAWSON: That wa s th e other good news , 

14 we don't do the play-card thing. 

15 C0 HMISSIONER EASLEY: Let me ask one question 

16 and maybe we need to t a ke a break before we get back. 

17 See if I understand it. Can I br ing it down to I am 

18 th~ little o ld lady in tenn is shoes getting my ut ility 

19 bi 11? 

20 WITNESS DAWSON: As long as that's your 

21 characteriza ~ion and not mine. 

22 COMMISSIONER EASLEY: Don't mind a bit I 

2J even own two pairs of tennis shoes and a pair or cowboy 

2 4 boots, so take your choice. You're saying that under 

2~ the UPS sale of the 6J megawatts, my utility bill is 

FLORIDA PUBLIC SERVICE COMMISSION 



1 

2 

.3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

• 1) 

14 

15 

16 

17 

18 

19 

20 

2 1 

2 2 

23 

24 

2 5 

1352 

going to be at my residential rate, regardless of the 

UPS sale , and I will have e nergy available to me , a s I 

use it or ~eed it, either way, but it will be availab e 

to me at my residential rate. 

sale. 

WITNESS DAWSON: Even it Gulf makes the sale ? 

COMMI SSIONER EASLEY: Even it Gulf ma~es the 

WITNess DAWSON: I would believe that, yes. 

COMMISSIONER EASLEY: Al l right. The only 

variation then, if I'm right, is i n the added-on fue l 

adjustment c ha rge that would appear on my bill, is that 

right? No? Yes? 

WITNPSS DAWSON: If I understand how your f ue l 

adjustment works, and tha t' s clearly sub j ect t o c hec K, 

but i t would strike me that as the Sc herer 3 energy 

were sold ott, that energy being sold ott would affec t 

the fuel adjdustment. And let's assume for a minute 

that the Sche r er energy were two and a ha lf cents and 

we bought ene rgy tor two cents. So we're selling two 

and a halt, buying two. What you would see the effec t 

of is the two cents. 

COMMISSIONER EASLEY: So my fuel adjustme nt 

charge, t heoretically, cou l d be loss i f you wer~ buy i ng 

it at two. 

WI TNESS DAWSON: Sure . 
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It you were buying it at 

three, my fuel adjustment c llarge c ould oo more. 

WITNESS DAWSON: Thdt's right. 

COMMISSIONER EASLEY: And I'm trying to ~et t o 

a bottom line . So the ettect on the r a tepayer depends 

upon what you're able to do if you have to purcha s e 

other capacity tor me to use . 

WITNESS DAWSON: And what I'm t rj•ing \..o stress 

is that in this year. Gulf Power Company would not qo 

buy capacity because they would probably just go buv 

energy. 

COMMISSIONER EASLEY: That's part of the 

problem; I'm using the wrong words interchangeably . 

CHAIRMAN WILSON: Well . no, I think you made a 

good po~nt here. If there's a difference between the 

fuel that would have been burned in s~herer and passed 

through the fuel a djustment c lause and just the e ne rgy 

charge that you would be paying for purchased power, 

two, two and a hal t cents, there's that hal f-ce nt 

difference , all right? 

WITNESS DAWSON : Yes, sir. 

CHAIRMAN WILSON: So ra tepayers might see a 

half-cent savings, or ser a half - cent that wouldn't. be 

passed through fuel adj us tment that might othe rw ise 

have been passed through fuel adjustment. 
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1 The question is whether t he di!!eronce between 

2 t hat en~rgy that you pu r chased orr-system and the fuel 

J that would have been b~rned i n Scherer anyway is enough 

4 to o ffset the payments that are being made in that 

5 f ixed month l y b ill by individual customers, whi c h 

6 covers the cost ot the retc rn on the invcotmcnt in 

7 Scherer, any other operating and maintenance expenses 

8 that are built into rate, working capital a llowanc e, 

9 whatever eloe is there . Would that be a fair 

10 statPme nt, if I just wanted to measure, snaps hot , that 

11 transaction and benefits to ratepayers that I can see 

12 in those dollars? Wou ld that be a !air 

13 characteri zation? 

1 4 

15 

16 break. 

WITNESS DAWSON: I believe so. 

CHAIRMAN WILSON: Let' s taY.e a ten-minute 

17 (Recess.) 

18 - - - - -

19 Q (By Hr . Palecki) I have a few questions 

20 concerning your testimony immediately before the break, 

2 1 whe~e you represented that customers would bee a 

22 savi ngs where you purchased less e xpensive power. 

2 J When Southern disp~tches its s yutem, does it 

24 dispatch the least expensi ve energy first ? 

25 A Yes, sir . 
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If you could purchase energy at a cost be l ow 

your incremental cost, would you purchase this energy 

and back down your units? 

A Yes, sir. And we do. 

Q If Plant Scherer was not sold as unit power 

6 s~les and cheaper energy were available, would you 

7 purchase this energy and back down Scherer? 

8 

9 

10 

11 

12 

l) 

14 

A 

Q 

Yes. But you've got to go the next step. 

We're going to take it step by step . 

MR . HOLLAND: Let him answer ti.a question. 

MR. PALECI<I: Well, he answered, "yes." 

MR. IIOLU..NO: I think he was going to explain 

his answer, too, and I think he' s entitled to do that. 

MR . PALECKI: Well, I think you can bring 

15 that out on redirect. 

16 CHAIRMAN WILSON: Just a minute. Just a 

17 minute. What was the - - had you completed your answer? 

18 WITNESS DAWSON: No, sir. All riryht, go 

19 a head and complete your answer. 

20 WITNESS DAWSON: The distinct ion that 1 was 

21 trying to make prior to the break, and the 

22 responsibili ~y I was trying to L~ke was that under the 

2 J UPS agreement that you wer~ able to sell the UPS 

24 capacity and the energy associated with i t, to the 

25 extent yo u generate the energy out of that unit and 
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send it ott-system, and in the hypothetica: 1 gave of 

2 2-1/2 cents would rQplace i t with two, you got t he 

3 benefit of buying the cheaper energy, and you got the 

4 benefit ot moving that coal pile, burning it, and 

5 sending it ott aysten. 

6 Where you •·ere in your questi on that I 

7 answered, "yea," and was trying to go on, that if you 

B just kept the capacity on the system, and we do the 

9 standard thing that w~ do and that's produce the 

10 cheapest enerqy, buy from somebody else on a economy 

11 basis as we can and back down, say, Scherer ), then 

12 that coal pile stays on the system, and so you miss 

1) that piece ot the benefit. And I didn't want you to 

14 overloo~ the fact that ln the UPS sale you were also 

15 moving that coal off system. 

16 Q And if cheaper energy were avd ilable, whether 

17 or not Scherer was sold as uni t power sales, the 

18 customers would benefit from this cheaper energy, 

J~ either way, whether ic was sold as unit power sales or 

23 not, correct? 

21 A They would benefit more as I descr1bod it 

22 with the UPS sale. 

2J 

24 

2S 

Q 

A 

Q 

Because your coal pile would get smaller? 

That's right. 

But if you burn coal, don't you have to 
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1 replace it with more coa l ? 

2 That's right. And to the extent that in th~ 

J coai market that exists today, it you can go ou t and 

4 buy c heaper coal than you burn you get another benef i t 

5 t o the customers; that you move ott the higher priced 

6 coal, you replace it with le;as expensive coal, t o tho 

7 extent that you can do that. 

8 Q So, tt.e example that Commissioner J.:.asley gave 

9 where there would be a 1/2-cent savings, there wa s a 

10 2-1/2 cent power from Scherer, and then you were 3ble 

11 to purchase it for 2 cents, and you said, "Well , there 

12 would be a 1/2-cent savings." That 1/2-ccnt savings 

l J c ould occur whether or not Schere~ was sold as un lt 

14 power sales, correct? 

15 

16 

1 7 

A 

Q 

A 

It could. Yes. 

It would, correct? 

It you don't dispatch the Scherer unit and 

18 you replace it with thP 2-cent energy, as s uming Scherer 

19 J's 2-1/2-cent energy, you would pic k up that Lene!it 

20 but you would not pick up the other benefits that I 

21 tried to describe to you that go along with t~e UPS 

2l sal~:~. 

2J Q No, I'm referring to the 1/2-cent benefit 

24 that wa s g i ven in ~~e earlier example before the breaK 

25 by Commissioner Easley. 
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1 A And I agreed you would get that, to the 

1 e xtent you could buy the energy tor the 2 c ents, 

J replace the 2-1/2-cent energy, you would get ~he 1/2 

4 cent benefit we described. 

5 0 When there is a -- tor ex4mple, in this case 

6 we have or 63 megawatts that you've asked to place or 

7 Gulf has asked to place in rate base. In it a custom, 

8 o r does it happen frequently that Southern will s~ll as 

9 unit power sales power t ha t is placed in rate base? 

10 A I missed the l ast couple of words or your 

11 question. 

12 0 Historically, does it happen frequently that 

1J you , Gulf will sell - - or not Gulf, let's ~ay the 

14 southern System will aell off powe r that is placed in 

15 rate base by the commissions of the respective 

16 utili ties under the Southern System? 

1 7 A I'm not sure what you mean by "hi story. "The 

18 unit power sales began in January 1, 'BJ, so you're 

1 9 talking about the last 6, 6-1/ 2 years, I guess. 

20 To the extent that t h e unitA, the earl1er 

21 units, perhaps Miller 1 was in rate base to begin with, 

22 it got taken out of rate base in a rate case, bu t there 

2J is not this history of 20, 30, 50 years that that 

24 question seems to imply. The unit power sales have 

25 only gone on since 'BJ. 
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1 0 I mean s~nce '83; I'm not talking ancient 

2 history, just historically since you've started unit 

3 power sales. You've customarily sold power that's 

4 already in rate base? 

5 A No, going back , I guess one of your very 

G earliest questions. 

7 0 Give me a "yes• o r "no ", and then explain 

8 your answer, please. 

9 A Does that mean that when I say •·yes" you are 

10 not going to stop me? 

11 

12 

0 

A 

I'll let you explain your answer. 

Thank you. No. Since '83, &nd if you qo 

13 back to one ot your earl i er questions about our 

14 phi losophy , and that's selling the more expensive 

15 capacity first, and then the cheaper after the morr 

1b expensive was sold, you will see, it you look at th~t . 

17 that what we were selling was the new units as they 

18 c ame on line. So ar they came in the commercial 

19 operation, they were included in the unit power saleb 

20 and they were kept out in the case ot every company 

21 except Mississippi. They never went ir.~o a rate base 

~2 as they came on line. 

23 You also have to focus on the point that 

24 t hese were sales, that in the capacity additions they 

25 were part of a planning process, that looked beyond one 
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) Q Now, one exception to your answer would be 

4 Plant Daniel, wouldn't it? Wasn't power f r om Plant 

5 Daniel that was placed in rate base sold o n unit power 

G sales? 

7 

8 

9 

'A 

Q 

'A 

Are we talking about i n Gulf? 

I n Cult. 

Subje~t to c heck, it maybe was in rate base, 

10 but if it was , in t h e Cult ~ase, t he n it was taken out 

11 of rate base and treated a s a sepa r ate class is my 

12 understanding. 

Q Are you familiar with any otl1er sales of unit 

14 power where you had the po wer in rate base at the time 

15 of the sale? 

16 'A I think I desc ribed, very briefly , the 

17 Missi ssippi case, their ownership in Daniel was in ra t e 

18 base , it stayed in the ba s e. Dur i ng the unit power 

19 sale, and the reve nues in the unit power sa le ~~s 

20 treated as a revenue credit in t he i r rate cases. 

21 

22 

Q 

'A 

Do you k now o f any other ci r cumstanc es? 

I th ink I ment ioned Hi ller 1 and l 'd have to 

2) go back and do some research, it may have been i n rate 

24 babe at one time. 

25 Q (By Mr. Palecki) w~ a s ke d for a late-filed 
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which is a list or all u.nit po••er sales b~· the Southern 

System or power that has been placed i n rate base by 

any of the commissions whi ch regulate the Southern 

companies. We'll call it, as short title, " Unit Power 

Sales or Rate Base Power.• 

CHAIRMAN WILSON: Are you a sk1ng for all 

instances of unit power sales from units that have been 

placed in rate base? 

HR. PALECKI: Yes. Where the same megawatts 

are sold i11 unit power sales that have been placed i n 

rate base. 

WITNESS DAWSON : And I understand you r 

question to be that they were, in the f i rst instanc e, 

i n the operat i ng Company's reta i l rate base. Then 

there was a UPS sale, and because there are UPS Nales 

that took place, and as the capacity came back on the 

s~·stem, then that capacit y, as I understand 1 t, went 

into rate base. 

CHAIRMAN ~·": LSON : Let me ask a couple o f 

questions. Do you have any unit power sales out of 

plants that are not in some~y' s rate base? 

WITNESS DAWSON: Do we have UPS -­

CHAIRMAN WILSON: Or have you had? 

WITNESS DAWSON: Had UPS sales out of units 

that were not in a operating Company's rate base? 
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CHAIRMAN WILSON: Right. 

WITNESS DAWSON : Yes, sir . 
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COMMISSIONER BEARD : Well, who -- where were 

thuy? 

WI~ESS DAWSON : I n Alabama, in Georgia, 

Dalton. 

CHAIRMAN WILSON: I think what you probably 

want to do, is what has been the rate base treatment of 

units from which unit pover sales have been made. 

MR. PALECKI: That's correct. That woul d 

probably be a more graceful way of putti ng it 

COMMI SSIONER EASLEY: Which wou ld include 

what happened to the revenue from those unit power 

sales when it involves rate base power. 

MR. PALECKI: Yes, we would like to include 

that in the late-filed as well, what happens to the 

revenues. 

COMMISSIONER EASLEY: Do you understand wh~t 

I ' m asking for? 

WITNESS DAWSON: I think 1 c an give you the 

example out ot Hissidsippi. 

COMMISSIONER EASLEY: Precisely, the exampl e 

you gave. 

WITNESS DAWSON: Mississippi had all that 

capacity - - the rate base and the expenses associated 
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1 with their porti~n of Daniel that was sold In UPS . The 

2 revenues they have received from that, I understand, 

3 they just treated that as a revenue credit. 

4 

5 

7 

CO~ISSIONER EASLEY: Pine. 

WITNESS DAWSON: Now, theoret ically 

CHAIRMAN WILSON : Wa s the plant in rate base? 

WITNESS DAWSON: Yes. Yes, sir. What you 

8 g e t is the same effect. If you had the same return on 

9 equity granted in t he reta il jurisdiction as you did in 

10 the UPS agreement, and you -- in the one c a se you lP't 

11 all that in rate base in the retail jurisdiction and 

12 you treated the revenues from the sa ies of revenue 

13 credit, or it you separate out the UPS capacity, the 

14 rate babe, expenses and put i n a separate c lass of 

15 service, and the revenues go to that class of se r v1 c e, 

16 you end up with the same r evenue requirement in r~ta1., 

17 in either case. 

18 COKHISS ~NER EASLEY: But do you end up with 

19 the same bill to the customer? What happens to thdt 

20 fuel adjustment charge? 

22 

23 

24 

WITNESS DAWSON: Yes, ma'am. Same 

COMMISSIONER EASLEY: Same thinq? 

WITNESS DAWSON: As l understand, yes. 

COMMI SSIONER EASLJ::Y: Still need to see lt on 

25 paper. The~ may help identify what I'm l ook1nq at. 
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1 CHAIRMAN WILSON: I think, Com~issicner 

2 Easley, that may be what -- ano I don't think tha t this 

J situation cer tainly is not 1 imited to just Scherer, 1 t 

4 would have to do with any plant that we~e in the 

5 Company's rate base. 

6 

7 

8 

COMMISSIONER GUNTER: Sure. 

COMMISSIONER EASLEY: That' s right. 

CHAIRMAN WILSON : Not just Scherer . Where 

9 you have customers paying b il ls tha ~ include a plant in 

10 rate ba&d and it's a part of a bill that they're p pying 

11 on their fixed bill every month, and it that plant 

12 doesn't run and you're supplying power from off-syscem, 

13 you have e xactly the situation you would with the 

14 Scherer coming i n. 

15 I think what you're looking for is a, 

16 probably just a - - not necessaxi ly using real numbers, 

17 DUt have an example that would trace what the effect 

18 that would be on a customer. 

19 COMMISSIOI.~ EASLEY: That would be f lne. 

20 CHAIRMAN WILSON: Or you could do it 

21 specifically with Scherer, 1t really wouldn ' t makA any 

22 difference. 

23 

24 

25 

MR. PALECKI: Could we get a number for that? 

CHAIRMAN WILSON: Yoah, that would be 587. 

(Late-Filed Exhibit No. 587 i denti fied.) 
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1 WITNESS DAWSON: Is Commissioner Eanley's 

2 question , though, different? 

) 

4 

CHAIRMAN WILSON: Is different . 

WITNESS DAKSON: Her question lS , fuel 

5 adjustment clause quest ion. 

6 COMMI SSIONER EASLEY: Mine is taking it the 

7 other step . And that is not only wha t happens to the 

8 revenu~ within the Company but what is the effect or 

9 that revenue on the fuel adjuntment charge or whatever 

10 eloe the retai l c us tomer sees? 

11 CHAIRMAN WILSON : I think you can probably 

12 demonstrate that with a hypotheti cal . 

lJ 

14 

WITNESS DAWSON: I bel ieve so. 

COMMISSIONER EASLEY: T~at wil l be fine. You 

15 c an you call that customer a little old lady in tenn1s 

16 shoes, that's all right with me . 

17 

18 

19 

CHAIRMAN WILSON: Hake that 588. 

(Late-Filed Exhibit No. 588 identified. ) 

CHAI RMAN WILSON: You have plants, ~hough, 

20 that have made unit power sales out of , fr om whi c h 

21 you've made unit power sales that weren't in the rate 

22 base ? 

23 WITNESS DAWSON : That's right. 

24 CHAI RMAN WILSON: Doe s that mak~ you an 

25 independent power producer? 1 mean, what have you got ? 
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1 You've got a plant sitt ing out there that's not in 

2 anybody' s rate base but you're making sales to 

3 operating companies from it. Have you got, in tact, or 

4 defacto, independe nt power producer? 

5 WITNESS DAWSON : It's bee n alleged we 're an 

6 independent power producer. What we don't get is tha t 

7 level playing field whe re we get to earn a market 

8 rat·urn. 

9 

10 

CHAIRMAN WILSON: I understand. 

WITNESS DAWSON: So what we are is a PERC 

11 regulated wholesala seller of power, cost base r at es . 

12 Lool. a lot like an IPP but. don't get the sa1re treatment 

l J as an IPP. 

14 

1 5 

16 

CHAIRMAN WILSON: You sur e do. 

COMMISSIONER EAS LEY: Quacks loud enough. 

WITNESS DAWSON: Well, it doesn't quack l oud 

17 enough with the money . But there are people that 

18 accuse us of being one of the largest independent powe r 

19 prod~cers in the country. 

20 CHAI RMAN WII ~uN: Where have they accused you 

21 of this, in the press? HavE you got anyth i ng ? 

22 

7.1 

WITNESS DAWSON: Mos tly whe n we sit around 

CHAIRMAN WILSON: Has anybody tiled a 

24 c omplai nt against you or something? 

25 WITNESS DAWSON: No, j ust in the talks we ' ve 

FLORIDA PUBLIC SERVICE COMMISSION 



1)67 

1 had, as we looked at the FERC NOPRS and as we t ~- ied to 

2 stucture the level playing field there, and we wanted 

3 to same benefits that an IPP would get, or at least the 

4 IPPs would play under the same rules that we ~ould be 

5 required to play under those that found us or that 

6 assumed we were against the i ndependent power producers 

7 wanted to know why we could be against it, why we were 

8 one. Ana it's just a d i fferent set of rules that we 

9 pla! under. To that extent, given the rules, we're not 

10 an lndependent power producer. 

11 COMMISSIONER EASLEY: That's the same reason 

12 an independent power producer is not a r egulated 

13 ut i l1ty. 

14 

15 

16 

WITNESS DAWSON: That's r i ght. 

CHAIRMAN WILSotJ: That's real interesting. 

MR. HOLLAND: Let me point one thing out anct 

17 refer back. 

18 I believe it was in the ' 82 or '8) rate c.1se ; 

19 the Commission looked at the treatment of the unit 

20 power sales and considered what he desc ribed is be i nq 

21 done 1n Mississippi a nd made the determination that . 

~ 2 becau ~ that it was a separate jurisdict1on, separate 

2 J FERC contracts, that it shou : d be treated totally 

24 separate and apart. And just tor the benefit ~f the 

25 Commissioners, I mean, it has been looked at. 
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CHAIRMAN WI LSON: Was that in the order? 

HR. HOLLAND: I think so , yes, sir. 

CHAIRMAN WILSON: If you would, when we get 

4 to the briefing part ot this, just point that out at 

5 some poin~, I would appreciate it. 

6 MR. HOLLAND: I'm vorry. I missed totally 

7 what Commissioner Easley wanted in exhib it Late-r' i led 

8 588 . 

9 co;-tMISSJONER eASLEY: :.iell, I really thought 

10 it was part or the fir5t one but the Chairman has give n 

11 it a second number. 

12 CHAIRMAN WILSON: I think it's a little 

l3 different. 

14 COMMISSIONER EASLEY: It is and it isn't. 

1 5 I want a hypothetical example ot what happen s 

l~ to that revenue rrom the UPS sales, i ncluding the 

17 impact on the tuel adjustment charge, o r wherever else 

18 it would s how up on ~he bill. 

19 CHAIRMAN WILSON: Just something that woulc 

20 demonstrate the interaction between --

2 1 COMMISSIONER EASLEY: I want t o see what that 

2 2 savings is, how it's manifesr.ed . 

23 

24 

MR. HOLLAND: Rlght. 

HR. PALECKI: Commissioners, we're not 

25 certain if Late-fi led Exhibit No . 5, which is the un1t 
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l power sales available to potential purchasers with the 

2 two attached schedules -- i f this ha s n' t been 

J i ntroduced into e v i dence, WE> would lilce to have 

4 

5 

CHAIRMAN WILSON: 5? 

HR. PALECKI: I t ' s what wa s referred to as 

6 Late-Piled 5, it was referred to by Commissione r Beard 

' when we started . 

8 

9 

10 

11 

12 

lJ 

Late-Filed 

HR. HOLLAND: To the depos i tion. 

COMMISSIONER GUNTEF: Olea)'. It W<'I S a 

Exhibit No. 5 to th~ deposition ? 

K.R. HOLLAND: 'x'es. 

HR . PALf:CKI: I don't .know it --

MR. HOLLAND: If this is something t hat's not 

14 been mar.ked, then I think it s hould be. We've referred 

15 to it so many times. 

16 MR. PALECKI: We would li.ke to have it mar.ked 

17 since we have referred to it numerous times. 

18 COMMISSIONER EASLEY: And you're going to 

19 give us copies. 

20 CHAIRMAN WILSON: That wo•J ld be 589 . What ts 

21 tha t now? 

22 HR . PALECKI: "Unit Power Sales Available to 

23 Potential Purchasers, 198q to 1995." 

24 

2 5 

COMMISSIONER EASLEY : 589? 

CHAIRMAN WILSON: Yes, 589 . 
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(Exnibit No. 589 marked !or identit !cation) 

MR. HOLLAND: commissioners, just tor 

clarification ot the record, that is depo. Exhibit No. 

5 to Hr . Dawson's deposition or Apr il, I believe it wa s 

April 14 , 1989, in Docket 881167. 

Q (By Kr. Palecki) Mr. DawsoP, referring back 

to the benef i ts that you s aid customers would r eceive 

under unit power sales, you said that if you were t o 

purchase e nergy at a cost below your incremental cost 

that customer 9 would see an additional savi ng s because 

your coal pile would go down and you could purc hase 

coal at a l ower price, is that correct? 

WITNESS DAWSON : The r e was a potential for 

that, yes, sir. 

Q Could spot coa l prices exceed contract coal 

pric es, maki~g it more expensive ~o replace the coal ? 

~KHISSIONER EASLEY: Is that a "what if" 

that happens? 

HR. PALECKI: Yes. 

Q (By Mr . Palecki) The question is could spot 

coa l pri ces exceed contract coal pri ces , thus making it 

more expensive to replace the coa l and makin~ the cost 

tor the customer greater under that example that you 

gave earlier? 

A It could. 
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0 You said it the coal pile wont down, you 

would save money and it would help the customer? 

A That's right. 

0 That's under today's prices. 

A 'mat's right. 

Q But it would not be totally out ot the 

7 o r dinary !or spot coal prices to exceed c ontract coal 

8 p r ices under certnin circumstances and at certain 

9 times, correct? 

10 A Certain times, certain conditions, spot coal 

11 prices could be above contract prices. Depends on what 

12 your contract pr i ce leve l is; depends on what's going 

13 o n in the market, the per ception ot what's going on in 

14 the coal market, as to what the spot price coal would 

15 be. 

16 0 So under those circumstances you wouldn't 

17 want your coal pile getting smaller, correct? 

18 A This gives you a better opportunity to ma~age 

19 your stockpile. You've got, with the flexibility with 

20 the stockpile that you have, if you have an adequate 

21 stockpile, you might be able to ride through ~e period 

22 when spot coal prices are higher and not buy. That's 

23 one of tho things goi:1g on iu the industry right now is 

2 4 that there's 8<- mu <:: h coal on the qround , both a~ the 

25 generating plants and back at the mi nes, that the coal 
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market is depressed tor t he time be~ ng, because we had 

a mi ld wi nter, we're hav i ng a mi ld spr i ng, ~e haven 't 

g otte n t he hot we ather; and you see very depressed 

mar ket conditio ns. As we go into the Clean At r Act, 

you ' re a pt t o see -- could see a major s h i f t in the 

ma r kets . 

MR . PALECKI: We have no further ques t ions. 

CHAIRMAN WILSON: Question s, Commtssione r s? 

COMMISS IONER GUliTER : Mr. Dawson, on wha t has 

been i de nt if ied a c Exhibi t 589, that was your 

Late - f il ed De positio n Exhi b it No . 5? 

WITNESS DAWSON: Yes , sir. 

COMMI SSI ONER GUNTER : On Ta b le II, I've tried 

to review th i s thing pre tty ca r efully a nd I'm t.· y i nq to 

under s tand, and T'm i n the second block , " Est ima ted 

Capacity Cha rge ." 

WI TNESS DAWSON: Yes , si r. 

COMMISS I ONER GUNTER: How were those figures 

cal c u lated , d o yo u ~now? 

WITNESS DAWSON: How much d etail wou 1 d you 

like? 

COMM ISSIONER GUNTER : Well, let me tell you 

what my proble m is , is I l ook a t Georgia ' s portion, 

let's take 1989 of Scherer 3, and I see a difference in 

capacity charge fo~ Georgia's portion t h at l do Gulf's 
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tortion. And l 'm trying to understand underlyi ng 

assumptions tha t would have led me to virtually the 

same i nvestment, if, in f act, Gulf pa i d the actual 

4 cost, ~hich wou ld have been a prorata share !rom 

137 3 

5 Georgia or Gul f . And there are differenc es out o f the 

6 same plant , and I don't think anybody took a cha i n saw 

7 out there, a;td cut out and said , "This is your piece 

8 and t his i s your piece." But I'm t r ying to understand 

9 the difference in the capacity !or each one of those. 

10 

11 that. 

12 

13 

WITN ess DAWSON: I believe I can explain 

COMMISSIONER GUNTER: All r ight . 

WITNESS DAWSON : Both calc ulations use the 

14 s ame formula i n the manual that was descr ibed yesterday 

15 by Mr. Parsons . That formula essentia l ly sets out a 

16 rate base for the individual unit, and it sets out the 

17 expenses. Part of that rate base determi nation would 

18 be the investment in the unit. You would th ink, unles s 

19 there's some tccounting treatme nt bec ause there's a 

20 transfer of property that I don 't know anything about, 

21 essentJal l y you a r e going to h a ve the same dollar per 

22 kilowatt of oroginal investment in the plant. 

23 

24 

COMMISSIONER GUN~ER: Right. 

WI TNESS DAWSON: You depreciate that, you get 

25 the accumulated oepreciation, you calculate work ing 
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cap ital using the one-eighth formula. In the case of 

Georgia you'd use Georg ia ciata; in the case of Gulf, 

you would use Gulf's data. 

To the extent that you' re allocating general 

p lant to that r ate base, which you do an~· formula , you 

would be allocating a depreciated ge neral plant of Gulf 

Power to Gulf's piece; you would be allocating 

Georgia's general plant depreciated to Georgia's p iece 

of the ownership . I would imag i ne those two numbers 

are different. 

As you go down to t he various categories, 

accumulated deferred income taxes may be di ff erent . 

When you get in the expense side, O&H expenses .... n the 

un it , in terms of a dollar per kilowatt, you would 

expect t hose to be essentially the same , if not exactl y 

the same . 

When you get into the depreciation expense, 

to the extent t ha t fOU have a n order saying ho~ Scherer 

J f or Gulf is depreciated one way, and i f that were 

different than what Geor gia's Commission dictated or 

set forth they do, you would get a difference in 

depreciation . 

AliG, Administrat ive and general exper.ses are 

allocated in the expense category . Once again, they 

a re Gulf-spP.~ific for Scherer 3 Gulf, Georgia- s pecifc 
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1 for Scherer 3 Georgia. So you start to build up a rew 

2 differences like that. 

J In the calculation of the revenue require-

4 ments against the rate base, the investment base in 

5 those units , you essentially look at the in~remental 

6 costs, as best you can determine it, incremental costs 

7 that Gulf Power Company has in that unit. And you look 

8 at their bonds, t he cost of the bonds that they is&ued 

9 dueing a construction period for Scherer. You look at 

10 Gul~'s capital structrure at the time that unit goes 

11 commercial . Those costs would be different than for 

12 S~orgia Power Compar1y because there you would be 

lJ lo~king, in Georgia's case, looking at Georgia's cost 

14 of debt during construction. You would be l ooking at 

15 their capital structure. 

16 The return on equity would be fixed !or both 

17 of those. That piece would be the same. The capital 

18 structure would be different, the weighted cost of 

19 debt, the weighted cost of preferred, would pr0bably te 

20 different. When you factor in all of those 

21 company-specific items in there, it would lead you to a 

22 slightly difrerent rate. 

2) COMMISSIOHER GUN'!'ER: Okay. Now, that's good 

24 for -- and I follow you for 198q, but as you run down 

25 that table, it changes; it changes back and forth, and 

FLORIGA PUBLIC SERVICE COMMISSION 



1 

2 

) 

4 

5 

6 

7 

8 

9 

10 

11 

1 2 

• t) 

1~ 

1 5 

16 

17 

18 

19 

20 

21 

2 2 

2) 

24 

25 

1 )76 

it changes back and forth on a yea rly basis. 

WITNESS DAWSON: Yes si r. 

COMMISSIONER GUNTER: When a ll those tac t o r s 

wouldn' t change, on a yearly ba s 1s. De preci ati on 

doesn't change on a yearly basis. Or igina l 1nvestment 

doesn't change on a yearly basis. And i! it ~ere 

constant, I could accept your response, and it did flt 

for 1989, you know, that response would tit. But they 

get ca tawampua. It atart5 off wi th Cul! being greate r . 

It c losed the gap the nex t year. The 

following year you widen the gap. ThE next yoar you 

widen the gap. Then Georgia's cheaper. And I d o n 't 

understand, if you have a standar d set of methodology 

whi ~h you use which consider al l thos~ !ac t o rs . on a 

year-by-year basis you should you s hould see, 

would think, if you're trying pro j e c t ions , you should 

see that they would remain virtually constant. Am 1 

being irrational in my reading those? 

WITNEEJ DAWSON: No, s ir, I d on't th ink 

you're being irrational. I th i nk what you've got to 

!actor in is that once JOU go beyond a ctual booked 

data, that you're basically deal i ng wit~ the f o r e casts 

o f t he different operating companies, and they wlll 

have, bec ause they're in ditferent states, diffe r ent 

things are happeni ng, they are adding d i fteren t 
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2 ithings d itfer ont. These are estlmated. 

) 

4 

5 

COMMI SSIONER GUNTER: 

we 're talki ng a bout specific 

I understand. But 

a spec if ic plant. 

WITNESS DAWSON: 1 understand. 

I 3 7 ·, 

6 COMMISSIONER GUNT ER : We're talking about a 

7 specific p lant. And the invest111ents in the s~citic 

8 plant , as I understand, Geor gia makes thE: inves t me n t 

9 a nd Gul! reimburses them on a pro~ata basi s , operation 

10 and mainte r.ance o! that specif ic plant. 

11 Now, I ' m try i ng to understand that as hard as 

1 2 I ~an as to how those rat ios -- you know, you c an s t art 

1 3 of! with a ratio being greater or less, takin9 i nto 

14 consideration the regulatory climate of t he two staLes. 

15 I c an understand that. But whe re I real ly ge t !ost 

1 6 then is one of the two parties he s res ponsibility for 

1 7 op~rating and maintaining that plant , and that makes 

18 whether you c a pitalize expense, d o all the re s t or 

19 thd t, is that right? 

20 WITNESS DAWSON: Yes, sir . knd the reaso n I 

2 1 almost tried to, almost, go line-by-llne 1n that rat e 

22 base and expense determination is to try to make i t 

~) f airly clea r that what you ' re d o ing is alloca t ing other 

24 costs to that unit, just l1ke you do in a cost of 

25 service study when you try to alloc ate cost be tween 
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c lasses. 

What you now have is escent1ally a UPS class 

for Scherer 3 . l~d so you allocate things that aren't 

sitting right there at that plant. The adm1nistrat1ve 

and genernl expenses would be on salaries and wages. 

To the extent that salar1es and wages are 

estimated to be one thing and the rati os change a 

little bit in one company versus anothet, as you 

forecast the rates, you're going t o get some of t hese 

differences. The fact that the number s are close , and 

even though they criss-cross is not , in my vi~w. very 

important beca·1se what you do in the UPS agreeroent is 

you come back and look at book cost and true all of 

thi s up after the fact. So 1 could projec t , and JU S t 

COULD put dovn here j ust round numbers and do it two 

decimal places or one decimal place to put out a 

reasonable estimate. 

But what you're gett ing is the effec t of th e 

allocations of general plant, adMinistrative and 

c;,eneral expenses, and maybe a few other things. And 

deterred taxes is probably dif ferent in each c ompany; 

accumulated deprecia tion, depending on w~en the 

in-serv~ce time and the depreciation date starts for 

one company versus an0ther, might give yo u some 

diffeLences. All I'm saying is there are a number of 
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allocations in here, including estimates o f what those 

2 allocations may be in the future, that will cause this. 

3 Now, i t the units got t o be wide ly divdrgent 

4 in cost, that would be a signal that we made a 

5 substantial error in the forecast i ng . But the fac t 

6 that they are close and they weave around each othe r 1s 

7 not presented to us with a problem in terms o f 

8 f orecasting. And, essentially, you go back and t~ue up 

9 all those costs to actual book costs after the fa c t. 

l 0 But I can see the po int of confusion. You would think, 

11 same un i t, 25t here, 75\ somewhere e l se, it ought to be 

12 exactly the same. 

1) 

14 

COMMI SS IONER GUNTER: Well, the rati O£ o ught 

to be reasonab l y close. You know , if you start o ff 

15 wi th d i fferences and you're f o r eca s t i ng those 

16 differences like, you k.now, it's 11ot nearly the 

17 difference in 1989 a s it is in 198 3, and It rev e rses 

18 itself, and it's, you know, a signi f icant differe nce, 

19 seven-and-a-half -- you k.no~. 75 cents on a kilowatt 

20 hour monthly c harge , r oughly. 

21 WITNESS DAWSON: One of the fa c torH t hat 

22 would get into this i s and I don't know the exact, 

2 3 -- all the pieces t hat went into the~e numbbrs -- but 

24 let's just say, that Gulf had a first mortgage bond 

25 that they retired during t h is .:~s timated period, and 
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Georgia had one that didn't, then Y<'U would change the 

cost of money, maybe substantially, just looki ng at the 

increments of change in that calculation. And you 

could swing the r a te right there by the mechanism or 

calculating the cost or money that goes in, the 

weighted cost of money that goes into calculat 1ng his 

estimated charges. 

COMMISSIONER GUNTER: Okay. Let's look at 

Dbniel fo~ a minute, run up and down the Daniel llst, 

Daniel 1 and 2, and then look at Alabama -- I mear. 

Miss issippi 1 a nd 2. and those pretty well track one 

another. And I guess -- the only thing that looks odct, 

and I'm just ~rying, again, to understand, because we 

are going to have some questions about how you really 

do this. 

Daniel's capacity charge increases over the 

t ime period through '95, when during th~t time periud 

you've got depreciation i n a number of items. Their 

capacity charge decreases and -- I mean increases -- 1n 

Daniel 1 , and decreases in Daniel 2 , and Gulf Power's 

stays virtually the same with their percentage of 

ownership. And -- there's got to be something 

happening I don't understand when there are 6 years 

after -- 7 years, '89 to whatever that last one is, ' 95 

I guess . The capacity charge is greater on Daniel l 
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l !or Cult in '9~ than it is in '89 it we're basing lt o n 

2 cost, because you've got depreciation during that time 

J period , unless there's something I d on't unde~stand. 

4 Do you understand what r•m saying? 

5 

6 

WITNESS DAWSON: Yes , sir. 

COMMf SSIONRR GUNTER: B~cause I would imagine 

7 those p lants are being depreciated on a remaining life 

8 ct JO, J5 years? 

9 

10 

WITNESS DAWSON: Ye s , sir. 

COMMISSIONER GUNTER: And yet Daniel 2 in 

11 both j nst~nces, you have a decrease, you have one , a 

12 slight increase over a seven- year time pe r iod, you've 

lJ got enother one, a substantial de c r ease, in plants at 

14 the same site . I'm trying to fi nd some logic that 

15 would lead me to a conclusion that there's a 

16 discernible pattern tha t I could follow. And 1 don't 

17 tind that trom this exh1bit . Maybe I'm just not sml\rt 

18 enough to understand. 

19 

20 enough . 

WITNESS DAWSON: Well, 1 believe you' r e sm~rt 

It's a complicated process t~ go through all 

21 ~he calculAtions. And o ne of the t hi ngs that's easy t o 

22 overlook , until yo u s pend t ime going through all th~ 

23 calculations and do the forecast ing, is that most 

24 people do exactly ~hat ,ou just did, and they think 1 n 

25 terms ot simply the i nvestment in the plant and the 
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fact that it depreciates over time. You have built up 

accumulated d epreciation, and you draw this mental 

picture that the charge on that unit is a lways going 

down. And that's true 1n t h e e arly part of the life. 

But what happens to you is you begin, as the 

unit ages, to add, or fix parts, you do produc tion 

modi!icat io~s is what they are called in the budget 

process . So things wear out, you replace it with 

Aomething new, you h ave estimates of what the O&M 

expenses are. And in the whole time, and I'~ say in 

the l3st 14 years t hat I've been i nvolved in e~-imat1ng 

c harges like this, the one thing you see very cleacly 

come out i n all these estimates \s that there is a 

U-shaped c urve !or t he embedded cost of a unit. And 

you get to the point where dep ~:eciation has taken yc . -.~ 

about as tar as it will i n a downwa r d slope o{ these 

rate estimates and O&M expenses and other thinys, as 

they are escalated . Even i f you jst pick 4\ escala t ion 

for long e nough, that gets to be a big number once t hey 

start back. up . 

COMMISSIONER GUNTER: Let me ask you a 

question . What's the difference in the age be tween 

Daniel 1 a nd 2? Two or three years? 

WITNESS DAW~~N: I think that's right . 

would guess two. 
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1 COMMISSIONER GUNTER: One of them is 

2 following the path of a downward scale, and the other 

J one is following the path or an upward scale, and the r e 

4 a re only a couple of years difference in age . 

5 See, that's the thing that messed me up 

6 pretty good. I looked at the r ight-hand column tor 

7 Dan iel and I l ooked at their Daniel 1, started at 5 .9, 

8 seven years later it wen t to 6.29. Daniel 2, next 

9 door, and there's not but t en basis points there, or 

10 ten cents, but it started at 7.07 and goes 6 . 97 . 

11 The point that you were making about 

12 expensing and capitali z ing increase in O&H, I 

lJ unders tand very clearly, and I haJ Gulf Po wer provide 

14 me a n exhibit i n a nother docket which clearly 

15 demonstrated the p roblem. We sta~ted off with origin~ ! 

16 investment of a plant, of two plants that are now ~7 

17 years old, cost 14.5 million, depreciation has been 

18 19.17 million, an~ still on the books at 9.4 million. 

19 I can understand that phenomenon. 

20 But again , where you've got plants that are 

21 right together, virtually the same vintage, the 

22 differences i n the capaci t.y charge just so r t of -- I 

23 don't understand. r understand all the elements that 

24 you've talked about, but the results should qi v e me 

25 some continuity somewhere that I'm just not able to 
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1 find. 

2 WITN-ESS DAWSON: Well, in a brief' look that 

) would give at this, I would see the continuity. You 

4 picked the two-year difference in the commerical d~tes . 

5 If I'o reading this right, it looks liks the Daniel 1 

6 rate starts up again after 1993, so t.hat in '94, '95, 

7 we are juat projecting or estimating that the rates 

8 turned up . Prom Daniel 2 you sti 11 see the dO\mward 

9 slope. J don't kn ow what would happen if you pro jected 

10 the n~xt year using t h e same data where the Daniel 2 

11 would then start showing the true-up. I suspect that 

12 you wou l d see it there and the next year and the year 

13 following. 

14 And I t h ink you've g o t to r emember the basis 

15 for what t hese estimates are used for. They are 

16 marketing tools. One o! the things •e clearly try to 

17 do when we go out and sell this power is if we err, we 

18 make a mistake, to tell the customer that we est i mate 

19 it's going to cost a little bit ~ore than 1t actu ~ lly 

20 does. So that i! a customer makes a decision to buy, 

21 he's made it on soma conservat1ve estima tes , and we try 

22 to oe conservative. As the marketing gets tougher, you 

2J try to get some of tha ~ conservatism out of i t and g et 

24 down to the ~bsolute penny, but you c an't do that f o r 

25 1995 guesses. 
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1 So we want to be a l i t tl e h igher, i t 

2 anything, in the estimates. Th ese don' t have anything 

3 to do with what the actual payment by the UPS customer 

4 would be. It would be governed by the formula. 

5 AnJ I think it also po ints out something tha t 

6 troubles me with the hypothetical that Commissioner, 

7 Chairman Wilson, gave ~e, and that wa s it you put the 

8 6 3 megawatts in the rate base, and it you make the sale 

9 of UPS , then the customer so~ehow ha s paid fo r it once 

10 and they ~re paying tor it again, and Gulf never come& 

11 in tor a rate case . 

12 It seems to me that thes e k i nd of questions 

13 that I have just had would c learly demonstrate that not 

14 only would you be adding investment in t hese units in 

l5 the next two or three years, probably, but you're going 

16 to be adding investmen t to Gu l f Power' s system over the 

17 next two or three years. 

18 On e of the scenarios that I cou ld draw from 

19 all of that is , t nat if you put ~he 63 megawatts in the 

20 rates, and whether they made a uPS sale t h e next day 0r 

21 the next year, that i nstead of worrying about the 

22 erosion an~ them c oming back in tor a rate c ase in one 

23 year OJ two years to pick up a fair ly subbtantial 

24 i nvestment they have i n new transmission distribution 

25 and p r oduct ion modifications, to the extent that that 
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UPS sale and ~he UPS being in rate base kept you in the 

zcne or reasonableness, and as you added more things t o 

rate base, you didn't have a rate case which drives 

their earnings down and they still stay w1thin the 

zone, you've given the customers a good steady signal 

!or t~e price of electricity !ro:11 Gulr Power Company. 

In my understanding it's a relatively competit1ve th1nq 

that's down in the lower quartile, or some number like 

that. So you're not talking about forever and ever 

this notion that there i 3 some kind of double d1pp1ng. 

What you do is probably postpone the need to go back 

through another rate case . 

COMMISSIONER GUNTER: Let me ask y0u about 

another item on Table II, if I can. 

WITNESS DAWSON: All right, sir. 

COMMISSIONER GUNTER: Just to try to 

understand. The last item we were tdlking about , "The 

estimated Schedul e R price " 

WITNESS DAWSON: Yes . sir. 

COMMISSIONER GUNTER: 

block of capacity. " 

" -- for the entire 

WITNESS DAWSON: Yes, sir . 

COMMISSIONER GUNTER: What does "the ent i r e 

block of capacity" mean ~ 

WITNES~ DAWSON : It would mean if you went to 
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the top block on thi~ pag~ where i t Jays, "Total UPS 

available,H so that in 1995 there was a -­

COMMISSIONER GUNTER: 3900 megawatts. Am I 

reading that riqht? 

WITNESS DAWSON: You would look at the 

incremental average cost of that whole block would be 

2490 . 

COMMISSIONER GUNTER: All right. Now, the 

2 4 $ 0 in 19q5 includes what ? 

WITNESS DAWSON: It would incl ude the 

incre~ental cost of fuel, variable O&M and losses, 

incremental transmission losses. 

loss --

expenses. 

COMM I SSIONER GUNTER: Ircludes !uel a nd 1 ine 

WITNESS DAWSON: And tne variab le O&M 

COMMISSIONER GUNTER: And variable O&M only. 

WITNESS DAWSON: Yes, sir. 

COMMISSIONER GUNTER : All right. No w, l 

real i ze-- l'm just staying on tr.is sheet o! paper now . 

WITNESS DAWSON: All right. 

COMMISSIONER GUNTER: J\.nd you ge l the 

estimated erergy rates , and 1 tried to just menta ll y 

looking at them, of going at t he energy rates o f all 

and 1 didn ' t do ~ny weighting . You j ust have to 
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understand that. 

I wen t across the energy rates, the ~st imated 

base energy rate s in '95 and al l the way across and i t 

does not appear to me that the estimated energy rates 

for anybody is 2490 in 1995. EVerybody is above 2490. 

WITNESS DAWSON: We ll, ycJ've got sort o f a n 

apples and oranges ~hen you try t o make tha l 

c omparison. 

COMMI SSIONER GUNTF~ : Well, Goo , I've got 

what 's before me. 

WITNESS DAWSON: Yes, sir. 

COMMISS IONER GUNTER : And you've got an 

estimated bast• energy rates . 

WITNESS DAWSON: Yes, s ir. 

COMMISS I ONER GUNTER: The c hart above thdt. 

And they run from a low of 2 786, I bel ieve i& the 

l o west-- no 2548 out of Scherer 1. 2541 out o f the 

Scherer J. But the ave rage o t those is sig r11! 1cantly 

abo ve -- we ll , the lowes t is above your estimated 

Schedule R price of capacity for Schedule R. Is th~t 

right? Am I reading that right o f what 's on this 

sheet? 

WITNESS DAWSON: Yes, sir. Can I explain 

wha t those numbe~s a r e? 

COKH1SSIONER GUNTER: Oka y. That's the 
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reas on I asked. It included !u.,), line loss and 

e 2 

3 

variable O&H. 

WITNESS DAWSON: In the Sc hedu le R, i t 

4 includes the incremental cost or fuel o! the units that 

5 the computer program that would be used to model the 

6 dispatch of tho system in 1995 and the un i t s available. 

7 I t would pick up the incremental cost, and that wou l d 

8 be an estimate, taking our territorial load for all the 

9 operating compan ies, plus any contrac t s ales that fit 

10 right above that. And in looking at the block o f 

11 energy that the unit.s would dispatch into, tnis wo uld 

12 make a Schedule R sale. And Sc hedule R, J think you 

lJ understand, i& just the incremental e nergy out of 

14 system dispatch. It's someplace in our dispa t ch stack . 

15 That's what that number is. And that's 

16 looking at, assuming that you took the 3910, and, 

17 subject to check, assume you sold that 3910 every hour. 

18 8760 hours in 1995 and then average all those 

19 I i nc rementa l costs t.ogether into one number . In so·ne 

20 ~ours that numbers could be 4 0. I n other hours that 

21 nu mber could be 15, to just pul l numbers out ot the 

22 P ir. So t hose are incrementa l out o! the dispatch of 

23 t ~e s ystem. average !or the whole year . 

24 If you go back to the other block that says, 

25 "lstimated base e nergy rates , 1995," \o'h a t you'r e 
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1 lookinq at there is the ave~age cost o! the ruel at 

2 that unit, i ncluding variable O,M, and probably 3\ tor 

J loss es. So you're looking at an average fue l bu~n in a 

4 specific unit in the base energy b lock versus the 

5 dispatch out of the system at a partic ular point on the 

6 dispatch curve t o c over a !ull 3910 . 

7 

8 

9 ma ' am. 

1 0 

COMMISSIONER EASLEY: And it 's also averaged ? 

WITNESS DAWSON: Averaged for the yea r , yes , 

COMMISSIONER GUNTER: Okay. So it I looked 

11 at '89, in order to arrive at the Sche~ule P. rate, 

12 could not, it I were a purchaser o! Schedule R, I would 

1) not be able to get Schedule R 24 hour s a day if 1t were 

available at the rate that you have there . Is that 

15 right? You're saying an average . Now, you know, 

16 you've got -- let me state aga i n my confus ion. I'm 

1 7 listening as carefully as I can. 

18 The estimated base energy rates, you said, 

19 included fuel, v- ~iable O,H, and you thought maybe a J\ 

20 for line loss. Okay ? 

21 

22 

WITNESS DAWSO~I : Yes, sir. 

COMMI SSIONER GUNTER: But th~r was an average 

2J for the year. 

24 

25 

WITNESS DAWSON: Yes, sir. 

COMMISSIONER GUNTER : All right. So if I 
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want to take Schedule R !rom you and I 90 the cheapest 

plant that you've got on this shoet. 

WITNE$S DAWSON: Yes, sir. 

COMMISSIONER GUNTER: And I want it, you 

know. Sen1 me all that Schedule R you c an get, 24 

hours a day, 365 days a year. I damn sure a i n't going 

to get it for $20 . 91 because avorages for one has got 

to be avecages for another one, and th~ cheapest that 

you've got on there is over $24. You .Know --

picture. 

picture? 

WITNESS DAWSON: Could I draw you a p ;ctu re? 

COMMISSIONER GUNTER: Yeah, yo u can draw me a 

Is it doing to be different than this 

WITNESS DAWSON: I think i t will he lp you 

understand what's on here. 

It you were a purchas~r. one of the th i ngs 

that I'd want you to be knowledgeabl e about econom ic 

dispatch. And in a few minutes I'd l1ke t o make you a 

l ittle more knowl ddgeable, and you may accuse me of 

rloi ng the same t hing as Bob Ussery does t o you. 

COMMISSIONER GJNTER: I understand what 

you're talking about, it you get beyo nd ~his and yc•J qo 

t o other - - to the full syste• on economic dispatch. 

But if you're economir.ally dispatching these f olks and 

you were taking it all, and I guess, because you say 
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1 the whole capacity is available !or 2898 i:1 1989. And 

2 2896, if I'm understanding your response previously, i f 

3 you 're restricted to the plants that are on this list , 

4 you can't get any lower than that. But now, if you're 

5 opening it ur for the entire system of where you've got 

6 -- what do you all have, 2000 megawatts of hydro? 

7 WITNESS DAWSON: Well, we're not selling the 

8 hydro energy. 

9 COMMISSIONER GUNTER: Retain hydro tor 

10 themselves . 

11 WITNESS DAWSON: Retain nuclear !or 

12 themselves . 

13 COMMISSIONER EASLEY: Is that the problem, 1s 

14 the fac~ that the Schedule R price estimation here says 

15 entire block of capacity. But the base energy rates 

16 are plant specific, and that's only Alabama, Georgia 

17 and Gulf -- no, it's all !our. 

18 HR. HOLLAND: Commissioners, could I -- if 1 

19 understand the "R" .s not coming o~t ot thi s block of 

20 caracity. 

21 

.22 

WITNESS DAWSON: It may. 

MR. HOLLAND: It may, but it doegn't have to . 

~ 3 It can come out all of the system's units, and I think 

24 that may be where the confusion is. 

25 COMMISSIONER EASLEY: 1 think the problem 
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1 that I'm having is how you can take an average, the 

2 entire system, and isn't the 2ntire is that the 

J problem, the entire syste.m is not shown? 

4 

5 

MR . HOLlAND: That's right. It's net. 

CHAIRMAN WILSON: Let the witness answer 

6 those questions . 

l 39] 

7 COMMISSIONER EASLEY: The ent ire system is 

8 not shown on the capacity block? 

9 WITNESS DAWSON: Well, lt's not shown on the 

10 estima~ed base energy rate block. You're looking at 

11 the average energy rate out of tha t unit. 

12 

lJ Missing? 

14 

COMMISSIONER EASLEY: All right. Who i s 

WITNESS DAWSON: Wel l , there is about 88 

15 fossil un.~.ta -- yes, the other units in that book, 

16 besides the ones listed here . (Indicating) And what 

17 I've shown you here in the estimated base energy rate 

18 is an average energy --

19 

20 

COMHISS.JNER EASLEY: ~ll of these? 

WITNESS DAWSON: All of those. The effect o! 

21 all of them. 

22 COMMISSIONER EASLEY: So someplace, if you 

2J put all of these, i ncluding thP. 88 fossil, or, wocld 1 

24 see numbers in this estimated base energy rate 

25 schedule? 
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WITNESS DAWSON: No, ma'am. If I could draw 

2 you a picture, it might be a little bit clearer. And I 

3 don't know what that does to the record. 

4 CO~SSIONER GUNTER: That's my problem of - -

5 that was my reluctance. I don't know how to get that 

6 ~rawn picture i nto the record. 

7 COMMlSS I ONER EASLEY : Is there a verbal way 

8 to C3xplain how y ou get an average that is under the 

9 lowest figure shown on a piece or paper? 

10 

11 

WI TNESS DAWSON: There is. 

COMMISSIONER EASLEY: Okay, that's where the 

12 problem is. 

lJ KR . HOLLAND: I t h ink, I think we can let him 

14 explain a nd it Commissione r s need a late- filed, we 

15 could - -

16 COMMISSIONER EASLEY: We can do a late-filed, 

17 if it doesn't help. 

18 

19 

COMMISSI"':lER GUNTER: Go ahead. 

WITNESS DAWSON: I~ you look at a g enerating 

20 unit's cost curve characteristics, you would be see 

21 that the incremental cost out of the unit is a li~e 

22 that slopes upward --

23 

2 4 

COMMISSIONER EASLEY: Okay. 

WITNESS DAWSON: from l ow to high. And as 

25 this curve i_s sloping up, you might have to pick one 
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1 and these are going to be hypothetical numbers. 

2 Assuming that it was Mil ler -- let's take Sch~rer J. 

3 That the lowest incremental cost of Scherer 3 might be 

4 20 mills or $20 a megawatt hour. Its highest 

5 incremental cost might be 26. So, as the more you 

6 generate with it, the more fuel that goes in there, 

1 it's a higher cost. 

8 Compare that to the average energy cost of 

9 tht unit, and it is a dmmward sloring curve that says 

10 if you run this unit a few times, that is, you start it 

11 up a lot, several times, once or twice, you've qot all 

12 tha t fuel that ;,re talked about yesterday -- or somebody 

11 taH. ed about -- for flame stabilization, start-off. it 

14 does n 't produce really any energy for sale, but it get s 

15 the ::.hinq going. 

16 You got all that cost in there, and you start 

17 producing power out of that un it. And as you put coal 

18 in there, the average cost of generation comes dowr.. 

19 In a pi~cure, you would see that it is s~rt 

20 of at the maximum output of the unit, the incremental 

21 co~t curve would come up, the average cost curve would 

22 come d?wn, they intersect. So they would be about the 

23 same a ~ the maximum output of the unit. 

24 But you can gee that at Hiller, from my 

25 example, the incremental cost of Miller is cheaper than 
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1 the a verage cost ot the unit. We dispatched t he system 

2 on inc remental cost. Schedule. R is an incremental 

J energ} price, and ~t looks at the incremental fuel that 

4 went in to generate that portion of the 289 e . 

5 Thel·e may be 20 dirterent units, there may be 

6 30 dif f erent units, contr ibuting to that 2898 megawatts 

7 in 198~ . Some ot those units may be these Mill~r 

8 urits, Scherer units, that would be the incremental 

9 cost ot those units and not the averag& cost of those 

10 units. So you cannot go from this basA energy rate ann 

11 make any kind ot assumption about what i ncrementa 1 

12 Schedule R prices are. 

1) COMMISSIONER EASLEY: Could we get the 

14 late-filed exhibit, Mr. Chairman? 

15 CHAIRMAN WILSON: Which late-tiled exhibit ? 

16 COMMISSIONER EASLEY: Whatever the chart is 

17 that he wanted to draw us a picture of. 

18 CHAIRMAN WILSON: We may let him come back 

19 after lun . ..:h and draw that 1 ittle chart over there on 

20 that ;>ieee or paper. Ie t .hat what you wanted to do? 

21 

22 

WITNESS DAWSON: Yes, sir. 

CHAIRMAN WILSON: Why don't we break now and 

2J come back dt a quarter to 1:00. 

24 ( Lunch recess wa~ taken at 11:50 a . m.) 

25 
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