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l Index Contlnued: 
EXHIBITS 
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~ ~ Q f ~ ~ Q ! ~ ~ ~ 

(Hedring reconvene~ a t 9: 07a . m. ) 

CHAI~~ WILSON : All riqht. 

HR. HOLLAND: Hi ke , did you have 

MR. PALECKI: Commissioners, we hnvc ~ matter 

6 of housekeeping we ' d like to take up be f or~ w~ st~r t . 

7 We've reached an agreement wi th Gulf Power o n 

8 the rate design wi tnesses . Gu l f ha s gotten a matter of 

9 discovery to us, or they will be getting it t o us 

10 today, and we may not have an oppor l un i ty to be able t0 

11 suffic iently review it by the time the rat e design 

12 witne sses are up for their d irec t t estimony. Gul l ho t> 

1 ) agree~ to allow us to go beyo nd the s~ope of rebut~al 

14 at t he t ime those witnesses will be called up J second 

15 t i me f o r their rebutta l testlmony. I j ust wanted t o 

16 put that agreement on the record. 

17 CHA IRMAN WILSON: Okay. That' s a <.:vrrec t 

18 r~presentation. 

19 

20 

KR. HOLLAND: That's corre c t. 

MR. PALECKI: Those are witnesses Kllgor~. 

21 O'Sheasy a~d Haskins. 

22 

23 

/. 4 

25 

CHAIRMAN WILSON : All right. 

HR. HOLLAND: Ca ll Hr. Pa r s ons . 

FLORIDA PUBLIC SERVI CE COMMI SS ION 
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1 EARL B. PARSONS, JR. 

2 was called as a Wltness on behalf of Gulf Power 

3 Company, and having been first duly sworn, testified as 

4 follows: 

5 DIRECT EXAMINATION 

6 BY KH. HuLLAND: 

7 Q Mr. Parsons, waul~ you state your name, /Our 

8 business address and your position with Gul! Power 

9 Company? 

10 A Yes. My name is Earl B. Parsons, Jr. I'm 

11 Vi~e President ot Power Generation and Transmission. 

12 Hy address is 500 Bayfr ont Parkway, Pensacola, Flonda 

13 32501. 

14 Q And Hr. Parsons, have you pref1led t estimony 

1 5 in this docket entitled, "Thn. Direct Testimony ot Earl 

16 B. Parsons, Jr."? 

17 A Yes, I have. 

1 8 Q Do you have any corrections to make t o tha t 

19 testimony? 

20 A Yes, sir. I do. On Page 10 o f my tes~imony, 

21 Line 24, c hange 1120 t.:> 1163. On Page 11, Line l6, 

22 c hange 1120 to 1163. 

25 

0 Hr. Parsons, with respect t o your scho~ulcs. 

17

1 believe that we ha1e passed out revised Schedules 6, 

and 8 to your direct testimony, is that correct? 
I 

FLORIDA PUBLIC SERVICE COMMISSION 



A Yes, sir, that' s correct. 

2 MR. HOLLAND: Mr. Chairman , those have peen 

3 1dentified as Exhibit 69 through 71, ar.j have been 

4 marked a R revised Schedules 6 , 7 and 8. 

5 

6 Q 

CHAIRMAN WILSON: All right. 

(By Mr. Holland) And Mr. Pa r sons exhibits 

7 al:e nulll.ber ed in the Prehear i ng Order as Exhi bits 64 

B through 96 . They have been stipulated to . 

9 (Exhibit Nos . 64 through 9 6 previously 

10 stipu l ated into evidence.) 

1 1 

12 Q 

CHAIRMAN WILSON: All r ight. 

(By Mr. Holland) Mr. Parsons, wi th those 

13 corrections, if I were to ask you those quas t jons 

14 contained in your testimony today , would your a ns wer s 

15 be the same? 

16 

17 

A Ye s , sir . 

Mr:. HOLLAND : Mr . Chairman, we'd as.k Mr . 

lB Parso ns ' testimo n y be inserted into t he record as 

19 though read . 

20 CHAIRMAN WILSON: Without ubject~on his 

21 testimony wi 11 be so inser ted into the r ecord. 

22 

23 

24 

2~ 
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GULf P0 WER COMPANY 

Before l he rl o rlda Publlc SerVlCe co=~lS!lOn 
Dlrect Tettlmony of 

Ear l B. Parsons . J r . 
In Support o f Rate Rel1ef 

Doc ket No. 89134~-EI 

Date o f f1llOQ Decelll.ber ! ~ . 1989 

Please state your oue , address , &Dd occupation . 

Hy name 1s Ear l 8 . Persona, Jr ., and my bu11nea s 

address ll ~00 Ba yfront Parkway , Pe na acol a , r l o rld ~ 

32~01 . I am Vlce President-Powe r Generatl on and 

TransmlSSl on o f Gulf Power Company . 

Please describe your educationa l &Dd bua1oeas 

background. 

. o..JV "t 

I qraduated from Auburn Un1vc r1 1ty , Auburn , Alabama . 

1n 1960 w1th a Bachelcr o f El oct r 1ca l £nq1neer1n9 

deqree. I )O lned Georq1a Power compan~ 1n January o ! 

1961 as a Dlstrlbutlon Enginee r . I held varl ous 

eoq1neer l nq po a1t1ons , such aa Teat £nq1neer . 

Dlstrict Enqinee r . sen i or D1atr1but1on Enq1neer . 

D1via1on !nq1neer , and Assistan t 01v1a1on 

superintendent . In 1972, I be ca.m .. Aaautaut t o the 

Exe cutive Vice President . In 197~ . I wa a promoted to 

Aasiatant t o the Prealden t. In 1977, I bec ame 

I was elected Vice Presldent at Gulf Power Company 1n 
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Docket No. 8913-t ~ -E! 

Witne11 : ! . B. Parsons . Jr . 
Peqe : 

Aprl l o f 1978 . 

2 

3 Q. Have you previoualy teat1f1ed before th1J Coaalasloo7 

4 ~. Yes . I have te&tlf1ed 1n Gulf ' s la~t four reta1l rate 

5 caae1 and a number of other docket• related t o my 

6 respona1billty at Gulf Power co~pany. 

7 

8 Q. Have you prepared an exhibit that cootalDI 1oforac t1oo 

9 to wbicb you will r efer in your teat1aony7 

10 A . Yea . Schedule 1 11 an 1ndex t o the aubcequent 

11 schedules to which I wlll refer . Each schedul e o f 

12 thla exhlblt was prepared under my superv1s1 on and 

13 dlrectlon . 

14 Counael : We ask that Hr. Paraona · !xhlblt . 

15 coeprlsed of 1~ Schedulea, be 

16 aarked for ldentlflcatlon as 

1 7 txhib lt> '~ -..;;.....: __ (EBP-1 ) . 

18 

19 Q. Are you the •pon•or of certain H1o1aua F111oQ 

20 R~ireaeotl7 

21 A. Yea . Thoae which I a• aponaor1nQ. 10 part o r 1r who l e . 

22 are liated on Schedule 15 at the end of ay !xblb1t . 

23 To the beat o f •Y knowledqe , the 1nforaat1on ln th•se 

24 H1n1aum F1l1nq Requirement• (HFR s) 11 true and correct 

25 aa lt per ta 1na to • r areal o f re1pooslb! l1ty 
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Docket No . 8913 4S-ri 
W1 t neal : !. B. Parsons . Jr 

Paqe 3 

1 Q. Wbat are y our areas of respeosibility withi n Gulf 

3 A. I have re1pons1b1lity for the Power Ceneratl on . fue l 

and Environmental Atfalrs, and Transm1ss1on and 

s System Control funct1 onl at Gulf Power Company ih: s 

6 includes the qenarat1on and tran1m1sa1 on o f 

7 electr1c1ty; fuel aupply; environmenta l aerv1 cea , and 

8 1ntercompany 1nterchanqe contract adm1n11trat1 on 

9 also have overall re1pons1bil1ty for requestlnQ and 

10 dlrectlnQ the a111stance wh1 ch southern Company 

1 1 Services, Inc. ( scs 1 prov ides Cul f Power 1n theu! 

12 areas . 

13 

14 Q. What il tbe purpose of your test1aooy in tbia 

lS proceedinq? 

16 A. AI atated by Hr . sca rbrouqh, the •a)o r factor 

17 creatlnQ the need for rate relief 11 that now al l o f 

18 Gulf's share of Plant Daniel r. apacl ty and 63 meqawatts 

19 cmw ) of Plant Scharer Unit 3 capa c ity are coaa1tted 

20 for territorial aerv1ce. Prior to February, \989. the 

2 1 bulk of this capac ity was coam1tted to and s uppo r t ej 

22 by our Uni t Power Salee (UPS) contract•. In my 

23 Schedule 2, I provide the coaa1as1on wl th a detai l ed 

24 daacrlptlon of the chaoqe• 1n c apoc1ty coaa1tments to 

25 UPS and to territoria l aerv1ce between 1934 and the 
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!99C test year . !ncluj ed 1n t hd amount added to rate 

base 11 44 mw of Scherer Unlt No 3 whl ch were 

prev1 ously comm1tted t o Gulf States Ut1lltles unt.: 

J uly l , 1988 It 18 the addlt1on of all o f th ! w 

qeneratlnQ c apacl tY and the assoc 1at~d Operat lon and 

Halntenance (O & H) expenses wh1 c h are creatlnQ the 

ma )o r need f o r immediate rate rellef . Oesp1te the 

bar9a1n wh1ch thll capac1ty represents f o r ou r 

l Ul.i . 

ratepayers . a utlllty the s1ze o f Gulf cannot add suc h 

larqe 1ncrementa of ca~a c lty without requestlnQ 

revenues to cover the 1nveatment and expenses . 

The pr l mary emphas1s o f my tectlmony w1ll be t o 

prov1 de thls Commiaslon w1th a descr1pt1 on of the 

Unlt Power Sales concep t and a1aoc1 ated bene!lts , a 

dlscus slon o f our terr1tor1al customers ' requ1rement s 

f o r the qeneratinQ c apacity p1ev1ous l y sold under UPS 

contracts , the barQaln ~hlch th1s c apa clty represents 

to our customerG , and the effect o f thls capacl ty on 

our r ate base and 0 & H expenses . 

Q. Mr . Pareona, bave you reviewed tba aaauapt1ooa under 

your area of reapona1bility aa liated in KrR F-17? 

I have reviewed these aasuapt1ooa and AZ ot the 

op1n1on that t hey are reaaonable . I a. prepantd t o 

addreas the p r 1mary ass umpt1oos and f orec asts as they 
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Wltneaa : £ . B. Parsons . ;r 
PaQe !> 

pertaln to my areas o! respons1bl ll ty 1 belavto 

these aaaumpti ona have o r 1q1nated fr om the bes: 

J sources and fie ld• o f expert1ae ava1lable t o Gulf 

4 

S Q. Pleaae exPlain the UPS concept. 

6 A. Our1nq the rap id qrowth period o f the 196 0s and e J rl y 

1970s , Gulf and the southern electrlc ' yatem beqan 

9 const ructlon on a number of coa l-flred QeneratlnQ 

9 unlta to ae.ve the l r exlatlnQ load a1 we ll as f~t ure 

10 loads pro)ec ted for the cca1nq year At that tlme . 

1 1 these qeneratlnq un1ts were all requ1red t o serve 

12 forecasted territorlal load . DurinQ the 1970s , 

13 actual load qrowth and fore casts f or the future 

14 dropped llqnificantly for the ent ire electric utllltY 

1~ industry aa well aa w1thln the Southern electrl c 

16 system . S1qn1f1cant unantlc1pated decreases 1n 

17 wholesale l"ada all'o 1•pac ted tne ! orec:aated lood 

19 qrowth . Because of the lonq lead tlme• invol ved 1n 

19 build1nq larqe base load un1ta, the entire industry 

20 waa facinq a d1leaaa. Hany utll1t1ea were well lnto 

21 the conatru~tlon ataqe for a larqe nuabar o f 

22 qenerat1nq un1ta which would not be needed unt l l 

23 a1qn!f1cantly later 1n tlae . 

24 Some ut111t1ee limply c ance lled their unlts . 

2!> rasultinq i n hundreds of m1111 ona of dollars 1n loase& 
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PaQe 6 

suffered by the1r cust omers and stoc kholders 

2 Other ut llltles Wl~h un1ts f ur ther alonQ : n the 

3 cons truct lor. ataqe de c1 ded to comp let t t he 11r 1ts. 

4 res ul tlnq 1n temporary surplus capac1t y " h1 ch aqa 1r. 

5 resulted ln l lQnlfl can t coats t o ho th customers and 

6 stockholders . 

7 The southern system wa a fortunate ln that lt dld 

8 not 1ncur the maqnltude o f c an c e ll atl on and excess 

9 capac1ty coats that plaqued many ut ll1tles Instead , 

10 through the UPS contracts . the southern syattm sold 

11 capac1ty of f l ts sys tem t o 0 11 and qaa burn1n9 

12 ut 1l1t1es . This resulted ln a1qn1f1cant benefits t o 

13 t he cus comers and t he stoc xholders o f bot h the 

14 sell1nq and the buy1nq compan1e £ . 

15 The concept of UPS prov1des ! or the ret ur n o f 

16 qeneratlDQ c apacity to the vartoua coepan 1e s on a 

17 prearranqed schedule aa lt 1s needed by our own 

18 terrltorlal customers . As thla capa c l ty ret ~ r ns to 

19 the Southern ayatem on a s cheduled baala , 1t 11 

20 replaced by capac ity from newer. more expena1ve unlti 

21 when conatructlon 11 completed . Even tually . the 

22 oriq1nal UPS contracts ramp down and terminate , and 

23 the qeneratlon capac1 ty wl ll be utill zed t o serve out 

t err1tor1al loads . 

When the c apac1ty retu rns t o r terr1tor1a l use . lts 

. 
I ' 
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Wltness E. B Parsons . Jr 
Page ~ 

bo~k value on wh1 ch rates are based Wll l n=t : nly be 

Slgn l!lcantly deprecl~ted b ut !~~boo k v ~ lue w1:: 

also be based on the lower construc ti on commltment 

costs o f the 1970s as opposed t o tho se o { ~he :~9 3 s . 

Thus , our cus t omers have the c ap a : 1ty ava1lab! e whe n 

1~ lS needed to serve terrlto r J a l loads at a 

Slgnlfl c antl y l ower cost than c thenose ~Joule te 

posslble . Newer UPS contracts wh1 ch co ver tne pe ~l ~d 

fr om 199J to :oc o w1 l l be addressed by ~r . Howe !: 

Q. Were elther of the un1ts at Plant Danlel part o t ~be 

UPS concept? 

A. Yes . The unl ts commltted t o UPS were New s our c e 

Performance Standard {NSPS ) un1ta be1ng const r u~~ect 

on the Southern system . Ns r s un1t1 are those on 

whl ch constructlon started after 1970 wh~ n 

Env~ronmental Protect lon Agency regulat: ons reqc1red 

extrec ely low sulfur d1 ox1de ! S02
J em1s•1 o ns . elt~ er 

through the burning uf low sulfur coa l o r the use ~ t 

flue gas de1ulfu r lzat1on o r scrubbers . The Canlel 

unitl were the first and thlrd NSPS units 1n aerv1ce 

and a.onq the lowest ln cost . 

exhibit 11 a l16t1ng o f all the NSPS southern sys t em 

un1ts that became ava1 l able for Unit Power Salea and 

thelr r~spect1ve commerc1al operat1ng date• Gulf 

I I 



z 

3 

5 

6 

7 

8 

9 

I vI I 

Dock~t No. 891J 4 ~-E! 
Wl tness : £ . B . Parsons . .:-: 
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Power a cqulr~d a !>0 p~rc~nt 1nterest lr. bot o~ c ~ t~e 

Danlel un1ts a t th e tlme un1: < c ame on-l ! r.e 1~ :9e: 

for ~ tota ! o f ~ 00 mw of namep l ate c apa c lty 

4 o f my exhlb lt sh?WI our expected re~c rv es Wlth and 

w1thout our Dan1el capac1ty expec ted on -ltne 1n 19 8! . 

as torecaated 1n March 1979 . 

DurlnQ 1979-1980, the oroan1zat1on o f Pet rol eum 

£xportlnQ countr1ea (OPEC ) lnatltuted the secon d 

ser1es of oil pr1ce 1ncreases . This 1nc rease 1s 

10 lllustrated 1n Schedule 5 o f my ~xhlb lt. whl ch 

11 c learly ahows the sharp r1se in o1l pr1cea that 

12 occurred atartlnQ 1n 1979 . Thls c aused a 

1J cons1der&ble slow1no of econom1c orowth throuohou ~ 

14 the Un1ted States , lncludlnQ the area 1erved by the 

15 southern electrlc system. and tr~ooered amono 

16 o!l-burnlnQ utl litles . such as those 1n r 1or 1da . a 

17 strono need to replace thelr oll-!lred oenerat1 on 

18 we beoan neoot1at1nQ UPS tranaactlona w1th theae 

19 companles in 1980 and were able t o co~plete the 

20 contract• dur1no 1981 . 

21 

22 Q. Has the Florida Coaa1aa1on previously reviewed these 

23 contracts? 

H A. Yea. At t he Conclualon of Gulf's 19 82 rate c ase . 1n 

25 Order No. 11498 o f Docket No . 820150-EU (CR). the 



• 

! L : . 

Docket No . 8913 4S-E: 
Witne s s : !: . 8 . Parsons , .J ;

Paoe 9 

C.>mmlsslon statet! that lt had · ... ex a1t1ned t he UPS 

' con tr act and the aasoc1atad cost a0d alloca~1 on from 

J a ll anqles . .. " and concluded that our re tall customers 

" .. . w1ll benef lt handsomely fr o111 the stales. 1n the 

senae that they wlll r.ot have to 1upport the c apa c 1ty 

6 aold in a UPS tranaactlon f or the 1fe o f the contrac~ 

but the c apa c ity Wll l be a va 1 l&Lle to serve them when 

8 they n@ed 1t in the f uture. a l a rel at lvely reduced 

9 pr1ce when compared w1t h the col t o f future 

10 conatructlon . " Ala o , at the concluc1on o f Gulf ' s 198 1 

l l rate c a1e in Order No . 10~~~ o f Docket No 810136-E~ . 

12 the Commlss 1on s ta t ed that " ... the dec1s1 ons 1nvolvlnQ 

l 3 the expansion of Gul f Power are based on the lono-term 

14 bes t 1ntere1ts o f Gulf ' a customers . The cost savlnQs 

1~ assoc 1ated w1th Gulf ' s pa r t lc lpa t l on 1n Plant Dan1 el 

16 and Plant Scherer in lleu o f Caryvllle a r e examp!es o ! 

17 Gulf • s coo rdi na tion wlt h The southern Compan y . .. 

18 

19 Q. What would Gulf'• and Southern·~ reaervea be in 1990 

20 with and without the Unit Power Salea? 

21 A. Shown on •Y Schedule 6 are both Culf'l and southern ' s 

22 fo recasted rese rves in 19 9 0 w1th and without the 

23 Un l t Power Sales . I need to reesphaalie that a ll c f 

24 thls c apacitY was planned and constructed to serve 

25 f o recasted terr1tor1al load . If we had been unab!e 
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Paqe IC 

t o tempo rarily sa l: thls c apa c ity of f our syst em o~~ 

cust~mers would have been c a ll ~ d upon to sup~~r t ~~: s 

1nves tment and would now llkely be paylnq ~u ch hlqhe ~ 

pr 1ces than the re l atl vel y l ow el~ctrlcl ty co st wh lch 

they currently exper1ence . As you can see . w1th the 

Unlt Power Sal e s . both Gulf and Sou thern are w1th1 n a 

I v: 

20- 2 ~ perc ent reserve ranqe uaed ! o r pl annln Q pu r poses 

w1 t h1n the Southern eltc trl c aystem . 

10 Q . Was thls ea.e altuatlon experienced in prior years? 

l 1 A. Yes . Schedu le 7 shows the planned reaervea f or 1983 

1 2 throu qh 1990 !or Gulf and Sou ther n both w1 th and 

13 without the Un1t Power Sa l e s . Also on thll a c~ e dule 

14 are the peak ~onth unit p~we r sa l es whl ch Gulf made 

1n each o f th ose years . 

16 

17 Q . How does DAniel's book coat cc•pare w1tb a new coa l 

18 unit brouoht on-line 1c 1990? 

; 9 A. Schedu l e 8 shows this r elatlonJhlp . Denlel w1ll be 

20 

21 

22 

23 

24 

2~ 

utilized tor t erritorial requirements durlnQ 1990 at 

an e1t 1aated depreciated co6 t o t S 26~ ~er kllowat t 

( kw ). Had we bee n requ l red t o conatrurt new c apacl ty 

Wlth an 1n1tla l l n- servlce date o f 1990, the 
II '- 3 

tltlmated cost would have been S~ per xw . 

words . bu1ld1nQ thla capac1ty tod ay would ha ve 

In o ther 
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resulted 1n costs t o ou r c ustomers o f about f ou r 

~ tlmes the book cos t o f Dan 1el ca pa c lty . Mo re th an 

3 an y other relatlonshl~ . thls l llustrates the 

4 SlQnlflcant value to our customers. no t on : y c f the 

S Dan1el capac1ty, but also o f our s ys tem poollno and 

6 Unlt Powe r Sales arranqements. 

7 

8 Q. How does Pl&ot Scherer's Uni t 3 book coat co•pare 

9 with a new coal unit brouQbt on-line in 19907 

! u: 

10 A. Schedul e 8 also ahows thls rel&tlonsh lp . Dur 1nQ l99 C. 

11 63 mw of Scherer Vnlt 3 capacity will be available 

12 f o r terr1tor1al uae at an estlmated depreci ated cos t 

13 o f S760 per kw. Once aqain , had we been requ 1red t c 

14 construct new capacity with an 1n1t1al 1n -aerv1ce 

l~ date of 1990, the eat1m3ted coat would have been 

16 s~ per kw . Also, when the rema1nde r o f Pian t 

17 Schere r ' s Vnlt 3 c apacity 1s required f or terrlt orl4l 

18 use . it w1ll ~~ further deprec 1at~d f or the IAAI type 

19 of beneflt re~a t 1onshlp dea c r1bed earlier for Pla nt 

20 Daniel. 

21 Once aqa1n , th1a illustrates the s1Qnl f1 c ant 

22 value to our cuatomers not only o f the Plant Scherer 

23 capacity, but also of our ays t ea poollnQ and 

24 Unlt Power Sales erranqements . 

2~ 
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Q. Wbat 11 tbe effect of tbe 1nclu11oo of CA.Dlel and 

Scherer capacity for territorial aerv1ce? 

A. The commitment c f th11 capaclty for Gult ' s 

terr1tor1al aerv1ce results in the 1nclus1on of al l c f 

Gulf ' s port:on cf Dan1el Unlta 1 and 2 and 62 aw o f 

Scherer Unlt 3 1n our terr1tor1al rate base Thls 

add1t1onal c apac1ty w1ll prov1de adequate reterves 

and 1s availAble t o our terr1tor1al cuatomers on an 

extremely econom1cal baa11 . Unit Power Sales have 

been a maJor !actor 1n delay1no Gulf Power Compa ny's 

request for rate relief s1nce our 1984 flllnQ . 

Schedule 9 , whl ch I am )olntly sponsorl nQ wlth Kr 

scarbrouQh , lS a narrat1ve expla1n1nQ how the unlt 

power sales have delayed the need for ou r terr1to r1a l 

customers to support this c apaclty throuQh addltlona; 

revenue . '~ reflected on my Schedule 10, Gulf has 

oeen an act1ve partlclpant 1n the urs aq r eement s s1n : e 

they beoan ln 1983 aod our customers have reaped t ~ e 

beneflt& . Ir. our prev1oua rate case , Docxet 

8400e6-EI. we pre1ented the coaa1aa1on w1th the UP S 

achedule. That achedule 1nd1cated that eventually 

Gulf wou ld have to return to the Coaa 1aaion to request 

rate relief to cover the costs aasoclated w1th the 

capaclty returnlnQ from UPS t o terr1tor1Al serv1ce 

That t1me 1s n~w . 
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Paoe 1.3 

Please brlefly rev1ew Gulf's generat1~n expana1on 

plannioo process . 

The ne~d f o r g~neratlnQ c apa c lty 11 dr1 ven by t he 

e l ec tr1ca 1 requ1rements of our c ust omers after due 

cons1derat1on of demand-slde alternatlves The 

principa l f actor we consider 1n determln l nQ the n ~ej 

for new generation facllltlws 11 the peak hour Jemand 

forecast . Utllltles typ1cally cons1der the de=a nd 

fo recast over a f ifteen-year per1od or l onoer 1 , 

Gulf ' s lono-ranoe ooal 1a t o have econom1 c al . 

r~l1Abl~ oeneratlnQ capacity ava1 l Able f o r ou r 

terntorlal c ustomers· needB . In order t o meet the 

antlc1pated demand that often develope lrreqularly 

and 1n i ncrements much smaller than the c apaclty o f a 

larqe , efflclent oenerat1no unit , and to rea ll ze t he 

econom1e1 of sc a le inherent ln laroe unlts . ~o st 

elec trlc ut1llties w: ll construct "blocks" of 

generating capacity which are temporarily 1n exc ess 

o! the requiremanta antlclpated at the tlme the unlt 

1a 1nltla:ly b r ought on line If the utility were t ~ 

conatruct a blcck of oenera tino capacity each year t o 

aatlafy only the annual lncreaae in deaand , tbeae 

small blocks would be much h19her in coat on a per 

unlt basis and muc h lower 1n effi c ienc y . rurt he : . 
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the c apa c1ty mus t be planned year s 1n adva nc t a n~ th e 

pl annlnQ must cons1de r a ~u l t ltude o f t echno l oQ! ca ; 

and economl c fa c t or s t h at are cons tan tl y ch anQ. r. Q 

I n p lannl nQ Qe neratlnQ c apac1ty add1t1 ons . c~ · t 

has ce r ta1n advan taqes that qrea t l y be nef i t l ts 

customers . Gulf . Ala.ba111a. GeorQUL an d Masaa1pp1 

Power Companlea . and Savannah El e c tr1 r and Power 

Company c ompr1se the Sou thern elec tr: c sya t em. whl ch 

opera t es as an lnteqrated qeneratlon and tr ansm1ss : on 

n etwor~ over a f our-atate area . Coord~ n ate d p ! ann l nQ 

w1th our southern syste~ afflllates a l onQ w1 th l h e 

capac1ty equal!zatlon process o f t he Intercompany 

Interchanqe Contract ( IIC) allows for the staQQe red 

cor.struction o f latqer, more etf1c1ent qenera t l n ~ 

un1t1 spread throuqhout the ~ou the rn elec t r l c system 

1 7 Q. Has tbe c o .. 1aa1on prev1oualy recoqni%ed tbe aavinqs 

18 aaaociated with tbe purcbaae of tbe Scberer capacity? 

19 A. . Yes . In Gulf's 1980 <Ate c ase , Docket No . 8 000 0 1-E U. 

20 and aqa1n 1n subsequent rate c aaes ln Doc kets 

2 1 No . 810136-IU , 82 0 150 -tU , and 84 00 86 - £1 . t he 

22 Coam1aa1 or. allowed recovery ~tnd uortlzat 1c.. n o f the 

23 Caryville cance ~ lation charqes on the baa1e of t he 

24 aav1n71 t o be rea l i z ed throuqh the purcha se t f Plant 

Schere r qeneratinQ c apac 1t y . 

. . 
j 
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o. would you pleas e suaa3rlte the events leadlnQ t o tbe 

cancellation o f the plant at Caryvi l le and ~be 

) aubsequent purcbaae of Scherer Unit 3 capactty7 

4 A Our October 1974 load f o re c ast lndl c ated c aryvllle 

Unlt 1 could be de fe rred fr om 1979 t o 198 0. rn 

6 October 1 97~. Gul f deferred Caryv lll e Unlt 1 f or twc 

7 addltlonal years be c ause o f the twatlablllt y o f 5 CC 

3 ~w o f Qenerat lnQ capac1t y at Plant Oanlel The 

9 pu r chase o f Plant Dan1e l c apa c lty waa an ex ce llwnt 

10 oppo rtunitY f o r Gulf Powet Cvmpant to add Qene :atlnQ 

11 capac lty at conside rable savlnQ5 f or 1ts customer~ as 

12 was noted by the Commisat on 1n Docket No . 8 40086-EI 

lJ Subsequent ly, Geo rQ la Power Company deter~ ~n~d 

14 that. due t o dec l1n lnQ l <ad orowth , it uoul d have 

1~ c apac1t y available !or sale at tts Plan t Scherer ~n 

16 the mld -19801. Plan t Scherer would con111t c! four 

17 818 mw nameplate un1ts. After lnforminQ the 

18 Comm1ss1o n of its 1ntenttona . Gulf Powe r Company be~a r. 

19 d1scuas1 ons w1th Georo1a 1n 1978 reoardtno the 

20 possible purchaae of capaclty at Schere r . Th~ 

21 po tential f or purchase enabled Gul! to eval~ate the 

22 po al1b111ty o f canceling c aryvi lle Unit l because o t 

23 the ston1 f1 ca nt 1av1no• to be re~llted. Sub1e7Uent ly , 

24 t he dec1a1on wa• made t o c ancel c aryville Unit l and 

2 ~ t o purchase a po rtl o n o f the available Scherer 
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capacl . y. 

2 

~ Q. Wbat amount o f Plant S~berer c apacity did Gulf Po~er 

• co•pa.n y or1qinally plAll t o purcbaae fro• C.orqu 

~ 

6 A. Schere r capac1ty from Units 1 throuqh 4 wa s 

1 orlQlnally included 1n our budqet prepared 1n l ate 

e 197 8 . At that tlme , wt p l anned to buy a t o t a l c ! 

9 43: mw o f c apac1ty from 1985 to 1987 . 

l C Scnerer Unlts 3 and 4 were subsequently defer r ed 

1 l fr o111 !98 5 and 198 7, to 1 987 and 1989. respectlve l y , 

12 and Gulf sllqhtl• · mod1f1ed lt l planned part1 c 1pat ~ c r. 

• 13 from 13. 3 percent o f a ll t our un1t1 t o 25 percent 

14 each • f only Scherer Unlts 3 a ~d 4 . repreaen tlnq a 

B total o f 404 mw o f net qeneratlnQ c apabi lity . 

16 

: ~ Q. Did Gulf further reviae ita participation in Scherer? 

18 A. Yes . Gulf Power Company revised ita part lctpat l on ln 

19 Scher er 1n 1983 t o exclude part1clpat1on 1n Un1t 4 . 

20 The declalon not t o par tlclpate l n Unlt 4 wa s a 

21 resu . t o f c ontinu1nQ unc~rtalnty with respe ct t o 

22 future deDand and the antlclpated oppor tun1 ty to •eet 

23 dema~d increases throuqh o ther supply option • as ~e ll 

H aa d emand a1de optlona. Chanoea 1n eattmated fut ure 

25 Qene - a tlon costs al nce tha t tlae have conf irmed that 
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Gulf ' s next capacltY neecs c~u:d be be::er served t1 

cor.s truc t l nQ addltl ~ ne! peaklnQ c ape c1 t y es oppos ed t : 

the purchaa• o f add ltlona l base lo~d capac!ty Lo ad 

qro~th haa also been met by the ex t ensl o r. o t t~~ 

eatlmated ret 1rement dates o f ou r exlst: no un:ts . 

Based on the st udy completed ln early 1987 . Gu ! ! 

determ1ned tha t lt was more ft conomlc al t o extend the 

expected retirement date o f lta exlstlnQ un:ts rather 

than construct or purchase add1t lonal oener! tl o r. 

Q. How aucb Sch er er capacity is Cult requeat1nQ be 

included 1n its rate baae ? 

A. r.ulf'l share of Plant Sch erer Unlt ) 1s 2~ percen~ . 

o r 212 mw . Of thls aaount , 149 aw 11 pre1ent ly 

dedicated to UP S; and we r equest that the rema1n1n9 

6 J mw be approved b y the Comml&llon a• an addltl cn t c 

CLl f ' s rate ba se . 

Q. Nb t abould the 63 ~w of Scherer c apac ity be 1ocludftd 

1n tbe rate baae? 

A. Wben Gulf firlt c ame befo re this Comz1aa 1on 1n 1978 

to r eview 1ta proposal to sharL ln Plan t Scherer. the 

Coamiaa1on aqr••d w1th us that there were a1qn1f 1cant 

benefits to be Q&i ned f or our c uat oaer• by our 

participation in Scherer r athe r th an construct l nQ 

J 
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In addltl on tc construc :: or. 

costs savlnQs . ou r p a r t lc lp~tl on !n UPS benef it t ed 

our own terr1to r1al c u~tomers. a1 we l: as cus t?mers 

o f e the r ut 1l1t1es 1n Flo r1da pur chasl nQ 

"coal-by-wlre " aa a aubstlt ute f or o ll-flred 

qeneratlon . The Comm1 111on e~couraqed us ~o proceed 

We ha ve rev 1ewe d wlth this CoomlSSl on our plans t o 

share 1n Plant Scherer 1n ou r las t fou r rate c ase s . 

and 1n numerous o ther proc eed1nqs . Wlthou t 

exceptl on. th~ Commlasl on haa aqre ed w1th us tha t 

1nvest1nQ 1n Plant Scherer waa the pruden t cour s e 

The Comm11110n al1 o continued to encou raoe us t c ma~e 

o ff-system sales t o the max: mum extent poss1ble 

have done thl ~. Deapite these efforts , we have bee r. 

unable t o market 6J mw o f Plant Scherer c apaclt Y t hat 

we are request1nQ be t upported by our t er r1t c r1a l 

customers f or whom th11 capac1ty was bul lt . 

19 Q. How that Plant Caryv1:1e baa been cancelled , what 

20 will becoae of tbe caryville aite? 

21 A Caryvi lle 11 certified under the Power Plant Sl tl nQ 

22 Act and reaa1na one of the few IUltable 11tea ln 

23 Northweat Florlda t or a ateaa electri c qeneratl nQ 

2 4 plant t ha t ia a viable l ocation f or i uture qenerat lon 

25 needs f or Gulf Power and the Southern e l ectrlc 
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sys tem. Ever. thouqh the two 500 mw un 1ts . c ert~t 1 e o 

2 1n 1976 under r lo rlda s Power Pl an t s :t 1n9 k c : . ha ve 

. \ . . . 

3 bee n cancel l ed. the s1te reaa1ns c ert 1!1ed f er 3CCO mw 

4 o f c apac lty . Wlth supplementa l appll c atl ons t o s tate 

envlronmental aQenc les . the 11te c an be u t 1!1 ze~ ! o1 

6 coal- Cae<i qeneratl on 1n the fut u r e . Gult · s custo!ll ers 

, w1ll beneflt by hav l nQ a certlfled Jlte read y f o r use 

a when new qenerat lon 1s needed . The Qco l oQtc a l and 

9 other Slte work wh1ch was prev1ously completed w1l l be 

10 u t1l1zed when a un1t 111 bullt 1n : he fut ure 

11 There f o re. Caryvlll e 1s st1ll a v1able . c er~:f l t d 

12 site for future base load coal ca~ac1ty 1n the 

13 southern syst~ :. . The comm1ss ton aQreed w1t h 

14 Caryv llle ' s lnclution 1n rate bate 111 plant held f e r 

15 future use 1n Docket Nos . 800C0 1-£ I. 8101 36- EU. 

16 820150-EU and 840086-EI. I n Order No. 96 28 , the 

17 c ommlss lon supports this dec1s1on by stat l nQ . "We 

18 aqree with the Company th a t lts plans for t h e s :te a r e 

19 suff1clently definite t o warrant 1ts 1nclu11 on . an d 

20 that to deuy the requcat would be t o the d1aadvaotaQe 

21 of ratepayers in the lonq run .• Inclus1on ot the 

22 Caryville lite in rate bale as p l ant held for f uture 

23 uae is stlll a prudent de c 111on by the coapan y and 

24 should be approved by this Coamlaaton . We feel that 

25 lt 11 extreEely impo rtant f o r thl l Comm1aa1 on to 
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contlnue t o rec oqn1ze the f uture value o f tt.:s sl te 

t o ou r customers . !t 1 1 f o: thls reason t ~at we a~e 

J holdln~ thl a Slte 1n p lant held for future use 

~ Q. Ia tbe preaent property owned by Gulf Power Coapan y 

6 at Caryvi lle of a sufficient a1~e t o acco .. odate 

7 tbeae lonq-ranqe plana ? 

8 A No Changea 1n e nv1r c nm~nt al regulat1 ons now req ~ l• e 

9 flu~ qas deaulf ur lz at1 on ! FGO ) ay1teaa or LC rubbers 

10 to be installed on any ~eneratlnQ un1t1 constructed 

l ~ at the s1te . Addltlonal space wlll be requ 1red f or 

l 2 the scrubbers and also f or dlapoaal o t the s c rubber 

13 sludQe. In add1tl on , present plana would c al l f e r 

1 4 more econom1cal 800 mw un1 ts wl th acnJbbera to be 

1~ ut l l1zed at the Caryville s1te, rather than ~0 0 mw 

16 units . Because o f the 1ncreaaed a1ze ot future b a5e 

17 load coal un1ta and the addltlonal land requl red fo r 

18 scrubbers and thelr by-produc ta. lt la ne ce 1sary t~at 

19 Gulf purchase add1t1onal land aa lt becoeas aval 1able 

20 

21 Q. Why ia thia addition~! land purchaae laportant at 

22 th18 tia,? 

23 A. S1nce the units are no t needed 1aeedlately . r.ul! can 

2:4 aecurt the available ~roperty as 1t comes on the 

2S market at a auch lower prlce . I f we were t o walt 
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untll th e com~en ceme nt o f constru c tt ~ n cor.d emr.a:1 o: 

proceedlnQs may be neces;ary and the value 01 t h~ 

land w1 l l probably be 11Qnlt 1c antly hlQher . Th' 

ext r eme dlff l cu lty we would fact 1n a cqulrlnQ and 

cert lfylnQ 11tea 1n the f utuze ~akes 1t prudent t o 

procee~ Wlth the pur chas e o f add1t1 on a l property at 

c aryv1lle as l t com es on ~h e market . Wl thout t he 

8 1nclua1on o f the funda 1n ou r budqet f or buy lnQ th e 

9 add1t1onal l and . our cust omers w1 ll be sub)tcted to 

10 expected hlQher coats o f acqu 1a1t1 on 1n the fut ur e 

11 we fee l the purchas e of l and f o r thls slte as lt 

12 becomes a va ll4ble 1s a pru~e~t act1on . 

l3 

14 Q. You indicated that your areas of reapoo1Lbil1ty 

15 include Production and Transa11aion . How do Gulf 's 

16 o & H expenaea budoeted for 1990 1o these area• 

17 coapare t o prior ye ar 1989? 

18 A. Wlth1n the Produc t l on area . Gul!'~ o & H expe nse s a re 

pro) ected to dec r ees• by S26 ,098 , o r 0.05 percent . 

20 from 1989 t o 1990. Transm1ss1 on expenses 1ncrease by 

21 $1 .0 m11 11on . o r 17 .0 perc ent , f or t hi s same per1 od 

22 An explanation f o r these var1ance1 c an be f ound on 

23 Hr . scarbrouqh's Schedule 1 . Thla compar11 on aJd the 

explanat1on provided tnd1cate that the overall 

var1ance for theae areas f o r 1990 o & H expe ns es over 
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3 Q. Please suaaar i ze the 1990 0 ' H budQet as 1t pert~lnt 

• to your are3a of responsibility . 

5 A. . ':'he total 1990 0 & H budQet . leu fue l an d purc hased 

6 power . u Sl 29 .7 1111 111on. Of thu 11moun t . those 

7 functi ons under my responslblllty have S60 m1ll1or. 

8 budQeted. 

9 When Gulf c ame befor e thls commllll on l n Docket 

10 No . 840086- EI . we stated that our 1~84 budQe t ed 

11 pro] ect:~ns were the level requ1red for normal 

12 opera tlons . In Order No. 14 030. the Commus1on 

1 3 reduced the amou~~ requested based on actua l 

14 expendltures throuQh July 1984 belnQ unde~ the 

15 budQeted level needed for normal operations . as we ~: 

16 as other ad)uatments made r elatlnQ t o benchmark 

17 JUStlflc at lons . Thls further reduced the al lowed 

18 0 & H below the level needed f or normal operatlons 

19 Therefore. we do no t bel1eve that the level of o & M 

20 allowed 1n Or~er No. 14 030 1s an appropriate level t o 

21 uae for a base year . UalnQ the aore r ealistl r 1983 

22 0 ' H level allowed 1n Coamisslon order No . 11498 as 

23 the baae. the Production dDd Tranaa1111on funct l ~n• 

24 are under the benchaar~ by S2.8 million . Th ls 

25 lnd 1cates that the use of the 1984 allowed 0 & H. 
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whlch we cons 1de r t o be lesi than nor~ol operat 1ons 

requl re s a spec 1a l ;u st l fl c &tl on o f a l arQer por ~: on 

) o f our 1990 0 & M tha n would have bee n necessa ry had 

a nocmal level of 0 & H been ua e~ a• th e base year 

5 

6 Q. Notwitbatandinq your expre••~d conce rn• . pleas~ 

7 coapare Gulf 's 0 & H expensec for 1990 to the 

8 benchaark level for eacb of your areas . 

9 A . Shewn on my Schedule 11 18 the 0 & M benchmark 

10 compar1s on f or those tunct 1on 1 1n my area o f 

11 responslblllty . The )Uit lfl catl ons for the v6r!anLrs 

12 are l ocated 1n HFR c-~7 ; however , I would l l ke to 

13 prov 1de t urthtr exp l anatlon ! or the Envlronment a: and 

14 Southern Company Serv i c es Research ana Developme nt 

15 CR& OJ and fuel related expe ns e s ot those var :a nc es . 

16 As noted on my Schedule 1 1 . Hr . Colen Lee w1 ll add ress 

17 the rema1n1nq "Steam Productlon• an G "Other 

18 Pro~uctlon " expenaea. and Hr . b ill Howell w1l l 3ddress 

19 "Tr ansm1sslon" aod "Other Power Supply" expenses . 

20 In the Producti on area , we are over the benchmo.k 

2l for reaearch and deve lopment projects by 121 0,000 

22 Each of the pro,ecta llated 1n ~FR c-57 haa heen 

2J undertaken 1n an effort to •alotaln the l owest cost 

24 of aervice to our c uat omers while atr1v1nQ to =1n1m1ze 

2~ our 1mpac t on the env1ronment and t o •eet 1ncreas1nqly 
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eff1c1~nt manner po ss1b l e . These researc~ and 

development pro ) ects reflect Gulf ' s comm1tment t o 

cor.t1oue developlnQ and te&tlng ~ew techno loQles t o 

meet that goal . 

The costs re la ted to the Electr1c Power Resea: cr. 

Institute (EPRI J have also 1ncreaaed by 1 242 ooo f o r 

the ?roductlon functlon . The 1990 b udget 1nc ! ude$ 

payments t o EPRI uountlng to S l . b m1 ll1on . Sc h cd~!e 

12 shows the 1990 budget f o r EPRI by ltS varl OU I 

dlvlslons . EPRI 11 a non-proflt organ1zat:on 

dedicated to co~~~ct1ng resear c h and develo~ment ~ n 

behalf ot the natlon·s elec trlc utlllty 1ndustry 

1s voluntarily funded by more than 600 ut1ll t1ea 

throuQhout the U. S. and 1ncludes 1nvestor - owned an~ 

publicly owned utllitle& and rural electrlc 

cooperatlves . The benef1ts o f EP~I pro) ects are muc~ 

Qreater at less co~t from these nat1onal eff ort s than 

1f Gul f pr1vate ly funded l t& own research. 

All Deabers o f the var1ous EPRI coma1ttees. drawn 

from the operating companies of the Southern syate~ . 

repreeeot not only the 1nd1v1dual operat1nQ co•pan1es 

but the entire Southern ay1tem . Gulf . if 1~ we re an 

1solated coapa.ny, would no t be able to re c e1 ·'e the 

benef lts of partlc l patlon 1n the large number o f EPP! 
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pro jec ts due t o the comm1t me nt l n fu nds a n~ tlme 

requlr&d to aer ve en £P RI com~lttees Beca use :: : s 

a unlt o f the Southern electrl c 1ystem . Gulf re ce l " ts 

the beneflt of system moneta ry and t lme commttment s 

made ~Y the other operat:nq compa n leli and has :ts 

v 1ewa made known to EPRI 1n a faah 1on that otherw1se 

wou) d not be poaalble . 

Q . Is Gulf a boat utility f or any ODQOiDQ IPRI apooaored 

A. Yes . Gu l f . 1n con )unct l on wlth Southern company 

s erv1 c ea (SCS ). 11 eva luatlnQ a 10 mw, hlQh liultur 

co a l fabr lc fllter baqhouse for ash collect lo n at 

Pl ant Scholz. The baqhouae is ~n alte r nat1ve t o 

electroatatlc preclpitat~rs wh 1ch may be neede d t o 

compl y w1th 1ncreas 1nqly st rloqent partlculate 

~m1ss1on standard• The re•ul ts o f th l s r e1earch 

effo rt will be useful f r f uture appllcatlons of 

baqhouaes natlonw1de . 

o. Are tbere any projects in wb1cb &PRI and Gulf o r 

southern are joint participants? 

A Yes . Gulf Powe. and The Sou thern coapany have Leen 

awarded co - fundlnq by the redera l Departeent o f 

Enerqy (00£ 1 for demonstra t ion projects under th~ 
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DOE ' s Inno vatlve Cl ea n Co al Technoloqy oevelop~ent 

Proqram. Th 11 proqram 11 deSl Qned to conduct 

research and p 1lot scale test1nq of new em 1s s 1or. 

control technoloqles and o ther systems to lmpr ove the 

e ff 1c1 enc1es o f burning coal t o generate elect r 1c 1ty 

Two o f the four pro)ects awarded t o Southern are 

located at Gulf'a fac11 1t l es . The1e proJects are 

co-funded by DOE , southern. and EPRI . southe r n w1.l 

prov1 de the technical expertlse and leade rshl p f or 

th e cl ean coal pro )ects throuQh ita des1qn . 

leadershl p . proQram de•~elopm1..nt . and pro)ect 

management . EP ~ I . as a pa rtne r . w1 ll provlde 

technlc a l expertlse . co-fund1nq , and r eport 

dlstr1but 1on . Gulf , as a sp~naor, wil l allow :he 

pro) ec ts to be implemented on exlstlnQ bollers at 

Plant Crist and Plant Smlth dur1no the 1989- 1992 tlme 

frame . In addition. Gulf w1ll pr ovlde opera t1ons 

support f or both pro)ects, and con1truc t1on 

manaqement on the Cris t pro] ect . Gulf. tPR I . and scs 

have ~ definite role to play wl th no dupllcat1on of 

eff ort a.on~ the throe partn ~ rs . 

!PRI'I propo1ed research and development proqrcUI 

includes expenditures whic h are 1pread over 

approximately 60 diffe rent strateqlc proora=s . Gulf 

Power Co•pan y or southern Company serv 1ce s could r.ot 
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dupl!cate either the ranqe o f expenses o f EPR l or the 

2 

J 

4 Q. Ia tbere research that Gulf undertakes independent o f 

~ IPRI7 

6 A. Yea . Gulf , throuqh the Florida Electri c Power 

7 Coordlnatinq Group (FCGJ and southern company s erv1 c es 

8 (SCS I. c onducts or sponsors research lndepeodent o f 

9 EPRI that may be of more reqlon al or local 

10 llQnlflcance . Also, some pro)ec ts may requ1r e a 

11 smaller scale than EPRI can eff1c1ently undertake. 

12 For example , Gul ' Power Company , aa a me~er o f 

• 13 t~e FCG , participate• 1n the tund1nq o f an ac 1d 

14 deposltion aonltor1nq network in Florida . Th ia 

1~ proqr am cont1nues the mon1tor1nq o f the r lo r lda Ac ld 

16 D•posltion Study which was completed in 1986 . These 

1 7 efforts are des1qned to continually determ1ne the 

18 impacts fr om acid r ain , if any, on the environment o f 

19 Florida . The moni torinq network i s ln operatl on t o 

20 determine any trends in tbe acidity of f lorlda ' a 

21 rainfal l. The da ta obtained a lso ~omplements the 

22 National Acid Precipitation Assessment Proqra~ 

2J (NAPAP J which is an assessment o f the e ffect o t ac1d 

24 deposition 1n the Uni ted States . 

2~ The FCG conce ntrates 1ts efforta solely on t he 
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State o f Flo r1 cia. 1ts Cl tlzens , and lts c llmatP a r.d 

has pro) e c ted t he e ff ect of r lorlda ' & eml SSlons or. 

the nor ~ heast e rn area o f the Unlted States 

acco~pllshed by the r cc haa bee n 1natrumental ln 

demonatratlnQ that Florlda does no t ha ve an ac 1d 

depoa1t1oo prob l em . These efforts were 1s o lated t o 

flor1da only , wherea1, EPRI 's work la nat1onw1de . 

An~ther ex&mple would be the Florlda SeepaQe ~ a~e 

Study. It haa been Wldel y known s1nce the 1960s t hat 

flor1da has a number of hlQhly ac1d1 c lakea . Tha t 

tact was supported by a 1986 survey o f lake qua llt y by 

the Environmental Protectlon Aqency ( EPA ) that f ound 

Florlda had the h1qheat number o f a c 1d1 c lakes 1n the 

Unlted States . 

The fCC , EPA , and EPRI have joined Wlt h the 

Unlted States Geoloqlcal ourvey ( USGS ! and the 

Flor1da Department of Environmental Requla~ l on ( DER I 

to address that concern . T~ree lake• are be inQ 

atudled : Lake Lu:erne in centra l Florlda , Lake Ba rcc 

1o North Flor1da und Lake Flve-o 1n Northwest 

rlorlda. Field work haa bequn and prellm! nary 

f 1nd1nQI ahou~d be completed 1n tlat t o cont r ibute 

data t o NAPAP . 

Kr. Paraooa , do you feel tbat Gulf'a leve l of 
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participation in reaearch pro)ects i• appr op ~ lat~ and 

2 prudent? 

3 A . Yes. 

4 

5 Q. How do budqeted expeoaea for soutbern Coap&Jly 

6 serv!cea coapare to tbe beocbaark? 

7 A. Southern company Servlcea (SCS ) expenaes are over the 

8 ber.chaark by S907,000 prlmar1ly because of new 

9 env1ron1untal and research proqrama wh1ch have been 

10 established alnca ou r 1984 fllinQ . The Coamls& lon's 

11 first ad)ustment wa1 based on annual1zlnq the 1984 

12 act ua l expenditure• tnrough July and comparlnq thls 

level to the 1984 budget . Tbe difference o f 

14 S1 . 9 alllion waa reaoved from the requesteo o • M 

1 5 level. on Schedule 13, a comp~r1son has been •~d~ o f 

16 the 1984 budget to the 1984 actual expenaes . scs 

17 charges were under budqet by Sl . l m1 111oL versus the 

18 S1 .9 mil:1on reduction •••~•sed by t he coa.1aa1on ln 

19 Order No . 14030 . Thus , the actual expenaea 1n 1984 

20 were 1786,129 ovar the a .. lowed 4.11ount . Approximately 

21 S339 , 000 of this uount •tas in the Production 

22 function. ~• reaainir.g adluataeot aade by t he 

23 Coam1aa1oo in Order No . 14030 waa for product1on 

24 enQ1neer1nQ expenaea. HFR c-57 prov1dea a detalled 

)Uitlflcation for the t ota l variance in the 
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3 Q . Wby d~ea Gulf uti lize scs for 1upport 1erv1 c es ? 

4 A. scs prov1des Gulf wlth th~ moat econom1 c al ~ean s . t 

5 obtalnlnQ a por t lon o f the expertlae and manpowe r 

~ needed to fulfl ll our obliQatlon ~ 1 serv1 c e t o our 

7 : uatomers . SCS ataff members are avai l ab l e as an 

8 ~xten11on o f Gulf 's stat! , on cal l aa neede d . e n~ 

9 respons1ve t o our needJ . scs 11 an ln-houa e se r v1ce 

10 orQanlzatlon within the Sou thern elec trl c sya t e~ th a t 

11 pr ovides , at coat, a multitude o f t e chni c a l . 

12 scl entlfic , financl a l. and advis ory serv1c e s t c the 

13 operat1nQ memb~ ~ s of The Southern Company . scs s ta f f 

14 ~embers maintain complete fil e s o f wor~ perf orme•1 f e r 

15 the operatinQ companieJ and ma y be contac ted on a 

16 dal l y bas1s eaaentlally as a part o f ou r st aff The 

17 load ra t 1o s hare o f much of the e xpert l se prov1ded 

18 throuQh scs allows Gulf to m1nlm1ze its cost s throu Qh 

19 fewer empl oyment• o f out alde cons ultan t• who woulc 

2 0 requ ire extena lve br1eflD9 on the bac xQround o f ma ny 

21 111uea ; wherea1 , scs . throuoh lt a da ily contac t w1th 

22 Gulf , il t .. 1liar with the•• 1aauea and our ne eds . 

23 

24 Q. rou have atated that you uti l ize scs tor ataff 

funct i ona . Do you parti c ipate ln t he i r budQet 



l 1.! I .J 

Docket No . 8 9 1 3 4~-E! 

devttlOPIIent? 

Wltneaa : E . B. Pu·aona. J r 
PaQt , ! 

2 A. Yes . tach area ot scs submtts coptes o f 1ts 

3 prellmtnary budqeta t o C.ulf f or rev1ew and comment . 

q If there are certaln l t ems or manpower requ lrements 

~ that do not dppeLr reasonab l e . they are d1scu sa ed 

6 w1th SCS and the other operat1nQ compan1es f or 

7 clarlflcation and ad,ustment t o the budqets . 

8 

9 Q. Hr. Paraooa , bow do you deter.ioe and control the 

10 work of SCS? 

11 A. Gulf prepare• a written requeat to scs f or spec1f1 c 

12 ltems that are needed. The AccounttnQ Department of 

l3 scs then establlshea a work o rder numbe r . All coat ' 

14 o f scs relatlnQ to this work ar~ charged t o thls work 

l~ order number . The charQws are t ransmltted t o Gui f on 

16 a monthly ~AilS and revtewed by the lnd1vtdual 

respon~ible for 1n1t1et1n9 the first request f e r th 1s 

18 work. It 11 then rev1ewed and approved by the 

19 Olrector of that department pr1or to ret urnlnQ the 

20 voucher to Gulf'l Acc ounttnQ Oopartaent . 

21 Hr . Lee and Hr . Howell w111 addreas the r ol e o f 

22 scs as it relatea t o each of the1r departments 

24 Q. Wbat coal atockp1le level baa Gulf been aalota1o1nQ 

2~ for ita coal-tired qeneratioo? 
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Prl or t o 1984 . ou r po l1c y was t o ma1 nt a1 n a co a l 

inven tory leve l equa l to a 60-day bur n a t f ull 

nameplate c apa c lty . This meant that we planned t o 

have enouQh co a l on t and s o that . 1n an emeroe nc y , 

our coa l-fueled un1t1 could run the equ 1va l ent o f E ~ 

days loaded t o full na.eplate Qenerat l nQ c apac lty 

We periodically rev1ewed that po lic y and determ 1ned 

that 60 days nameplate burn was a prudent end 

nec easary level. 

ourlnQ the 19801 . computer technoloqy advan : ed t o 

the po1nt that coal stockpile models could bt 

utlllzed t o predlct a des1red inventory level Cu l t 

utilized an out•lde conaultant durlnQ 1984 t o pe r f ~ r~ 

a comprehensive study us1nQ these new ane l yt1 c a l 

techniques . The study suppor ted Gulf ' s co a l 

inventory proposal in Oocltet 840086-tU . The 

Commiss lon staff uaed outputs fro• the consu l tant ' s 

modol with different inputs to evaluate our propo sa ~ . 

Tbe resu l t , wh ich was explained 1n the CO&D l l& l on · , 

Order No. 14030, resulted in an inventory l eve l end 

equivalent work1nQ caplte l allowanc e f or 108 da ys 

projected burn or 57 days na•enlete . We accepted 

thil lower inventory level as reaaonAble end adop t ed 

lt a• our po licy . 
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Q. Has Gu J f Po~er revlaed its policy re lative to 

2 inventory level ? 

J A. Yes . Gulf Powe r does an annual r c v1ew o f appr ~prlate 

4 1nven co ry levels This review l& conducted pr1o r t o 

5 beqlnnlnQ the budqe t process so that any chanQe : .1 

6 des , red lnventory levels c an be fa c tored lnto the 

7 fuel budQet. 

8 

9 Q. What r~aources we re ut111~ed 1n dev e loplnQ the 

10 lnventory level? 

11 A. The £lectr1c Power Resea rch Inatltut e I EPR I ) and the 

12 electr1c ut1lity lndu&try have been work1nq on an 

13 ac c eptable computer i nven t o ry mode l to ut1 11:e 1n 

14 opti~lzinQ f~ . l invento ries. Tbe Utl l1ty rue: 

15 Invento ry Hodel (UfiH ) was tested by a number c~ 

16 utlllt l es . lnclud1nQ southern , and now 1s oenera l l y 

17 acc epted by both the electrlc uti llty lnduatry an d 

18 11any public servlce colllll!i&slon a as tllt 

19 s tate-of-the-art 11odel in determlnlnQ appropr ia te 

20 lnveotory level s 

21 The purpoae o f UYIH 11 t o ba l anc e the coat o f 

22 carrylnQ a fuel atockpile eoainat tbe probablli&tlc 

23 coat of load not belDQ served ahould a utility run 

24 ou t ot f ue l. The coat of c arry1nQ e partl cul er l e ve! 

2~ of coal inventory 11 simpl y the cerrylnQ charqe s 

---- - - ---
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assoc1ated wltn the lnvest~ent 1n the coa l p1le The 

= 
model 1nt e ~nally compares tha t cos• w1t h the 

3 e ttlmat ed cos t ~ of runn l nQ out o f fuel and havl nQ t ~ 

4 purchase e~erqency enerqy from some sourc e out slde t he 

5 sou t hern elec trlc ayst em . The r11 k o f runnlnQ ~J ~ ~ ! 

6 coal 1s related t o the probabllltles o f aupp ly 

7 d1s rupt1ons or bur n uncerta1nt1es . 

8 UFIH conalders such lnputs as the f uel h ea t l~ Q 

9 val ue, the plant heat ra t e, terr1tor1al enerQy su pp ly 

:o uncerta1nty , aupply conatralnts, and d1srupt1ons _n 

11 supply or burn . Those d1arupt1ons 1nclude 

12 probabl ll tlea aasoc 1ated w1t h lock out aqes . fro~en 

lJ ri vers . drouqht , other t ransportatlon rlsks . coa l 

14 unloadep fallure , etc. 

15 

16 Q. Waa a study o f Gulf Power•• coal inven tory pe rformed 

11 f or the 1990 FUel Budget? 

18 A Yes . The UFIH Wal run U&lnQ th e ~ atest ava1 labl e 

19 burn for ecaat and updated aasump t 1ona . Afte r 

2c. rev1£winq the reaulte o f the 1tudy , a dec 1s1on wa s 

21 made on a new inventory leve l pollcy . 

22 

23 Q. What ie the oew inventory level? 

24 A. The new deeired inventory level ls 53 days lt 

25 • namepl ate capacl tY burn or 105 days ~ r o) e ct ed bu r~ on 
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a s y, tem we lqhted overaqe ba&l &. Schedu l e 1 4 re! ! ec:s 

~ the old and new l nven t o ry po ll CY f or each ~ t Gul! ' s 

J qenerat1nq plants to r the system . 

4 

5 Q. Baaed on tbia new policy, wbat 1a Gulf's forecasted 

6 1990 inventtJry? 

7 A . our 13-month averaqe coal inventory f or 19 90 1s 

8 fore c asted to be 1~7.4 m1111 on, repreaent l nQ 

9 approx1 ma t ely 1.0 m1111 on tons . A deta1led 

10 c al c ulat1on of the 1nventory 11 conta1ned 1n 

HFR B-174 . 

12 

13 Q. What price waa uaed to calculate tbe averaqe 

14 inventory level for tbe 1990 ruel Budqet? 

15 A. The pr1ces uaed were comp1led ~Y the 1990 rue l 

16 Budqet. The ruel Budqet 11 deve l oped UllOQ the 

17 s outhern e l ec tric aystem Fue l Optimlzatlon and 

18 Evaluatlon Syatell (FOES I model . The detal ll and 

1 9 assumpt1ona uaed in th1a model are deacr1bed 1n HFRs 

20 r-9 and F-1 7 . ~e 11odel does an lndlvldua l 

21 calculation of price f o r each contract ualnq the 

22 actual eacalation clause• and pro• ected indexes . 

23 Pr1ces of spot aarket coals are f orecast fro~ 

24 1nformat1on developed at fuel pr1ce acenar1o t em1na r s . 

25 
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Q. Have you included in your requeat for work1DQ cap1ta l 

an aaouot for in-transit coal? 

J Yes Under Gu lf 's coal procurement ~roqram . paYJ1Pnt 

l & req u1r ed pr1or t o rece1p~ . Tltle and 

~ respons l bll lty for the coal 11 Gulf's once the cod l 

6 1s loaded lnto the baroe ; therefore. Gulf has c ap1tal 

1nvested 1~ coal whlch lt haa not r~ ce1ved and ls not 

8 ~ncluded 1n lts 1nventory . A calcul ation o f t he 

9 amoun t requested 11 1ncluded 1n HFR B-1 7a . Slnce a 

10 ma Jor port ion o f Gulf ' l coa l tupply 11 dell vered b/ 

1: barqe . consldtr&ble t1~e is lnvolved in transportlnQ 

1 ' " the co a l to the plant sites . Thia 1nvestment 1n coal 

lJ that 1s 1n translt has a s1qnif1cant effect on the 

14 com;any's cash flow determination at any q1ven t lme . 

1S For th l & reas on , the 1n-tran11t co a l amount shoul d be 

16 1ncluded 1n the worxlng c ap ~ tal component o f G~ l f ' s 

1, rate base . 

:a 

19 Q. Pleaae suaaar1ze your t eatiaooy . 

20 A. The coaaitment of the Dan1el and Scherer capac1ty !or 

21 territorial service is the ma Jo r factor creatinQ 

22 Gulf's need f or rate relief . Part lcipatlon 1n 

23 o ff-ayatem aales by Gulf provided : evenues from 

2• temporarily surplus enerqy and c apacity and the 

2~ opportunlty to purchase thl& low cost qene rat1on at a 
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sav1nqs to our customers . As prov lded by the UPS 

2 cont racts. thla c a~aci ty i s no~ ava1lab l e t o s ~ ppcr t 

J ou r own terr1to r 1a l r equ1rcaents . J y returnlnQ t hl s 

4 capac1t¥ t o our rate bale , we must al Go ret urn al l 

5 assoc iated costs . 

6 I have explalned the variance between ou r 1989 

7 and 1990 0 & H expenses . I have pr~v ldtd add1~1on al 

8 ) ust1fl c at1on on the 0 & H Bench~ark var l ancea ! or 

9 thole areal under my reapon11b1l1ty. 

10 Finally. I have preae r ted to the comm ls11 on t he 

11 bas11 ! or our deslred coal stockpile leve l o f 53 day s 

12 at nameplate c apaclty burn or 105 day• pro Jected bur~ 

13 on a system averaqe b Alls . 8ef ore I conclude . I would 

14 like to add tha t ! aa extremely proud o f the eff o rt 

which our employees have put forth to operate our 

16 system 1n an effective and eff1c1ent manner . We have 

11 demonstrated aqa1n that we are do1nQ a Qood job 1n 

18 keepinQ our costa at t be l owest reasonable level 

19 polsib le in provid1nQ rel1ab!e aervlct to our re tall 

2 0 cuatoDers . We will contlnue t o operate our areas o t 

21 responsibility in this aanr.er . 

22 

23 Q . Ooea this conclude your teat1aooy? 

z• A . Yea . 

25 
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Q (By Mr. Holland) Hr. Parsons, woula you 

summarize your testimony? 

A Yes, sir. It is in the best interest of the 

rate~ayers of Gu~f Power Company for the Plant Daniel 

and Plant Schfl rer generating capacity as requested , to 

be included in the territorial rate base . Hy te s timony 

supports the fdct that the major factor creating the 

need for rate relief is a commi tment to territorial 

service of 515 megawatts of Daniel and 6) megawatts ot 

Scherer genera ting capacity. 

A p>rtion of this capaci t y hds prev iously 

been sold off-system through unit power sales. In 

addition, the operating and maintenance expenses 

associated with this capacity must be ' ncluded. I w i l 1 

explain the variance from the 1984 benchmark anJ other 

O&M expenses. Finally, I will discuss our request fo r 

a reduction J n the coal stockpile level. 

During the 1960's and early 19 70's, Gulf and 

the Southern Electric systtm began construction on a 

number of coal-fired generating units to serve their 

existing loact , as well as future loads proiec ted for 

coming years . At that time, all these generating unit s 

were required to serve forecasted territorial load. 

During ~he 1S70's, actual load growth and f 0 recas t 

for the futu ·e dropped signi ficantly. Many util1ties 

FLOP1DA PUBLIC SERVICE COMMISSION 
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had t J cancel their units under construction o r 

compl~te them early, r&sulting in temporary surplus 

capac 1ty ~hich caused significant costs to both 

customers and stockholders. 

104 2 

The Southern System wa s uniquely fortu nate in 

c hat i t did not incur the l!lagnitude o f <"a n c e11atlo•l and 

rxcess capacity costs that plagued many utilities. 

Through the unit power sales, or UPS c oncept, the 

Southe r n System sold capacit) o ff its s y stem to oil and 

gas-bu r ning utilities. This resulted in s i gnifi ca nt 

benefits to the customers and the stockholders of both 

the se l ling and the buying companies . 

The concept of unit power sales ts simp le: 

Since t he generat : ng c apacity will ulti mately be need~d 

by our own territorial customers , the UPS contracts 

ramp d o wn and eventually terminate, and the generating 

capacity is utilized to serve our own territo ria l 

loads. 

When the capacity retur ns f o r te rr ttorlal 

use, its book value on which ra t es are based ~o~ i 11 not 

only be significantly deprecia t ed , but its book value 

will al s o be baseC.: on the lower commitment costs o f the 

1970's, as opposed t o those of t he 1990s . Thus, our 

cus~ome1s have the capacity available, wnen 1t 1s 

needed, to serv~ t e rr itorial loads at a ~1qn1 1 cantly 

fi.A)RIDA PUBLIC Sf; HVJ CE COMMI SS I O N 
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1 lower con t than would otherwise be posHih l e . 

2 Unit power sales c ontrac ts were negotiated 

J with oil and gas-burn i ng ut i lities in the early 198 0s. 

4 Gulf ?ower Com~any was, and is, an 1ntcgral p~rt of 

5 those UPS c~ntracts. I n our 19d2 retail rate c ase, the 

6 Commission stated, quote. "We have examined the UPS 

7 contract a nd the associated cost allocation from all 

8 angles and conclud<!!d that our reta il c·1stomers wi ll, 

9 quote, 'benefit handsomely' from the sales in a sense 

10 that they wil l not have for support the c apa c ity so l d 

11 in a UPS transaction for the life of the contract ~ut 

12 the capacity will be available t o serve them, wh en they 

1) need it in the future at a relatively reduced p r ice 

14 wi1en compared to the r:ost of future con s truc tion," 

15 unquote. 

16 Also in our 198 1 reta il rate case o r der, 

17 t h e Collllllis :.o ion stated that, quote, "The record 

18 demons trates that the decisions involv1ng the expans1 o n 

19 of Gul t Power Company are based on the long-te rm best 

20 interests o f Gulf's customers," unquote . 

21 With the capa c ity additions requested in 

22 this case , Gulf's generat ion r eserve JD ve l wi ll f all 

2) within the desi red 20 to 25\ range . Cont r ary t o that, 

24 our a ctual reserves in 1988 were only ) .1\. 

25 The depreciated value or the Daniel and 
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1 Scherer capacity is approximately $265 per kllowatt and 

2 $760 per kilowatt, respectively, compared to an 

3 estimated cost of $1,163 per kilowatt for the new 

4 capacity constructed for an initial in-service date of 

5 1990. 

6 We believ~ that the inclusion ot ~~e 

7 requested Daniel and Scherer generat ing capacity ~hould 

8 be included in our territorial rate base and available 

9 for use by our customers. 

10 When Gulf came before th is Commission in 

11 1984, we requested a level of expenditures re~uired for 

1 ~ norm.al operation. In its order, t he Commission reduced 

13 the amount requested based on the actual expenditures 

14 through July of 1984 and projected to year-end. 

15 Other adjustments were made whi ch fur~he r 

16 reduced the allowed O&M level below that needed tor 

17 normal operations. Therefore, we do not believe the 

18 benchmark level of O&M expenditures allowed in out· lasL 

19 rate case, escalated by customer growth and inf l ation, 

]0 is sufficient to provide the service deserved o r 

21 expected by our customers in 1990. 

22 In the area of fuel, we have reduced our 

23 requested coal stockpile level to a system average of 

24 105 days based on the 1990 projected burn. This level 

25 wa s determin~d by utilizing an EPRI computer invento ry 
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model , which is generally accepted by many Public 

Service Commissions and the electric utili ty industry. 

The name o f the program is the Utility ruel I nve nto ry 

Hodel. 

In summary , I have explaine d the need tor 

including the requested Daniel and Scherer gene rat lnq 

capacity in the territor l al rate base and discussed the 

basis for any overrun of the 1984 l~nchmark. Also , I 

have discussed our decis ion t o request a reduction 1n 

o u r coal i nventory level. All t he iss ues discussed and 

supported by my test imon y a re in the overall b~s t 

i nterest of our cus t omers . 

This conc ludes my summary. 

KR. Hr ~LAND: Tender Hr. Parsons for cross 

exami nation. 

CROSS EXAMINATI ON 

BY KR. BURGESS: 

Q Hr. Parsons, it I coulo get yo u to look d t 

Page J o f your testimony, beginning with the answ~ r on 

Line 1 6? 

A All right, sir. 

Q And this goes to something that you brought 

up in your summary. As I understand it, then, both you 

and Hr. Scarbrough have stated that the maJor f acto r 1n 

creating the need !or rate relief is the need to get 
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1 Daniel capacity and Scherer capacity ; rto territori ~l 

? rate base, is that right? 

J 

4 

\ 

Q 

Yes, sir. 

Okay. And so that I could interpret that, 

5 couldn't I, to mean that they have a positive revenue 

6 requirement; that is . they require addit1 onal rate s t o 

7 bring them into territorial service, is that rtght ? 

8 

9 

A 

Q 

Yes, sir 

In looking at the rev ised schedule, t he 

10 perc ent generation reserves. 

11 

12 

A 

Q 

Which number is that , Mr . Burge&s? 

I'm sorry, this that was j ust passed out, 1 t 

l J would be your revised Schedule 6, Exhibit 69. 

14 

15 

A 

Q 

All r~ght. 

Now, as I understand it, the situat1o~ w1th 

16 the Southern Company poo l, generation pool, is suc h 

17 that the average -- the total of the averages o f the 

18 generation reserves of each o f the operating companies 

19 is lower than the a verage for Southern Company. J 5 

20 that correct? 

2l 

22 

2J 

24 

25 

A 

Q 

A 

Q 

A 

I'm not sure I'm following your question. 

Okay. 

Talking about the peak load ? 

I'm not surprised. 

The peak load percentage - - you're look1nq at 
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Q All I'm getting at is, let's say, let me g1vc 

a hypott:etic.ll . Le~'s say, f o r example , Gul f '~. as 

well as Ceorgia, Alabama and Mississ i pp i Power all have 

generdtion reserves of 20\ individua lly. Now, in that 

case, Southern Company would have generation r~serve s 

exceeding 20\, wouldn't i t ? 

A Yes, sir, I think I can explain that to you 

just a minute. Let me look ~t this. You probal-ly are 

looking at a summary s heet which indi cates the 

individual company reserves for vari o u s years. 

Q Well, I really wasn't looking at anything 

parti c ular, but I just want -- i f you could just 

explain that phenomenon. 

A When we do our gene rat ion plann i ng, there dre 

five operating companies in the southern system. 

of those companies may have a peak d ema nd t o occu r c~ a 

ditferent date. We bu~get for that. For 1nstan..:e , 

Gulf's reserve may be c al culated on a budgeted peak 

load demand in Augus t. Georgia may h a v e a July or vice 

vetsa . And so the individual company r eserve s thnt arc 

shown in our generation e xpansion plan, sinc e c3 c h 

company ls responsible for building and supply1nq the 

gene r ation to cervice on load, we make our 
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1 determination based on the indiv1dual company ' s period 

2 when the peak demand will occur. 

) However, the sys tem demand can be h1gher tha n 

. .. that because of diversity. The system dem~nd on the 

5 day that the Southern Syste~ reserve level 15 rea c hed, 

6 which may be in August, you may have three of the 

7 operating companies that peak on a day, the same day 1n 

8 August. The other two operating compan1cs, bec ause o f 

9 the geographical location or weather condltions that 

10 are occurring, could not be peaking on that c ay, but 

11 could have peaked either the month before o r the m•.mth 

12 afterwardf... So that the tota l capability available t o 

• l) serve the system load, 5ay in August, wou ld ~greate r 

14 than the load tor an -- or the reserve f o r an 

15 individual company that eight occur dur ing th a • Sdme 

16 month. Because o t the dive~s1ty, the Southern System 

17 load ca n be greater than a comb inat ion o f all o t th ~ 

18 others. 

19 Q So it one were looking at some type o t 

20 projection o r planning document that displayed the 

21 p~rcentage ot generation reserves, 1t would not be 

22 s urprising to see a particular number planned or 

2) expected tor Southern Company as a whole and then ea c n 

2 4 ot the parts that make that up to be a l o wer perc entage 

25 generation reserves? 
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A That's correct, because o t the diversity that 

I've just tried to explain. 

Q Are you f ami liar with the method used for 

pricing unit power sales? 

A I have a general knowledge of 1t . 

Q l & the pric e actua lly calculated throu~h a 

rate base and return computat ion, the price Cor the 

capacity? 

A There's a formula. Tho se contrac ts are tiled 

with FERC. They are two documents: the contrac t 

i tself and then t here is a manu~l aLtached whi ~h g1ves 

a fo rmulary rate for calculating all o f the var 1ous 

items that go into the bill ing figure f or UPS. And it 

is a pe _ t ~t che f ile document. And it c hanges each 

year. I t is updated at the end of eac h year, ref1lcd 

with the Federal Energy ~egulatory Commission near the 

first o! the year. 

Q And generally, is i t a rate base t1mes rate 

of retu rn type of calc~lat ion in compu ting the capacity 

charge? 

A Well, t here are a lot of components. don't 

t hi nk we ca n answer it that simplv, Mr . Burgess . There 

are a lot of components that go 1nt o t~e final fiqurc 

t hat c ome s out as the cos t per kilowatt In that, and 

wou ld think that probably Hr. Howel l could better 
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1 oddress that f or you, if you ~anted t o get into the 

2 indlvidual bill ing of the UPS contracts. He has t he 

3 responsibilit y tor the off-system sales and could 

4 discuss that better with you o n tho components of it. 

5 Q Sc you don't kno~ whether ~ithin the 

6 cal~ulat1on !or the capacity t hat's made available, 

7 ~hether the calculat ion involves a determination o f the 

8 amount of t he i nves tment in that par ticular plant o r 

9 t~at portion of the plant? 

10 A Oh, yes, sir, it ~ill have that in there. 

11 The value of the capaci ty that is ava ilable for s ale i s 

12 one of the component ~ that go into the calculation. 

1) Q Okay, so do you kno~ whether a no ther 

14 component that goes i~to t he calculation o f that va lue 

15 is a rate o f return that's used? 

16 

1 7 

A 

Q 

Yes, it is a component. 

Do you kno~ whether the rate of re turn ~ha t' s 

18 used for calcu lating the capar.i t y factor tor Sche r er 

19 and Dan i e l is a Southe r n Company rat e of return or 

20 whether it would be a Gulf rate o f return tor Gulf 

21 A It is a rate of return that is filed with the 

22 Federal Energy Regul~tory Commission that 1s part of 

2J tha t contract. So it is spell ed ou t in the contract as 

2 4 

25 

t o what that return is . 

Q Does t hat mean you don't kno~ f o r certain 
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1 what i t is, or that it is a rate of return that is 

2 neither Southern Company nor Gul f ? 

3 

4 contract. 

It's a r ate of return that is a pa rt o f the 

I would c ha racterize it, as you're asking 

5 the que£ tion, as a Southe r n Company rate o f return that 

6 is f1led with tho UPS contract. It's a nego tiated 

7 return that both the purchaser and t he seller agree on 

8 when they i nit i ally sign the cont r act. 

9 Q Do you know within that r a te of r~turn, then, 

10 whether it's a weighted average type of thing so that 

11 it includes a number of components , i nc luding the 

12 equity component and a debt cost for Southern Company? 

13 If you want to get into that detail . I would 

14 prefer deferri ng that t o Hr. Howell . 

1 5 Q Are you familiar wi th the background o. Cul t 

16 States' decision or determinat ion no t to honor the 

17 contract that they had entered into wi th Southern 

18 Company f o r the purchase of capacity from the Sc herer 

19 Plant? 

20 

21 Q 

Yes, sir, t o some extent. 

Wa s a dete r minat ion made by the Te xas 

22 Utili t ies Commission t o d isallow the capacity payments 

23 to South ern Company, o r are you famil iar w1th any ot 

24 that type of bac kground i nformation? 

25 A Hr . Burgess, I'm familiar wtth Jt. I would 
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1 like to give you maybe a little history , i f I could, o f 

2 the UPS "ale to Gult <;tates, which I thinK wou l d better 

J address, I think, what you're ask i ng as far as the 

4 h istory of just that one issue. 

5 

6 

7 

Q 

A 

Q 

8 is it? 

Okay. 

And this is g~ing t o --

This isn't going to be a rea l long his~ory, 

9 A I'll try to keep it as short as I can t o make 

1 0 the point. When I talked ear lier about the UPS sales , 

11 ini tially the UPS contracts involved j ust florida Power 

12 and Light and J EA, Jac ksonville Elect r ic Authori ty. 

1J The contracts initially were for 1400 megawatts tota l 

14 from Southern to Lhese two utilities. Tho=e UPS sales 

1 5 were going to be made up out of capac 1ty from Plant 

16 Daniel owned by Gulf and Plant Scherer owned by Geo rg ia 

17 and Gulf. 

18 The original contract was sigued -- (Paus~) 

19 The contracts with the two florida companies 

20 we re signed i n 1 981 . ShoLtly thereafter, Southern 

21 identified more capa city that was available for sale 

22 through UPS-type sales. The Flo rida Po wer a nd Light 

23 and JEA contracts were amended t o a total of 2400 

2 4 megawatt~. Florida Power and Light took an addit ional 

25 100 0 megawatts. The original called tor JEA and 
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Florida Power and Light beginn i ng at 650 , go i ng up t o 

1400 thro ugh the year 1992. With ~he amended contra~t. 

F l o rida Power and Light pic ked up an additional 1000 

megawa~ts. JEA remained th e same, but they e xtended 

those controcts wi th a r~mp-down prov ision through '95 . 

uu r ing this period ot t ime 

CHAIRMAN WILSON: When was that revi~r ·.on? 

WITNESS PARSONS: That revis ion was 1n 1382, 

February of 1982. 

During that peri od o f time. we ha d been 

talking with Gulf States Utilities, Hous t on Power ~ nd 

Light and other utilities t o the wes t o f us about the 

possibility or these same type s o f sa les. 

Originally Gulf S tates Utili t ies 1nd1 ca t.cd dn 

interest i n 1~00 megawatts o f UPS c apa c ity, and lf>uston 

Po wer and Light wanted 500 . 

Well, as •e cont ~ nued t o do our plann1ng 

proc ess a nd continued to show a decline on load gro wth 

o n t he Southern System, it ind1cated ~ore c opac1 t.y that 

was ava ilable for sale through UPS contrac ts. 

There wa s a provision in t h e origina l F !or1da 

Power IU•d Light a nd JEA contracts ...,h ich gave them a 

r ight or first refusal , so that any addit i onal c apa c 1ty 

that wa s sold through UPS, they wo ul d qet the benef1t.s 

o f any l o wer rates, o r rates that ..,ere sold through 
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those c ontrac ts. 

Well, Gulf States, when we mad e an addit1o nal 

500 mega\•atts ot capacity avai labla to Gu 1 f States, we 

had a letter ot i ntent from them and signed a cont r a c t 

wi th them for 500 megaw.1 tts. We f ur ther i dentit led 

additional capacity avai l able, and they Rtepped up ~ nd 

t ook an a c ditional 500. so that the contr~c t, origiP~l 

contract with Gulf States Utilities was for 1,000 

megawatts, which had not been approved by f ERC . It wa s 

an agreement for both parties. We carried it before 

fERC for approval . 

During that time, prior to approval, tnere 

was an intervention by several parties. I think Dvw 

Chemical was a p - ~ ty that intervened; I think the C1 t y 

of Lafayette or Lafayette, Louis1ana intervened; 

th i nk the Louisiana Public Service Comm i ssi o n 

intervened, to say that they w~re question1ng tnc loa d 

projoct1ons and the fuel price proj e c ions that Gulf 

States were making at that time. 

And they intervened in the proc eedlngs, whl c h 

resulted in negotiating an agreement with Gulf States 

Utilities, and wi th all of th d interven ing parties, 

which eventually resulted 1n the agreement vlth Gul f 

Sta t e c Utilities, the settlement agroeme;~t, wh i c h was 

dated Dec~mber 6 th, 1983. So they ess entially were 
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taking, instead of 1,000 megawatts o f UPS, the 

sett l ement substituted some of the UPS with Sched u l e E, 

and \ t was e ramp-up effect. So that they began taking 

500 megawatts of UPS, 400 megawatts o r UPS and 6 0 0 o f 

E, and I think it ~ventually was to ramp up to a t o tal 

of 700 UPS, J OO E, and it was to run o ut in 199 2. 

So that is the history o f ho w we got into th e 

Gu l f States Utilities' UPS sale. 

Now, I don't know whether that add resses your 

question. 

Q No, that provides good b~ckground, b~ t we 

need to proceed a little bit further. 

So, at that point, as I understand i t 

well, let me as~, then, how much Sc hedule E sa l e s we r e 

then being sold to Gulf States by Southern Compan y? 

A In what per i od of t ime ? 

Q l n 1983. 

A None in '83. 

Q I thought you said that' s when t he a g rE ement 

was. Did I misunder s tand? 

A Let me give you the da te whe n the f1rs t s a le 

we were making sales to the Flo rida c ompan i e s prior 

to Gulf States, a nd I'll t e l l you in just~ min u te . 

Okay. ( Pause ) 

A The f irst UPS sal e s t o Gul f St ates be ga n in 
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1 Jl! nuary 1985. They were taking 400 me<:jawatt s o f UPS ir• 

2 January of '85 ! rom the southern System . 

J 0 Oxay . They had agreed to pay f o r c apac ity at 

4 that point? 

5 A ThP.y paid !or 400 megawatts of UPS , an~ then 

6 they were taking 600 megawatts of Sc hedule E. 

7 

8 

9 

0 

A 

0 

Okay . 

Or had ag reed to take that much, eventually. 

Oxay. When the breach took place, " the 

10 breach" at least es Gulf Power wou l d put it, o r 

11 Southern Company would put i t, at that p o in t what was 

12 the -- let me say, when Gulf States stopped making 

11 payments for the c apa c ity that they had agreed t o, how 

14 much capacity were they contracted t o purcha s e ? 

15 

16 

1 7 

18 

19 

2 0 

A 

0 

A 

0 

A 

0 

In UPS? 

Yes. 

For that year? 

Yes. 

'86. 5 CO megawatts . 

Okay. They were s c h edul ed t o pur~hasc 500 

21 megawatts from Southern Company i n UPS , in '86? 

22 

2J 

A 

0 

Yes, sir. 

Okay. And in '8 6 . sometime dur •ng th e 1986 

24 they stopped making the capac ity pa]~en t s, is that 

25 c o rrect? 
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A Yes, sir, that's correct. 

Q Okay. How much or the 500 megawatts was 

calculated tor sal~, or for availability, out o f Plant 

Scherer? 

A Gulf's portion of Flant Scherer? 

Q Yes. 

A None, because Scherer 3 did not come on l1ne 

until 1987. 

Q Al l right. And has any of the Sche rer ) 

capacity been dedicated for sale to Gulf Stat~s? 

A Yes . 

Q At what point d ia that take place? 

A In January of '87 we were schedul ed to sell 

38 megawatts of Scherer J capacity. 

Q And that was per the contrac t that wa! 

initiated p r ior to the breach? 

A Yes, sir . 

Q So that was the agreement? 

A That was pa~t of ~he settlement agrePment, 

part of the contract that was on file with the federa l 

Energy Regulatory Commission. 

Q And did that 38 megawbtts then ramp up to --

wha t d id the 38 megawatts ramp up to? 

A From Gulf ' s portion of the UPS sales it 

eventually went up to 44 megawatts. The original 
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1 contract called for 4 2 top, but as the uni t 

: demonstrated higher capability, 44 megawatts was the 

3 max that Gul! would have sold through UPS to Gulf 

4 States Utility. 

5 Q And that similar demonstration, or that 

6 demonstration is also what raised what was Gulf's 

7 portion ~f the capacity of Scherer !rom 202 to 212 

8 megawatts? 

9 

10 

A 

Q 

Yes, sir. (Pause) 

In 1986, preceding the time at which Gulf 

11 States determined to cease making capac ity payme.1ts t c 

12 Southern Company, was ther e any proc lamation issu~d by 

1) the Utilities Commission in the State of Texas, 

14 regarding Gulf st~ces payments for capacity? 

A Yes, si r. Just a minute, let me see i f l c an 15 

16 find that wording. (Pause) 

1 7 Q By the way, Gulf States operates in Texa s . 

18 correct? 

19 A Texas and IAuisiana, yes. Your question 

20 concerned Texas? 

21 

22 

Q 

A 

Y~s (Pause). 

1 believe that the Te xa s Commission, at o ne 

23 point, disallowed the pass-through o f capaci~y payments 

2 4 to the c ustomer, from capacity payment~ to Southe rn, t o 

25 the UPS contract. 
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And that, at least in part , preci pitated Gulf 

2 States' decision to cease making the payments to 

J Southern Company, is that correct? 

A 'ies, sir. 

0 Was there any similar dec is ion out of the 

6 Louisiana Utilities Commis3ion, that you 're aware of? 

7 

8 

A 

0 

No , sir , not that I'm aware o r. 

And then because they stopped ~aking those 

9 payments, that capacity that was going to be dedic ated 

10 to Gulf States then became available for Gulf's 

11 jurisdictional ratepayers? 

12 A Well, there was a per iod of time that Gulf 

l J States made payments into the registry of the court 

14 ! or, I think, a periof from J uly , if my memo ry serves 

15 me correctly , to maybe Octobe r or that year. And then 

16 fr om that point on they ceas~d making payments e1ther 

17 into the registry o! the court or to the Southern 

lB System. 

19 Southern' s position was that we had a 

20 contra c t that was on file with the Federal Energy 

21 Regulatory CommjRsion, that we should abide by that 

22 contrac t, and, in fac~ , did abide by t h e contract unt1l 

23 1988. when it was suspended by the Federal Regulatory 

24 Energy Commission. 

2 5 0 But to take it from the time at which the 
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c ontr a c t was breached or wh~ re -- tor 1990 had Gul f 

Sta tes not breached the contrac t they would be 

purc ha s ing 44 megawatts of Gulf ' s s hare o t P la~t 

Scherer, is that correct? 

1060 

A That's cor r ect . At the t i m~ - - I thlnk your 

q ues t ion earlier was , at the time the contract • ~s 

sus pe nded by the Federa l Energy Regu l~tory Comm ission, 

then that capacity then was put into the int e r company 

i nterc hange contrac t. 

Q That's right, it was. And so Gulf States 

dec is i on to ceaRe making the capac i ty payme nts f o r 

Plant Scherer then freed th a t c a p a ci ty ~or a v a !l abi1i t y 

t o Gulf Power Company's retai l r a tepaye rs , u l tima ~ely; 

at Least for 1990? 

A The c ontrac t was s uspended by FERC i, ' 88. 

That does mean that the capacity i ~ ava i labl e f or use 

by the c ustomer , retail c ustomer, f or wh ich it was 

bui 1 t. 

Q In 1990? 

A In 1990 . 

Q Whereas if Gulf states had not breached, that 

44 megawatts wou ld not be availabl e fol j ur isdictional 

r atepa y e r s i n 1990? 

A We l l, t o s t ick s tr ictly t o you r question, no, 

it would no t be a vai lable from t he s t andpolnt o! the 
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tact that UPS customers would be pay i ng f o r tha t. But 

2 there would be times where it would be available , just 

J like other capacity is availabl e for us e by ou r 

4 cu~to~ers, our retail customers , if i t' s no t bcin4 

5 u t ' llzed by the U?S c ustomers, even though it' s unde r 

6 cont r a c t. 

7 

B it 

9 A 

Ri ght, but in the extremost o f ci rcumstanc~ s. 

1! Gc lt States -- e xc use me - - requ i red t hat 

10 cap~city and called tor it, ~hey would have the ~ 4 

11 megawatts in 1990; it would not be available. 

12 Q Regardless or Gulf's o r Southe rn' s o wn needs, 

13 it would, neverthele& 3 , be Gulf States' c apaci ty ? 

1 4 

15 

A 

v 

Tha t 's correct . 

And as I UTlder stand 1 t , <Jven now in 1 990, 1 i 

1 6 you c an find a buyer for that c apac ity off -syste m, 1t 

17 would be Gulf's decision t o make t hat sale , i s that 

18 correc t? 

19 A I would say yes , under c 1rcumsta nc es -- t o 

2C say, you know, you j ust s ell that under any 

2 1 c irc umstances, I think you have to l ook at t he 

22 individual circumstances . But, in my npinion, that 

23 c apaci ty i s availabl e f or us e by a ret a il c us t omer, bu t 

2 4 i f it would be in the benefit o t ou r r eta i l c ustome r t o 

25 se ll tha t c apac i t y through UPS d uri ng 1990 , and there 
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1 was ~ market there, then we would mak~ ou r efforts to 

2 try we are making effQrts and wou ld make efforts t o 

3 try to sell that. 

4 Q You a re currently making efforts to try t o 

5 sell tha~ capacity? 

6 Well, to make UPS sales of f the Southern 

7 System , yes. 

8 Q And the 63 megawatts of G~lf ' s owners h ip in 

9 Plant Scherer wou l d be available, as pa rt of the 

10 capacity for sales off-system, if you got the right 

11 price? 

12 It the ci r cumstances were right that cculd be 

13 made available, along wi th other c apacity that would b~ 

1 4 a vailable from the system. 

15 Q Doesn't that ul t imately mean that for 1 9~0. 

16 anyway, the Texas Commission' s decision would be 

17 dictating to Florida what the reta il ratepayer& wi ll 

18 pa y ? 

19 

20 

21 

A 

Q 

h 

No, sir , I don 't think so. 

Okay . 

Our position i s that the contrac t was made by 

2 2 two r esponsible entities , Gulf States Util ities and the 

23 Southern Company, and they have a responsibili~y to the 

2 4 contracts, j ust like we have a r esponsibility to the 

25 contrac ts, and we feel that the contracts should have 
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1 0 6 ) 

been honored by both parties . 

MR. BURGESS: Thank you, Mr . Parsons. That's 

all we have. 

CHAIRMAN WILSON: Mr. Palcc ki? Major, do you 

have any qu~stions o f this witness? 

MAJOR END~RS: No, sir. 

CHAIRMAN WILSON: Mr . Paloc ki ? 

CROSS EXAMINATION 

BY MR. PALE.CKI: 

n Kr. Parsons, following up on Mr. Burgess' 

l ast quest l. ons, isn't the p revious sale or unit power 

sa les to Gulf States Utilities an indi c ato r that the 

power was n o t needed by the Company's terri t oria l 

c ustom !rs? If you j ust use common horse sense, i sn't 

that a n indicator ~hat the t err1torial customers d1dn ' t 

need t h e power ? I mean, you had sold i t , right? 

A The territorial custo mer s , at th e time the 

contracts we re entered into, it wa s determ1ne d that ; t 

would l e a benefit to our terr i t ori ~l cust~mers t o mak e 

thes e L :'S sales because it gave someo ne else an 

o pportunity t u pay for thi s c apa c ity when it was not 

needed for our c ustomers . 

But if ynu look in 1 990 , where we have used a 

plannins level of 20 t o 25\, I think info rmat! c n that 

has been tiled with my testimony ind ica t e s that, wi t h 
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th~ 63 megawatts o f the Scherer capacity or with the 44 

megawatts t hat has previously been sold off-system, we 

still fal l within the 20 to 25t reserve margin and it 

is availab l e for use by our c ustomers. And is, i n 

fact, can be used today, as it wa s used in the co ld 

weather i n December of 1989. I'm sure ou r custome r s 

were pleased t hat i t was available for their use du r ing 

tha~" period of time. It is available 6 ot· usc as needod 

by ou r customers. 

0 So are you saying you made a mis take wh e n you 

sold it as unit power sales the first time? 

A No, sir. We didn't make a mio take with the 

UPS contracts. I think it has been demonstrated tlme 

~nd time again that the} are in the bene f it o f our 

retai l customers. It does delay the time t hat thP.y are 

requi ·ed to pay for th i s. 

But t he units were built pr imar1ly t o serve 

our retail customers. In the eve nt that that capac1t~ 

is not nee ded in the time frame that the units a re 

bu i l t, then we can enter or have been ahle t o enter 

into UPS c ontracts t o re lieve t hem of that 

responsibility . Bu t the capacity is necdc,J , 1n my 

o p i nion , i n 1990 by our customers. 

0 

n t·eded 

Well, I don't unde r stand how the c apac1ty 1s 

how you cou ld sell tha t as un it po wer sales 

FLORIDA PUBLIC SErVICE COMMI SS I ON 



1065 

1 it it was needed by your c ustome r a today. It doesn't 

2 make sense. 

J A If it were s old ott the s ystem in H90, it 

4 would nean the reserve level to bac k up our customerB 

5 is less than it would be with that ca pAci ty there. But 

6 if you look at the pr~jectcd r eliability that we're 

7 looking at and the underlying va lue to the cus t omer t o r 

~ making those saleS, then i f the con~it1ons are such 

9 that it would be benef icial to our retail c ustomers, 

10 then we would attempt to se l l it i n ' 90 , although it 1s 

11 ava ilable tor use and has been use d by our ~ustcmers 

12 during 1989 and du r ing 1990 . 

)) Q But the bottom line lS that power would no t 

14 have been availar' e t o the tcrr1tor1al custome r s i f the 

15 default hadn't, by Gulf State , hadn 't occurred. 1 sn' L 

16 that correct? 

17 A It the c apacity had been called Cor by Gulf 

18 States at the same time we were ut l liz1ng 1t for o ur 

19 own reta il customers , then it would no t have been 

2 0 available for our reta il customers, that's correct. 

2 1 Q And isn't it very likely that that would have 

22 been called for ' n a peak period where Gulf State's 

23 peak period would have coincided - i th Flo r1da 's Coa s t a• 

2 ~ 

2 5 A I do~'t know that, I don ' t thlnk that's an 
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ass~ption that I can make. 

Q Wouldn't you say that's customarily the case ? 

A That their needs would be coinciding with the 

if the Gulf States 

Q That a very high percentage of the time their 

needs will coincide with the peak needs in th i R R tA~e . 

A I don't know. There are a lot o t 

cir~umstances that would make that true. I think you 

would have to look at the cost of energy that would be 

available to them either with that unit or without that 

unit. You have to look at the we~the r situation. 

You'd would have to look at the loads that they're 

seeing in their territory inventories V<•rsus what we' rl:' 

seeing. I can't agree wholly with you. I will say 

that generally 1 would say that that is true, but I 

think you would have to look at the specific instance 

and the specific period of time. 

Q And if Gulf States had paio f or 1t, they 

would have had fi ~st access to it and could have taken 

the power to the detriment of your terr i torial 

customers? 

A They would have had the first call on the 

power if they were paying for it under UPS, yPs. 

Q I would like to switc h t o some questions on 

Issue 22 you have been listed a s a wi tness for. That's 
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1 0(- 7 

1 the heavy oil in inventory for which Gulf ha s req ues t e d 

2 in excess of $1 million. 

3 

4 

A 

0 

All right, sir. 

Why does Gu l f Power maintain heavy o il 

5 inventory tor Plant Cr i st Units 1, l an~ 3? 

6 A Our Plant Crist Units 1, 2 and J ca n burn 

7 dua l fuel. They can burn either natural gas o r o il. 

8 This is a bacx~p fuel. our primary fuel f o r those 

9 three units is natural gas. Those contracts are no t 

10 firm contracts; they are subjec ~ t o interruption on 

11 occasion, and the No. 2 f uel oil is a ba c kup fuel t o 

12 these two units -- to these three un i ts . 

1) 0 And is it t r ue that Gulf is asking the 

14 Commission to include 77,538 barrels of heavy o l l 

15 valued at in excess of $1 million in ratebasc~ 

1 6 COMMISSIONER GUNTER: Let ~e - - ex c use me 

J7 j ust for a second. 

l B Are you all talking about t ho s a me issue ? 

19 Are you talking abcut Isst.e 23 and yo u t a llong dbout 

20 Issue 22 ? Becau se you started talking a bout lig h t o tl 

21 and gas? 

22 WITNESS PARSONS: I was talking a bout heavy 

23 oil as the backup fuel to the ga s 

24 COMMISSIONER GUNTER: All r iqht . 

2 .. WITNESS PARSONS : primary fue l in Un its I, 
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1 2 and 3 . 

2 COMMI SS I ON ER GUNTER: Okay, I t hought 1 heard 

3 you say " ligh t oil ." I apologize. 

4 Q (By Hr. Palecki) Now, ·orrect me if I'm 

5 wro ng , bu t 1, 2, and 3 burn heavy oil; 4, 5, 6 and 7 

6 are coal units correct? 

7 

8 

A Yas, sir . 

Commissioner Gunter, I think I said No . 2 

9 oil. I meant No. 6 oil. 

10 COMMISSIONER GUNTER: Okay. I t hought I was 

11 listeni ng. 

1 2 WITNESS PARSONS: Yes , sir. 1 had in my mird 

13 No. 6 oil, I' m sorry. 

14 COMMISSIONER GUNTER: Okay . 

15 Q ( By Hr. Palecki ) So are those figures 

16 correc t, 77,538 barrels to the tune o f $1, 0 4 2,00u? 

17 refer you to HFR Schedule B-17-A, Page 10 o f 10? 

18 A Yes, sir. 

19 Q ~at are the nameplate rat ings f or those 

20 units? And I' d refer you to Staff's Fifth Se t or 

21 I nterrogatories, I tem No . 84, Page 2 o ! 2 s u bject to 

22 c hec l< --

A We' ve got name p late ratings and we've also 

24 got capability, demonstrated capability. Wh ich would 

25 you prefer? 
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1 Q Well, I would like both, if you have them 

2 a ·;ai lable. 

3 A The nameplate rating on Crist 1 is 22.5 

4 megawatts. Crist 2 is 22.5. Crist J is 30 megawatts. 

5 (Pause) 

6 The capability has been rtemonstrated to be 23 

7 megawatts tor Unit 1; 23 megawatts tor Unit 2; and 39.4 

8 megawatts for Unit 3. 

9 Q What are the capacity factors of these three 

10 units in 1990? And I would 1etor you to Exhibit 4<8, 

11 Page 19 of 20, which you should have before you. 

12 (Pause) 

13 A I believe the capacity factor as indicated on 

14 Crist 1 is .04\. Crist 2 is .04, and Crist J is 14\. 

15 4\, 4\, and 14\. 

16 Q And those figures mean that these plants --

17 that's .04\, correct? For the t ! rst two, Crist 1 and 

18 2? Not .4 but .04? 

19 

20 

22 

2) 

2 4 

A Yes, sir, that's correct . 

Q And those figures indicate th~t these plants 

run very little . You hardly ever run these, correc t ? 

A 

Q 

A 

They're peaking units, that is correct . 

Are these true peaking un1ts ? 

Yes, sir, we'll use them f or peak periods ot 

25 time when we need them. 
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Q These are steam units. They're really not 

2 p~akers as we , as are most of Cult's --well, what 's 

3 the difference between these units and most of Gulf's 

4 peakers? There is a big difference here, 1s there 11ot -:' 

5 We have a combustion turbine that would also 

6 be considered a peaking unit. These units -- wh~n 

7 say "peaking, " it mea ns that we would not normally use 

8 them tor baseloads; they are norma lly used for peak 

9 periods of time, either in the winter o r s ummer o r 

10 other times when we may have un i t s o rr f o r mai ntena nce 

11 that they're needed. Yes, sir. 

12 Q And when these p lants run, 1, 2, and 3, the 

13 primary fuels are heavy oil and natura l gas, correct? 

Yes. Primarily natural gas in more recent 

15 years. 

1 6 Q When was t . d last time heavy oil wa~ burned 

17 at Plant Crist l, 2 or 3? 

18 I'd like to refer you t o Exhibit 449 , Paqe 1 ). 

19 

21) Q 

All right. I believe 1t wa s July l98q. 

How much heavy oil was burned at Plant Cr 1st 

2 1 in July of 1989? 

22 

23 

A 

0 

995 barrels. 

Why vns heavy oil burned at Plant Cr ist 1n 

2 4 July o f 1989? 

25 A Needed it to run the unit. 
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You r~n the unit on 995 b~rrelo ? 1 

2 

Q 

A It was on a test burn to make sure Lhat the 

J un1 t would c ome up or1 oil and that we could -- that the 

4 ~ll, you know we could burn the oil dur ing tha t period 

5 o f time. It was just a test to get the un1t ready in 

6 th9 Gvent i t w~s needed to run or oil during the peak, 

7 wha t I c all the pe~k period, when it would be brought 

8 back up for non-baaeload run. 

9 0 Prior to July of 1989 , when was heavy oil 

1 0 las t burned at Plant Crist? 

11 

l 2 

A 

0 

l believe it was in 198b . 

Prior to 1986, when wa s the last time p~ior 

1J t o that heavy oil was burned at P l ant Cr ist? 

14 (Pause) I don't believe we have that 

15 information with us. 

16 0 It was quite some t ime befo r e 1986, 1sn't 

17 that correct? 

18 

19 

A 

0 

Yes. 

Why didn't you burn he~vy oil durJng the 

20 December 1989 Christmas freeze? 

2 l It was not needed. There was mor~ c =onom1ca l 

22 capacity available to us from the Southern System 

23 dur1ng that p3r1od of ti me and we d id not need it to 

24 ca rry our lo~d. 

25 0 Isn't it t~ue that heavy oil couldr.'t uc 
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1 burned, that there was a problem at that tim~? 

2 No, sir . We had a pro bl em. When we began to 

J s ee the c old weathe r coming in , the units were called 

4 to come on line on Thursday, Decembe r the 21st, and 

5 they were c alled to come on line based on burning 

b natural gas. Tho natural gas w~s not avail abl e t o us, 

7 so the syste~ made a decision that it was more 

8 economical not to bring the units up o n oil but t o 

9 furnish that capac i ty from some other un i ts on the 

10 s ystem . 

11 Then when they cal led tor the unit s the 

12 second day to come up o n - - to come up, the natural g.ss 

l J was burned in the un it on eme r gency for a short per tod 

14 of time and we did not get the u nit s up on oi l at that 

15 time. We did not bring them up on o il. 

16 The dec i sion wa s made by the system on th e 

17 f i r s t day not to br ing them up on otl . Then the secon~ 

18 day , whe n they asked t 0 b r ing th em up, we bu r ned 

19 natura l gas. 

20 Q So it would be acc urate to say that even 

21 during t i mes ot extreme pea k need, these untts jus t ar~:-

22 not brought up. 

2) A Again, I think you hav~ to look ~t the 

2 4 circumstances and the ci r cumstances surro•1nd111g the 

25 events that occurred. On these two days we aid not 
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1 bring the unit up. There would be other ci r c umstances 

7 where we would bring che units up on o il. We had 

3 enough reserves from the Southern system that ~e dld 

4 not need those units on those days. If you recall , we 

5 had conditio ns ln Florida that were -- lt wa s co ld 

6 everywhere, bu t the relative weather situation tn o tr. er 

7 parts of the southeast were not as severe as what 

8 Florida was exper i encing at that time. So we ~ere able 

9 to draw on the Southern System reserves fur our o~n 

10 needs at 

11 t11at time. 

12 0 Would it be accurate to say that these are 

1) antiquated units? 

14 A They're old units. They're not anttquated. 

15 They're able to carry load and their megawatt hour o f 

16 generation is just as · ·aluable to us when i t' s on ltne 

17 as our newest unit when it's needed t o serve ou r load. 

18 0 

19 th e y? 

£0 A 

0 

These units keep up ~ulf's rate base, don't 

Sir? 

Do you agree that these units, although 

22 they're not used - - is it once or twice in the la s t ten 

2~ yedrs thcy'~e actually been used ? 

2 4 A You asked about burning oil, they've be~: n used 

25 other than burning oil more than these periods or time. 
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We use gas normal l y to run these units. 

0 Is it important to maintain Crist Units 1 . 2 

and 3 on 24-hour standby because ot Gul f 's inte r c hange 

agreement with Sou the rn? 

You question was: Is it impor tant t o ma in ta in 

th e m on 24-hour &tandby? 

0 Yes . They are on 24-hour s tandby, is that 

corn~ct? 

A Yes, sir, that's correct . we d o get c redit 

tor those units in the inter c ompany i nterr hange 

contract, yes, si r . 

0 Could you explain how Gulf's intur ~hanqe 

paymen t depend on the megawatts available t o the 

Southern System? 

A Well, this gets ba c k to the equal i zati o n of 

capacity on the system. When we projec t what our loi\ds 

would be, both fro~ a Company and a sys tem standpoint, 

it's determined which companies, operat ing compante s , 

will have either e xcess or defi c it r eserve s t o c arry 

the load. ~nd if we happen to have in o ne year mor·e 

c apac ity than is necessary to meet our peak l oad , and 

other companies have less c apacity to make the ir pcnk 

load, this is equalized across the system. 

And let's assume tha t the system has 22 \ 

reserves; if there a re companies that have more than 
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22\ reserves to meet their load needs, they would sel l 

to the pool. ~ompanies that have le~s than the 2 2 \ 

would purchase fro~ the pool, so that essentially all 

companies have the 22\ average, or the 20 \ average. or 

whatever the system average is. And so !n any year 

there will be companies that have mor e than system 

average capacity and others that will have loss. And 

through the equalization process, essentially al• 

companies have t he same reserve level. 

Q But the bottom line is if Gulf were to re mu ve 

these three units from operation, their interchange 

payments to Southern wou ld go up, correct? 

A If we're in a selling po sition, ou r receipts 

would go down. If we're in a purchasing posi tion , ou ~ 

payments would go up. So if we're in an above-average 

situation, then we are being paid fer these 84, a~. 

mcga~atts of Crist 1, 2 and 3 through the intercompany 

interchange contract. 

Q Well, either going down o r coming t.p, what 

wou ld the difference, the dollar differenc e, be if 

Crist 1, 2 or J -- 1, 2 and J --were not available? 

A You 're wanting to know what the payment for 

those three uni t s are in the i ntercomf'\any i ntcn.:hange 

contract? 

Q Right. 
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1 A I beliove a net result would be about $6 

2 million that we a r e receiving for that c apacity. 

J Does Gulf need to keep heavy oil at the Cri st 

4 plant so that the units can be br ought on line u s 1ng 

5 heavy oil it natural gas isn't available? 

6 

7 

8 

A 

Q 

A 

'ies, sir. 

How i ~ the heavy oil delivered? 

It's deliver~d by truck. And let me say that 

9 we a re not the o n ly company in the s ystem that 

1n ma i ntai ns he a vy oi l as a backup ru~l t o gas and 

11 oil-fired units. Each o! the other companies have 

12 units that are similar situations. So i t is acceptabl P 

13 by the Southern System that we have the ba c kup fue l t o r 

14 these pr imarily g as-fi r e d units. 

15 '{our question concerned how to get the f uel t o 

16 the p lants. We re di ve the No. 6 oil by truck only, 

17 and each truck is appr o x imately 150 barrelb. 

18 Q How long wou ld i t take to reorder heavy o l 1? 

19 And I'll refer you to Exhibit 4 ~0 . Page 5 of 6, Lines 

20 

2 1 

21 through 2 3. (Pause) 

A It would take j ust a few days to get the oil 

22 coming in. Some information that might be helpful t o 

2 3 you , that it at ful l load the pl~nt would reqltre about 

24 29 truckloads per duy for those three units. 

2 5 0 But the answer is it would take Just a tew 
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1 days t0 order and receive that oil, correc t? 

J 

I A 

ha ve to look at the ci rcumstances o! the availability 

2 Yes, sir. In my opinion, again, you would 

4 o t fuel and what is taking place at that time. 

5 Q What is the Btu content of the heavy oil at 

6 the Crist Plant per ~rrel? 

7 A I'm sorry, would you reask that quooti on? 

8 Q What is the Btu content per barre l of the 

9 heavy oil at the Crist Plant? 

10 A I believe it's about 150,000 Btu per gallon. 

11 Q And , subject to check, would that work out t o 

12 6,200,000 Btu per barrel? 

• A I'll take that subject to check, yes, s1r. 

Please turn to MFR B- 17 -A, Page 10 o f 10. Q 14 

15 Does this indica~e that no heavy fuel 011 1s proJected 

16 to be burned in the 1990 test year? 

17 A Yes, sir. 

18 Q What is the end i ng inventory balance 1n 

19 December, 1989 , as shown on this schedule? 

20 A I believe 78,5JJ barrels. 

21 Q And t hat works out ~o $1,042,000 ? 

22 A Yes, sir. 

23 Q I s n't it t r ue that the hea vy oi l Invent ory 

24 remains constant throughout t he t est yedr? 

25 A Yes , sir. 
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Q What is the per-unit price of heavy oil in 

inventory, as shown on this schedule, per barrel? 

A $13.60. 

Q Please turn to Page 12 of 1~ of Gulf's 

response to Item No. 264, which is Exhibit 449, Page 

lJ. What do the figu res en this sr.hedule represent? 

A You're refer ring to Page 15 of 24? 

Q Page 13, which is 

A I guess your Page 9 - -

Q "Fuel Inventory By Plant" on the top. 

A This is Exhibit 449, Page 9? 

Q Exhibit 449, wh i ch is marked for the exhib i t 

purposes, Page 13. On the top of the eYhibit, for 

Gulf ' s purposes, it was m.arked "Page 23 of 24 . " 

A All right, ~i r, I have it. 

Q What do those figures represent? 

A These were the actuals tor 1989 for Plant 

Cr1st. 

Q And what is the ending heavy oil inventory 

balance? 

A 78,874 barrels. 

Q In December of '89 -- would that be 77? 

A 77,538. 

0 Why is this different from the MFR 

ScheduleB-17 figure of 78,533 barrels? (Pause) 
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Is that because you d idn't know yo u wore go1nq 

to burn 995 barrels? (Pause) 

We retlact that you burned 995 barrels 1n Ju ly 

o f 1989 when you test-fired that with oi l ? 

A Yes, sir, that's correct. 

Q Is that the difference between the two 

figures? 

A We're looking at that right now. 

Q The value of the December 1989 heavy 0 11 

I nventory is shown as $1,054,000 on Item 264, whi c h 1s 

l xhlbit 449, and is $1,042,000 on the HFR B-17- A. 

~ ince no heavy oil has been purchased, I don't 

u nderstand how the 77 ,538 barre ls can be valued higher 

than the 78 ,533 barrels. Do you have an answer f or 

that? 

A No, si r, 1 don't have a ~ econci l1at1 on ! o r 

t l.at. 

Q It's the same oil we are talking about, 

correct? T~ere hasn't been a purchase o f any 

additiondl oil at a higher cost? Have you r evalued the 

oil at a higher figure? 

A Excuse me just a minute, sir. 

CHA1RMAN WILSON: Wou ld tris be a gcod time t o 

t ke a break, or do you want t o go ahead and get the 

a~swer to your queRtion first? 
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MR. PALECK I : That ' s the last question in t.h1 s 

CHAIRMAN WILSON: Let's get the a nswer then. 

Tho only explanatio n I have, and we can give 

5 you somethin g late-riled if you neod it, is that it's 

6 an inventor~ adjustment that is made ~hen we go through 

., the year with a c t ua 1 s, and then when we do a budget, •Je 

8 will ~o from the budge t to actual with an inventory 

9 ad j ustment. But I cannot explain this without a little 

10 further look today. 

11 Q (By Hr. Palecki) So just one f urther 

12 question. You will sometimes ad j ust a tigur~ up f or 

13 existing oil that you've purchased at a lower p r ice, to 

14 a higher p rice ? ( Pause) 

1 5 A No, sir. We would just do that to ad j u~t It 

16 to get to the fuel ~udget, to get t o the correc t 

17 inventory level for the fuel budget. We do not --

18 would not ad just upward in the p rices . 

19 Q Well, the bottom lir.e is the pr1 c2 per barrel 

20 is nigher in the more c urrenL figure, correct ? It y ou 

2 1 could give us a late-filed justifying the difference 1n 

22 the cost per ba~rel between the Exh ibit 449 and the 

2J figure in the MfR B-17-A. 

24 

25 

A All right, qi r, we 'll do t ha t. 

CHAI RMAN WILSON : That will be Late- ri led 
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1 Exhibit No. 579? 

2 

J 

MR. PRUITT: That's correct . 

HR. PALECKI: A short title will be 

4 "Difference i n Heavy Oil Inventory ." 

5 (Late-Filed Exhibxit No . 579 identified . ) 

10{)1 

6 CHAIRMAN WILSON: All right, let's take about 

7 a ten-minute break. 

8 (erief recess.) 

9 - - -

10 COMMISSIONER GUNTER: All right. Let's g e t 

11 started. 

Q {By Mr. Pa lec ki ) Th is next set of question:; J 2 

13 

14 

refers to Issue 23, wh ich is the light oil inventory. 

I believe the issue is misstated, Mr. 

15 Parsons, and correct me if I' m wrong, but s houldn't th e 

16 figure there be -- well, let me ask you, how much light 

17 oil inventory, net of unit power sales, is ~ulf 

18 requesting? 

19 A Just a moment, please , sir . (Pause) we can 

20 provide that; I th ink Mr. Scarbrough and Mr . McMill an 

21 wou ld need to give that. We have figures just on total 

22 system and do not have it broken down for 

2) jurisdictional . 

2· 

25 

Q 

A 

What's your tota l system request? (Pause) 

I belie.e for the No. 2 oil request ~ill be 
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1 692,121 gallons. 

2 Q And vhy d oes Gulf Pover maintain light oil 

3 inventory? 

4 I vill talk t o you gene ra lly about it . I 

5 v ould like to defer the operational aspects to Mr . 

6 Colen Lee , vho will come on attcr me , but tho inventory 

7 of No . 2 , c r lighter oil, includes CT requirements for 

B our Smith A u n i t, vh ich is our combustion turbine at 

9 Plant Smh:h. 

10 But the lighter oi l is u sed primarily to 

11 bring unit s on line , coa l-fired uni ts, and t o stablizc 

12 them ei ther at minimum l oads or as they are com ing off 

13 line, and Mr . Lee can address tha ~ further. 

14 But we do use the lighter oil as a primary 

15 fuel, as t he only fuel f or our combustion turb i ne, a nd 

16 then ve have lighter oil at all three o f our plants 

17 all five of them, including Scherer and Daniel. 

1B Q With reference to use o f oil as a start-up 

19 fuel, excuse me, strike that. 

~ 0 Isn't it true that the peakers c an co n sume a 

21 lot of light oil in a v e ry s h o r t period of time? 

22 

23 

A 

Q 

'ies, sir . 

How much light oil was c~nsumed by pcakcrs in 

24 December 1989, and I refer you to Exhibit 449, P4qe 12 . 

25 l~t me explain . While we are looking ror 
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1 this, as a followup to the question you asked about the 

2 use of lighter oil in our operational plant. ~nder 

3 normal operation where we got gas and can use No.2 ~il 

4 with it !?r start-up on our plants, we'll use 1000 

5 gallons o! 011 for Cris~ 4 and 5 for start-up, 2 400 

6 gallons tor start-up on Crist 6, and 2800 gal lons f o r 

7 start-up on Crist 7 . 

8 Without gas, if you were just starting up on 

9 oil alone, we would use 7,000 gallons fo1 Crist 4 and 

10 5, 14,000 gallons !or Crist 6, 18,000 gallons for Crist 

11 7. That j ust gives you en example of the use of this 

12 oil on start-up on the units. 

13 Now, we'll get back to the question you 

14 asked. 

1 5 

1 6 

1 7 

Q 

A 

Q 

Is it used !or flame stabilization as wel l? 

Yes, sir. 

With reference, you mentioned two figures, 

18 one with gas and one without gas. We wou ld like t o ask 

19 for a late-filed exhibit which shows f or the prior year 

20 for each coal plant the following information: That 

2 1 is, the monthly consumption of natural gas in HCf, 

22 that's 1000 cubic feet for, start-up and flame 

23 stabi 1 ization. Short t i tle would be. "Consumption o t 

24 Natural Gas by Plant." 

COMMISSIONER GUNTER: That would be 
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1 Lato-!iled 2xhibit 580? 

2 

3 

4 

5 

HR. PRU ITT: 580. 

COMMISSIONER GUNTER: Right. 

{Late-filed Exhibit No . 58 0 identi f ied.) 

{By Hr . Palecki) I previously asked how muc h 

6 l ight oil wat> consumed by peakers in December 19 89 , 

7 which is r o!erred to in Exhibit 44 9 at Page 12. 

8 .\ I bel ieve it would be 101 ,2 22 gallons. Thi s 

9 is for the peaker for December, that was ~our ques tion . 

10 Q And was t h at due to the unexpec ted demand 

11 created by the Christmas freez e? 

12 

1) 

14 

15 

1 6 

17 

18 

19 

2 0 

21 

22 

2 ; 

2 4 

25 

A That wou ld be a part of it. There are a <O t 

I ot th ings that can affect the ~peratio~ o ! a peaking 

un i t. And I would assume that the cold weather 

situation had a great deal to do with it. It could 

have been the maintenance either on ou r system or othor 

systems at the same time that was ongoing. 

Q Well , it would be pretty s a te to assume th~t 

the Christmas freeze was a primary cause , wouldn't i t ? 

A Yes, si r. That would be a large part o f it . 

Q Isn't it also true t hat the amount of light 

oil used for fl ~me stabilization and start-up is no t as 

volatile as the amount of light oil utied in peakers ? 

A Talking about the i nventory level? 

Q The burn itself. 
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21 
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25 

1 oas 

A When you say "volat ile, " I assume you're 

talking about the var i ations in the i nvento ry level? 

Q Yes. And we're talking about tne amount, 

actually, ~~e amount used . 

A We ll, it'a really unpredictable because it ' s 

real l y used tot forced outages. You don't kno w exactly 

when you're going to use i t. To some ~xte~t. we c an 

budget for it, uut it is, varies a great de~ : on 

ci r cumstances that require its use. 

Q Wel l, as a general proposition, would it be 

safe to say that the peakers use a lot more light oil? 

A A lot more than -- a lot more than the other 

units? 

Q Yes , than the other units vhich -- where 

light oil is Ub ed for flame stabilization and start-up. 

A Well, it would depend. If you look at the 

inventory, you know, if yo ... don't use a C"f during t l'e 

year, you would have no usage and you might -- you 

wou ld use your J iqhter oil for flame stabilization and 

start-up in your other units. It would just depend on 

the amount of relative time that your CT would run 

versus the use or oil i n your o t her units. 

Now , if you're talking about the amount o r 

oil that would be used for our CT operating ~ 4 hours a 

~ay versus the lighter oil that would be used for !lace 
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1 stabili,atio n or bringing a unit on line at a, say Unit 

2 No. 2 at Sm l th, I think it wou ld be a substant i al 

J difference. I th ink Mr. Lee, again, could address tha t 

4 for yo~ from an operational s tandpoint. 

Q Does Gul f Power have an inventory study to 

6 justify the level ot light oil requested in this rate 

7 c ase, such aa the UFIM used tor coa l i nventory / 

8 
. .. ~ro, sir, we do no t . That' s determined by 

9 experience from our operat i ng peo p le and previo us 

10 needs. 

11 Q So you're asking us to trust you on this one? 

12 A Yes , sir. We've got people that are dedicated 

1) t o providing the very best service possibl e and t hey know 

14 what's needed to provide that ser·Jice. 

15 Q How long would it take t o reor der light 0 11 ? 

16 A Again, i t 's depends on the ci r c umstanc es . I( 

17 nobody els e is calling for lighter cil, I think the 

18 period or time would be much shor ter than if you're 1n 

J9 an extrem~ condition where not only the Util i ty bu t 

2 0 other customers are requiri ng the use of th~t oi l. It 

21 c ould, it could be receivPd t he s ame day yo u ord~r it, 

22 or t t could be som~ t i me later. Again, Mr . Leo c ould 

2J ta l k to y ou about the actual experienc es that t he y ' ve 

24 had at Pl ant Smith and other plants. 

25 Q It would always be within a week , cor r e c t ? 
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25 

A I would think so, yes, sir. 

Q And usually in a few days? 

A Yes, sir. 

Q I wo uld like to ask a few questions about 

Issue 24, whic h is the 57. 5 million coal inventory 

that's been atated. 

10f7 

Mr . Parsons, in your direct t nstimony on Page 

JJ, starting on Line 11, you state that Gulf Power 

Company used a computer model called the Utility fue l 

Inventory Hodel, or UP I H, t o justify the inventory 

levels during the test year and that model was 

developed by EPRI, is that correct? 

A Well, it was developed by EPRI in con j unc tion 

with other utility companies and other interested 

parties that worked with them i n the testing and 

utilization. But it was primarily an EPRI model, yes, 

sir. 

Q And why do you think UriH is an appropr i a te 

modeling tool to use to evaluate Gulf' s invento ry 

levels? 

A Well, I think it ' s proven to have bee n userl 

by variou~ utilities. Another util i ty her e in the 

State or Florida was instrumental in the t es t i ng o f i t. 

This Staff. I ~hinx, has utilized it in past yPar s f o r 

studies that they're making. And i t' s j us t a ~odc 1 
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that we fa~l like, with the amount of time and effort 

2 that's gone into the development of it and the results 

3 - hat we've seen from the use of this model, that it is 

4 the ~st model that we h~ve available to us. 

5 0 So you think that UFIM is generally regarded 

6 as a good mode ling tool, correct? 

7 

8 

A 

0 

Yes, sir. 

On ?age 3 ~ , starting on Line 8 of your direct 

9 testimony, you state that UFIM considers inputs such as 

10 fuel heating value, plant heat rate , energy supply 

11 uncertainty, supply constraints and disruption in 

12 s upplier burn . You must also input factors r elating to 

13 fuel price, replacement power cost, inventory holding 

14 cost. and cost of capital, isn't that cor r ect? 

15 

16 

A 

0 

Yes, sir. 

Please refer to Page 69 of Exhibit 4 5 1, the 

17 line titled "Average Monthly Policy, " represents Gulf's 

18 present inventory policy as shown on Exhibit 77, wh ich 

19 is Gulf's Exhibit EBP-1. 

20 }\ Did you say Exhibit 451 or 61? 

21 0 4 51. 

22 KR. HOLLAND: What pa ge? 

23 KR. PALECKI: Page 59. 

24 KR. HOLLAND: Okay . 

25 A All right. I have it. 
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1 Q Th J s represents Gulf's present inventory, i ~ 

2 that correct? 

3 A That's the one that we have ti~ed for thi s, 

4 that's our policy 53 days nameplate or about 105 days 

5 aver«ge burn, yes, sir. 

6 Q Is it correct that tho model run of Exhibit 

7 451 used the 1989 fuel budqot as input data? 

a 

9 

A 

Q 

Yes, sir. 

Please refer to Page JJ of Exhibit 556 . 

10 Aren't these the results of ~ UFIH analysis with inputs 

11 exactly the same as those contained in Exhibit 4 51, 

12 except that in Exhibit 556 the 1990 fuel budget is 

13 used? 

14 Let me get this exhibit. Di d you say 55b or 

15 456? 

16 Q 556, which is the supplemental exhibit that 

1 7 was introduced the day before yesterday . 

18 

19 

A 

Q 

Just a moment, let us check. (Pause) 

It's Staff's Exh i bit 156. It may be in tha t 

20 packet that has a sheet of colored paper that says, 

21 "Supplemental Exhibits." 

22 A All right, sir, I have 156 . Now, what page 

23 did you refer me to, please? 

24 

2~ 

Q 

A 

Page JJ. 

Okay, I !".ave it. 
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0 And my question is: Isn't this the r esul ts 

of the UFIH analysis with exactly the ~ame inputs as 

Exh i bit 4 5 1 , the only difference being that this uses 

the !990 fuel budget, 451 uses the 1989 fuel budget ? 

A That's correct . 

0 What inventory targets are indicated on Page 

33 of Exhibit 5567 

A You want the total tor the -- for Gulf's 

system, or by plant? 

0 Total system, basically. Wa want to know how 

many days burns are --days burn is provide d for. 

A 53 days nameplate. 

0 Is that a 105-day run -- burn, excuse me? 

Just a mo~ent, we'l l have that. (Pause) 105 . 

0 So the inventory target is a 10~-day burn of 

coal? 

A Average burn, yes, sir. 

0 Isn ' t it true that one o f the important 

inputs to UFIH is the d isruption assumption or the 

disruption 3ssumptions? 

A That's correct. 

0 Could yc u please explain how the burn 

reduct ion cost curve works in UFIH. Specifically , doe s 

the burn reduction cost curve define the cost o f 

replacement energy or purchase power in the event of an 
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Yes, sir, it does that. 

Please t urn to Page 58 of Exhibit 451 . 

4 Specifically, I'm r eferring to the figures on the 

5 bottom half o! Table 10. Do these figuroa represont 

6 the norma! timos r eplacement power c osts? 

7 

B 

A 

Q 

Yes , sir. 

So , t or example , these figures show that foe 

9 Plant Cr ist, replacement power can be purchaocd for an 

10 all'erage ot $2 4. ~7 pn r MWH tor a burn reduc tion of ~0\ ? 

11 

12 

A 

Q 

That's c orrect. 

And tor a burn reduction o f between 50 and 

13 1 00\ at Plant Crist, replacement power would cos c an 

•4 average of $25.62 per megawatt, correct? 

15 

16 

17 

A 

Q 

A 

That's at a 100\ reduction. 

Excuse me? 

You said between 50 and 100. That would be 

18 at 100 \ reduction that figure wo1...ld be corre ct , $25.62 . 

19 Q Isn't that for 75\ , or what would it be ror 

20 75\? 

21 I believe we w ~uld have to ru n a separate 

22 PROMOD input !or that and we don't have that. 

23 

24 

Q 

A 

How did Gulf Power calculate these figure s? 

These were results of a ? ROMOD stu1y wh ich 

25 dispatches our units on the s ystem, and th is wa s the 
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output of that program that utilize d in this model. 

2 Q So for Plant Crist, Gulf calc ulated the total 

3 variable coats with no reduction using PROHOD, then 

4 burn was reduced at Crist by 50\ and another PROHOD 

5 run, and then the increased costs were expressed 1n 

6 megawatts to arrive at the 24.97 tiguro? 

7 

8 

A 

Q 

Yes. That's correct. 

And the same type calculation wa s done to 

9 indicate the 100\ burn reduction cost? 

10 

11 

A 

Q 

Yes, sir. 

TUrning to Page 26 of Exhibit 4 5 1. This paqc 

12 summarizes one of t h e disruptions which can occ ur at 

13 Plant Crist, Scholz and Smith, correc t? 

14 

15 

16 

A 

Q 

A 

Yes, sir. 

Please describe Disruption Number Two . 

This one, are you talking about the 

17 nameplate-minus-one step? 

Q No, I'm referring to t~e Disrupti o n Numbe r 

19 'l'wo, "Generic Equipment Failure." 

20 A Okay, Page 26, I don't be l i eve iS the rlght 

2 1 page . Would you refer ~e to another page? 

22 Q Thio i s Exhibi t 4 51? 

2 3 

2 4 

2 5 

A 

Q 

A 

Yes, sir. 

I'm sorry. I believe tt.at' a Page 27 o f 59. 

Okay. (Pause) Thi s would be a plan t - un lqu~ 
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1 disruption which models a failuru such as an unl o ader 

2 breakdown, which could occur in any month; and th is , i t 

3 would be plant - specific. 

4 0 And this is referred to as "Generic Equ i pment 

5 Failure"? 

6 Yes, air. And it would have modelod the 

7 frequency expected and the duration of the disrupt i on. 

B 0 At the Plants crist, Scholz and Smith, the 

9 frequency listed is once every five ye ars, 1s tha t 

10 correct? 

11 

12 

1) 

14 

A 

0 

A 

0 

Yes, sir . 

Maximum duration , five ~eeks ? 

Yes, sir. 

And this is with coal delive r ies o! zero , coal 

15 cost normal and replacement power c osts is no rma l , 

1 6 correct? 

1 7 

l B 

1 9 

20 

A 

0 

A 

0 

Yes, sir. 

This would be a relatively mino r di s r uptl o n ? 

Yes, sir. 

It replacement power is purcha~sd duri ng 

2 1 Disruption No. 2, it i d purchased at the no rma l 

22 replac eme nt power cost that we referr ed ~v e ar l ier , 

23 c orrec t ? 

2 4 

25 

A 

0 

That's c orrec t. 

And is the plant bur n no rmal d u r ing t n i s 
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1 disruption? 

A Yes, sir. 2 

) Q TUrning to the next page of Exh i bit 451, wh ich 

4 is 28 of 59 , ple~se describe Disruption No . J . 

5 A This would be a disruption in supply due t o a 

6 generic transportatJon-related problem, and these would 

7 be such a~ a frozen river, low water problems, 

8 hurricane related problems or rail tres tle f ail ure o r 

9 washout. And this also could occur in any month. 

10 Q And the frequency listed is o nce every ten 

11 years, c orrect? 

12 

lJ 

A 

Q 

Yes, sir. 

Maximum durat ion at Crist, Sm i th, Scholz and 

14 Scherer would be 8 weeks, and at Oaniel 12 woeks, 

15 c orrect? 

16 

17 

A 

Q 

That's corr ect. 

And this is listed with coal deliveries none, 

lB coal costs norma l, .eplacement power costs normal and 

19 burn normal, correct? 

20 

21 

A 

Q 

That ' s correct. 

And, once again, this is a relat ive ly minor 

22 disrupt ion? 

23 

24 

A 

Q 

Yes, si r . 

Does n't UFIM consi der a week to be seven a nd a 

25 half days l ong a nd a month to be JO day s l o ng ? 
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A Yes, sir. 

0 

A 

Th~t one month contains exactly four weeks? 

That's correct. 

4 0 Turning to Page 29 of Exh1bit 4 51, de&cribe 

5 Disruption Ho . 4. 

6 Disruption No. 4 is a disruption in s upply du e 

7 to frozen c oal at the load-out points. We have this 

8 occurr ing only in December, January or Pebruary. 

9 

10 

11 

12 

13 

14 

15 

16 

17 

0 

A 

0 

A 

Q 

A 

0 

A 

0 

And this 

This is tor Plant Scherer. 

For Plant Scherer only? 

Yes . 

Frequency once every two years? 

Yes. 

Maximum duration tour weeks? 

Yes, sir. 

And this is with coal deliveries none, coal 

18 costs normal, replacement power costs norm~! and burn 

19 normal, correct? 

20 

2 1 

A 

0 

Yes, sir. 

And this is, once again, a minor , ~ relatively 

22 minor disruption, correct~ 

23 

24 

A 

0 

Relatively, yes, sir. 

Turning to Page 25 of Exhibit 64 , please 

25 descri be Disrpu~ion No. 1, and describe thi s disrup~ion 
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1 in as much detial as you c an. 

2 A Disruption No. 1 1s a generi c disaster type 

3 demand/ supply disruption, such as a nuclear moratorium 

4 which cou!d occur in any month. It'.; modeled for 

5 frequency o nce in every !our years; the duration 1s 16 

6 weeks; coal deliveries would be one-halt of norma l ; 

7 coal c oats o ne and one halt times normal. 

8 And let me say that from the Southern System, 

9 this would have a tremendous et!ect. Our cap~city on 

10 

11 

12 

13 

14 

tho Southern System, about 11 to 1H of our tota 1 

generat i ng capacity is made up by nu~ lear capaci t y. 

But the generation o n the System is about 21 to 22\ 1n 

I 1990. So a nuclear moratorium tnat occur r ed on the 

Southern System that eliminated all of our nuclear 

15 c apacity would h ave a tremendou s effect on the Southern 

1~ System and on the inventory situation. You would not 

17 be able to generate the 22\ o f our capacity needs from 

18 nuclear. 

19 Q And one of the assumpt ions 1n this parti cu lar 

20 disruption is that there be no warning, correct? 

2 J 

22 

A 

Q 

Yes, s.i r. 

Th e frequency list- d, or predic ted, for thi s 

2 J type of disaster would be once every four year s , 

24 correct? 

25 Yes, sir. 
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Q Hr. Parsons, earlier 

COMMISSIONER BEARD: Whoa, t i me out a second. 

Let me ask ~ question to try to understand. 

Hypothet ically, a nuclear moratorium occurs, okay? 

That plant belongs , at least from the Southern System, 

to Georgia Power? 

WITNESS PARSONS: Well, on the System, 

Sout~ern System, we have three nuclear plants. There 

are two in Georgia and one in Alabama, six units total. 

COMMISSIONER BEARD: Okay. The two in Georgia 

belong to Georgia, like Oglethorpe, or somebody else? 

WITNESS PARSONS: Yes, they have partners in 

that. 

COMMISSIONER BEARD: And the Alabama unit 

belongs to --

WITNESS PARSONS: Just Alabama. 

COMMISSIONER BEARD: Oka y. So in the event 

that one or all of those ceased t o operate, would t hat 

affect the ability of those operating companies to 

produce reserve capacities, therefo re c hanging the 

relationship of the rPserves available trom eac h of t ho 

operating comp~nies, therefore making you a muc h 

greater net seller? Are you understanding what I'm 

ask 1ng? 

WITNESS PARSONS: Yes, sir, that's correct. 
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1 The model addresses a nuclear mor~torium that affec ts 

2 the entire nuclear industry in the United State b. It 's 

J no t j us t one plant, but it i s 'or the entire industry 

4 and that, in effect , says in the Southern System a 

5 nuc lear unit generation i s kept on its system. They d o 

6 not sell through the interchange. So it Georgia, say, 

7 has 2000 megawatts of nuclear capacity, that 2000 

B megawatts serves its territor ial load, tha n any 

9 additional capacity, coal, oil, gas-tired, ~ 1 11 oi thet 

10 be utilized to serve the remainder of their loa d or 

11 it's sold through t he System . 

12 What this says is it you have a nuc lear 

13 moratorium nationwi de, a l l the nuclear units a r e s hu t 

14 down, then you have to replace ~hat with the r emai ni ng 

15 units. And if that werP to h a ppen, ot c ourse , at Gu l t 

16 ~11 of our coal units wou ld be running full load, 

17 trying to p i ck up the additional l v ad f o r t he Sys tem, 

18 with 22\ o t our capability on th ~ Southern Sys t em gone. 

19 I don't know whether that answer s your 

20 question. That's --

21 COMMISSIONER BE~: ~ell, i t part ial l y does. 

~2 My po int is then yo u are, regardless of whether you 

2J we re a net buyer or a net sel l e r prio r t o tha t 

24 occu r renc e , whe n it occurs, you o b,· iously bec ome a net 

25 se l l e r , t o a large degree? 
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WITNESS PARSONS: Probably so. It would have 

2 a n effect on us, because we either have less to 

3 purchase from the pool or we will have to sell m~re t o 

4 the pool t o maintain the Southern load. 

5 COMMISSIONER BEARD : Well, if you r emoved the 

6 nucl ea r megawatts -- I mean, how many is there between 

7 the three plants? 

8 WITNESS PARSONS: I balieva we have about 3600 

9 megawatt~ of nuclear capacity. 

10 

11 

CHAIRMAN WILSON: How ma ny ? 

WITNESS PARSONS: Just a moment, let me c heck . 

12 (Pause) I think we've got appro ximately 3600 megawat t s 

13 

14 

of nuclear capacity. 

COMIUSSIONER BEARD: Roughly, how many tota 1 

1 5 megawatts have you got in the System? (Pause) A 

16 

17 

ballpark figure . (Pause) 

WITNESS PARSONS : Was your question concern ing 

18 nuclear or t otal capacity? 

19 COMMISSIONER B~\RD: Tot al. I think the 3600 

20 you gave me, roughly, is the megawatt s assoc iated w1t h 

21 nuclear on t he System. 

22 WITNESS PARSON~: Yes, si r, that's c orrect. 

23 And you want to know the total capacity on the Southern 

24 System, nuclear, coa l, gas, oil? 

25 COMMI SSIONER BEARD: Lock, stock and barrel. 
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l (Pause) 

2 WITNESS PARSONS: We' ve got about 

J approximately JO,OOO megawatts. 

11 00 

4 CHAIRMAN WILSON: What is that you're reading 

5 !rom? 

6 WITNESS PARSONS: This is a Southern Electric 

7 System Power Plant Directory that indicates all o f the 

a units on the Southern System. 

9 

10 those? 

ll 

12 more. 

lJ 

14 of them? 

15 

CHAIRMAN WILSON: Have you got anymore of 

WITNESS PARSONS: We could probably find o ne 

CHAIRMAN WILSON : Would you find at least tour 

COMMISSIONER BEARD: About 10\ ballparK 

16 figure, 11\, is nuclear? 

17 

18 

WITNE~~ PARTONS: Yes, sir. 

COMMISSIONER BEARD: What happens in that 

19 scenario, for example if that were to occur? Does 

20 your requirement, your UPS contracts, d o they 

2 1 disappear? 

22 WITNESS PARSONS: We're not making any sa les 

?J out of nuclear. That would not arrcct that. The UPS 

24 

25 COMMI SS IONER BEARD: 1 'm tall< i ng obo'Jt --
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WITNESS PkRSONS: No, sir, the UPS contra~ts 

2 

J COMMISSI ONER BEARD: You'd have to net out 

~ f ro• that JJ,OOO UPS contracts, wouldn't you ? 

WITNESS PARSONS: Yes, si r . 

6 COMMISSIONER BEARD: So -- I f o rget what today 

7 your current -- •ait a minute, I can tell you. Right 

8 now your total - - well, thdt' s UPS ava ilable , that's 

9 no t sales. Whatever , you ' d have to net that out 

10 a nyway? 

11 WITNESS PARSONS: Yes , s;r. 

1 .:! COMMISSIONER BEARD: Okay. I ' m sorry. Go 

13 a head. 

14 Q (By Mr. Palecx i) Now, I j ust want to make 

1 5 sure we have this right. This is a national mocato~tum 

16 o f all nul c ear plants that occurs wi tn absolutely no 

17 warning whatsoever? 

18 A Yes , sir. 

19 Q And the assumption is that because this 

20 th is is fairl y un likely to occur, would you Sdy? Js 

lone o f the reasons this is pred icted o nce every 40 

!years because it's not something that's extremely 

21 

22 

2J likely? 

Once every 40 yea r s was developed as a result 

25 v f testimony in the past befor e the NRC by experts tn 
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1 the field, and thi~ is a figure that we determined was 

2 he most likely to happen, and it is something that --

J 

4 

thi s was a h uaring before 

! conservation and Power of 

the Subcommittee on Energy 

the Co111.111i ttee on Energ~· and 

5 Commerce, House of Representatives, in April of lqa s . 

6 Testimony from experts there indicated the possibil ity 

7 of someth i ng like this happeni ng, and that went into 

8 the decision to use the 40 years. That is a deci~ion 

9 that Gulf made, and most of the Southern Systems. 

10 Q Mr. Parsons, let's take a look at what the 

11 effect of this assumption would have on fuel cost. 

12 Earl ier we established that normal replacement power 

l J cost for Plant Crist averaged $24.97 per mega\o'att t or a 

14 sot burn reduction, and $25.67 per meqawatt for a 1 00\ 

15 burn reduction. What is the replacement po wer cos t t c ~ 

16 a 50 \ burn reduction in this generi c nuclear morat o r1um 

17 that you've proqrammed into your assumptions? 

18 A Just a moment, please, sir. (Pause) 

19 Q And I refer you specifically to Page 25 of 

20 Ex.h i bit 4 51 . If you could, give us the figures f or 

21 40\, 60\ a nd sot reduc t ion in the replaceruent powe r 

22 cost per megawatt . 

2) A All right, sir . For a percent reduc ti on at 

24 40\, the replacement power cost would be SJqJ,9 4 per 

25 megawatt hour. For a 60\ reduction it would be 
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1 $1,986.60 per megawatt hour, and an 80\ reduction, 

2 $8,054.80 per megawatt hour. This essentially says 

3 that probably would not be available because other 

4 utilities are experienci ng the same thing. 

110 ) 

5 0 So this would make it extremely expensive to 

6 run out of fuel when you compare it to the normal cost 

7 of $25-some-odd per megawatt, correct? 

8 

9 

A 

u 

Yes, sir . 

How are the~e costs calculated? And I r~~er 

10 you to Pages 54 through 56 of Exhibit 4 5l -- 5J through 

11 55 , I believe. 

12 

13 

A 

0 

54 through 56? 

Yes, correct. (Pause) Aren't these 

14 replacement costs that you've referred to previvusly 

15 ranging in the thousands, up to $8,000-plus, aren't 

16 they pretty much based on an assumption that the 

17 replacement power cannot be purchased? 

18 Yes, sir, that's correct. And, of course, we 

19 use the best method that we can to determine what these 

20 costs would be. And on this Paqe 54 ot 59, Item 3 

21 i ndicates some of the conoiderat ions that were put into 

2? coming up with the assumptions that went into the 

23 study. 

24 But to answer your question, yes, it, in 

25 effect, says that under certain conditions there would 
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1 not be any replacement power. 

2 0 TUrn to Page 55 of Exhibit 4 5 1. Doesn't thl s 

3 say that the average rosidentlftl customer would be 

4 willin1 to pay $8 . 50 per kilowatt - hou r for 8 to 16 

5 weeks, rather than lose power? (Pause) 

6 

7 

8 

9 

10 

A 

0 

A 

You say Page 55? 

It's Page 55 . 

I'm sorry, I don't see the figure that you 

referred, tho cost on the customer. (Pause) 

0 I'm referring, specifically, to residential 

1 1 under Phase 6, where the figure of $8,500 per megawatt 

12 hours is given, wouldn't that translate to $8.5J per 

13 

14 

15 

kilowatt-h'.:>ur? 

A Yes, sir, that's correct . 

0 So, basically, what this says is that the 

16 average residential cus tomer wou ld be willing to pay 

17 850 per kilowatt-hour for 8 to 16 weeks r ather tha n 

18 lose power . 

19 A We think that's what the wo rth to the 

20 customer is. We don't know what he wo u l d be will i ng t o 

21 pay, but we think that's the worth of the replac ement 

22 power. 

2 3 0 No•. costs ot this nature would c ause a l o t 

2 4 ot conservation, wouldn't they? 

25 Conservation? 
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5 

6 
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B 

9 

10 

11 

12 

• 1) 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

COMMI SS I ONER GUNTER: $8.50 per 

kilowatt-hour . 

WITNESS PARSONS: Yes, sir. Based on the 

study, the model output. 

11 05 

COMMISSIONER GUNTER: Okay. I j ust 1magine 

there will be a hell ot a lot of kerosene sales in the 

country , wood stoves and that kind of stuff. 

WITNESS PARSONS: 1 think tha~ agrees ~lth 

the conservation errort. 

Q (By Mr. Palecki) So , would you agree t.his 

would cause quit a bit of conservation by the 

c u stomers? 

A Yes , sir. 

Q Isn't it true Gulf assumes plants wi ll be 

running at close t o 100 \ capacity under this nu c lear 

disruption? 

A Yes, sir 

Q In calcu lating their fuel reserves. 

A Yes , sir. 

Q Please refer to Exhibit 44 8, and referrtng 

specif ically to Page 1 ot 20 . 

Hy question is, what capac ity fac tors are 

indi c ated tor Gulf's plants durinq the test year? And 

that's Exhibit 448, Page 19 of 20. 

COMMISSIONER EASLEY: Gi v e me a pa g e on that. 
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All right, sir. You would like the 

2 capacity factors tor all of the individual un its? 

3 

4 

0 

h 

Yes, starting with Crist 1 through J. 

Al l right. Crist 1 is . 04\ capacity factor. 

5 Crist 2, . 04 ; Crist J, . 1 4 ; Crist 4, 56.38; Crist 5, 

6 55.Jl; Crist 6, 42 .56 ; Crist 7, 50.7; Scholz 1, 65.59; 

7 Scholz 2, 51.25; S~ith 1, 72.66. 

B 

9 

10 0 

CHAIRMAN WILSON: Why are we read i ng toese? 

KR . PALECKI· I have a follow-up quostiot .. 

That is, the nuclear moratorium that you've 

11 put into y our computer model, you a ssume that it causes 

12 a significant increase in plant utilization, is that 

13 correct ? 

14 

15 

16 

17 

A 

0 

A 

0 

Yes, sir. 

This i s a very seve re disruption, isn't it? 

Yes, sir. 

Now, we'•·e established that you modeled using 

18 the 1990 fuel budget. That your model, using the 1990 

19 fuel budget, produces a fuel inventory target pol1 c y ot 

20 105 days burn, correct? 

21 A Yes, s:.r. 

22 0 Please refer t o Exhibi t 556, Page 37 of )8 . 

23 J6 of 38. Doesn't this show what would happ~n i f we 

2 4 climin~ted the nuclear moratorium disrupt1on and left 

25 all other assumptions the s ame? 
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A 

0 

A 

4 Palecki? 

5 0 

110 7 

Could you refer us to No. 156, Pag o 19 or 38 ? 

That would be Page 36 o t 38. 

Okay. What was your question again, Hr. 

This shows what would happen it we eliminated 

6 the nuclea1· moratorium disn.1ption and lett all the 

7 other assumptions tho same, correct? 

8 

9 

A 

0 

Yt•e, sir, that's correct. 

Wh.tt coa l inventory target is suggested 

10 without the nuclear moratorium? 

11 

12 

A 

0 

Four days. Which is totally unrealistic. 

So tne nuclear moratorium adds over hundred 

13 days burn to the target, doesn't it? 

14 

15 

16 

17 

18 

A 

0 

A 

0 

A 

You'r~ talking about budget burn day s ? 

Yes. 

On thiB assumption -

Calculating your coal reserves. 

On the ns~umptions that were made where thi s 

19 run was made, where we removed the nuclear moratorium 

20 but held the burn ttt norma l, this is the outpu t that ls 

21 sho~n. which I thinX is totally unrealistic in the 

22 assuu-ptiolls. 

23 

2 4 

0 

A 

rhese are JOUr figures, correct? 

Yes, sir, t~sed on the assumptions that we 

25 were a s ked Lo run, th~se were run at the request o f 
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Staff, and holding all other inp~ts the same, we just 

2 removed t he nuclear moratorium, and this is the output 

3 of the model. 

4 Q Well, in determining whether your coal 

5 inventory is reaso nable, what the Commission must do is 

6 dec ide whethAr the assumptions associated with the 

7 nuclear moratorium are reasonable, is that correc t ? 

8 

9 

A 

Q 

Yes, sir. 

And if they determine them t o be reasonable, 

1 0 then they should eccept Gulf's proposed coal inventory 

11 policy a e reasonable, correct? 

12 

lJ 

A 

Q 

Yes, sir . 

It they determine that they are not 

14 reasonable, then they should reject the proposed c oal 

15 invento ry, correct? 

16 A Yes, sir. But we think they wil l agree wi th 

17 our rea sonableness ot our proposal. 

18 Q If Stat! requested a l'PIM run, using the 1990 

19 f uel budget, would you 

20 COMMISSIONER BEARD: Are you lf.aving nu c lea1· , 

21 the scenario? Let me a~k a question. I'm trying to 

22 draq out of my p~a brain, back up for a minute and 

23 expla j n to me this $8.50 figure again, is that an 

24 out&ge hour? 

25 WITNESS P-'RSONS: That woula incl11de t.he 
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social cost ot an ou~ge, t he rep lacement power cost, 

everythinq tha t would be necessary to replace the power 

J to that ro~ sidential custome r that would be lost because 

4 of a nucl Aar moratorium . 

5 COMMI SSIONER BEARD: Okay. See i f you ca n 

6 help me. I may be apples to oranges in this, but it 

7 s~rves me correct, and it may not be the same figures, 

8 that back i n the under ground docket, when a figure ot 

9 roughly $4.00 was proposed , people we nt to hollering 

10 and screa mi ng and said, "My God no, it ' s no t even quite 

11 a ~uck; i t 's something less than a dollar." Nnw I'm 

12 ranging f rom a $1. 00 to $4.00 tQ 8.50 on a outage hour 

13 impacted by social costs, et cetera, et c etera. Have I 

14 got the wrong comparison ? We're ta l king about all the 

15 costs associated with t hose outages. 

1 6 WITNESS PARSONS: I d on't know whether we'll 

17 be compari ng apples to apples o r apples to o r anges, 

18 either. I 'd have to look at how tl.ose costs were 

19 developed in the other dockets that you refer to and 

20 

21 

compare them to t his one . I don't know that today. 

COMMI SSIONER BEARD: W~ll, you can try but 

22 what I probably ~ught to look at is I'd like to look dt 

23 the social cost in a nuclear moratorium versus the 

24 

25 

social costs in a underground docket. 

CHAIRMAN WILSON: I think what the -- as l 
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15 

16 

17 

18 

19 

20 

21 

22 

23 
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25 
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recall , what i t was in the underground was what wa s the 

cost to c ustomers of a n outage due to a hurricane or 

other weather related , severe weather. knd it used a 

Florida Coordinat ing Counc il average number o ! $ 4 .00 

and something, whi c h was like a $1.50 fo r resid entlal 

and $2.00 and something for commercial , and $7.00 for 

industrial, and the a verage was, I d on't know, $4. 00, 

$4.25 . 

WITNESS PARSONS: Let me make a comment . 

one or the things Chai rman Wi l son menti o ned, 

you know, the vther disruptions thn t we ha ve addressed 

here are more either plant or c ompany-specific , and 

with the ~ajority of our coal bei~g delivered by ba r ge, 

we could have a problem with a hurricane on thP 

intercoastal waterway , frozen rivers, Mi ssissippi dnd 

so forth , that wou l d cause a problem ~here and t~~t 

would be much le~s severe to Cu lt Power than the 

nuclear moratorium, which af fec ts the ent1re i ndLstry 

and replac ement cost. 

I f we cannot get coal under a d isruption of a 

hurr icane, frozen water or something, we stil l would 

have the ability to get , we hope , power f rom 

repl a cement power relative l y inexp&nsive. 

But in a nuclear moratorium, where not only 

Souther n but alJ utilities are faced with the same 
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supply problem, supply/demand problem, the cost would 

2 go up, in my mind, much more significantly in that than 

J it vould in a hurricane or veather related. 

4 

5 you --

6 

COMMISSIONER EASLEY: Mr. Parsons, let me ask 

CHAIRMAN WILSON: Let me ask one question, 

7 r eal quick, before you go to th~t. Your percentage or 

8 nuclear generation is just about the same percentage as 

9 it is nationwide, isn ' t it? Just in excess of 20\7 

10 WITNESS PARSONS : Yes , air, I think so. 

11 That's correct. 

12 

13 

14 

CHAIRMAN WILSON : 20, 22, 23\ 

WITNESS PARSONS: I think that's correct. 

COMMISSIONER BEARD: Wait a minute. Awhile 

15 ago it was 11\. 

16 WITNESS PARSONS: The capacity, the amount o f 

17 capacity is about 11\ of total capacity. 

18 

19 

COMMISSIONER BEARD: Okay. 

WITNESS PARSOhS: But the kilowatt hours 

20 generati~n or the load supplied trom those units , they 

21 just run flat out all the time, i~ about 22\. 

~2 COKMJSSIONER EASLEY: Now you're getting 

23 clo~e to where I wanted to be. Back on Exhibit 451 

24 

25 

WITNESS PARSONS: Okay. 451. 

COMMISSIONER EASLEY: Yeah, whi ch got us into 
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CHAIRMAN WILSON : What page are you on? 

COMMI SSIONER EASLEY: Starting with Page 5 3 

4 of 59 . This appears to be a description of the EPRI 

5 study model that was used to develop t hat $8.50 kWh 

6 coat, tight? 

7 

8 

WITNESS PARSONS: Yes. 

COMMISSIONER EASLEY: This says, "s t ate of 

9 the world disaster." Does it mean, l i terally, " s tate 

10 of the world disastar?" In the second paragraph. 

11 WITNESS PARSONS: It's an e xp r ession whi c h I 

12 think j ust means the utility industry in the United 

1J States. Those would be the ones that we wou ld be 

14 concerned with being affected. 

15 COMMISSIONER EASLEY: All right . Were the 

16 parameters for state of the nation , I guess, disast e r 

17 the~, develop ed by EPRI or by Gul~? 

18 

19 

WITNESS PARSONS: EPR l . 

COMMI SSIONER EASLEY: And Gulf p!:.1ggcd their 

20 f i gures i nto the EPR I study to develop w~atever costs 

21 tal l out of that? 

22 WITNESS PARSONS: That ' s co · r e c t. 

COMMI SSIONER EASLEY: So the nuc lear d l ~a s t cr 

24 example is about the worst ~dse scenario in the EPR I 

25 study? 
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14 

15 

16 

17 

18 

19 

20 
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24 

25 
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111) 

WITt!ESS PARSONS: By far, 1 think it would 

COMMISSIONER EASLEY: Yeah, I think that's li n 

underbtatement. And the $8.50 is prebented as the cost 

under that worse case scenario tor 16 weeks, I believe 

it was, Phase 6, just as a fallout, again, of the EPRI 

rormo..~la? 

WITNESS PARSONS: That's correct. 

COMMISSIONER BEARD: This could be terme~ 

"The wo rld as we know it would cease to exist"? 

WITNESS PARSONS: Would be s ignificantly 

changed . 

COMMISSIONER BEARD: Electricity might be thu 

least of our problems. 

COMMISSIONER EASLEY: Yeah. As a matter o f 

fact, I got tickled when I ~~ard Staf f ask if thls was 

the cost the custrJer was willing t o pay? I have d 

sneaking suspicion he won't ha ve the oppor tunity . He 

can't get his money out ~r the bank. 

Q (By Mr. Palecki) Well, the point is that 

Gulf ha s used this assumption in dete rmini~q the value 

or coal i nvento ry that they must malntaln on hand, 

correct? 

A 'ios. 

Q And this assumption has substantially 
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1 increased the amount of that coal inventory, correct? 

2 

3 

A Yes. 

COMMISSIONER EASLEY: But, now, let me ask 

4 again. I can't find the exhibit that you were go1ng to 

5 the second time. Th~re is a figure without this worse 

6 case scenario in it, is that correct? 

7 

8 

WITNESS PARSONS: Yes, ma'am. 

COMMISSIONER EASLEY: What is that figure ? 

9 compare to it the 850 per kilowatt hour. 

10 MR. PALECKI: Staff requested a Ufi M run 

11 using the 1990 fuel budget which altered this 

12 assumption of world disaster substantially; and this i s 

13 Exhibit 556, Page 37. There, we asked Gulf to assum~ a 

14 disruption occurred once every four years instead ot 

15 once every 40 years, and burn during the disruption wa s 

16 normal instead of near 100\ capacity. And the result 

17 of that model run is Page 37. 

18 COMMISSIONER EASLEY: Could I ask the witness 

19 to read me that result? Because 1 can't find tt in 

20 this Twelve Mile Island pile of paper back here. 

21 WITNESS PARSONS: 0!-:ay. Tt1e run that ha s 

22 just been referred to, the nuclear moritorium 

23 disruption every four years? 

24 

25 

COMMISSIONER EASLEY: Right. 

WITNESS PARSONS: And normal burn : s 37 days 
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1 nameplate. And, again, that's 

2 Q (By Hr. Palecki) And that assumes the expe.:s c 

3 of replacement powe r cost as well, tho ugh , does it no t ? 

4 

5 

A 

Q 

Yes. 

So we're still talking ~bout those outrageous 

6 power costs that we were talking about. 

7 COMMI SSIONER EASLEY: Does this have the 

8 equivalent ot the 8.50 in there? Is that what you're 

9 say i ng by those costs? 

10 

11 

WITNESS PARSONS: Yes. 

COMJoiiSSIONER EASLEY: Ho"' would I figure out 

12 what it looks like without i t? 

13 

14 like? 

15 

16 

17 

WITNESS PARSONS: What the c o s t wc u ld look 

COMMISSIONER EASLEY: Yeah. 

WITNESS PARSONS : Without? 

COMMI SSIONER EASLEY: Wh a t the -- is there d 

18 percentage or is there an extra pola t ion that I could do 

1 9 to give me an idea of what it would l ock like i f you 

20 took out that effect of the 8 . 50 , or c an i t be d one 

21 that way? 

22 WITNESS PARSONS: I'm not s ure that I 

23 understand th" ques tion you•1-e asking. I f we 

2 4 COMMI SSIONER EASLEY: I' m not su re I do, 

25 either. To come up with a real istic f i gure , o r a t 
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1 lPast tom~ a realist ic figure , you take out this 8.50 

2 effect -- okay, Commissioner Gunter says he thinks he 

3 can help. Maybe I don't - -

4 COMMISSIONER GUNTER: Lel me ask you a 

5 question, Mr. Parsons. The reason I have sat back and 

6 I haven't said anything about this is those assumptions 

7 are so that they're probably not ever going to occur . 

8 I'm j ust wondering the value of them, you know, for 

9 inclusion. It's snrt of like a great deal of h~ifer 

10 duot. 

11 we had a serious probl~m at TMI, and we 

12 didn't have the kind of situation with the nati onal 

1 3 moratorium, and I think that you and I are not going to 

14 live long enough to see that occur. So I hdve )ust 

15 said, " That's heifer dust," and I didn't pay any 

16 attention to it. 

17 I thi~k the thing that Co~issioner Easley IS 

18 getting to is to, using the historical per s pecti ve, 

19 such as co a 1 inventory, fue 1 inventory, 1 n order to 

20 generate electricity, where is that reasonable figure? 

21 And not, you know -- he l l, if we were g cing to get to 

22 Superma n days, we'd say to Krypton to do something, and 

23 we're going to get in here and, you know, you could 

24 hav& a ncutro~ bomb explode and it would w1pc out all 

25 of your --
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CHAIRMAN WILSON: And reduce demands. 

(Laughter) 

COMMISSIONER GUNTER: Yes, it would certainly 

reduc e demands. But if somebody came up with some sor t 

of new weapon that destroyed al l your circuit boards, 

lall your computers, well, hell, you're out o f 

And there's all sorts of things that may be. 

business. 

And I 

would look at some sort of a damnea zap gun tha t would 

dast roy silicon c hips as much as I would all t~~ 

nuclear plants in this country go ing do wn . That' s the 

reason I h~ven't even partic ip~ted . 

But where are we wi th the normal, expectod 

inventory requirements that Gulf would have to op~ratc 

in 1990 f o r the test year? 

Do you understand my problem? 

WITNESS PARSONS: Yes, si r , and J have a 

problem responding, to some extent, because I th 1nk 

we've come full circle. 

Since I have been involved in appearing 

before the Commission, init ia lly when we trlAd to 

justify our fuel stockp i les , we did just that; we came 

in with the best exper ience that we could ha ve , based 

on historical and projected problems. We considered 

labor contracts; we considered a lot of things that 

cou l d happen and, h i storica lly, and we came in and 
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1 attec pted to request a certain s t ockpil e l e vel. 

2 The Comm i~sion did no t a ccept tha t . The y 

3 wanted some expert testimony and some studi es r un, and 

4 we moved t o ~n interim per i od. I th ink in 198 4 , IJ C 

5 actually had a consultant to appear , Hr . Viccnt ~ s 

6 appea r ed be t o re this Commiss i on in Docke t 0 4 0086, and 

7 he had a proposal, and that st il l was no t s at i sfac t o r y. 

s And t he Commission Staff, I t hink, has bee n i nvol ved i n 

9 tne attempts to set up a computer model. A- d th i.:: is 

10 the best that we have at thi s point. 

11 We 've moved from histori c a l t o t rying to 

12 model something with inputs determined by t he best 

13 people that we've got i nvolved in the fuel industry, 

both from the utility industry thi s is ~ot )ust a 

1 5 utility i ndustry model . We have had part ic : patlon by 

16 various commissions and others i n the deve lopment of 

17 it. So it ' s the best we have right r.ow. 

18 COhMISSIONER GUNTER: We ll , let me ask you a 

19 ques tion. And I take that a s that Gu l f is not 

20 satisfied, o r was not satisfied with the level o f 

2 1 inven t ory that we had. And to sort o f c heck t he 

22 reasonableness of that, would it be i na pprop riate ~o 

23 ask you what your, what was allowed in t he last rate 

24 c a se , what your monthly i nve ntory leve l s ha ve been, ~nd 

25 ha ve you run out of c oal at any o f your f acillti~s 
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1 during the time period? 

2 That's sort of the sanity test, Mr. Parsons . 

3 Have you run out of coal at any facility 

4 

5 

WITNESS PARSONS: No, sir. 

COMMI SSI ONER GUNTER: since 1984? Have 

6 you run down to the point that you had less than a 

7 week's burn at any facility ? 

8 

9 

10 

11 

WI TNESS PARSONS: Ho, sir. 

COMMISSICNER GUNTER: Okay . 

CHAIRMAN WILSON: Let rne ask you on Page 53 - 

WITNESS PARSONS: Could I respond t o one 

~ 2 other thing? 

13 

14 

CHAIRMAN WILSON: Sure, go ahead. 

WITNESS PARSONS: We are asking for l ess 

1 ~ stockpile now than we got in the '84 c ase. 

1 6 COMMISSIONER GUNTER: Well , let me ask you 

17 one question on t op of that. 

18 Would it be appropriate , because there are 

19 other jurisdictions in·1olved both in Mississip pi and 

20 Georgia, would it be appropriate that we look a t your 

21 fue l inventory within the boundaries of tne State of 

22 Florida, and the n we looY. at invento ry pol i c ies that 

23 may apply with other j urisdictions ? And, you know, 

24 since Georqia, tor i nstance, is responsible for 

25 operation and maintenance of Scher~r and you J ust send 
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1 them, you know, their expenses, and do the same thir1 

2 in Hississippi, would it be appropriate to look at 

3 inventory levels that are maintained at those 

4 !acUities? 

5 

6 

7 

WITNESS rARSONS: Yes, sir, we c an do tha t. 

COMMISSIONER GUNTER: Okay . 

WITNESS PARSONS: But here, again, the o ne 

8 tiqure that we give you in this model, the nameplate or 

9 budge .. burn, is a system and it \IIi 11 be di f.fere1. c: for 

10 each plant, depending on the s pecifics of those plants. 

11 COMMISSIONER GUNTER: Can you pull out !rom 

12 your model what you have applied? Is there a way that 

13 you've got the results as a sum of the parts ? D.:: you 

14 understand what I'm saying? And each one or the 

15 !acUities 

16 For instance, in Georg!a, they run a 

17 different figure than they do in Mi ssissippi. 

WITNESS PARSONS: Yes , sir. 18 

19 COMMI SSIONER GUNTER: And we in fl o rida run a 

2C different figure than either Georgi~ o r Mi ssissippi. 

21 And it the folks that have the primary res ponslbill t y 

22 -- !or instance, if we allowed you 100 day s and some 

23 other j urisdiction allowed 40 days, it \llou ld appear, 1! 

24 you worked the math a little b i t , and those go into 

25 working c apital, the amount to support that it wou l d 
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1 appear that Florida was allowing considerably more, and 

2 it vould even be poss ible !or another jurisdiction to 

3 have none and, according to th~lr evaluation, they 

4 wouldn't have to have any anu florida would be p1cxinq 

5 up the tab tor the coal inventory. Isn't that 

6 poaaible? 

7 WITNESS PARSONS: Yes, sir, that's possible. 

8 But here, a~ain, you have different situations, the 

9 stockpile levels that are approved by the various 

10 co101issiona in Georgia and Mississippi. But, again, I 

11 don't w.'lnt to minimize t .he l!!fect or the different 

12 locations. You've got Plant Daniel, who ha s -- we own 

13 railcars there. The coal is loaded in those cars. 

14 We've got last turnaround to Daniel and bacx. 

1 5 Scherer, there a re some coal cars therP that 

16 are available . Plant Scherer is closer to mine mouth 

17 than any ot o~ territorial plants here. 

18 The majority of our coal , all o! it that ;oes 

19 to Smith and Crist in Florida, we get by barge, wh ich 

20 has much more poss ibility of some type of interruptlons 

21 than the railroads. 

22 So all of these things are different tor each 

23 ot the locdtions. And that's why even with in the 

2 4 Florida jurisdiction, we will have different stoc xp1le 

25 levels for plant Scholz, Cri3t and Smith, and then 
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1 there wil l be a different level !or Daniel and Scherer 

2 based on the best information we have at that time to 

3 put into the model and what we feel is needed to keep 

4 !com running out of fuel, whi c h i3 what we ne ver want 

5 to do. 

6 COMMISSIONER BEARD: What was the requested 

7 l tiqure tor Daniel ? 

8 WITNESS PARSONS: Do you wa~t the '89 budget 

9 or the '90 update? 

10 COMMISSIONER GUNTER: What you requested in 

11 this rate caae that we approved . 

12 

13 

14 

15 

16 

WITNESS PARSONS : Would you liKe the tonnage 

o r th~ naaeplate days? 

COMMI SSIONER BEARD: Days? 

WITNESS PARSONS: 44 days at Plant Daniel. 

COMMISSIONER BEARD: 44 days. Okay . So, in 

17 theory, that' ~ one-halt of what you would actually have 

1 8 stockpiled there? 

19 WITNESS PARSONS: That's our half of 1t. It 

20 would just be 44 days total for Plant Daniel . our ha lf 

21 would be 44 day s s upply and thai r hal! would be 44 da ys 

22 supply. 

23 

H 

25 

COMMISSIONER BEARD: And, i n effect, 44 day s 

tor one plant. 

WITNESS PARSONS: Yes , sir. 
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1 COMMISSIONER BEARD: And they wo uld be 

2 supplying 44 days FOR one plant, net e!fcc t ? 

WITNESS PARSONS: Yes, sir. 3 

4 COMMISSIONER BEARD: Okaf. What wa s allowed 

5 in tne last rate case tor Daniel ? ( Pause) 

6 Better give me that 44 days in tons. t oo, now 

7 that I th ink about it. 

B WITNESS PARSONS : That would be - - ollr 44 

9 days is 201,000 tons. The total stockp i le wou ld be 

10 40~,000 tons. 

ll 

12 

COMMISSIONER BEARD: Okay. 

WITNESS PARSONS: Okay. Improved in the last 

13 case for Daniel was 49 days burned. Inve nto ry t ons, 

14 our part to c ompare to tha 201 would be 226 , 000 instead 

15 of the 201,000. 

1 6 COMMISSIONER BEARD: Is that nameplate o r 

17 tons (Syd: unsure of thi s word )? 

18 

19 

CHAIRMAN WILSON: That' s namep late? 

WITNESS PARSONS: That's just inve n cory t~ns, 

20 that's not namep l ate. Nameplate would be 4 7 days 

2 1 excuse me, 49 days. 49 days nameplate, 226 , 000 to11 s . 

22 That compares to what I gave you i n this case of 44 

23 days nameplate, 2 3~,000 tons. 

COMMISSIONER BEARD: Okay. What' s the s1ze 

25 -- what wi ll Plant Daniel hold, stockpile hold? H~~ 
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1 much can you physica lly put on the ground ? 

2 WITNESS PARSONS: They have had more than 

3 1,100,000 tons at some time over there total -- not our 

4 part or it, but over a million toua. A million-one 

5 p l us. 

6 COMMISSIONER BEARD: That would equate to how 

7 many nameplate days? 4 9 ti~es five? 

8 WITNESS PARSONS: Approximately 10,000 tons 

9 per day, a little less than that, and a million-o ne; 

10 that 's 100 and - - it would be more than 100 day s 

11 nameplate. 

12 

13 

14 

15 Q 

COMMISSIONER BEARD: At 110? 

WITNESS PARSONS: That 's nameplate, now . 

COMMISSIONER BEARD: Yeah. Okay. 

(By Mr. Palec ki ) Kr. Parsons, in Georgia 

16 Pover's last rate case, how many tons were allowed in 

17 i nventory at Plant Scherer? 

18 A We'll have to fcrnish that. I don't think 

19 have that today. In Georgia's last rate case, their 

20 inventory level ? 

21 Q 

22 exhibit. 

23 

24 

25 

We'll h~tve tha t as the next late-t'iled 

CHAIRMAN WILSON: 581. 

(Late-filed Exhibi~ No . 5&1 .dentified.) 

COMMI SSIONER GUNTER: Let me ask a question 
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1 can. When was the day -- when -- hav!' you got any 

2 ideo when you had over a million t ons 0n the ground at 

J Daniel? The reason I have a problem wi th that 1s that, 

4 as I said when we got starte~. is I read all these 

~ depos i tions and I've got a deposition that said the 

6 maximum we have had was 850,000 ton•, and that was by 

7 the Plant Manager at Plant Daniel in his depositi on , 

B Page 23. I thought I remem~red that wh e n you said 

9 over a million. 

10 WITNESS PARSONS: We'vo got it if yo u'll give 

ll us j ust a minute. 

12 COMMISSIONER GUNTER: I'm just trying to ftnd 

l3 out. 

14 CHAIRMAN WILSON: Why don't we yo ahead and 

15 break for lunch. 

16 MR. PALECKI : Comm i ssioner, we have two 

17 questions to finish this out if we could , or 

18 CHAIRMAN WILSON: We ll , he'~ goino to be 

19 looking for that number anyw~y. so we might as well 

2 0 break for lunch at this point anyway , come back at 

21 1:00. 

22 (Thereupo n, lunch recess wa s taken at 

23 11:49 a.m.) 

2 4 - - - - -

25 
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