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5 (Laughter) 

6 

AFTERNOON SESSION 

(Hearing reconvened at 1:10 p.m.) 
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MR. VANDIVER: I seem to be short a wi t ness. 

CHAIRMAN WILSON: You all 'JO .o:.nead . 

MR. BURGESS; ~~ile we're waiting tor the 

7 wit.nesa, I, with so•• trepidation, would request the 

8 opportunity to ask a couple ot questions on a area that 

9 came up in response to questions by the commission 

10 

.u 

12 

1) 

14 

CHAIRMAN WILSON: Go ahead. (Laughter) 

MR. BURGESS: ,~t this witness . 

CHAIRMAN WILSON: Go ahead. (Laughter) 

MR. BURGESS: All right --

COMMISSIONER EASLEY: It you will just ask 

15 your questions, and then we'll let her ans wer them. 

16 CHAIRMAN WILSON: You didn't say you wanted 

17 an answer. 

18 COHMISSIONER BEARD: Her answers will be 

B brief. 

20 It they are like that one question o! Schef 

21 Wright on rate design, I think I probably wouldn't be 

22 finished by the tiae she got here . 

23 CHAIRMAN WILSON: Well, let's unconvene here 

24 and we'll reconvene when the witness returns. 

25 - - - - -
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1 CHAIRMAN WILSON: Mr. Burgess has got b 

2 couple questions. 

J ROBERTA S . BASS 

4 having been previously called and duly sworn as a 

5 witness on be.halt ot the Staff of the Flo: lda Public 

6 Service Coaaiasion, resumed the stand and testified ~s 

7 tollowa: 

8 FURTHER CROSS EXAMINATION 

9 BY HR. BURGESS: 

10 Q Ma. Baas, you were asked a few questions by 

: 1 chai~an Wilson with regard to responsibilities ot Mr. 

12 McCrary and how auch you would expect, or what actions 

1J you would bave expected hi• to take, aa I recall . 

14 Who exactly ia •Gulf aanagement," for the 

15 question ot good aanageaent or poor management; is it a 

16 single individual? 

17 A I think ultimate !:'esponaibility would be wi th 

18 a single individual. However, I would classify var i ous 

19 people in aanageaent, it they are in a position to make 

20 decisions about the Company and have been designated 

21 that authority or delegated that authority by the 

22 president ot the Company. 

2J CHAIRMAN WILSON: I didn't understand that 

24 answer. 

25 WITNESS BASS : I think there i s one perso n 
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1 who is ultimately responsible as the Presi..&ent for thto 

2 overall manageaent of the company. But if the 

3 President delegates certain authority to other 

4 individuals wit.hin the Company that. t.hP.y can a ct 

5 without specifically hia blessing every decision that's 

6 made, then I would con•ider them to be management of 

7 the Coapany, too. 

8 Q Let ae ask specifically, do you consider that 

9 Jake Horton was part of the Gulf aanagement tea.m? 

10 

11 

A 

Q 

Yea, I do. 

So that then ac~ivitiea or decisions by Mr. 

12 Horton himself reflect part or reflect the Gulf 

13 management decisions in some degree or another, is that 

14 correct? 

15 

16 

A 

Q 

Yea. 

And I guess if Mr. Horton had not encountered 

17 the difficulty he had but rather had embarked on a 

18 number of excellent lnit j atives t.hat allowed Gulf to 

19 claim superior management and, therefore , some typ~ of 

20 bonus, he would have been considered part ot manage ment 

21 at that point, also? 

22 A I think any actions that he might be g iven 

23 credit for would be reflective of t.he management ot the 

24 Company, yea. 

25 KP BURGESS: Thank you very much, Hs. Bass. 
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1 That's all I have. 

2 CHAIRMAN WILSON: Where do the Board ot 

3 Director• tit into that hier ... rchy? 

4 WITNESS BASS: The President the Company 

5 would rate ot return to the Board ot ~ir~~~ors. 

6 CHAIRMAN WILSON: In teras ot responsibility. 

7 In teraa ot reaponaibility. 

8 WITNESS BASS: In what areas? 

9 CHAIRMAN WILSON: In the area that you have 

10 been teatfying about, manageaent. Management or 

1 1 mismanagement. 

12 WITNESS BASS: I ~hink the Board ot Directors 

13 give the total responsibility ot the Company to the 

14 president, and it thdy feel like the president is not 

15 doing a good job, then it would be up to them to 

16 replace hia. 

17 CHAIRMAN WILSON: In terms ot management that 

18 you have been teatfying about, the buck would basically 

19 stop at the pres ident and not 

20 

21 

22 Director•? 

WITNESS BASS: Yes. 

CHAIRMAN WILSON: go up to the Board ot 

23 CROSS EXAMINATION 

24 BY MR . VANDIVER: 

25 Q Ms. Bass, is it true that today's your 
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1 birthday? 

2 A Yes, that'• true. 

(Off the record briefly) 3 

4 0 (By Mr. Vandiver) Would you agree that the 

5 Colllllission is the judge as to whether or not you are an 

6 expert witness? 

7 

8 

A 

0 

Yes, I would. 

Would you agree that the Federal Department 

9 of Justice and this Ca.aission has different roles? 

10 COMMISSIONER BEARD: Please say yes. 

".. 1 (Laughte.r) 

12 A Yes, I believe they do. 

13 0 So do you think the Federal Government's 

14 definition and/or characterization of mismanagement and 

15 this Commission's definition and characterization of 

16 miamanagement aay be two very different things? 

17 

18 

A 

0 

Yes, I believe they could be. 

Do you know how statements get in plea 

19 agreements? 

20 A No, I do not. 

21 0 Do you believe that Gulf Power management did 

22 all it could to ferret out the corruption ove~ the pas t 

2J six years? 

24 

25 

A No, I don't. 

MR. VANDIVER: No further questions. 
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CHAIRMAN WILSON: Do you know what it is that 

2 they could have done that they didn 't do? 

3 WITNESS BASS: I bklieve that the Company 

4 could have done aore inveatiga~iona into the upper 

5 management, specifically Mr. Horton and his activities , 

6 being that there was eo.e indication that he was 

7 involved in something that aay not be illegal but 

8 perhaps unethical, or that was in violation o f the 

9 Company's Code of Ethics. 

10 CHAIRMAN WILSON: Any quest i ons, 

11 Coaaissioners? Anything further? 

12 All right. Thank you very muc h. You may be 

13 excused. Call your next wit.neas, and happy birthday . 

14 

15 

16 

17 

18 

19 now. 

20 

21 

22 

WITNESS BASS: Thank you. 

MR. BURGESS: That would be Mr. Wright . 

(Witness aa .. excused. ) 

MR . BURGESS: I think I've got them in order 

CHAIRMAN WILSON: Your witnesses? 

MR. BURGESS: Y£a, ay rebuttal witnesses. 

CHAIRMAN WILSON: Good, wo're making de!l ni te 

23 progress here. 

2 4 COMMISSIONER BEARD: We're down to only 20 to 

25 go, so I aean , you know. 
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COMMISSIONER GUNTER: Mr. Chairman, are you 

2 going to invoke any attorneys representing anybody has 

3 to be here when we start in the morning, h a s t o be here 

4 when we finish at night, and not leave during that time 

5 period.? 

6 CHAIRMAN WILSON: Right, is there somebody 

7 that you noticed that is aiaaing? 

8 MR. BURGESS: Yeah, I think there's some kind 

9 of forfeiture. 

10 CHAIRMAN WILSON: I think so. There's also a 

11 penalty involved. 

12 MR. STONE: I would hope you're not speaking 

13 of my partner. (Laughter) 

14 CHAIRMAN WILSON: I don't see anybody else 

15 who is not here. 

16 COMMISSIONER GUNTER: Looking around, let he 

17 who is not here speak for his self. 

18 MR. BURGESS: We offe.red an exhibit when Mr . 

19 Wright vas on the t .estiaony in direct , and CoiD!IIissioner 

20 Easley requested so .. intoraation in addition to that 

21 which was shown on the exhibit. As I understand it, we 

22 left with the idea that Mr. Wright would present t hat 

23 information when be took the stand on rebuttal, whi c h 

24 is now. I thought we'd start with that, unl.ess there's 

25 a problem, unless you have sa.e other inclination. 
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CHAIRMAN WILSON: I think that would be fine. 

MR. BURGESS: Okay. Well, I'll hand out the 

3 exhibit first. 

4 COMMISSIONER BEARD: We changed our minds, 

5 Mr. Burgess, we really don't want to see th•1t 

6 information. (Laughter) 

7 COMMISSIONER EASLEY: It sort of grew? 

8 WITNESS WRIGHT: Yea, aa'aa. 

9 MR. BURGESS: That's something we're going to 

10 explain to you. 

11 It did grow and I will state briefly what 

12 happened was, in tracking down the information that you 

13 sought, co-isaioner Easley, Mr. Wright found 

14 information that be thought would further explain that 

15 information. That basically it would simply follo~ 

16 !rom that which is brought out in the exhibit . 

17 What I would like to do is have Mr. Wright 

18 explain to you what he has here; and if you choose to 

19 -- and then I would offer the balance of t .he exhibit, 

20 whether you want it renUJilbered or a new number. But it 

21 is tor the co .. ission's edification. 

22 COMMISSIONER EASLEY: What was the number of 

23 the exhibit we were dealing with yesterday. 

24 MR. BURGESS: I was afraid I'd be asked that . 

25 WITNESS WRIGHT: 607. 
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3 

COMMISSIONER EASLEY: 607. Right. Thank 

MR. BURGESS: So that'a why it'a not 

4 numbered. I didn't know whether you would want a 

5 different nuaber. 

6 CHAIRMAN WILSON: I think we'll give it a 

7 different nuaber. Give it No. 613. 

3056 

8 (Exhibit No. 613 aarked for identification) 

9 MR. BURGESS: And I think Mr. Wright. wanted 

10 to addreaa the queation of coaparability that waa 

11 raised about Exhibit 607. 

12 WITNESS WRIGHT: Ccmaisaioners, Mr. 

13 McWhirter'a objection and Co .. iaaioner Eaaley'a 

14 quastiona were exactly on point. Due to an oversight 

15 on my part, the ratea that I had pulled from Tampa 

16 Elect.ric'a propoaed ratea and the final rates approved 

17 by the co .. iaaion were not co•parable, in that they 

18 were not baaed on the .... revenue requirements. I 

19 can't tell you how aincerely sorry I am that I did 

20 that. 

21 I went back to the coat study based on the 

22 equivalent paaker •ethodoloqy fro• the Tampa Electric 

23 rate case. And from that study, I extracted unit 

24 costs, ~hich if the co .. ission ware to sat rates based 

25 exactly on unit coats at the study, a s the study 
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1 indicated, would be new rates. 

2 The new nuabers in the right-hand column ot 

3 the first page of the new ex11ibit show what those 

4 lnumbars were. They indicate that t he number for the 

5 enerqy charqe vas about one cent per kilowr.tt hour 

6 nigher, and that the deaand charge was about seven 

7 cents a kilowatt hour higher, and the customer charges 

8 were slightly different. 

9 Because there's a different rate tilt 

10 embodied in these rates, as opposed to those proposed 

11 by Tampa Electric -- that is, the enerqy ch.argea are 

12 g :·eater than the rates proposed by Tampa Electric, 

13 while the demand cha.rges a.re less than the rates 

14 proposed by Tampa Electric -- I added three pages to 

15 this exhibit, which are the Pages 2, 3 and 4 of 13, 

16 that show what the effect of the rates as proposed by 

17 Tampa Electric, and the effect of the rates as 

18 indicated by the unit cost froa the peaker study would 

19 have been both on cuatoaers' bottom line bills and on 

20 customers' base-rate charge"J only, excluding fue l . 

21 In these calculations, I assumed class 

22 average load factor for the respective classes for the 

23 test year. And I aa&Wied custoaer maximum demar.d of 

24 5000 kilowatts, believing that was a reasonable 

25 assumption for an industrial customer. 
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1 It you look at Page 2 ot 13 , it shows the 

2 comparison of Taapa Electric's highest one rates to 

3 those that would have been set at unit cost , per the 

4 equivalent peaker study. It indicates tha t on a 

5 comparable bas is with both rates at the pr~posed 

6 revenue incr ease, that the total bill , based on the 

7 peaker study rat .. , would have been abou~ 9\ higher and 

8 the total base-rate charges would have been about 19t 

9 higher than those proposed at that time by the Company . 

10 It you turn to Page 3 ot 13, it shows the 

11 comparison tor the new interruptible rate c lass that 

12 was iapl .... nted by the Coaaisaion pursuant to Taapa 

13 Electric's proposal in the rate case, the IS-3 c lass . 

14 For a custoaer with the c lass average l oad 

15 factor, the equivalent peaker study rates would be 

16 apptoxiaately 5\ lower or would yield a bottom-line 

1 7 bill approxiaately 5\ lower than the rates proposed by 

18 Tampa Electric Company. And on a base-rate charge 

19 basi s only, that is, excluding fuel , t he rates 

20 indicated by a peaker study for a c lass average 

21 customer would be aoae 9.1\ lower than those proposed 

22 by the Coapany. 

23 Recognizing that Taapa Elec tric ' s genera l 

24 service large demand rate c lass aight also i nclude a nd 

25 probably would also include s ome i ndustrial c us t omers , 
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1 I did the coaputation for the GSLD class, that is shovn 

2 on Page 4 of 13. You will notice that I aga in assumed 

3 a load, a maximum cuatoaer load ~f 5000 kilowatts and a 

4 class average customer load factor which was the 

5 calculated class average custoaer load factor for Tampa 

6 Electric for the teat year in the case, of 69.7,. 

7 Tampa Electric's proposed general service 

8 large demand rfttes yield bills that are virtually 

9 identical to the ratea that would have been indicated 

10 at the full proposed revenue increase by the equivalent 

11 peaker cost study. 

12 The peaker rates are approxiaately a quarter 

13 of a percent higher at the bottoa-line bill, including 

14 fuel, and at approximately four-tenths of a percent 

15 higher than the Coapany'a proposed rates on a base-rate 

16 charges basis. 

17 The next several pages of the exhibit are 

18 simply supporting documentation for these calculations. 

19 They include an index to Mr. Campbell's supplemental 

20 testimony exhibits. They include the marked-up copies 

21 

22 

23 

24 

25 

in legislative format of the rates proposed by the 

Company during the pendency of the rate case. 

Th.ey include a paqe from Schedule E-9 of 

Company's minimal filinq requirements, showinq the 

Company's proposed rates for the GSLD class at the 
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1 proposed revenue increase. 

2 And they include the unit cost summary sheet 

3 from the Equivalent Peaker coat of Service Study that I 

4 sponsored into evidence in the rl'te case, at proposed 

5 rates, that is, at the full proposed revenue increase. 

6 When I earlier discussed the effect of the 

7 peaker study on Taapa Electric's highest 1 rates, I did 

8 make the point that the rates that would have been 

9 implemented using the peaker study at that time were 

10 higher than those proposed by the Company. In the 

11 course of the case, Mr. Wood, Senior Vice-President for 

12 Regulatory Affairs of Tampa Electric Company, testified 

13 as to what the Coapany's intentions were relating to 

14 the spread betwee.n the general service large demand 

15 rates and the IS-1 rate over tiae. He testified that 

16 it was Tampa Electric's intention --

17 MR. McWHIRTER: Mr. Chairman, I'm going to 

18 object to the hearsay testimony ot Mr. Wood since he's 

19 not here to be croas-exuined; and secondly, the 

20 witness is attempting to extract certain facts !rom 

21 previous records, and you've always stated you take 

22 official notice of orders, but not ot portions of r~ct 

23 in the transcript. 

24 I •ova that, at this juncture rather than 

25 later, that Mr. Wood's portion of the testimony be 
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1 stricken fro• this exhibit and that he not be allowed 

2 to testify as to hearsay. 

3 MR . BURGESS: Ca.aisaioner, I would suggest 

4 that it's really not hearsay in H;s technical sanae; 

5 that is, it's not offered to prove the truth of the 

6 matter asserted herein. It's si•ply offered to prove 

7 that this was TECO's plan. The testimony of I·ir. Wood 

B is that this is a particular rate structure that the 

9 Co.aission should iaple~~&nt, and i t wou ld be proper to 

10 apply. And we are not offering it for the truth of 

11 that pa.rticular assertion that Mr. Wood h!ls in his 

12 testaony; rather, ve are siaply offering it to prove 

13 that Mr . Wood did aake that assertion, and therefore 

14 it's not hearsay at all. 

15 CHAIRMAN WILSON : Just looking this ove.r , my 

16 ~oncern about this is the very last question on the 

17 excerpt of the page says, " I a coat of service t he only 

18 factor the Co-iasion should consider in rate design? " 

19 Answer: •Definitely not.• 

20 And then it apparently goes on to something, 

21 and above that it ta !..ks about how Mr . c ampbell 

22 discus ... how revenues should be treated. And I'm 

23 concerned that if we take this, then we are going to 

2 4 need to get Mr. campbell's teatiaony, that we are g o ing 

25 to need t o gat the rest of Mr. Wood 's testimony. 
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1 I think tor the point that you are 

2 presenting, that the parts ot the exhibit that proceed 

3 that probably are autticient to present the point that 

4 it stands tor. 

5 MR. BURGESS: I would aake one other point. 

6 Mr. Wright indicated yesterday, or whenever it was he 

7 was on the atand --

8 

9 

COMMISSIONER GUNTER: Last year. 

MR. BURGESS: -- that in responses t o 

10 ColDllliasioner Eaaley, I believe, that becauae it 

J ~ involved a gradual increase, that what the Utility's 

12 rate deaign would coae up wi~h initially was not as 

13 drastic as it would have ultiaately reaulted in. And 

14 that of course vas known by the indust.rial custoaers, 

15 basically indicating that regardleas ot whether the 

16 Com&ission chose equivalent peaker or the Coapany' s 

17 method, the industrial• vera on notice ot this fairly 

18 substantial increaae and were already in the process of 

19 moving to cogeneration. 

20 And this is siaply, even to the extent it is 

21 hearsay, it'• aiaply corrobative ot that particular 

22 point. 

23 I unde.rstand the need tor context . I 

24 wouldn't have any probl .. , it Mr. McWhirter challenges, 

25 that thia does not reflect what Mr. Wright suggests it 

FLORIDA PUBLIC SERVICE COMMISSION 



3063 

1 does. Then I have no proble.m at all with br1nging in 

2 whatever Mr. McWhirter finds necessary to make t he full 

3 context. We have most of the records available , and 

4 I'd be happy to make thea available to Mr. McWhirter . 

5 CHAIRMAN WILSON: Well, the other concern t 

6 have is going back into evidence in another case where 

7 we do officially recognize orders but not the evidence 

a from that. I don't know. 

9 Mr. McWhirter, do you intend to challenge the 

10 calcul ation of these various rates and calculations of 

11 bottom-line bills for different customer classes that 

12 have preceded that? 

13 MR. McWHIRTER: I haven't had an opportunity 

14 to take him on voir dire, Mr. Chairman, so I don't know 

15 whether I will with respect to the other one. But the 

16 Pierce wood testimony is patently improper, and r would 

1 7 raise that at this juncture . 

18 CHAIRMAN WILSON: Let's just --we'll strike 

19 that piece of the exhibit. (Pause) 

20 Have you completed the explanation of the 

21 calculations in the exhibit? 

22 

23 

WITNESS WRIGHT: Yea, air. 

COMMISSIONER EASLEY: Mr. Cha1rman, I just 

24 wanted to thank Mr. Wright for preparing this. It 

25 makes it a lot easier to understand, and I appreciate 
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1 it very much. 

2 MR. BURGESS: Mr. Chairaan, would you have us 

3 then g o on to the rebuttal testimony or 

4 CHAIRMAN WILSON: I think so, princ ipally to 

5 give Mr. McWhirter and hia witnesses an opportunity to 

6 look this over so he can voir dire the witness on this 

7 exhib i t at that point. So why don't we go ahead and g o 

8 to the --

9 ROBERT SCHEFFEL WRIGHT 

10 having been previously sworn as a witness on behalt of 

11 the Citi&ena of the State of Flori da, was c alled as a 

12 rebuttal witness, and testified as follows : 

13 DIRECT EXAMINATION 

14 BY MR. BURGESS: 

15 

16 

17 

Q 

A 

Q 

18 address? 

19 A 

I belie ve you've been previously s worn? 

Yea, air. 

Would you please tell us your name and 

My name is Robert Scheffe l Wright . My 

20 business address is 501-D East Tennessee Street , 

21 Tallahassee, Florida 32308. 

22 Q Are you s ame Robert Scheffel Wright ~ho 

23 pref i led rebuttal testiao ny in this c a ae or are you a 

24 different Robert Scheffel Wr i ght? 

2 5 COMMISSI ONER EASLEY: What do your friends 
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3 

A 

4 opening. 

5 

6 Q 
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I'm the only one I know of, Mr. Burgess. 

MR. BURGESS: I've always bee.n amused by that 

CHAIRMAN WILSON: So have we. 

(By Mr. Burgess) You have prefiled rebuttal 

7 testimony in this case, is that correct? 

8 

9 

A 

Q 

Yes, air. 

Do you have any corrections that need to be 

10 made to that rebuttal testimony? 

11 A Mr. Burgess, as I was looking over the 

12 testimony earlier today, I r.oticed one typographical 

13 error. It'a not substantial so I regret that I didn't 

14 tind it betore so we can provide a clean copy to the 

15 reporter. It you want ae to point it out, I'll point 

16 ~t out. It not, I'll let it go. 

17 0 I don't think --

18 A It involves the change of the word "possible" 

19 to the word •possibly.• Just a typo. 

20 

21 

CHAIRMAN WILSON: We all caught that anywa y. 

COMMISSIONER GUNTER: If you got it correct, 

22 we'd probably think you talked tunny. 

23 COMMISSIONER BRARD: Is there a correc ted 

24 errata sheet on that? 

25 MR. BURGESS: Do we get an exhibit number? 
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(By Mr. Burgess) With that correction, Mr . 

2 Wright, if you were asked the questions posed in your 

3 prefile.d rebuttal teatiaony today, would your ansvers 

4 be the sa .. ? 

5 

6 

A Yes, sir. 

MR. BURGESS: Mr. Chainaan, we'd ask Mr. 

7 Wright's testimony be enterad into the record as though 

8 read. 

9 CHAIRMAN WILSON: Without objection i t will 

10 be inserted into the record as though read. 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

2 3 

24 

25 
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1 Q: Please state your name and businasa address. 

2 

3 A: My tull name is Robert SCheffel Wright. I am employed as 

4 Vice President and Principal Consultant with the 

5 consulting firm, West Park Group, I nc. The f irm ' s 

6 business address la 501 Eaat Tennessee Street, suite D, 

7 Tallahassee, Florida 32308. I am al s o employed as 

8 

9 

10 

11 

12 

Resident Economist and Specia l Consultant on r equ latory 

and economic matters with the law firm o f Wiggins & 

Villacorta , Post Office Drawer 1657, Tallahassee, Florida 

32302. 

13 Q: Are you the salle Robert Scheffel Wright who has previously 

14 tiled direct testbony in this proceeding on bella lf o r the 

15 

16 

Citizen8 of the State of Florida? 

17 A: Yes, I am. 

18 

19 0: What is the purpose of your rebuttal testiJDony? 
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I shall rebut numerous assertions and arquments made by 

Mr . :Jettry Pollock against the Equ i valent Peaker and 

Refined Equivalent Peak.er cost ot tierv ice methods. 

Specitically, I will rebut his propo~l that all 

production plant costs should be c lass it ied as demand-

related. My testimony will demonstrate that an example 

that he present. in his testimony to i llustrate problems 

with peak.er type methods is an inapt analogy and 

demonstrates either a mis- characterization or a basic 

misunderstanding of the way that such methods work. I 

will rebut his aasertion that th.e Basic Equivalent Peaker 

and Refined Equivalent Peak.er cost methods a r e subject to 

what he defines as a "tuel symmetry" problem. I will 

rebut his suggestion that the EP and REP method3 need to 

be "corrected" to retlect differences i n r el iabi 1 i ty 

betwee.n peaking type units and baseload coal-!ired units . 

I ~o~ill also rebut various other assertion!l and arguments 

that he makes in his direct testimoray . 

I shall also otter what I would characterize a s "rebuttal 

commentary•• on two issues discussed by Hr . Pollock and by 

Stone Container Corporation • s Witness 'l'om Ki s 1 a: ( 1 ) t he 

possibility of relieving sel!-qenenting customers (SGCs) 

from the prod.uction and bulk transmission reservation 
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charges in GUlf's Standby Service tariff for maintenance 

paver service taken by SGCs in coordination with the 

utility, and (2) the possibility of permitting SGCs to 

take po1o1er as supplemental po~o~e r, under Gulf's 

Supple.me.ntal Energy tariff, during operationally def inec! 

ott-peak perioda, even lolben the customer has other 

generation capacity available. I characterize my 

testimony on these subjects as "rebuttal commentary" 

because I believe that, under some conditions, these 

proposals may have some merit, and because my intention i~ 

to identity and clarity certain issues arisinq from them, 

rather than to attack and refute them . 

Closaitication of Pm"rtign Plant Costa 

Q: At page 24 of his telltt.ony and el.sewho.ro therein, Kr . 

Pollock arques that all production capital costs are 

cs-and-related and llbould be allocated to clllS&eS using a 

peak cSe.aJ¥1 allocator. Wbat is your respouse? 

A : Hy respo015e is that this is an arbitrary c lassification of 

production plant costs that completely ignores the 

economic considerations that enter into utility generation 

expansion planning decisions. Utility generation planning 

generally consists ot t1o10 phases. In the first, us ing 
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reliability criteria, the utility identities needs for 

additional capacity and the dming of addit ional capac ity 

requirements. In the second phase , an e conomic analysis 

is conducted to determine what type of capaci ty shou ld be 

added, considering the energy loads to be served. 

Classifying and allocatit.g all production plant coste; on 

the basis of peak demands COJ!f)letely ignores the important 

econom.ic oonaiderations that drive decisions regarding 

what type of plant to build, and therefore how muc h wi l l 

be spent on production plant. 

Q: At page 9 of bia ~. llr. Pollock states that "when 

the bourB of u.e are oonaidared, the capital oost per 

Jdlowatt-bour for tbe base load p.lant is usually less than 

the capital coat per kilowatt:-bour for the peaking plant. 

Of c:ouxwe, ainca tbe fUel coats of base load p l ants are 

generally lower than tbe fUel coats of peak.i.nq plants, the 

overall cost per kilowatt-hour for base load plants is 

alao less than the overall OOGt per ki • owatt-hour for 

peaking plants •• 

stat It? 

What are your thoughts on tills 

A: Frankly, I believe that this statement supports equ i va 1 ent 

peaker type cost methods. As Mr. Pollock p ut s it, ~ 

hours of use are considered, capital costs per kilo.,att-
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hour are lower tor baseload plants . I read i ly recognhe 

that utilities plan their system in order t o minimize 

total costs and not blindly to achieve fuel cost savings . 

0~1iously, a great enough capital cost would wipe out a ny 

potential benefits to be realized from fuel sav ings, and 

thus building baaeload units would not be economically 

viable. Again, I am entirely comfortable wi th the 

proposition that in planning, ut ilities endeavor to 

minimize total average costs based on the hours a new 

generating unit is planned or expected t o run. This 

affirms that hours of use or hours of run time are 

obviously important in the utility's c onsideration o f what 

type ot unit and therefore how costly a unit to build . 

Q: Wbat is your opinion ot 11r. Pollock's proposed Hear-Peak 

o.and a.t allocation .at:bcd? 

A: I cannot support or aqree with the overall cost allocation 

method proposed by Mr . Pollock because of its failure t o 

recognize the i.JIIportant role ot energy requi remonta i n 

generation e.xpanaion planning decisions . 
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His proposed method would c lassify a ll produc t ion plant 

costa as demand-rel ated; this simply bears no rel a tion t o 

actual cost causation in generat ion expansion planning, in 

which both peak demands and energy requirements play an 

important role, the peak demands usually detenninlng 

amounts and timing of plant addit i ons a nd the energy 

requirements dete.rmining the type of pla nt to be bu i 1 t. 

His claui!ication principle reduces to: " I t i t' s a 

production plant cost, it must be demand-rel ated. " Thi~ 

is c learly the most arbitrary standar:! for classit'ying 

producti on plant that has been advanced i n th is case. The 

onl y other standard that could possible r i val its 

arbi trariness would be i ts polar oppos i te: " If i t ' s a 

production plant cost, it must be energy-re l ated . " 

I do believe that his proposed near -peak demand allocator 

may be a rMsonable allocation factor to us e f o r 

a llocating those costs that are appropriately c lassifi ed 

.lS bei ng related to or driven by system coincident peak 

demands. However, before endorsing i t o r r ejecting it, 1 

woul d want to see additional i nfo rmat ion on reliability 

c r iteria values in his "near-pea)(" hours and : n the peak 

and near-pea)( hours of the f a ll, spring, and winte r 

months. 
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If the COmmiss ion is to use a near-peak demand facto r f or 

allocating demand-related production and tra.nsmission 

costs in this proceeding, it must be aware of several 

factors . First, in some cases, notably the Christ.JMs 

holidays of 1989, Gulf does achieve sign it i cant syst'?lll 

peaks in the winter. Because the implic ation of Mr. 

Pollock ' s near-peak allocation factor, whic h is bllsed 

entirely on ll\lJIIIIIer hours, is that there are no peak­

demand-r elated coeta in the winter, the Commission must, 

over time, continue to 110nitor Gult' s and the southern 

Company ' s winter demand qror..th . Tile Col!DIIission must also 

consider the implications of adopting such a factor for 

rate desiqn, .. pecially relative to seasonal rate 

differentiation; allocating no demand-related production 

and transmission costs on the basis of wi nter peak 1emands 

seems to suggest that it would not be proper cost - based 

ratemaking to recover these costs in winter rates. 

Second , the Collllllission should at least us e the 12 CP 

allocation factor specifically for the purpose of 

allocating capacity revenues received by Gulf or capacity 

payments made by Guli' pursuant to the Southern company' s 

Intercompany Interexch.ange Contract, because IIC payments 

and revenues are determined on the basis of e.sch monthly 
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peak regardless whether it oocura in the &I.DIIrller 1 wi nte r I 

spring 1 or fall. 

Boselood unit rmt oywmpw 

Q: In bia dJ-aweicn at ~ 11-12, Kr. Pollock Rllkes the 

point that .., be-load units ..y, by the tao they a.e 

into service, ~ ..:11 JIDJ:'e than th8y were p.rojected to 

cost when th8y were oriqinall.y p1.arlna:l and contracted !or. 

ooe. t.hill affect your view u to the pzuper claaaitication 

of the coR of .udl units abaft the oo.t of a poaJcer? 

A: No, it does not. While it is undoubtedly true that 

baaeload units have in recent years been brought into 

service at costs significantly higher than orig i na lly 

projected, it doea not follow that the e.xces:J costs should 

boa classified as d-.and-related and allocated on the basis 

ot class contributions to peak demands . Cost analys t s, 

and utility ca1111issioner& 1 must look bac k to the 

utilities' original decisions to build basel oad units, 

because those decisions are What eventually resul ted in 

greater than anticipated costa. The original decision 

would have been based primarily o n economic 

considerations dri ven by all classes' energy load~ , that 

is, on l ower costs to be afforded the utility and its 

ratepayers by building a baseload plant that wouJ.d serve 
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broad energy loads. Therefore, it is still appropriate t o 

c l assify the plant costs above the costs of peaking 

capacity as energy-related. 

You also have to address the question, "Upon ~~hom would 

the burden ot co.t overruns otheniise be imposed?" There 

are two obvioua choices at the outset. First, the cost 

might be ill!!lpO"ed on the utility•• shareholders, based on 

the a.rgument that they should bear some risk and 

responsibility tor coat overruns and tor keepinq costs in 

line with projections. Alternatively, the costs might be 

borne by the utility'• general hody ot ratepayers. 

once the prudency issue ha. been Mttled, though, the 

question ot the appropriate claasitication and allocation 

of the allowed plant costs must sti 11 be addressed . To 

the extent that energy loads contributed substantially and 

siqnificantly to the utility • s decision to build t .he 

baseload unit, energy should be the basis for allocating 

the costs of the plant above those that would have been 

incurred to build a peak.ing Wlit. It would simply be 

wrong - incorwistent with coat-causation principles and 

thus inequitable -- to impose these energy-driven cos ts on 

classes and custceers based on their peak damand.s. 
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Q: On page 12, Mr. Pollock aaJteol the state.ent that • it is 

wrtlll9 to assnwo that observed differences in capital costs 

are always the reault of oonscious decisions to spend .:>re 

per kif in order to achieve lCMBr operating costs . • How do 

you respo~ld to thi.a statb-..nt: 

A: While the statement is probably true as far as it goes, it 

does not constitute a valid criticism of peaker type cost 

of service methods . In particular, the statement i s 

misleadinq i! it attempts to create the impression or idea 

that excess capital costs due to unanticipated cost 

overruns should be classified as demand-related. (This 

~ be true !or cost overruns associated with a peaking 

unit, because the decision to build the peak.er would have 

been driven by peak demand growth, but it is not true for 

base load plant cost overruns.) 

In the first place, neither the Equivalent Peaker method 

nor the Refined Equivalent Peaker method assqre anyth ing 

about the higher capital costs of baseload units , whether 

intended or unanticipated. These methods recognize that . 

in order to be prudent and reasonable, higher capita 1 

costs llalSt have been incurred consciously by the ut 1lity. 

Surely, with substantial capital expenditures on the line, 

any decision to build an intermediate or baseload plant, 

10 
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at a higher capital cost than that requi r ed to build a 

peaker, had best be consc iO'·:>, well-thou\jht out , well­

analyzed , and well-documented. Secondl y, as I discussed 

above, although the ac t ua l difference bet'Ween the cost o f 

a baseload unit and a peaker may be qreat er than 

originally anticipated, tJte excess costs are still the 

result of the conscious decision by the ut i lity t o build 

the baseload unit, a decision driven by the e ne rgy l oads 

that the unit was expected to serve. 

BreaJc-Eyen POint AnlllyJiiA and Refined Eguivalent Peo)ser Mctbod 

Q: In bis dien••ic:wl beqi.nni.n.J on page 1.5, Mr. POllock argues 

tbat if a new qenerati.ng unit •is expected to run beyond a 

certain point, called the break-even point , it is .are 

ecuaoaical to i.nstall base load capacity rathe-r than 

peaking capacity. In otber vords, once the brea.":-even 

thresbold is reached, additional enerqy use (and the fuel 

oost savings reaulting tberetra.) vou.ld 1.at affect the 

invest.ent decisic:wl •• Is this a valid IU"C}\mCClt f o r 

preferring the Refined F4rlvalent Poalcor .othod over the 

Basic Equivalent PeaJc.er method? 

A: No. While i t may, undar some c ircumstances, be true that 

a utility would decide to build a basel oad uni t if needed 

1 1 
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additional generatinq capacity were expected to run more 

than a certain number of hours , it does not follow that 

the c ritical hours are those under the high-demand end ot 

the load duration curve . 

In the first place, any sufficient number of hours in 

which the unit would dispatch could drive the dec ision to 

build baseload plant, regardless when these hours 

occurred. Mr. Pollock's assertion that i t is the hours 

under the high-demand end of the load curve that drive the 

decision is simply a "what if" hypothesis ; other "what if" 

hypotheses involving off~sk load grO'Wth could produce 

the saae result. By the rationale of the break-even 

analysis, any hours in which the unit would dispatch cou ld 

drive the decision, regardless whether thoy were under the 

high-demand end or another se<JIDent of i:he load curve. ln 

Florida, we have even observed a case where a ut i 11 ty 

built a new baseload coal unit, even though the unit's 

capacity was not needed for reliability purposes until 

aeveral years later, in order to lower total costs. 'Itl ir­

investment decision must have been driven by off-peak as 

well as on-peak energy loads. 

Secondly, as I understand the proceDs , the economic 

analyses in generation expansion planning are based on all 

12 
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ene rgy loads that the utility expects to serve over a 

fa irly long time horizon . Thus , because the Basic EP 

method allocates the additional capital costs of baseload 

uni ts above the costs of pea.kers according to a ll energy 

consumption , it more accurately reflects actual generat ion 

pl anning and decisions. 

Q: Do you have any t hooJght.s about Mr. Pollock's car exa~~ple 

on page 16 ot his testt.ony? 

A: 'as. This example, and most particularly the concl usion 

that Mr . Pollock asserts at 1 i nas 18-19, shows a c 1 ear 

n isunderstanding or ais-characterization of now the EP and 

KEP metnoda work. In ni.a example, Mr . Pollock 

nypotheaizes a .oenario where a fuel-effic ient car ie 

oouqnt and then dri ven 200 miles by one cus tomer and 400 

miles by another . He asserts that " [ t J he EP and REP 

methods . . . would assign twice as much car [cost) t o the 

second customer." This is simply false. f ollOOJinq th is 

anal ogy, albeit an inapt one, the peaker methods would 

allocate only the difference between tne cost o f t he fue l­

efficient car and the gas-guzzling alternat.lve on the 

basis of the two customers• mi leage . The initia l capital 

cost ot' the gas-guzzling alternative would be allocated on 

13 
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t.lle basis :>t a demand allocator, assuming that one could 

be developed tor this example. 

ReliAbility Di(fU:WICIIf Betveen ReMlOid ADd Peaking UDits 

Q: At paqaa 2o-22 ot his t.estiaany, Jlr. Polloclc aseorta that 

there are ai9nificant reliability differences bebween 

baseload and peaking units, neoeeaitating ad1~ts in 

tbe peak.er COIJt ..tbods • ,calculation ot equivalent peaJter 

coat:a. Mbat ia your reapouaa? 

A: My response is that his analysis is inco1r4>lete and that i t 

is not at all clear that the appropriate adjustments would 

operate in the way that he suqgests. 

While it is true that the NERC (North American Electric 

Reliability council) report cited by Hr. Pollock shows 

that peaking units have substantially higher forced outage 

rates than do baseload units, it is not clear that they 

are less r~1iable . First, it is significa11t t o observe 

that the forced outage rate statistic is outage hours 

divided by run hours; because peakers run very 1 itt 1 e, 

around 200 hours per year according to the NE.RC data, any 

outage will result in sizeable f o rced outage rates. 

Ad<1itionAlly, intreq\lent usage may tend to r.::sul t ln JDOr-e 

14 
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frequent start-up problems that would no t be encounter ed 

i t the unit we.re run continuou.s!y tor subsuntial periods 

ot time . 

Additionally, to evaluate and undersund reliability, one 

ahould consider not only forced outage rates but also 

availability factors and equi valent availabil i ty factors 

in evaluating whether one generating technology is more 

reliable than another. Sign.iticantly, the equivalent 

availability factor (EAF) is the primary variable, along 

with unit heat rate, used by this Commission t o determine 

Generating Performance Incentive Factors . From the same 

NERC (jcWrating Ayailability Report. 1984-1988 used by Mr. 

Pollock, I have extracted doto on ava ilability factors 

(AFs) and equivalent availability factors (F.AFs) for 

baseload coal uni t s and the three types of peakers 

addressed by Mr. Pollock in his discussion on this issue. 

'Ihese doto a re reported in my Exhi bit ~fp- (RSW-RT- 1). 

'Ibis is COIIIpl!rable t o , ani in fact is really an expanded 

version of , Schedule 3 of Mr. Pollock' s Exhibit JP-1. 

Ranked by both Availability Factor: and Equivalent 

Availability Factor, coal-fired baseload units appear to 

be less reliable than any of the three categories o f 

pe.akers. Coal units ' AP tor the 198 4-1988 period was 

82.77 percent, as compared to AFs above 90 percent tor the 

15 
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peakers: coal units' EAF for the period was 79.72 percent , 

as compared to EAPs of 85 pel"\..ant to 95 percent for t he 

peakers. While I am not proposing any reliability 

adjustments in computing the cost of equivalent peaking 

capacity in the EP and REP studies, these data appear t o 

show that baseload coal unit=J a.nt leas available than are 

peakers, such that any adjustment might well work in the 

opposite direction of that suggested by Mr . Pollock. 

Additionally 1 I would expect Mr. Pollock to be !ami 1 iar 

with the use of combustion turbine and other peaking 

technologies in cogeneration applications where very high 

availability and capacity factors are achieved . Indeed, 

while I was still on the COIIIIIisaion start , one of Hr . 

Pollock's client. in this case made presentations to us 

regarding its great success in attaining capacity factors 

above 90 percent using CT technology in cogeneration 

applications . This performance also shows the high 

reliability of peaking technologies when they are used in 

long-run-time applications. 

2 2 Alleged FUel sv b:y Prs:Jblem 

23 

2 4 Q: On page 12 of hia t:.est:J..Jny 1 Mr. Polloclt begins his 

25 disc:naaion of tbe Equivalent PeaJcer and Refined Equivalent 
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Peaker ..tboda 1 alleged fuel ~ prablea. Later, at 

paqe 19, be goea on to state that by a peaker type cost 

study, a higb load factor cust:.o.e.r class would typical! y 

be allocated above average capital oost.£. What is your 

response? 

7 A: It ia true that by peaker studies , high load factor 
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customer classes are allocated above-average pla11t costs 

when those costa are defined and expressed in t.erms of 

dollars per kW of capacity. It is not true , however, that 

they are allocated greater than average costs per 

kilowatt-hour for these units. Nor is it necessarily true 

that this is a problem, flaw, or tailing with equivalent 

peaker methoda. 'Ibis line of criticism essentially 

refUses to consider that cost per kilowatt o f ~pacity 

for a base load unit is greater than the cost per ki lowan 

ot capacity for a peaker, and that it is the energy l oads 

ot all classes that contribute to the utili~r ' s dec is ion 

to build (baseload or i ntet'1Dediate) plants that cost more 

per kW. 

I believe that it is this fundamenta l, definitional 

assertion regarding plant costs per kilowatt that is at 

the root of Mr . Pollock's tuel symmetry a rgUl'IICllt. In 

effect, he defines an appropriate share o f cap i tal costs 
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to be expressed only in terms of dollars per kW wh 1le 

ignoring the contribution of energy loads t o higher plant 

costs. I reject this becawoe it ignores the contr ibut ions 

of energy loads, not only those of high load factor 

customer cla .... , but also those of low and medium loa d 

factor customer classes as well, to the util i ty's dec is1o n 

to build more expensive production plants than they would 

otherwise build in order to meet only peak demands . 

10 Q: Do ycu belt.ve that tbe •tuel ~try adjust:lllent" 

J.l IJUI}CJeSted by llr. POllOC:< at pages 4D-43 of his testi.-orly 

12 1.8 ~tp~nopriate? 

13 

14 A: No, for two reasons. First , Mr. POllock and I disagree a s 

15 to the proper measure of fuel symmetry. I belitNe that he 

16 considers or defines a fuel symmetry problem t o exi s t when 

17 
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a cost study is employed other than one that c lassif ies 

all production plant costs as demand-relat ed and in which 

no adju!ltment is ~~~ade to pricing fuel on an average cost 

basis. In other words, he defines fuel symmetry r e lat i ve 

to his prefe.rred cost of service methodology . By 

contrast, I believe that the appropriate meas ure o f "fuel. 

symmetry" or fuol equity is the relations hip between the 

percentage of baseload plant cost responsibility borne by 

each rate class and the percentage o f i nexpens ive 

18 
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baseload-generated electricity each class receives (or i !j 

effectively permitted to buy) at the baseload fuel cosL 

As my direct testimony demonstrates, with one exception--

, be GSO class in the Refined Equiva!"'nt Peaker s tudy-­

the Basic Equivalent Peaker study provides a closer match 

betveen claaa baaeload plant cost responsibility and 

baseload energy received than the other cost studies 

ava ilable at that time. In my opinion, this demonstrably 

better match between baseload plant cost responsibility 

and baseload fuel received is the "proof in the pudding" 

that defeats the argumer.t as to an alleged fuel symmetry 

problem with peaJcer methods. 

Second, the analysis underlying his pr0!>05ed fuel symmetry 

adjustment is based on hypothetical peak pE:r iod energy 

costs that include hypothetical peaker energy that is more 

than 100 times Gulf's projected 1990 peaker generation. 

Mr . Pollock •s analysis in Schedule 12 of Exhibit JP-1 i s 

based on hypothetical generation from peak i ng capac ity of 

330,246 MWh (Schedule 12, page 3 o f 4). Gulf ' s pr oje c ted 

peaker generation for 1990 is 211 HWh. 

2 3 Q: At paqc 19, llr. Pollock aasert.s that poak.er typo .athods 

24 ~ inappropriately •c:te-averaqe• production plant 

2 5 costs . What is your response to this? 

19 
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A: Peal<.er methods do not "de-average" plant costs. They 

express the energy-related portion o! production plant 

costs on an average cents-per-kWh basis rather than on the 

dollars-per-kW basi.s that Mr. Polloclc , ard industrial 

intervenors generally, advocate. I believe that 

expressing these energy-related costs on an average 

cents-per-kWh basis is entirely appropriate because of the 

energy and hours ot run time considerations that led the 

utility to build baseload units rather than peaking units. 

12 Q: Mr. Pollock alJio -- to asart that the all~ "de-

l) averaging41 ot production plant cart.a, as he styles it, is 

14 

15 

16 

17 

inconaiatent vitb oollectinl) tuel and variable operation 

and aa 1nt:enanoe cart.a on an average per k1ftl basis. What 

is your reepan88 to this? 

18 A: Well, because I believe that energy-related production 

19 plant costs are appropriately averaged , as it were , over 

2 0 

2 1 

22 

23 

24 

all kilowatt-hours , I see no problem with expressing fuel 

and operations and maintenance costs in the same way. 

Both are expressed on an average per-kWh bas i s because 

both are driven by energy and hours ot use considerations . 

20 
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1 AppligahUitv of BDMrnrt.im OW!= to Bc.boduled Molnt:enonoe 

2 Pmror ScyiQI 

3 

4 Q: Bath llr. Po1lock and 8tclne cont.ainer Corporation's Witness 

5 oro. Ki.ala edl:h a prapoeal to eJCCWIA ~ reqistered 

6 by -lt-qenerating ~ (SCC.) during certain 

7 •i.ntclance polMr outaqes fraa paying the ratcbeted 

8 Ruervatim Oum:Jaa applicable under CUl f ' s Standby 

9 Service (SS) rate schedule. 1brt ~ do you have 

10 

l J. 

to offer em t.biJa pr• 'P ,..1? 

12 A: Firat , in principle, I believe that a fair case can be 

l3 

14 

15 

16 

17 

18 

19 

2U 

21 

22 

23 

2 4 

25 

mada for excuaing demands reg.Lrt.ered during scheduled, 

usefully coordinated aaintenanca outages from the 

Reservation 0\arqe provisions of Gulf's SS rate . This is 

because it the outages are indeed usefully coordinated, 

they will pres\DIIably occur at times when they have no cost 

impact on the demand-related product ion and transmissior, 

costs that are th.e components of Gulf ' s Reserva t i ->n 

Charge. 

However, I do want to make two points regarding this 

proposal. Flrst, scheduling outages will not enab l e Gulf 

to avoid local facilities coats, so it the SGC ' s power 

requirements during a scheduled maintenance outage cause 

21 
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its total standby demand iq>osed on Gulf to i nc rease , then 

it cannot properly be ex~ from paying the add i tional 

Local Facilities Olarges required by the tariff. (If the 

commission implements proper local facilities charges for 

all demand-metered rate c lasses i n this case, based on 

maximum custoaler demand, then any increase in total 

demand, whether for standby or supplemental service , wou ld 

properly result in an increase in the customer' s demand 

sllbject to local facilities charges.) 

Second, the sought-after relief from the Reservation 

0\arge should only be granted ( 1 ) it the desi red 

maintenance power is used in hours that do OQ.t 1 nc 1 ude a 

~ peak that deterainea Gulf's IIC payment.s or revenues, 

or (2) if the Southern COmpany operating comm.ittee agrees 

to let Gulf deduct any such maintenance power demands from 

its registered peaks so as to negate any effect on Gul t 's 

IIC payments o r revenues. Assuming useful coordination 

and timely advance scheduling, I believe that this would 

be a reasonable reques t. 

22 "As-AyAil8ble• SUpplf!M'rtt!tl Energy Purcbo&eS· or •Ecolloaic 

23 Bockup Power" OD!Ier Gu1t'a SE Rote 

24 

22 
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1 Q: Kr. Pollock and 11r. Jti.s_ a also suggeart that sees be 

2 peraitted t:o purchase power tra. Gul t under tbe ~ 

J 

4 

5 

6 

general tc.s and cxn:UtiOilS as presently apply under 

Gulf • a SUppl-m:.a.l Energy (SB) Rider. What oo-nentary do 

you bave t:o offer on this proposal 1 

7 A: I do not see anything conceptually wrong with allowing an 

8 SGC to take power from a utility during operationally 

9 detined oft-peale periods, even though the SGC has 

10 generating capacity available to serve its load, so long 

1 l 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

as the rates under which such power service is taken are 

appropriately designed and administered . First, the ratt 

should properly include (1) a local facilities charge, 

applicable to the customer's maximum demand, reqardless 

when it occurred, designed to recover distribution costs, 

and (2) a non-tuel energy charge equal to the class energy 

unit cost. Second, by order No. 17568, the Collll1lis sion 

approved the SE Rider on the condition that it become a 

separate rate class in the Company's next rate case. 

Although I believe they are surmounbb1e, I can foresee 

some administrative cHtticulties in deAling witi1 l.:ust.ornet·s 

bking backup and maintenance power under Rate ss, 

ordinary supplemenbry power under Ra te LP/LPT or PXT , and 

"economic backUp" power or "as-available" supplemental 

power under Rate S£. Finally, along these lines , I would 

23 
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also COJIIDellt that permitting such service to be taken 

would require parti cular dil igence by the utility in 

measuring and monitoring the customer 's unage t o assure 

that the customer did not actually ta~e power service 

under one rate schedule that should properly be billed 

under a different rate achedule. 

8 Q: ~ th..UI oanclude your rebuttal t:est.t..ony? 

9 

10 A: Yes, it does. 

24 
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(By Mr. Burgess) Have you prepa red a summary 

2 of your rebuttal testiaony that you could present to 

3 the Comaiaaion? 

4 

5 

6 

A 

Q 

A 

Yes, sir. 

Would you please proceed with that? 

Certainly. In the interest of time, 1'11 be 

7 as brief aa I can. 

8 In summary, ay rebuttal testimony stands tor 

9 the following: All production plant costs are not peak 

10 deaand-related. Assertions that they are ignore the 

11 iaportant deterainative role that energy loads play in 

12 deteraining how expenaivr. the generating plants are 

13 that utilities will build via the economic analysis 

14 component of generation expansion planning; that 

15 observed coat overruns in the construction ot baseload 

16 units do not affect my opinions aa to the proper 

17 cl~ssification of baaeload production plant costs. 

18 My teati•ony stands for ~~e proposition that 

19 the break-even point analysis, based on the highest 

20 energy hours under a low duration curve in the refined 

21 equivalent peeker aethod, is incorrect because any 

22 sufficient nuaber of hours in which tho unit would 

23 dispatch would preauaably cause the electric utility to 

24 build a baseload u.nit, not strictly those hours under 

25 the high use end of the load curve. In fact, decisJ.onc 
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1 to build baaeload units aay well be driven by ott-peak 

2 energy loads. 

3 Additionally, the refined equivalent peaker 

4 method does not track the econoaic analysis component 

5 of syst- planning as closely, nor as accurately, a s 

6 does the basic equivalent peaker aethod. 

7 The equivalent peaker aethod recognizes that 

8 the economic analysis and ')eneration expansion plann~ng 

9 is baaed upon the Utility's cost to serve all the load 

10 in all the years of the study on a system basis. The 

11 refined equivalent peaker .. thod e .xtracts !rom those 

12 loads the hours only under the high use end of the load 

13 curve. 

14 Mr. Pollock has suggested that because ot 

15 certain differences in reliability statistics tor 

16 peaking units and baaeload units, that some adjustment 

17 needs to be aade in, or correction as he styles it, in 

18 the cost of service method. 

19 My testimony states that forced outage rates, 

20 Mr. Pollock's statistic ot choice, are not necessarily 

21 the appropriate measure tor reliability. I believe 

22 that it's appropriate also to look at availability 

23 factors. When we do, we see that peakere arc 

24 significantly aore available than are baseload un i ts, 

25 baaed on exactly the same source data as that used by 
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1 Kr. Pollock. 

2 A.dditionally, forced outage rates tor 

3 peakers , which run very few hours a year , can be 

4 misleading because any outage divided by the relatively 

5 few hours when the unit ran or would have run , will 

6 ahov up aa a high forced outage rate . 

7 Additionally, we know ot instances where 

8 coabuation turbi ne technology is applied with very h i gh 

9 availability and capacity factors. This would indicate 

10 that if coabustion turbines were run frequently and 

11 maintained reqularly, that they aight well exhibit the 

12 availability indicated ny the generation availability 

13 data report cited by Mr. Pollock. 

14 My testiaony on the FUel Syaaetry Issue is 

15 follows: That it ia entirelt appropriate to c lassify 

16 costa that are driven by enerqy loads in all the hours 

17 of the study, in generation expansion planning, as 

18 enerqy related, and thus to express them on a cents per 

19 kilowatt-hour baaia; indeed, I argue that it is more 

20 appropriate to express them on a kilowatt-hour basis, 

21 because it i~ all the kilowatt hour loads that ~rive 

22 thea, than it ia to express thea on a dollars per 

23 kilowatt basis. 

24 I subait that the appropriate measure o t tuel 

15 syaaetry is not whether certain cuatoaer classes who 
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1 pay •above average• coat• expressed in dollars per 

2 kilo~att of capacity gat below average operating costs, 

3 but rather that the appropriate result is obtained, 

4 if the claaaaa get an appropriate share of the low~r 

5 coat realized because the Utility bu i lt the baseload 

6 unit. Basically, if they get the same share of the 

7 benefits realized aa t~e share that they pay for of the 

8 excess anarqy-driven costa allocated t o thea . 

9 I offered soae rebuttal commentary on two 

10 proposals aada by the Industrial Intervenors. I hope, 

11 and certainly intended, that that testimony would be 

12 construed aa conatructiv~ criticism, because I believe 

13 that the proposals have aoae aerit. I wanted to call 

14 attention to aoaa iapleaentation problema that should 

15 be considered it we're going to go forward with them . 

16 As to the suggestion that atendby custc.mers , 

17 on self-generating custoaera, be excused from paying 

18 the reservation charges, otherwise appli c able to 

19 standby power for aaintenance power, specifically, when 

20 that aaintenanca power is taken in a usefully scheduled 

21 and coordinated fashion froa the utility, are fine in 

22 principle. I wanted to aake clear that I believe that 

23 such power should be subject to the local facilit l es 

24 charge because the Utility will have to have the loc al 

25 facilit i es there to deliver the power, whether it's 

FLORIDA PUBLIC SERVICE COMMISSION 



1 coordinated with the Utility's generation outa ge 

2 schedule or not. 
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3 And, additionally, that such power should not 

4 be taken during the aonthly peaks ot Gulf that 

5 deteraine Gulf's payaenta or revenues under the 

6 

7 

Southern Company's Interchange Contract (Pause) 

I think I'a finished. As to the suggestion 

8 that self-generating cuatoaers be peraitted to take 

9 what has been called, in the past, economic backup 

10 power, under the supplemental energy rate or under a 

11 siailar rate, I think that that's conceptually okay, 

12 assuming that appropriate safeguards and monitoring are 

13 iapl .. ented by the Utility to assure that the customer 

14 is not really taking standby power under the SE rate or 

15 under an SE rider, if that's the way you go. 

16 That a proper local facilities charg~ should 

17 be applied if the total demand taken for such power 

18 requir-ents exceeds the standby contract capacity, and 

19 that for the power thus taken, the customer should pay 

20 as be or she preae.ntly pays under the standby -- sorry, 

21 under the auppleaental energy rider, a nonfuel energy 

22 coat, that I believe should be baaed on class energy 

23 unit cost. 

24 This could have some implementation problems, 

25 in that it might r•quire the Utility to monitor, fairly 
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2 power under the s tandby rate, taking supplementary 
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3 power under a full requireaenta rate and then taking 

4 aolU econoaic backup power, which is in some other 

5 reala under an SE rider or under a SE rate, solely t o 

6 detenaine o.r -- excuse ae, solely to assure that the 

7 custoaer vas taking the power service an~ being billed 

8 for the power service under the rate schedule, 

9 applicable to the character of that service. 

10 You probably noticed I lost a thought i n my 

11 discussion on the aaintenance power issue under 

12 scheduled and coordinated circumstances. The point I 

13 wanted to aake ie that if the Southern Company were 

14 willing to forgive the deaands registered by customers 

15 taking aaintenance power on a coordinated scheduled 

16 basis, during Gulf'• aonthly peak for IIC billing or 

17 revenue purposes, then I think that would eli~inate my 

18 concern with thea being on during the peak , and that 

19 concludes ay euaaary. 

20 MR. BURGESS: Thank you, Mr. Wright. We 

21 tender the witness for cross exaaination. 

22 CHAIRMAN WILSON: Mr. McWhirter. 

23 CROSS EXAMINATION 

24 BY MR. McWHIRTER: 

25 Q Mr. Wright, I think it would be helptul, 
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1 because soaa people think you and I don't nece.ss~rily 

2 aqree on a lot of things, that we touch base on the 

3 things we do agree on and start out with that, and 

4 start with a happy note. 

5 Essentially, you aqrae with Mr. Pollock and 

6 Mr. Kisla, that if common sense says tha~ when you have 

7 cogeneration, and that coqanarator has to maintain that 

8 generator for soae point in time, that logic says he 

9 should be allowed to maintain it without incurring a 

10 new deaand, so long as he does it when Gulf has 

11 available power; doesn't have to build new capacity to 

12 meet that deaand, isn't that fair? 

13 A If I may be clear, yea, that's generally 

14 t air, as long as we're talking about the demand upon 

15 which the cuatoaar will pay; specifically, the 

16 production in bulk transaisaion reservation charge and 

17 not the local facilities charge. 

18 Q So that it they've got dedicated facilities, 

19 they ought to pay their fair share of those facilities ? 

20 

21 

A 

Q 

Exactly, yea. 

There's nothinq wrong with that . 

22 And then the -- you agreed, I believe , with 

23 Mr. Pollock and Mr. ~isla with respect to this 

24 aupplesental enerqy. And that's when , at those points 

25 in tiae when Gulf has enerqy it can sell out of its 
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1 existing capacity, it it can create a market tor that 

2 enerqy, it helps everybody, doesn't it? Because Gulf 

3 gets m.ore revenue; and to the deqree that that revenue 

4 e.xceeds fuel costa, Gulf aakes acre money. And it a 

5 custoaer who aight not do something with enerqy unless 

6 he had it at a proper rate would qo ahea d ana do 

7 something with it. Isn't that true? Mayoe that part 

8 you don't want to speculate on. 

9 But in any event, seems to ae that where you 

10 have a parson that's an industry and takes supplemental 

11 enerqy that's available, you don't have any objection 

12 to that beinq priced at a lover price as long as it's 

13 recognized that that prico is not discriminatory, nor 

14 does it take power away troa other people, is that 

15 correct? 

16 A Yes, sir, th.at's c orrect. we can talk 

17 specifically what cost components they shouldn't pay 

18 tor under those cirCUJIIStances, it you like. 

19 Q Nov, the problem might come about it that 

20 customer is a cogenerator as well as ta.kes power tor 

21 other uses, and that's the problem that you have 

22 focused on, is that correct? 

23 A You said "the problem might come about . " I'm 

24 not quite sure which problem you're relating to. I 

25 alluded to some probleas in implementation and 
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2 addressing a different problem; and, it you are , I 

3 would ask that you clarify what that is. 

4 Q Well, there's no Y:"eason that a customer 
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5 should be denied the opportunity to take supplemental 

6 power just because he also has cogeneration? 

7 

8 

A 

Q 

I would agree with that. 

And if auppleaental power is available and 

9 it's cheaper for that customer to take supplemental 

10 power than to cogenerate hiaaelt under certain 

11 circumstances, would it be wise to allow that customer 

12 to cut down his cogeneration and continue to take 

13 suppleaental energy? 

14 A Yes, air. Under certain conditions I think 

15 that would both be wise and I think it would be sound 

16 rate policy. 

17 

18 

19 

Q 

A 

Q 

20 modified? 

21 

22 

A 

Q 

All right, thank you. 

Yea, sir. 

With respect to Exhibit 607, which you've 

Yes, air. 

I appreciate the fact that you agreed with me 

23 that the appropriate rates to use were the rates that 

24 were originally proposed. I note that in Exhibit 616 

25 under --
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CHAIRMAN WILSON: 613. 
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1 

2 

3 

4 Q 

KR. :tcWHIRTER: I'm sorry, I misapprehended. 

(By Mr. McWhirter) 613, the price per 

5 kilowatt hour unde.r the equivalent-peaJter aethodology 

6 would be 36\ higher than the price per kilowatt hour 

7 under the TECO proposed rate? Subject to ~heck? 

8 A I didn't calculate it. But eyeballing it, 

9 that looks right to ae, Mr. McWhirter. 

10 COMMISSIONER EASLEY: You notice that not 

11 even 24 hours went by, not even six hours went by. 

12 MR. McWHIRTER: I t'iqured out what the 

13 difference is on that •sub1ect to check" deal. I! it's 

14 a mathematical coaputation, that's appropriate because 

15 it saves time. And it it's a mathematical computation 

16 and it finds out that the guy that was asking the 

17 question was wrong, he'• going tor wind up with egg on 

18 his tace when the other aide points out that he was 

19 doing that. Whe.reas, it it's a tactual consideration 

20 that you really can't prove except by bringing other 

21 witnesses and so forth, that kind of question would be 

22 appropriate. 

2 3 COMMISSIONER EASL.EY: You know, I'm sorry I 

24 co .. ented, subjsct to check. 

25 MR. McWHIRTER: I'm glad you did because I 
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1 thought aaybe you would wonder why I would do such a 

2 silly thing so soon as I said I would never do it 

3 again . 

4 COMMISSIONER GC'iTER: I got a spray can full 

5 of repellant down in the office I ' m fix ing to go ge t. 

6 Q (By Mr. McWhirter) But in any ·.avent, the 

7 price per kilowatt hou.r under the equivalent peaker 

8 methodology is substantially higher but the demand 

9 charge under the TBCO proposal was higher tha n under 

10 the equivalent peakar aethodology? 

11 A Yea, sir, that'• correct. 

12 Q If you have a big cuatoaer, the kilowatt hour 

1 J charge really totally overvhelas the d811l4nd charge when 

14 you have deaand chargee this saall, don't they? For 

15 inst ance, look at your Page 2? 

16 A You aaid •a big cuatoaer.• I think the 

17 cor rect characterization ia a high load factor 

18 custoaer, not necessarily a big customer. 

19 Q Yea, it's big relative to the demand . a l ot 

20 of kilowatt hours relative to the demand. 

21 A Yea , sir. 

22 Q For instance, on your Page 2, you ahow that 

2 3 the kilowatt hour charge is $33,000 c oapared to a 

24 $10 , 000 deaand charge. 

25 A Yes, air. 
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1 Q Under the 'l'ECO proposal. And under your 

2 proposal, the deaand charge would be slightly les s but 

3 it would only reduce $4,000, whereas the kilowatt hour 

4 charge would go up $12,000? 

5 A Yea, air . Under those rates, that's exac tly 

6 right . 

7 Q So froa the custoaer'• v i ewpoint, it he is a 

8 high load factor custoaer, the ki l owatt hour charge 

9 would be very significant to him? 

10 A '!'bat's true. 

11 Q More so than the deaand charge. Whereas, it 

1? I were a poor load factor cuatoaer, then it would be 

13 the deaand charge would not be that consequential to 

14 me? 

15 A Mr. McWhirter, I think you aeant to say that 

l G the energy charge wouldn't be that conseque.ntial to you 

17 if you were a low load custoaer. Is that accurate? 

18 Q Well, in this instance, because you have 

19 described a low deaand charge, then i t's not too 

20 consequential to ae to put a big load on the sys t em, 

21 because tbe big price is going to be on the energy 

22 charge a.nd I 'a not being -- I'm not using much energy. 

2 3 A I'a sorry, Mr. McWhirter , I think we've 

24 gotten into a little bit of confusion . 

25 You premised your last quest ion , I thought , 
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1 by hypothe•izing the case of a low load factor 

2 customer. You used the phrase, "poor load factor 

3 customer,• which I don't agree. I say, "high and low• 

4 rather than "good and poor.• 

5 

6 

Q Okay. Fair enought. 

But because you preaieed it that way, I think 

7 that your stot .. ent that followed wasn't correct or 

8 wasn't the question you were going to ask. 

9 It you want to ask it again, I'll answer the 

10 question, yeah, that's fine. 

11 Q I used to represent a coapany called the 

l~ David Joseph Coapany, and David Joseph would crushed 

13 automobiles. 

14 

15 Q 

CHAJ:.RMAN WILSON: By hiaaelt? 

(By Mr. McWhirter) And they'd crush them 

16 into little blocks like that like they did in the James 

17 Bond aovie. And they'd do that tor about an hour a 

18 day. But when they did it, they iaposed about 30 

19 yeah, 30 -- megawatts. I don't think it's JO, maybe 10 

20 megawatts 

21 

22 

23 Q 

CHAIRMAN WILSON: Subject to check. 

MR. McWHIRTER: Subject to check. (Laughter) 

(By Mr. McWhirter) But a customer like that 

24 wouldn't be concerned about the aagnitude of the demand 

25 he's placing on the systea it most ot the price tor 
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1 electricity is in the kilowatt hour charqe, isn't that 

2 correct? 

3 

4 Q 

Yea. Yeah. 

Now, another thing we aqreed upon the nther 

5 day was, you are an expert in the field of cost of 

6 service and rate design, but you're not an expert in 

7 any othe.r field, such as system planning, ia that 

8 correct? 

9 

10 

A 

Q 

That's a fair statement, yea, air. 

And Mr. McGlothlin took your deposition in 

11 this case on June the 7th, and you told him, as of that 

12 date, you had not conferred with the system planners of 

13 either Gulf Power or South~rn Coapany as you prepared 

14 your testimony, is th.at correct? 

15 

16 

A 

Q 

Yea, sir, that's correct. 

All riqht. So, I'm not qoing to ask you any 

17 questions about planning, as it would be inappropriate 

18 to do so. But I'll ask you about your testimony . 

19 On Page 6, you criticize ~. Pollock's 

20 concept of forced outage rate, and you quoted the North 

21 All.erican Electric Reliability Council's definition of 

22 forced outaqe. It's Page 14 of your testimony at Page 

23 20. And you said that the definit i on -- or Line 20, 

24 not paqe 20. 

25 You said the definition ot forced outage is 
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Under 

2 the North Aaorican Reliability Council's definition , 

3 th•y have so•ething ela• in the denominator, too , don't 

4 

5 

they? 

A 

Do you have a co~y of those available? 

I think that I have. I'• not sure ~hat 

6 you're speaking of . 

7 Q Well, •Y underatanding waa that the numerator 

8 in that fraction ia the outage houra; and the 

9 denominator ia not only the houra that run , but also 

10 the hour• when they try to get the thing to run but it 

11 doean't run. 

12 

13 

A 

Q 

I think that's correct. 

Okay. Now, you aaid a more appropriate test 

14 ia not the forced outage rate, but rather, the 

15 availability rate. And the availabili~y rate, as 

16 deterained by the North Allerican Reliability Council, 

17 ia the hours that it runs divided by all the rest of 

18 the hours in the year. Ia that essentially it? 

19 A I think that's a correct definition of the 

20 raw availability factor, yea, air. 

21 Q In the enume rator for service hours, the 

22 time ita run, and in the deno•inator, you would take 

23 down, you would add the reserve shutdown hours - - I 

24 can't understand all this. Pumping hours and 

25 synchronous condensing hours. 
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1 Isn't it essentially all the other !nours in 

2 the year? 

3 A I thougbt that was the answer I gave you to 

4 your previous question . I think that's corr ect . 

5 

6 

Q 

A 

I think that's easier for us t o work with. 

Me, too. (Laughter) 

7 Q So I queaa what we're getting at, Mr. Pollock 

8 says that the important thing to look at is when you 

9 try to run it, does it run? And you say the important 

10 thing to look at is the nuaber of hours it runs 

11 comparod to all the other hours in the year, except 

12 when it's down when it isn't running. 

13 A I suggest that an appropriate measure tor 

14 looking at reliability of units is the availability 

15 factor, yes. 

16 

17 

18 

Q 

A 

Q 

But the fact that it's there -­

I didn't say 

-- and it's not called upon, you would still 

19 count in your denoainator? 

2 0 

21 

22 

A 

Q 

It's available, yes 

But you don't know. 

MR . BURGESS: Excuse .. , Mr . Wright had a 

23 further response to his question. 

2 4 MR. McWHIRTER: I' a sorry. 

25 WITNESS WRIGHT: (No re.aponso. 
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1 COMMISSIONER BEARD: Could you tell hia what 

2 the further respon.se is so he' 11 knov? (Laughter) 

3 CHAIRMAN WILSON: What ahould be have aaid? 

4 MR. BURGESS: I th\lught he vas responding 

5 while you were questioning further. 

6 

7 home? 

8 

9 

Q 

A 

Q 

(By Mr. McWhirter) Do you own a vacation 

No, sir. 

Are you taailiar with the debate that vent on 

10 in the 1986 income tax law? I thought that was quite 

11 interesting. 

12 There was a tax abelter where people would 

13 rent their vacation hoae tor a week; and then they'd 

14 live in it tor a week; and then it was unoccupied for 

15 50 weeks, hut they said it was available tor rental or 

16 rented for 51 weeks. And so when they wanted to take 

17 the business deduction, they would take the deduction 

18 for depreciation and other costa tor 51 weeks of the 

19 year . 

20 And the IRS said, •No, we think you ought to 

21 look at the aaount, the nuaber of weeks you rented it 

22 and the number of weeks that you used it, and then 

23 forget about all the other hours in the year.• 

24 You're sort ot like the people that owned the 

25 vacation home that want ed to use the 51-week concept as 
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1 opposed to the IRS that aaid, •we'd just look at two 

2 weeks. • And Mr. Pollock is kind ot like the TRS? Is 

3 that a good analogy or not? 

4 COMKISSIOifER EASLEY: Mr. Wright, let ae h e lp 

5 you on t hat. 

6 WITN'ESS WHITE: Tban)c you. 

7 COMKISSIONER EASLEY: I think the analogy 

8 would have been better bad you had hia owning that 

9 rental ho .. and having a aanageaent entity to take care 

10 ot it tor hia in the other 50 veeka. Because 

11 otherwise, it he aanaged it hi .. elt, IRS would have 

12 allowed 1 t. 

1 ~ 

14 perfonaed. 

15 

16 

17 

Q 

A 

MR. McWHIRTER: That' • after-the-act was 

WYTNESS WRIGHT: Mr. McWhirter 

(By Mr. Wright) Did I confuse you? 

No, you didn't confuse ... There'• soae 

18 conceptual similarities there in the calculation, but I 

19 don't think you wanted to coapare your consultant t o 

20 the IRS. 

21 Q All right. (Laughter) 

22 Here's an interwsting line ot queGtiona and 

23 this is all I'll ask --

24 A All of your questions are intereGting and 

25 enlightening, Mr. McWhirter . 
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l Q I'a glad ot that. 

2 Ia it an underlying assuaption ot t be 

3 equiva lent peeker aethod that utilities are willing t o 

4 incur higher capital coats of baaeload units to save 

5 fuel costs? 

6 (Pau .. ) 

7 A I'a aticlcing a little bit on the uae of the 

8 word •aaawaption.• The ~!valent peaker aethod, I 

9 aubait, tracJte the conaiderationa that are aost 

10 iaportant in utility generation expansion plar.ning . 

11 Peak deaanda that deteraine the tiaing ot needed 

12 additional capacity and total enerqy requireaenta in 

13 all the year• of the expansion study that go --

14 Q I don't want you to qat into cogeneration 

15 plannil')9 

16 A that go into tho econoaic analysis that 

17 deterain .. what type of plant to build . Now, to the 

18 extent that thoae analyses evaluate the cost ot 

19 different generating technoloqie.s, including their 

20 total coats, capital coats, plus operating costs, those 

21 conaiderationa, total capital and operating costa tor 

22 one technology versus total and capital operating costs 

23 for all other technoloqiea, aa they are evaluated by 

24 the utility in the qene.ration expansion plann ing 

25 econoaic analysis -- what I think in Southern system is 
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1 called "the generation aix package" -- then tho-:se 

2 considerations are factored into the equivalen~ peaker 

3 method. 

4 Q Well, you were ta.1.king about what a utility 

5 do-es on generation planning, and you're not an expert 

6 in that field. What I wanted to ask you, just kind of 

7 as a layaan, like I aa, is the theory that it's a good 

8 idea to pay aore aoney, to build a plant, if in the 

9 long run the fuel coats savings result in a lower t o tal 

10 cost than if you built the peaker? 

11 A That's I agree that that's a good idea and 

12 it's that idea that underlies planning. 

13 

14 

Q 

A 

That aotivataa really your methodolo-gy? 

Well, again, ay .. thodology recognizes that 

15 there are two pri.ary deterainative factors: peak 

16 demands and energy requireaents that determine the 

17 utility's capital expenditure decisions. Peak demands 

18 and energy, and that's it. 

19 Q All right. Now, Plant Scherer is a recent 

20 baseload unit which is really the essence of this rate 

21 case, is it not? 

22 A That's ay understanding of the revenue 

23 requirements portion of the case, yes, sir. 

24 Q Would that be treated under your methodology 

25 as a baseload plant or an equivalent pea.ker? 
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The revenue requirements f~r the plant would 

2 be classified into separate components, one demand 

3 related equal to the amount that it would have cost 

4 Gulf to build a peaking unit of equivalent capacity tu 

5 its share of Plant Scherer, and another component equal 

6 to tho difference between that equivalent peaking 

7 capacity coat component and what they actl:ally paid for 

8 the unit. 

9 Q Do you know what kind of fuel is used at 

10 Plant Scherer? 

11 A I'a not lOOt sure . I'm going to use our 

12 favorite of the day, •subject to check," I believe that 

13 the plant uses low sulphur coal, which costs more tha1; 

14 high sulphur coal. 

15 Q I will stipulate to you -- with you that 

16 that's correct. So you don't have to check on it. 

17 Is low sulphur c.ompliance coal more e xpensive 

18 or leas expensive than the coal that Gulf Power uses in 

19 its other baseload units? 

20 A I'm reasonably sure that the low sulphur 

21 "compliance• coal is more expensive than the coal that 

22 Gulf uses at ita older units. 

23 Q Would acrubbera, if they put them in Plant 

24 Scherer, paidthe cost to put scrubbers in there, would 

25 that enable thea to use lower price, l ow-sulphur -- or 
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1 high-sulphur coal? 

2 A I believe so. 

3 Q If The equivalent paaker aethod classifies 

4 higher capital cost of baseload units like Scherer 4S 

5 energy-related, as you've suggested part of them should 

6 be, because of these hiqhar capital costs were incurred 

7 to save fuel, would it be just as legit1mat9 to 

8 classify the higher Plant Scherer fuel costs as demand 

9 related since -- sine• low sulphur compliance fuel 

10 costs more than the cheaper fuel, then that fuel 

11 difference price should be treated as demand-related, 

1.2 isn't it, because we've saved soae capital costs of 

13 putting scrubbers in those chimneys? 

14 A I don't agree that fuel costa are 

15 appropriately classified as demand-related, and I think 

16 -- that was a very long and involved question, but I 

17 don't think that you -- I think part of the premise of 

18 your question vas that the scrubber cost was a capital 

19 cost and therefore demand-related. I am not sure that 

20 I agree with that. 

21 

22 

Q I didn't think you would. 

MR. McWHIRTER: I have no further que stions 

23 of this witness. 

24 MR. STONE: I don't have 4 line of questions 

25 that would be as interesting as McWhirter's so I have 

FLORIDA PUBLIC SERVICE COMMISSION 



3113 

1 no questions. 

2 COMMISSIONER GUNTER: Stat f7 

3 CROSS EXAMINATION 

4 BY MR. PALECKI : 

5 Q Mr. Wright, what is the detinit i on of 

6 "standby service"? 

7 A Standby service is power provided by the 

8 utility to a self-generating custoaer to replace power 

9 that is taken !by the custoaer when - - during a forced 

10 outage or a aaintenance outage, when that power would 

11 otherwise have been noraally or ordinarily generated by 

12 the custo .. r's own equipaent. 

13 CHAIRMAN EASLEY: Mike, could I interrupt you 

14 right here, please? 

15 You used the tera "self-generating." In the 

16 last line of questioning, and throughout, the 

17 cogeneration and salt-generation bas been used almost 

18 interchangeably. Would you define them tor ae and make 

19 a distinction as to whether or not you are talking 

20 about cogeneration or self-generation exclusively? 

21 WITNESS WRIGHT: Certainly, Commissioner 

22 Easley. 

23 For aost of our purposes, as r egards standby 

24 service, they are the same. co1eneration specifically 

25 involves the use of theraal enerqy or waste heat energy 

l 
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1 tor the purpose ot generating electricty. It it's a --

2 like a phosphate processing plant, they use the waste 

3 heat energy troa burning sulphur to aake steaa t o make 

4 electricity. If it's a ~ ~fferent kind or cogeneration 

5 fac i lity, they'll use the tharaal energy to dr i ve some 

6 theraal or aechanically driven process and use the 

7 theraal energy to generate electricity. 

8 In the Coaaission's standby rates docket , it 

9 was deterained -- or the COIUIIis&ion determined that 

10 self-generating customers would be treated under the 

11 tariffs the sa .. as coqenerating customers or QFs . The 

12 deal was that PURPA required the provision of standby 

13 service to qualifying tac1lities as defined under the 

14 Act and under the rules iapleaenting the Act. The 

15 co-ission, I thinlc appropriately and properly, 

16 deterained that there is no good reason not t o make the 

17 saae character service, standby backup maintenance 

18 service, available to self-generating customers who are 

19 not QFs. For that reason, I generally tr} t o use the 

20 phrase, •self-generating custoaer , " because it relates 

21 back to the character of the serivce taken rather than 

22 to their status under PURPA. But I will use wh ichever 

23 tera ia convenient . 

24 COMMISSIONER EASLEY: I just wanted to aake 

25 sure, because in a lot of the coata and revenue 
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1 discussions, there's been no aention ot the costs and 

2 revenue discussions, there'• been no ment l on ot the 

3 revenue t o the cogenerator tor power sold to the 

4 utility coapany. I just wasn't sure whether there was 

5 any relationship or I was ai•sing someth i ng. 

6 

7 

WITNESS WR.IGHT: Maybe I can - ­

COMMISSIONER BEARD: A congene rator 

8 salt-generates, but a self-qenerator doee~'t 

9 necessarily coqenerate? 

10 WITNESS WRIGHT: Took the wo· ls out ot lilY 

11 mouth, co .. issioner. 

12 COMMISSIONER EASLEY: I t could. There's no 

13 prohibition against the selt-qenerater beco111e a 

14 coqenerator bec oaing a ~oqenerator? 

15 COMMISSIONER BEARD: That's right. 

16 COMMISSIONER EASLEY: In which the case the 

17 utility is required to buy the power, the 

18 selt-qenerator nov coqenerates? 

19 WITNESS WRIGHT: That's right . Unde r the 

20 fede~al rules, the utility is not required to prv i de 

21 standby service to non QFs self-generating c us tomer. 

22 Under the Florida co-issions' dec i s i o ns, the y are . 

23 COMMISSIONER EASLEY : But nowhere in any o f 

24 the cost of service or a.ny o f the f i nanc ial anal yses 

25 has there been any offset or conside rat i on of potential 
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1 revenue to the custo .. r tor any cogeneration sales, and 

2 perhaps not appropriate, I'• just saying it's not 

3 there, is that correct? 

4 WITNESS WRIGHT: I think that in this ce.e 

5 that's correct. I'• sure in the future we'll see on 

6 the utility's revenue requir~~ents side power purchase 

7 payments made to conqeneratora. 

8 

9 

COMMISSIONER EASLEY: Thank you . 

(By Mr. Palecki) I would like to ask you 

10 about your reaponae to Mr. McWhirter's questions about 

11 cogeneratora buying kWh on the SE rider rather than 

12 generating the kWh with their own generators. Do you 

13 think it's appropriate tor a congenerator to be able to 

14 buy kWh on the SE rider to replace kWh normally 

15 generated with his generators when he is experiencing a 

16 forced outage of one ot his generators? 

17 

18 

A 

Q 

No, sir. 

How about in the case ot a scheduled outage 

19 tor maintenance ot one ot his generators? (~ause) 

20 A Your question is a little bit involved 

21 becauaf" ot the other issue that's been discussed here 

22 as relates to the coordinated ac.heduled maintenance 

23 outages being excused tro• reservation charges and so 

24 on. But, it you would ask the question again, just 

25 read it again the way it's written and I'll try to 
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1 answer it just the way it's written. 

2 Q Do you think it's appropriate for a 

3 cogenerator to be able to buy kWh on the SE rider to 

4 replace to kWh noraally generated with his generator 

5 wben he baa scheduled an outage for mainmtenace of one 

6 of his generators? 

7 A No. 

8 Q Does the fact that when experiencing a forced 

9 outage of a generator tht' cogenerator has a choice of 

10 whether to buy standby power or generate the kWh with 

11 another one of his generators , does this justify 

12 allowing the taking of standby power on the SE rider? 

13 A Not in ay opinion. The difference is that in 

14 that case the cuatoaer baa the option of whether to 

15 take the standby power troa the utility. It 

16 potentially really is standby power, power to replace 

17 that noraally generating -- sorry, normally generated 

18 by the customer during a defined standby outage; that 

19 is a forced outage or a maintenance outage. 

20 That's the difference in ay mind between that 

21 scenario and what I have earlier described as economic 

22 backup powe.r; that is the scenario in which a 

23 self-qe.nerating custoJAer can, and in my opinion should, 

24 be allowed to take auppl .. ental energy it he t inds it 

25 aore econo•ic to do so by backing ott his generation 
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1 capacity when it's not in an outage status. 

2 0 It would appear that the Industrial 

3 Intervenors are ;seeking to have a situation approved 

4 where a coqenerator would be ~~le to buy kWh on the SE 

5 rider to replace kWh nor.ally qeneratGd with hh 

6 generator• when he i• experiencing either a forced or a 

7 scheduled outage; And that this decision could be made 

8 solely for econoaic reasons. 

9 At the tiae you toraulated your testimony on 

10 Issue 158, which apppears on Paqes 23 and 24 of your 

11 rebuttal teatiaony, were you aware that this is the 

12 situation that was being sought by the Industrial 

13 Intervenors? 

14 

15 

A 

simple 

No, air. I thought they were asking for 

siaply for what we have called economic 

16 backup power, power taken when the customer finds it 

17 economic to back ott his generation when his generation 

18 facilities are not in outage status. The issue was 

19 discussed at workshops in the standby rates docket, but 

20 it was never resolved. I don't think it was addressed 

21 either in the Staff's recoJIIlllendation in that docket nor 

22 in the orders in that docket. I think it's a fair 

23 issue to raise at this time. 

24 0 If you were &ware that the intervenors be i ng 

25 represented by Mr. McWhirter, the Industrial 
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1 Inte.rvenora, were seeking that particulJSr situation, 

2 would you aodity your teatiaony on PageS 23 and 24 , and 

3 it ao, hov? 

4 A Yea , I would have aodified my testimony to 

5 aiaply state that they should not be allowed to take 

6 aupp1eaental enerCJY when it'• trul•J •tandby power, that 

7 is, power taken to replace power ordinarily generated 

8 by the cuatoaer'• qeneration during a forced or 

9 maintenance outage. 

10 Q Were you the Lead Staff Member in Docket 

11 85673-EI on the generic design of standby servic e rates 

12 and the approval of the original standby service rate 

13 schedules? 

14 A A alight correction. The docket number, I 

15 believe vas 850673-EU, and the answer to your quest ion 

16 is, yea, I vas. 

17 Q Gulf's response t o Interrogatory No. 76 of 

18 Staff's Third Set, indicates the number of days with 

19 on- peak hours, tor which no portion of the on-peak 

20 hours were designated as a supplemental energy period 

21 in 1988 and '89. This is Exhibit 498 for purposes of 

22 thia proceeding. 

2J Would you accept, subject to check, t hat for 

24 the two years the average number of days in this 

25 response is 6, and we've provided you with a copy of 
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1 Exhibit 4518? 

2 A I'd certainly accept that, subject to check , 

3 eyeballing the nuabers it looks to ae like 6 is about 

4 right. 

5 Q And that is a aatter that would be subject to 

6 a aatbeaatical coaputation, correct? 

7 A Yes, sir. 

B Q Is there a basic problem of underrecovery of 

9 the production and bulk transmission plant costs if 

10 standby service is billed on the current SE rider, or a 

11 separate rate schedule with flexible time ot use 

12 periods, such as those used in the SE rider? 

13 A I'a sorry, Mr. Palecki, you lost me in the 

14 last, second half of that question and I'm going to 

15 have to ask you to repeat it. 

16 MR. STOME: Excuse ae, Mr. Palecki, but how 

17 does this line of questioning relate to Mr. Wright's 

18 rebuttal? 

19 MR. PALECKI: It directly relates with the 

20 cross exa11ination that was conducted by Mr . McWhirter. 

21 And I think it fits right into his rebuttal as well, 

22 specifically pages 23 and 24 of his rebuttal testimony. 

23 MR. STONE: If you insist. 

24 Q (By Mr. Palecki) My question was is there a 

25 basic problem of underrecovery of the production and 
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1 bulk tranaaiaaion plant if standby service is billed on 

2 the current SE rider or under a separate rate s=hedule 

3 with a flexible time-of-use period, such as the sr. 

4 rider? (Pause) 

5 MR. McGLOTHLIN: Co~iaGionera, it's ay 

6 recollection that Mr. wright did not address this in 

7 his rebuttal teatiaony. I object it on the basis of 

8 being beyond the scope of the rebuttal. 

9 COMMISSIONER GUNTER: Do you want to respond? 

10 Or am I to take your aide? 

11 MR. PALECKI: I think this dir~ctly relates 

12 to the SE rider. There was substantial cross 

13 ex.amination that waa conducted. 

14 COMMISSIONER GUNTER: Cross examination is 

15 one thing. Your cross examination is not on somebody 

16 else's cross examination, what did he tile, what's 

17 before you. 

18 MR. PALECKI: Well, he has discussed the SE 

19 rider in quite a bit ot detail in his rebuttal 

20 testiAor.y. This was my last question o n this line. 

21 MR . McGLOTHLIN: I'd like to hear the 

22 question again, and have Mr. Palecki shov me how it 

23 relates to his pretiled rebuttal testimony. 

24 COMM~SSIONER GUNTER: You're jumping in 

25 pretty quick though, I'll tell you, because we granted 
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1 some qreat liberties. I understand you're not getting 

2 your due process, but you were not here when your 

3 colleague was. 

4 MR. PALECKI: I'a not sure Mr. McWhirter's 

5 teatiaony was exactly corresponding with the --

6 MR. BURGESS; Hr. McWhirter's testimony ia a 

7 good characterization. (Laughter) 

8 MR. PALECKI: His questioning, let me put .it 

9 that way. 

10 

11 more ti ... 

12 

13 

COMMISSIONER GUNTER: Ask your question one 

WITNESS WRIGHT: I thinK, Hr. -­

COMMISSIONER GUNTER: No, he's going to asx 

14 his question. He asks questions, you respond . 

15 Q (By Mr. Palecki) This is this last question 

16 in this particular line ot questions. 

~7 Is there a basic problem of underrecovery of 

18 production and bulk transmission plant, if standby 

19 service is billed on the current SE rider or on a 

20 similar rate schedule, separate rate schedule with 

21 flexible tiae-ot-use periods, such as those used in the 

22 SE rider? 

23 A The word I was sticking on in your quP-stion 

24 was "underrecovery." My answer is that thore probably 

25 is and there surely may be, but the way I would 
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1 characterize the pL·oLlea, would be as a prob l e!D of rate 

2 desiqn because of the daily deaand charge in the 

3 standby schedule being coaputed on the baRis or a ll 

4 days with on-peak hours, .... nd the.n taking out a pretty 

5 substantial number of those days, I guess to indicate 

6 -- the exhibit indicates there is 14 or 15 days e ach 

7 month that would be taken out for the purposes of 

8 computing daily demand billing charges, if it were 

9 ltaken under the SE rate . 

10 To take standby service under a SE type rate, 

11 you would have to recompute the daily demand charges to 

12 r eflect the much-reduced nuaber of hourB with on-peak 

13 periods in thea that count toward billing 

14 determinations. That's the problem . 

15 The problem I was having, Mr. Palecki, is I 

16 c ouldn't conclude there was necessarily an 

17 underrecovery but there is a substantial problem in the 

18 rate design. 

19 Q Thank you. Mr. Kilgore's deposit1on, Exhibit 

20 13 , provide& the ratio of on-peak billing kW to 12 

21 CPKW. For PXT customers on the SE rider, is the ratio 

22 of on-peak billing kW to 12 CPKW, . 9505? 

23 MR. McGLOTHLIN: I renew my objection . I 

24 think that's clearly beyond anything that Mr . Wright 

25 add~essed in his rebuttal testimony. 
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1 MR. PALECJ<I: This isn't the Industrial 

2 Intervenors' witness, and I don't know it th~~t objection 

3 ia --

4 KR. McGLOTHLIN: He's not ~y witness, but 

5 it's certainly --

6 COMMISSIONER GUNTER: He's c~rtainly within 

7 his right to aake an objection -- any counsel's r !.ght 

8 to aake an objection. ilia objection is that you're 

9 outside the realm of his filed testimony, rebuttal 

10 testimony. 

11 KR. PALECKI: We'll go ahead and ~~ve on to 

12 another aatter. 

13 Q (By Mr. Palecki) Mr. Wright, are the 

14 equivalent of service drops allocated or assigned to 

15 primary and tranaaisaion voltage customers? 

16 A Mr. Palecki, I'a sor~y, I can't understand 

17 your question as asked. You said, •equivalent servic e 

18 drops.• Do you mean are, in fact, under Mr. O'Sheasy's 

19 cost study secondary level service drops aJlocated to 

20 primary and transaiaaion voltage level customers or do 

21 you mean something else? (Pause} 

22 Q Have you reviewed the calculation ot standby 

23 kW on the bottoa of Page 2 of 3 of Mr. Kisla's Exhibi t 

24 1? 

25 M.R. McGLOTHLIN: Could I bear the question 
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3 calculation of standby kW on the bottom of Page 2 of 3 

4 of Mr. Kisla's Exhibit 1. 

5 A Mr. Palacki, I recall looking at that 

6 calculation during the course of preparing my rebuttal 

7 testimony, it bas been about five weeks Aince I did so, 

8 and I don't have a copy of Mr. Kisla'a testimony with 

9 me. 

10 If you could furnish one, perhaps I could 

11 respond to what question you intend to follow with. 

12 Q Yea, we will furnish you with a copy ot Hr. 

13 Kisla'a Exhib1t 1. Specifically, referring to Page 2 

14 of 3, would you agree there ia a 5-megawatt error in 

15 the calculation of standby service kW? 

16 MR. McGLOTHLIN: Objection, beyond the s c ope 

17 of rebuttal. 

18 COMMISSIONER GUNTER: Did you hear the 

19 objection? 

20 MR. PALEClU: Yes. I don't believe it is 

21 beyond the scope of rebuttal. I believe that there was 

22 rebuttal concerning the testimony that Hr. l<isla 

23 submitted, and I th i nk that whether or not there i s a 

24 5-megawatt error in the calculations o ! Hr. l<i s la , it 

25 is directly on point. 
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1 COMMISSIONER GUNTER: Let's get to where we 

2 are in his rebuttal testt.ony. Did you rebut Mr. 

3 Kisla? 

4 MR. VANDIVER: If you give us just a minute , 

5 we'll find it 

6 

7 

COMMISSIONER GUNTER: Do what? 

MR. V~~DIVER: If you give us ~ ust a minute, 

8 we'll find it. 

9 COMMISSIONER GUNTER: All right . Be a good 

10 -- let's take a quick, real five-ainute break. 

11 (Recess) 

12 COMMISSIONER GUNTER: You were go ing t o find 

13 the reference in the prefiled? 

14 MR. PALECKI: Yea, Coaaiaaioner Gunter, we 

15 vera going to refer you to Pages 21 through 24 of Mr. 

16 Wright's testimony where he testifies in detail 

17 concerning the standby rates. This was a works~eet 

18 tha t was included in Mr. Kisla's tes t i mony concerning 

19 standby rates. And finally, the door to this test i mony 

20 was opened wide by Mr. McWhirter when he brought up the 

21 cogenerator question in t he first place. 

2 2 So I don't s e e how Kr. McGlothlin can e ven 

2 3 object to this line of questioning. 

24 COMMISSIONER GUNTER: I'm going t o al low the 

25 question. Go ahead. 
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1 Q (By Mr. Palecld) With re!e.ronce to Mr. 

2 Kisla's Exhibit 1, is ~here listed a five megawatt 

3 error in the calculation of standby service kW? I'd 

4 refer you to B, c and D at the bottom of the page. 

5 (Pause) 

6 

7 

B 

A 

Q 

A 

Bear vith ae a aoaent, please. Pause 

It ahould aay tbe vord, "Error." 

Maybe I'• juat aissing your question 

9 altogether, Mr. Palecki. I thought you vere asking me 

10 to evaluate thia data and tall you vhether I believed 

11 there vaa an error in this calculation. Are you just 

12 asking me to look at the column beading that he's 

1J labeled "Error•? 

14 Q Well, no, actually the next question was to 

15 as~ you to evaluate. 

16 

17 

A 

Q 

Okay. 

The next question is is the five megawatts 

18 listed as an error actually standby and not an error? 

19 Okay. And on that point I must regrettably 

20 ask you to bear with .. a little longer. (Pause) 

21 Okay. What I've done is looked at the colull'n 

22 above the bottoa set of nuabers, labeled, "Winter A," 

23 and also at the coluan next to it, labeled, •winter 

24 Cold.• What these data appear to ae to show are 

25 scenarios o! operating conditions before and after 
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1 outages of the custoaer's generating equipment and with 

2 a load reduction iapleaented by the customer in partial 

3 response to the outage. 

4 It you look at the data, it shows that, prior 

5 to the outage, the custoaer was generating 32 megawatts 

6 and buying 10 troa the Utility. After the outage, the 

7 customer was generating 14.5 aegawatta . By virtue of 

8 load reduction, the custoaer was us!ng 37 ~egawatts, 

9 rather than the 42 total prior to the outage . 

10 And taking then the difference between the --

11 during the outage generator output of 14.5 kW and the 

12 total plant load during the generator outage of 37 kW , 

13 this indicates to ae that the cu.atomer was -- the 

14 custoaer increased hia deJUnd on the system in response 

15 to the outage froa 10 aegavatts prior to the vutage to 

16 22.5 megawatts prior to the outage. 

17 

18 

CO~SSIONER EASLEY: Att&r the outage? 

WITNESS WRIGHT: I'a sorry, you're right , 

19 after the outage. Okay. 

20 This indicates to ae that standby demand 

21 during that period is 12.5 aegawatts, and that the 

22 customer took an additional 12.5 megawatts to replace 

23 power that he was otherwise generating himse lf prior t o 

24 the outage. 

25 To the extent that the l i ne in the bottom set 
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1 of nuabera, labeled •A,• claima an actual standby 

2 demand of 7.5 as opposed to a calculated standby demand 

3 of 12.5 calculated as I just described, the cla i m that 

4 the actual standby deaand of 7.5 is in error by five 

5 megawatts. 

6 MR. PALECKI: Thank you. We have no further 

7 questions. 

8 COMMISSIONER GUNTER: Coamissioners, any 

9 questions? Redirect? 

10 MR. BURGESS: Yea, air, I do. 

11 REDIRECT EXAMINATION 

12 BY MR. BURGESS: 

~3 Q Mr. wright, you were asked a line of 

14 questions by Mr. McWhirter regarding the 

15 appropriateness of the use of the forced outage rate as 

16 opposed to the use of the availability factor. Do you 

17 recall that? 

18 A Yea, air. 

19 Q Are you aware of the position on this issue 

20 taken by the Florida Electric Power Coordinating Group? 

21 A Yea. W~ll, at least to some degree. In 

22 reviewing the Florida Electric Power coordinating 

23 Group's Generation Expansion Planning Studies document, 

24 I just happened to observe at Page 26, that in 

25 reliability analyses, units are apparently added 
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l according to their availability. !'11 read to you this 

2 sentence -- let ae read to you two sentenc es: 

3 "Whenever the yellow LP became h i gher than 

4 one/tenth of a day per year, capacity was added to the 

5 syste.m in incrementa ot the selected unit size and t ype 

6 being analyzed. For exaaple, i f c ombustion turbines 

7 ware b•ing added to the aystea, 75 megawatt increments 

8 o f capacity were added with combustion turbine 

9 ava ilability until the reliability criterion was met." 

10 MR. BURGESS: Thank you, Mr. Wright, that's 

11 all we have. 

12 COMMISSiotlER GUNTER: All right, got any 

13 exhibits? 

14 MR. BURGESS: Yes, sir. I believe any 

15 pretiled e.xhibits have been stipulated to and we would 

16 ask the admission of Exhibit No. 613 amended ! r om the 

17 form in which it was initially ortered, amended by the 

18 Commiss ion's ruling on inadmissibility of certain 

19 portions ot it. 

20 COMMISSIONER GUNTER: All right. You just 

21 eliminated the testimony --

22 

21 

MR. BURGESS : Yea, sir. 

COMMISSIONER GUNTER: 

24 which was originally attached? 

25 MR. BURGESS: Yea, sir. 

ot P ierce Wood , 
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1 COMMcrSSIONER GUNTER: All right. Without 

2 objection, ao ordered. 

3 (Exhibit No . 613 received into evidence.) 

4 COMMISSIONER GUNTER: Thank you, Mr. Wr ight? 

5 WITNESS WRIGHT: Thank you very much, 

6 Commiasioner Gunter. 

7 (Witneaa Wright e .xcused.) 

8 - - -

9 COMMISSIONER GUNTER: Let's call our next 

10 witness, Mr. Pollock. 

11 JEFFRY POLLOCJ< 

12 was recalled as a witness on behalf of the Induatrial 

13 Intervenor• and, after being previously duly sworn, 

14 testified aa followa: 

15 DIRECT EXAMINATION 

16 BY MR. McGLOTHLIN: 

17 Q Mr. Pollock, did you prepare rebuttal 

18 testimony in this case and submit it in prefiled form? 

19 A Yes. 

20 Q Do you have any correctio ns or additi ons to 

21 make to the p re!iled rebuttal testimony? 

2 2 A No. 

23 MR. McGLOTHLIN: I ask that the pref iled 

24 rebuttal testiaony of Jeffrey Pollock be inserted at 

25 this point. 
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CHAIRMAN WILSON: It will be inserted into 

2 the record aa though read. 

3 MR. McGLOTHLIN: Would you identity the 

4 exhibits that accompany your pretiled rebuttal 

5 teatiaony? 

6 

7 

8 

A 

Q 

A 

Yea. (Pause) 

Would you identity by title those exhibits. 

Y... My Exhibit JP-2 conaists ot three 

9 schedules. They, however, address the testimony whi ch 

10 haa boen previously stipulated ot Public counsel 

11 witness Rothschild. 

12 MR. McGLOTHLIN: Could I have an exhibit 

13 nuaber aaaiqned to that, please? 

14 CHAIRMAN WILSON: It will be Exhibit 614. 

15 

16 

17 

MR. PRUITT: 614. 

(Exhibit No. 614 aarked tor identification.) 

MR. McGLOTHLIN: Please auiiUilarize your 

18 rebuttal teatiaony. And, I'd like to point out, 

19 Coa.issionera, that by stipulation a portion ot that 

20 teatiaony relates to the coat ot capital study. He 

21 will not include that in hia auaaar-y , but it shou l d be 

22 inserted, also. 

23 

24 

25 

CHAIRMAN WILSON: Yes. 
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GULF POWER COMPANY 

before the 

Florid• Public Service Commission 

Docket No. 89134>EI 

Rebuttll Itts1J1ncm or Jeffry Poflock 

Q PLEASE STATE YOUR HAM£ AND BUSINESS ADDRESS. 

2 A· Jeffry Pollock, 12~12 Olive Boulev~rd, St. louis, Missouri . 

3 Q ARE YOU Tlf£ SAM£ JEFf RY POLLOCK WHO HAS PREVIOUSLY FILED TESTIMONY 

4 ADORESSIN& COST ALLOCATION/RATE DESIGN JSSU£S ON BEHALF Of THE 

5 UIKJSTRIAL INTERVENORS IN THIS DOCKET? 

6 A Yes . 

7 Q WHAT IS THE PURPOSE OF YOUR REIUTIAL TESTIMONY? 

8 A 

9 

10 

I I 

12 

13 

14 

I shall respond to the recoanendations sponsored by Robert Scheffel 

Wri ght and J~~~es A. Rothschild on behalf of the Office of Publi c 

Cou:lSel (OPC) . 

Hr . Wright testifies in support of the Equivalent Peaker (EP) 

method of classifying and allocating production capita l cos ts. 

Although ft is not clear fro- his test i-any, I am a~ suming that he 

is f~lfcftly supporting the IZCP ~ethod to allocAte the "equ iJalent 

IS peaktng• capital costs. lhe various problems wi th the EP and 12CP 

------
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methods are discussed on P~ges 7 through 22 ~nd P~ges 31 through 33 

of ~ direct testt.ony 1nd tn Appendix C. At this tl11e, J sh~ll 

1ddress: 

• How the EP concept h not i n accura t e reflection 
of the utility systea pl1nning process; 

• hrtous inconsistencies in Mr . Wright ' s all ocation 
of capital ~nd oper1ttng costs ~nd in the lrgu­
.ents he poses vhtch 1re unrelated to the clpital 
substitution (CAPSUB) postulate under·,y ing hts EP 
llethod; 

• Hr . Wright's crlticis•s of the REP method; 

J ·rh, p~posed 1100tflcat Ions to the REP cost -of · 
service -study; and 

• The •tnt.u. deaand charge for Rates PX/PXT . 

Hr. Rothschild 1lleges th1t the cost of equity for Industr ial 

custa.ers ts 40 basts points higher than the corresponding cost of 

equity for residential and COIDerchl custa.ers . Although ne did 

not quantify the rates of return for ~ny specific rate class, the 

impact of his rec~ndation would be to require industr ial cust om· 

ers to pay higher r1tes of return on rate base than either residcn­

ttil or conmerci1l customers. In other words, cos t -based rate-ma k-

ing would not be achieved by equalizing the class rates of ret urn at 

parity- -contrary to this Co..ission 's long -s tand ing pol icy. 

MR. WRIGHT TESTIFIES THAT HE INTOOS TO OFFER ENHANCED REVJ ~[.I) VER ­

SIONS OF TWO COST-OF-SERVICE STUDIES CONTAINED IN HIS DIRECT TESTI ­

MONY, EXHIBITS~ (RSW-1) AHIJ.1fiL (RSW-2). HAVE THESE Olli.'.HCED 

STUDIES BEEN PROVIDED AT THIS TIME? 

DMZt N· aa.uiiAlU • AHOCIATU I NC 
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A No . Mr. Wright should be required to ftle ill of his evldpnce in 

2 direct testi.ony, as is the cAse for other intervenor vltnesses. 

3 Q DO YOU HAVE MY EXHIBITS TO SUBMIT IN CONNECTJOft WITH YOUR REBUTTAL 

4 TESTJ~? 

5 A Yes. I u sponsoring Exhibit JP-2 «41'}, consist ing of three 

6 schedules . These schedules were prepAred by .e or under my supe• · 

7 vision and direction . 

... 

8 REBUTTAL TO ROBERT SCHEFFEL WRIGHT 

9 EQUIVALENT PEAKER METHOD 

10 Q ttR. WRIGHT CONTOOS THAT THE EQUIYALDIT PEAlER (EP) MElltOO IS BASED 

II ON, AND COftSISTOO WITH, UTILITY GENERATION PlANNING PRACTICES . DO 

12 YOU AGREE? 

13 A No . As I stated in lilY direct testl110ny, the EP ~nethod is at best an 

14 oversimplifica tion of the utility generati on plann ing process . 

15 However, Its failure to accurately replicate planning considerations 

16 severely di storts the cost-of-serv ice rel ationships . 

17 Q IN WHAT WAY IS THE EQUIVALENT PEAKER AN OYERSIKPLIFI CAT IOH OF THE 

18 Pl.AHNING PROCESS? 

19 A Wright 's Equival ent Peiker concept focuses on only one of many pl an -

20 nlng considerations -- the trade -off between capi tal and operat '"9 
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cost s. As I shall demonstrate , however, he fail s to carry the pro­

duction (capital and operating) cost trade -off to i ts full and logi­

ca l conclusion . In fact, hi ~ defense for failing to be l og ically 

consistent has nothing to do with the theory underlying the EP 

eethod; na~ly, that a ut ility incurs the high cap ital cos t s of a 

base load unit only to achieve fuel savings . 

IS THERE ANY EVIDENCE TO DEMONSTRATE THAT A UTILITY SYSTf" DOE~ HOT 

BEHAVE THE WAY MR. WRIGHT'S THEORY SAYS lT ti.IST? 

Yes . · In t~e ~an . of G~lf Power and the Southern Company syste111, 

Plant Scherer ·Unit No.3 Is such an exa~le . Scherer 3 i s a re la ­

tively expensive base load unit . Hr . Wright's EP theory says that 

the utility aust have incurreu that investment to save fuel cos ts . 

8ecaus~ of its high fuel costs, Georgia Power classi fie s Scherer J 

as •peaking• capacity for purposes of all ocating inves tment a~?ng 

the Georgia territorial utilities. The facts do not support the 

16 assumption of the EP method that fuel sav ings were either the sole. 

I 7 or even the pri•ary, cause for cons tructl ng the iln it . Nor do the 

!8 facts support Hr . Wright 's c lai ~ that hi s Equi val en t Peaker concep t 

19 accurately tracks t he utility 's plann ing process . 

20 Q 

21 

22 A 

23 

HOW DOES MR. WRIGHT 'S EQUIVALENT PEAKEi CONCEPT fAIL TO ACCURATELY 

EMULATE THE SYSTEM Pl.AHNIHG PROCESS? 

Above all el se, the job of a syste• planner i s to provide a systLm 

that wi ll eeet peak d~ands reliably . In quantifying t~e cost of a 

DMllN h.UIAI.U . • Al)()(IATU. INC 
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hypothetl ca 1 •i nh10• syste. designed solely to ~~eet peak demand, 

Wright would substitute peaktng capactty for base load capacity on 

a HW-for -HW basts . However, the fo~ed outage rate of peaking unit s 

ts about SO% whereas the corresponding for ced outage rate of coal ­

fired base load untts ts closer to 7l. Therefore, if one begins 

with a syste. having 2,13S MW of base load capac ity and substi t ute s 

2,13S MW of peaktng capacity, the latter system would be only S3. 76~ 

(SO% ~ 93l) as rel hble as the fonaer at the time of the system 

peak. One would have to increase the a.ount of peaking capacity 

froa 2,13S MW to -3,971 MW (2,135 ~ t 53 . 76~) to provide the same 

degree of re11abiltty . By failing to recognize these funda mental 

relationships, he has sub~tantially understated (by almost hal f) the 

percent of production tnvest.ent which should be classified to de -

lUnd even under the EP concept. fhis is but one of sever a 1 ex amp 1 es 

of how Hr . Wright's cost-of-service methodology is a seriously 

flawed image of the planning process. 

HOW ELSE DOES MR. WRIGHT'S EQUIVALENT PEAKER CONCEPT FAll TO ACCU­

RATELY EMULATE THE PLANNING PROCESS? 

Underlying Wright ' s Equivalent Peaker concept i ~ the idea that all 

kWh loads contribute to the selection of the type of unit to be 

built. Wh ile it is certainly true that a utility proJetts both prak 

demand and energy sales . it is Incorrec t to say that all kWh loans 

influence the dec i sion of what type of unit is to be built. In · 

stead, once projections indicate the need for ddditi~nal capac i ty , 
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the planners perfor. a •least cost• analysi s ~h ich typ ical ly iden ­

tifies the .ost econoetcal unit . Such an analys is ~f the variou: 

options revuls that the total ~ tfe cycle net present va l ue revenue 

requ1reaent ~111 •break-even• on th~ basi s of far fewer t han 8,760 

hours . Studies which I have ~de co.partng the l i fe cycle cost of 

base load and peaking capacity Indicate a break-even threshJld of 

between 1,000 and 2,000 hours per year . 

CAN YOU ILLUSTRATE THE CONCEPT OF A BREAIC-EVEN THRESHOLD? 

Yes . let ' s.·usu.e. the li fe cycle cap ital and operating costs of 

base load and peaking capacity ~ere as follows : 

Capital Operating 
Costs Costs 

0Dt10f) CS/kWl CSOM!l 

Base load S250(C8 ) s 25(0 ) 
Peaking S 70(Cp) $145(0:) 

7he ~reak -even threshold would be as follows: 

C8 + o8 x BET • Cp + Op X B£1 

BET • C8 · Cp 
Op - 08 

• 1,500 Hours 

Given this relationship, It wou ld be unreasonab le to all ocate 

the •above-the-cost-of-peaker• costs on the basis of loads In all 

• MllN ·8kUIAUII.. AUOCIAn~. INC 
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hours, because the decision of the plJnner--which the EP theory sat\ 

shoul~ govern the allocation--vas based on the loads of only 1, 500 

hours . 

ARE YOU AWARE OF AHY EFFORTS TO CONFORM TO THE •EP THEORY• TO THIS 

5 PLANNING REALITY? 

6 A Yes. During the course of the .ost recent florida Paver Corporation 

7 

8 

9 

10 

z 
3 

4 

5 

6 

7 

8 

9 Q 

10 

11 A 

IZ 

13 

base rate proceeding, FPC witness Wtllia• Slusser prepared a .odifi ­

cation of the EP .athod which allocated the capital costs dee.ed by 

the st:udy tQ· be enen~y- rehttd on the buts of det11nds in the highest 
- ' . 

1,500 hours, to reflect the break-even type of anal ysts performed by 

planners. That effort was the origin of the ·Refined Equ ivalent 

Peaker, • or REP, which has appeared in this case u a (OIIJiany re-

~ponse to Staff Interrogatory No. Z. 

Mr . Wright's insistence on clinging t o total annual energy 

consumption in the face of this reality indicates that he is trying 

to conjure a planning process conform to his notion of how to all o­

cate costs rather than trying to build a ~~ethodology t hat accurately 

parallels the planning process. 

DOES MR. WRIGHT'S EP CONCEPT •fOLLOW THROUGH• WITH THE PRODUCTION 

COST TRADE-OFFS IT CLAIMS TO RECOGNIZE? 

No. The EP concept re~ogn izes only half of the relat ionship between 

capi tal costs and operating costs on whi ch It Is purportedly based . 

According to Mr . Wright, more capi tal - intens ive base load investment 
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is made to secure low operating (fuel) costs, and h1s ~telhod of 

classi fying production plant costs between deaand and energy ca.­

ponents purported ly reflects this c apital side of the trade -off , as 

illustrated below : 

Load Factor Versus the 
Per Unit Production Plant Cos, 

Under tbt EP Method 

12CP Net 
Avenge Production Relative 

(oad Pl ant Untt 

Bit!: tl1~ ~ E1s;t2r (iltf~W} t2H 
(I) (2) (3) 

RS 5~ S277 90 
GS 63 287 94 
GSO 79 324 106 

LP/ LPT ag 349 114 
PXT 108 395 128 
OS & SS 131 451 147 

Total Retail 711 $307 100 

Source : Der ived from Exhibit _ _ (RSW·2). 

As ca~ be seen, the h igher the load fac t or . the hi gher t ~e a lloc ated 

per unit producti on plant cost . Becau se ba se load unit !> are typi · 

c alty 1110re expens ive on a per kW basi s , the above dlffere,: ... e~ mean 

that the highe r load factor r ate c la ss,es ar e r~ceiving a larger 

portion of bue load capac ity under the lP method re l at i ve t o a 
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•sttce-of-the syst~· 1ppro1ch, like the Ne1r Pe1k Method . Wright 's 

EP concept, thus, llloc1tes different •txes of technologies to each 

rate chss. 

But Mr . Vrfght's version continues to use a •s tt ce-of -the 

syst~· 1ppro1ch to illocite operitlng costs. A ·slice-of -the 

6 syste.• .e1ns thit e1ch cl1ss Is served fro- the s~me mix of base 

7 

8 

9 

10 

ll 

12 

13 

14 

15 

1u Q 

17 

18 A 

19 

20 

21 Q 

22 A 

23 

lo1d 1nd peiking energy. As fllustr1ted In Exhibit JP-1 ) . 
Schedule 2, this .e1ns thlt the su.e per unH Jpenting cost is 

1llocated to e1ch cl1ss . 

lhus, whne· Mr. Wright .~ld levy 1 Mgher daily charge oro a 

high •flnge drfver who prefers to rent 110re e~pital-lntensive/fuel 

efficient c1rs, he refuses to 1cknowledge that the high 111i leage 

driver is ilso entitled to receive the correspondingly lower roil eage 

ch1rges : even though he ~luld 1rgue thit the fuel benefits are the 

only re1son to rent the 110re expensive car. 

HOW DOES MR. WRIGHT EXPLAIN HIS POSJTIOH THAT NO ADJUSn.ENT TO 

REFLECT THE FUEL TRADE-OFF IS NEEDED? 

He exphins It- -not by defending the EP theory · -but by actually 

abandoning the EP In favor of a co.pletely different rationa le for 

an energy-blsed allocation of c1pital cos t s. 

PLEASE EXPLA UL 

Mr. Wr ight 's "defense• of the EP is the contention that t he alloca· 

tfon of base load plant cos t s Ideally should parallel the classes' 

DMztW · h .UI AJl£11, • AUOCIATU INC 
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respective ratios of the bi se energy they receive to the total energy 

they consu.e. In other words, "r. Wright Siys, in effect, never mind 

if the EP study Is logically ln~onsistent; my rtil belief Is that • 

fair apportlon.ent of bise load ~:ant costs wou ld be one by wh ich 

each class ' share of base load plant costs would approxiMate the 

share of Inexpensive base loid energy . Starting with the premise 

that average-cost ortclnq of fuel \.plies that each class' share of 

base load energy i s equivalent to Its share of total energy consump · 

tlon, "r. Wrtg~t concludes that, but for the need to recognize that 

all classes to contribute to the need to bu i ld capacity necess•ry to 

serve peak demands, sl~le econo.lc equity means allocating the full 

cost of base load units on energy. 

IS THE RELATIONSHIP IETVEEM A CLASS' RATIO OF BASE ENERGY AHO TOTAL 

ENERGY RELATED TO THE EQUIVALOO PEAKER'S CAPSUB RATIONALE? 

No. It Is wholly independent of and unrelated to the CAPSUB theory 

underlying the EP .ethod. Mr . Wright 's defen se is trul y an appl es · 

and -oranges •lxture of ideas, and It is no defense to the fai lure of 

Wright 's EP study to be lnternilly consistent. 

DOES AVERAGE- COST PRICING Of FUEL IMPLY THAT EACH CLASS SHOULD GEl 

A SHARE Of BASE LOAD ENERGY PROPORTIONAL TO ITS SHARE Of TOTAL E .. EkGY 

COHSUPtPTIOH? 

Yes . 

0MztN BlluiMU I AHOCIATll h•C 
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DOES THAT OBSERVATION SUPPORT HIS CHOICE OF A PRODUCTION COSTING 

"ETHOOOLOGY? 

No . Mr. Wright •fstakenly believes that cost all oca tion •ust follow 

the pricing assu.ptions used to recover fuel costs from each class. 

That would defeat the purpose of a cost -of- service study whi ch is 

to determine a cost basis for setting rates . It i s the costs that 

deter.ine the prices, and not vice-versa . 

IS THERE ANYTHING VROH6 WITH THt COIIUSSIOH' S PRACTICE OF RECOVEPIH6 

AV£iwiE FUEl tOSTS FROft .All CWSES? 

No . Average-cost pricing aay be a practical necessity when fuel and 

purchased power costs are recovered through a separate adjustment 

cl ause -achanis•, as Is the case in Flor ida and in other states . It 

would be •tsleadtng to assert that the average-cost pricing of fuel 

should In any way constrain the derivat ion of the base rat e revenue 

requirement using a methodology that purportedly recognizes produc ­

tion cost trade -offs. 

HOW IS THE BASE RATE REVEHUE REQUIREMENT DERIVED JN A CLASS COST -OF ­

SERVICE STUDY? 

The procedure fo r using a cost -of-service study to der ive the base 

revenue requirement of each rate cl ass can be illustrated as foll ows: 

DMZlH· IIIWIAI.U. I AUOCIATU. INC 



I 

• l 

) 

1 

.l 
1-

.J 

J 
J 

J 

J 
] 

•• 
J 
] 

1 
2 
3 

4 
5 

6 
7 

8 

9 

10 

11 

12 Q 

13 

14 

15 A 

16 

t::xample to Illustrate the 
Derivation of Base Revenue 

Requirement tor a Rate Class 

Oescrtotion 

Tota l Revenue Requirement 
(from Cost -of -Service Study) 

less: Fue l Clause Revenues 

Franchise Taxes i 2. 5S 

Other Revenues 

Base Revenue Requtre.ent 

s 

$ 

To til 
( 1) 

1, 000 

390) 

25 ) 

lQl 

575 

31 44 

fuel 
(2) 

s 400 

( 390) 

( I 0) 

Page 12 
Jeffry Pollock 

Nonfvel 
( 3) 

s 600 

( 15) 

_LlQJ 

s 575 

WHAT WOULD HAPPEH IF, TO APPROPRIATELY RECOGNIZE THE PitOOUCTION COST 

TRADE -OFFS, FUEL ~ WERE ALLOCATED 0 J FFEREHTL Y THAH FUEL IS 

ACTUALLY BEING RECOVERED UNDER AVERAGE-COST PRICING? 

The base rate revenue requirement would automatically compensate for 

the more synrnetrical fuel cost allocation, as i 11ustrated thu s: 

OIVIllN llkUMillk. AHOCIAnl . INC 
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Symmetrical Fuel Cost AllocaUon 

l!~~s;rigUsm I21ill [Y!:] !iQ!l(U!:} 
( I ) (2) ( 3) 

Total Revenue Requi re~nt 

(from Cost-of-Service Study) s 950 s 350 s 600 

less : Fuel Clause Revenues (390) (390) 

franchise Taxes ' 2 . 5~ ( 24) 9) IS) 

Other Revenues { 101 10) 

Base Revenue Requ1re.ent s 526 S( 49) s 575 

WHAT IS THE SIGHIFICAHCE OF THE NEGATIVE BASE REVENUE REQUIRl~ENT 

SHOYH ABOVE UHOER THE FUEl COli.JIIf? 

The S(49) amount is in effect a •fuel symmetry" ad j ustment like the 

or.e emp loyed in the Corrected REP method [Exh1b it JP · I ( ) . 

S~.. hedules 12 and 13)) . Thus , even if fuel i s comp letel y removed 

from the study , a fuel symmetry adjustment can be used to appropri · 

ate ly recognize the capital/operat i ng cost t rade ·ofr s without d1s · 

lurbing the Commis sion's practice of r ecover ing fuPl costs based on 

20 average-cos t pr icing . 
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IS MR. WRIGHT CORRECT IN ASSERTIN& THAT EQUITY CAN BE ACHIEVED BY 

THAT MATatJN& THE lAS£ LOAD PlMT COST R£SPOHSIBILITY AND 1lti BASE 

lOAU FUEl RECEIVED? 

No . To do so would be tinti.ount tn illociting ill b1se loid cap ­

it .. l costs relative to total kWh loads . This iltplicitly as sumes 

that base load phnts are built solelY to provide fuel Hvings in 

each and every hour of the year throughout their 30 t~ 40-yeir useful 

lives, rather than to aaintain syste. ;eliability . Such a proposi ­

tion is indeed far-fetched especially considering the very specula ­

the natur.e . inherent. in any projection of fuel cos ts . It eve.n 

conflicts with the assumptions of the Wright EP, whi ch holds that a 

quantifiable portion of Investment Is aade for the purpose of meeting 

peak deund. 

Further, this propositicn coapletely Ignores differences in 

class load factors. In other words , a class having an above -average 

load factor, by definition , should be assigned a larger share of the 

variable operittng costs rel1tlve to Its share of plant responsibil ­

Ity, because tt is •aklng aore efficient use of cap~c ity . A lower 

load factor cliss, by contrast, is ~aklng le~s efficient use of the 

capacity, and therefore, It should be assigned a lower share of the 

variabl ~ operating costs relat ive to i ts share of plant cost re spon · 

sibility. This is nothing new, and it Is not even a function of 

Capital Subst itution or any other cost allocation theory . It simply 

reflects the reality that higher load h ctor customen use more 

energy per unit of capacity than lower load factor customers . Thi s 

relat lonshfp holds lrrespect ive of the mix of genera l lng c-1pac i ty 

DkAZlN · III.UIMV • • Ali()CIATU. IN< 
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t hat •ay be allocated to the• . To .atch the allocation of plant to 

the fuel cost responsibili ty, as Mr. Wright suggest s , woul d Ignore 

differences tn load factor between the classes and would, therefore, 

be inequitable. 

Thus, In the course of backstopping the defici encies of the £P 

study, Hr. Wright is at odds not only with his o~~ pr inci pl es of 

7 cost-causation, but also with reality, equHy and co-.on sense . 

8 Further , by supporting the proposition that average -Los t pr icing of 

9 

10 

II Q 

12 

13 

14 A 

15 

16 

17 

18 

19 

20 

fuel should dtctate the allocation of base load plant costs, he has 
. . 

turned those pr,nciples topsy-t urYy . 

IS IT M. WRIGHT ' S CONTENTION THAT NO ADJUSTMOO TO THE AllOCATION 

OF fUEl; COSTS IS NECESSARY BECAUSE GULF POWER GENERATES 99.67. OF ITS 

ENERGY FROM COAL? 

His observation that Gulf Power Is pri•ar lly a coal - fired ut i l i ty 

ts certainly correct . If anyth ing, thi s should rei nforce the notion 

that there Is no t apltal substitut ion because the opportunit ies for 

significant fuel cost savings are minl~a l . Furthe r , his contenti on 

has absolutely nothing to do with the product ion cos t trade -offs 

that aay have caused thi s ut i l i ty t o opt for pri mar i ly coal -f 1red 

capacity rather than combustion tu rbines . If a combustion turbine 

21 Is to be the yardstick to deter~tl ne how to class ify and al loca te 

22 

23 

24 

production capital cost s, then cons i st ency demands t hat this same 

(arbitrary) yardsti ck also be used to determine how produll ion 

operating costs sl.ould be allocated . 
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If A COMBUSTION TURBINE WERE USED AS THE YARDSTICK TO CLASSIFY AND 

ALLOCATE PRODUCTION CAPITAL COSTS, SHOUlD All CLASSES COHTIIIJE TO 

BE ALLOCATED A •sLICE-OF-THE SYSTEM• AVERAGE OPERATING COST? 

Ho . As I de.onstrated in App!ndix C to •Y direct te stieony, a full 

ind consistent application of the Cipital s~~stitut ion theory (which 

uses a combustion turbine unit as the yardstick) inevitably results 

in allocating below-avenge openting costs to the higher load fac tor 

rite classes. 

9 REFINED EQUIVALENT PEAKER MED100 

10 Q 

II 

12 

13 

14 A 

15 

16 

17 

18 

19 

20 

BEGINNING ON PAGE 27 OF HIS TESTIMONY, MR. WRIGHT OFFERS FIVE CRITI­

CISM OF THE REFJHm EQUIVALENT PEAKER (REP) METHOD. HIS FIRST 

CRITICISM IS THAT THE REP METHOD DOES NOT TRACK UTILITIES' ACTUAL 

GEHERATJOtC EXPANSION PLAHNING PtttCESSES. IS THIS A VALID CRITICISM? 

l~o . Hr . Wright apparently believes that inputting a util 1ty 's total 

energy loads into the economic analysis is tantamount t o considering 

all (yeir-round ) kWh in the generat ion expans ion plann ing process. 

Thi s st ep is a far cry from determ ini ng wh ich energy loads , If any, 

actually cause the utility to make capital Inves tment decisions. 

Further, Hr . Wr ight 's under st and ing of the utility generation 

planning ~rocess does not ca.port with the practi ces of other uti I· 

21 Hies , including at least one utility in the State of rlorida · · 

22 

23 

24 

Florida Power Corporation. Hr . Wri ght ha s not presented anv evidence 

t o support his understanding of the ut 11 i ty genera l ion expansi on 

planning process . 

DIVIll N 811.UaAJ. U . • AUOCIATU IN( 
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MR. WRIGHT ALSO CRITICIZES THE REP M£THOO FOR NOT RECOGN IZING POTEN­

TIAL lOH6-iWN MR&JNAL OR INCREMOOAL PLANT COSTS Of OFF-PEAK ENERGY 

USE. WHAT IS HE GETTING AT HERE? 

He ~pparently believes that additional off -peak energy use coul d 

cause the utility to Install additional capacity. However, he has 

not provided any proof that this potential e~lsts either for Gulf 

Power Ca.pany or for ~ny other utility . 

It Is also curious that Mr . Wri ght h.s chosen to lntroliuce 

9 marginal costing concepts to backstop the £P method while arguing. 

10 at the n.e tt11e. that average-cost· prlc ln~ of fuel shou ld di ctate 

II 

12 

13 Q 

14 

IS 

i6 

I 7 

18 A 

19 

20 

21 Q 

22 A 

23 

how base load plant costs are allocated. Hr . Wr ight, thus. is mixing 

bananas along with the apples and oranges . 

MR. WRIGHT'S THIRD CRITICISII IS THAT THE REP METHOO RESULTS IN A 

lESSER DEGREE OF •fUEL COST MATCHING• OR LESS FUEL EQUITY THAN THE 

BASIC EP METHOD. IS THERE ANYTHING WRONG WITH HIS OBSERVATION THAT 

THE LP/lPT AND PXT CLASSES WOUlD PAY FOR OHLY 23.64~ OF GULF 'S BASE 

LOAD COAL PlANTS WHilE RECEIVING 29.871 OF COAl-f iRED GENERATION? 

No . To the contrary , the differences In percentage allocators 

reflect the fact that Rates LP/LPT and PXT are high load fac tor 

classes . 

WHAT DO THESE AlLOCATORS REPRESENT ? 

The first allocator, L3.64,, represents the percent of production 

plant all ocated to t he LP/LPl and PXT c las ses under the R£P method, 

DMZtN h .UtAJ.lll • AUOC IAH.) , INC 
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u presented 1n Gulf's response to Stiff JnterrO<Jilory No . 2 (at · 

t1ched to Mr. Wright ' s Exhibit __ (RSW-2)). These cluses, by 

co.p1rison, ca.prise 22.4&~ of the totil retail 12CP demands. 

The second alloc1tor, 29 .87~, is the percent of totil retai l 

energy required by the lP/lPT and PXT clisses . 

Because the lP/lPT and PXT cluses hive ibove · iverage load 

7 factors (IS shown in the ~Able on Page 8), it follows thit the energy 

8 

g 

10 

11 Q 

12 

alloc1tor (29.871) should be bigger thin the plant allocator (23.64~) 

If the study is to accurately reflect differences In class load 

fflctor. 

KR. WRIGHT AlSO CRITICIZES THE REP BECAUSE OF ITS REliANCE OH THE 

HIGHEST DEJWI) HOURS UNDER THE. lOAD DURATION CURVE. IS THERE AHY 

13 MERIT TO THIS ARGUMENT? 

14 A 

15 

16 

17 

18 

19 

20 

21 

No . Notwithstinding his observation thit base load plant s opc~ate 

in the hours beyond the break-even point, hl i arguments have nothing 

to do whatsoever with cost-causation . (Base load units typically do 

not operate all 8,760 hours per year.) However, the capacity re · 

qulred to 11eet peak detaand -- the first step In the plann ing pro · 

cess-- is dete~lned by the highest demand hours . If It weren ' t for 

the high demand hours , a utility would have littl e reason to insta ll 

anyth ing other than a base load unit . 
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Appendix C, Schedule C-2 shows the load duration curves of the 

various rate classes and the proportion of base load and peak ing 

capacity required to serve each cl ass on a stand -alone basis at the 

lowest overall cost. Wtth the notable except ion of the outdoor 

service class, the load duration curves of each rate class are 

da.onstrably flatter beyond the break-even threshold (the area to the 

right of the shaded area). The flatter the load curve, the higher 

the load factor . The Rate PXT class, for example, has the flatte st 

load duration curve and ~l so the highest load factor of any class 

(Appendix 8, Schedule 8-1) . It is no coincidence that because of 

its flatter load curve ( t .e ., higher load factor). the PXT class 

would require the least ~n\ of peaking capacity. 

In other words, as the load curve beco.es flatter -- as is the 

case beyond the break-even threshold -- then there are fewer trade · 

offs to consider and, therefore, lesi capital substitution. Without 

capital substitution , there is no basts for the [P method. 

MR. WRIGHT CLAI"S THAT THE REP METHOD PLACE THE COHMISSJOH IN A 

CLEARLY AND tltCOMFORTABLY INCONSISTENT POSJTIOH WITH ~~SPECT TO 

PRODUCTION PLANT COST ALLOCATION AND THE PP.!CJNr. Of COGEHERAT ION 

21 POWER PURCHASED BY UTILITIES. IS HE RIGHT? 

22 A 

23 

24 

No . Hr . Wright is, once again, putting the cart be fore the ho rse by 

using pr icing assumptions to judge the appropriat eness of a costi ng 

methodology. 
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If anythi ng, Hr . Wright 's QF analogy shows how the Co..lsslon 

follows through the logic of using the sa.e type of unit (e.g., a 

base load coal-ffred unit) to deten.ine both avoided capaci ty and 

operating costs. The EP .ethod, by contrast, uses one theory to 

allocate capital costs (i .e ., CAPSIJB) and yet another unrehted 

6 theory to allocate operating costs (I .e. , average-cost pricing of 

7 fuel). 

8 

9 

10 

11 

1~ 

13 

Further, If a QF were to operate at a high capacity h ctor, 

then the percentage of avoided capacity pay.ents (I.e . , base load 

pl~nt responsibility) would nqt ~tch the corresponding percentage 

of avoided energy pay.ents (I .e . , base load fuel). In other words, 

there would be no ~tching between avoided base load plant costs and 

avoided base load energy costs, as Hr . Wright claims would be equi · 

14 table under his EP concept . 

15 MODIEICADONS TO THE REP METHOP 

lti Q 

17 

18 

19 

20 A 

ALTHOUGH HR. WRIGHT IS UHWJLLJNG TO GIVE HIS FUll SUPPORT TO THE REP 

HETHOD, DOES HE. NEVERTHElESS, RECOMMOO SEVERAL KOOIFICAT IONS TO 

THE REP COST-OF-SERVICE STUDY PROVIDED IN RESPONSE TO STAFF 'S INTER­

ROGATORY NO . 21 

Yes . In the event that the Coani sslon adopt s the REP method , Mr . 

21 Wright recommends that : 

22 
23 
24 

(1) The extra capital costs associ atP.d with base ard 
lntenaed l?te uni t s should be all ocated to the on­
peak hours as defined in Gulf Power' s tariff; 
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(2) Additional investllent in conductors should be 
allocated to those pri~ry and h1gh volt~ge cus ­
ta.ers served fro. dedicated distribution substa ­
tions; and 

(3) Fuel inventory should be classified and all ocated 
relative to energy. 

Only the first .edification has anything to do ~lth the REP method . 

IS IT APPROPRIATE TO AllOCATE THE EXTRA BASE Nl> INTERMEDIATE CAPI ­

TAL COSTS TO THE ON-PEAK HOURS AS DEFINED IN GULF POWER ' S TI"E- OF­

USE RATES? 

No . This ts yet a third exaiiiiPl e of Mr . Wright 's Insis tence that 

pri cing assumptions should di ctate h~ a costing methodoloyy Is t o 

be implemented. I have previously demonstrated that the hours be ­

yond the break-even threshold, although inputted into the econ~i c 

analysis phase of the gene~ation expansion planning process , do not 

cause a utility to incur the extra capital cos t s assocuted with 

base load capaci ty . Hr. Wr ight's first mod1fication should be re-

jected . 

IS THERE AHY BASIS FOR MR. WRIGHT'S RECOMMENDATI ON THAT GULF EST I ­

MATE THE RATE BASE VALUE OF PRIMARY AND HIGHER VOLTAGE -LEVEL CONDUC­

TOR THAT FUNCTIONS AS DEDICATED DISTRIBUTION FACILITIES, OR AS 

HIGHER VOLTAGE SERVICE DROPS, AND ASSIGN THESE ESTIKATED AHOUHTS TO 

lltOSE CLASSES TO WHICH DEDICATED SUBSTATION F~CJLITIES WERE DIRECTLY 

ASSIGNED? 
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It is difficult to assess Hr . Wright ' s posi tion because he fa ils to 

provide any specific exa.ples to d~nstrate that custo.ers served 

fr0111 dedicated distribution substations cause Gulf to 111ke addi · 

t ~onal distribution plant tnvest.ent in Accc~nt s 364 through 369 . 

In principle, it would be preferable to directly assign plant 

to specific custa.er classes provided that it is practicable to do 

so and that appropriate adjust.ents ue 111de t o prevent overallocat · 

ing distribution costs to the sa.e class . Thi s may not be an easy 

tuk . 

For exa.ple, let ' s assu.o that Gulf could identify a 46 kV 

feeder that serv.es only one specific Rate PXT customer. It woul d be 

easy to di rectly assign the cost of th is radi al feeder to the class. 

The hard part 1s that there •ay be ~~any other Ins lances where a 

si•ilar radial feeder could be directly assigned . Although Gulf may 

be readily able to Identify the cost of one radial feeder serving a 

particular custODer, it •ay be i~ossible or at bes t very t i~ con· 

suming to identify a IIUltitude of radhl feeders serving specific 

customers or customer classes. 

Even assuming that all 46 kV radial feeders can be identified 

and directly assigned , there reaains t he problem of all ocat ing the 

remain ing 46 kV investment. By definlt ion, the customers who are 

directly assigned the cost of 46 kV radial feeder should not bear 

any of t he cos t associ ated with the r~inlng 46 kV system. there· 

fore , it becomes nec~ssary t o remove the loads a ~ sociated wit h the 

direct assigned invest.ent i n dete,..inlng the alloc.ltlon fac tors 

that would apply to the re.alning investment . 

DMLlN · h .JJMlll. • AUOCIATU INC 



j 

• 1 
J 
] 

] 

1 
1 
J 
f 
J 
J 
j 

l 
] 

I 

• ] 

, J 

2 

3 

4 Q 

~ 

6 

1 

8 A 

9 

10 

11 

12 

13 

14 

I~ 

16 

17 

!8 

19 

20 Q 

21 

22 A 

23 

l : . ) 

Page 23 
Jef1ry Pollock 

Although the above -described process would Increase the com­

plexity of the study, it Is not clear whether It would .easurably 

increase the accuracy of the results . 

ON PA6E 33, M ... I&HT RECOfiiOI)S THAT FUEl INVENTORY BE CLASSIFIED 

AS ENER8Y-RELATED •sJ"PLY IECAUSE FUEL IS ENERG{-RELATED AND AllOW­

ABLE FUEL INVENTORY IS A FUNCTION OF PROJECTED GENERATION. • 00 YOU 

CONCUR WITH M. WIU&HT' S RECOMEJI)ATION? 

No , not entirely. While I agree .-ith his stat~nt that fuel inven­

tory is 1 function of p~ojected generation , that does not justify 

classifying this fixed rate base c0111ponent t o energy and then 

allocating it entirely on the buts of total kWh loads . To do so 

would ignore the purpose of ~aving a fuel inventory-- wh ich Is to 

enable the utility the operate the plant to .eet the loads as they 

materialize . Absent a fue l inventory, the plant could not be rel ied 

upon to provide dependable capacity to the system. I would argue, 

therefore, that fuel inventory is vital to ~a l nta tn l ng systea rel l -

ability , and It , thus, should be allocated accordingly . Allocati ng 

fuel Inventory entirely on total kWh loads fa l ls t o give any recog­

nit ion t o syste. rel i ability and i s, therefore , improper . 

00 YOU HAVE AHY RESPONSE TO MR. WRIGHT'S GENERIC CRITICISMS Of COST ­

lNG "ETHOOS THAT CLASSIFY All PRODUCTION PLANT COSTS TO DEHAHD7 

I have previously addre~sed the appropriateness or th is approach in 

my di rect testt.ony . Hr . Wr ight 's critic isms of al l -demand costing 
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methodology aside, I have de.onstrated in ~ direct testl.ony that 

2 the Hear Peak .ethod, vith all production plant costs classified to 

3 de•and, yields s1•1lar results to the corrected REP .ethod, in which 

4 some production plant costs are class ~ ~ led u ener9y-related and 

5 allocated to classes In a unner which I believe .ore closely re -

6 fleets utility syste. planning practices than either the EP .ethod 

7 ~hlch Hr. Wright cha~lons or the REP .ethod ~hlch Gulf provided In 

8 response to Staff Interrogatory No. 2. The C~lsslon, thus, can 

9 c011fortably rely on eUher study u a priury guide for detenalnlng 

10 the dlstribut ion of any base revenue Increase that Gulf 11ay be 

II awarded in this Docket. 

I 2 DESiuN OF RATE PXT 

13 Q 
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24 

MR. WRIGHT RECOMMOOS THAT GUlF IMPLEMENT A LOCAL FACILITIES OR 

DISTRIBUTION DEJWI) CHARGE BASED ON EACH CLASS' DJSTRJBUTJOH UNIT 

COST, CALCULATED USING lO<n RATCHETED BILLING DEMAJI) AHD APPLIED TO 

THE CUSTOMER'S HIGHEST MEASURED DEJWI) DURING THE CURRENT ftONTH OR 

IN A SPECIFIED PERIOD PRECEDING THE CURROO BILLING "OHTH . DO YOU 

AGREE WITH MR. WRIGHT ' S RECOMMENDATION? 

No, not ent !rely . Although I agree ~ l th the concept of a minimum 

demand charge, I object to a IOOl ratchet based on the cus tomer'~ 

highes t measured demand during a two -year period . A 10al demand 

ratchet Is extremely harsh , It f~ ils to balance the Interest between 

ratepayers and shareholders and It Is not consistent with Indust ry 

practice . The same thing •ay also be said about establ ish iny a 
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ratchet period beyond 11 1110nths following the establishment of a 

higher ~xl.u. d~nd . 

If Hr . Wright 's rec01111endat 1 on Is adopted , then, to balance 

4 the interests of Gulf and Its ratepayers and to be consistent with 

5 Industry practice, the local facility dettand ntchet shou ld not 

6 exceed 901, and the ratchet period should not exceed II months. 

7 REBUITAL TO JAMES A. ROTHSCHILD 

8 COST OF EQUITY BY CUSTOMER CLASS 

9 Q HAVE YOU REVJEVm THE TESTIMONY Ot JAMES A. ROTHSCHILD WHEREIN HE 

10 AllEGES THAT THERE ARE CJFFEREHCES IN THE COST OF EQUITY OF SERV It<S 

11 

12 A 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

VARIOUS CUSTOfiER CLASSES? 

Yes, I have . His reco..endati on is based on three erroneous ~ •em -

ises. First, he clai ms that "it is well recognized that serving 

industrial custa.ers entails a higher degree of risk than serv ing 

residential or commercial customer s. • (Testimony at Page 52, Lines 

6-8.) I sha ll demon strate, however, that this propos ition is far 

from being "accepted, " as he claims . In fact , several analy ~ ts have 

demonstrated that th~ opposite may be true ; ndmely that re sidentia l 

cus t omers may be more risky to serve than Industrial customers. 

A serond false premise is the assu.ption that t~e variabil i ty 

in the percent of sa les growth is a reasonable •proxy• for mea suring 

the var iability of each class's cont ribution to the ut ili ty's 

0MZtN •Ih.UMJIU.. IUWCIATU. INC 
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earnings, or incOMe (Testiaony at Pages 52 · 54 and Schedule II, Page 

2). This ass~~~~ption is not supported by any eeplrical analysis 

presented in his testt.ony. Other analysts , who have addressed th is 

4 subject tn .uch .ore depth, have refuted th1s assu~~ption. I shall 

5 de.anstrate that, for Gulf Power Co.pany, var i ab i lity In clas s ki lo -

6 watthour sales is not a proxy which can be used to measure the vari -

7 ability tn class contributions to inco.e . 

8 

9 

10 

I I 

12 

13 

14 

15 

16 

I 7 

18 Q 

19 

20 

21 A 

22 

23 

Hts third erroneous pretDtse is the assu111pt I on that differences 

in stock ~rket price volatility, as measured by ~ ~·s Beta 

statistt£, can be explained solely by the differences in the indus· 

trial sales Mix (as measured by the percent of industrial k~h sales 

to total sales)· · TestitDOny at Pages 55·59; Schedule II , Pages I, 3 

and 4. 

Finally, setting lndustrhl class rates of return higher than 

the other classes on the theory that indust rial s are more ri sky may 

only exacerbate the utility ' s r i sk, thereby increasi ng the cost of 

capital to the detr iment of all ratepayers . 

TURNING TO KR. ROTHSCHilD'S FIRST PREMISE, IS THERE AGREEMENT 4MONG 

FINANCIAL ANALYSTS THAT INDUSTRIAL CUSTOMERS ARE MORE Rl SKY TO StRYE 

THAN RESIDENTIAL OR COMMERCIAL CUSTOMERS? 

Certainly not. Hr . Rothschild ha s overlooked severa l in -depth ~ t••d · 

ies whi ch have been presented on the subject of class risk dif feren ­

tials, in both the literature and var ious regulatory proceedings. 
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Some of these studies refute the notion that there Is any quantifi ­

able risk differential, vhtle other studies have conc luded that the 

risk to serve residential custo.ers _.y be greater than the corres­

ponding risk to serve industrial cust~rs . 

CAN YOU CITE SOME SPECIFIC EXAMPUS? 

Yes . I u aware of several studies whi ch attempt tc deten~ i ne em­

pirically whethP.r there is any rehtionshtp betweer· electri c utili ­

ties' custo.er •ix and Investors' perception about the r iskiness of 

those util i ties' secur ities . for exa.ple : 

In an article In •Public Util ities Fort ­
nightly• for July 30, 1980, Hr . Nick Poul i us 
concluded froca his analys ts that el ect r ic 
utility bond ratings appear to be posit ively 
tnnuenced by Industrial sales , I .e .. the 
greater the ratio of Industrial sa les to 
residential sales, the higher the bond rat ­
Ing . 

In a 1981 Arkansas Power & light rat e case 
before t he Arkansas Public Serv ice Commis­
sion (Docket U-3108), Or . Paul Garfield pre · 
sented studies froca which he concluded t hat 
electric ut i lities with heavy reliance upon 
Industrial sales do not t est ou t to be more 
risky than those with onl y minor dependence 
upon Industrial sal es . 

In their April, 1981 'Report to the Delaware 
Public Service Coaaissl on on Cl ass Rat e of 
Return Differentials by Cus t omer Cla ss fo r 
Electric Utility Services rendered by Del · 
•arva Power and Ligh t Company,' Hr . llarr is 
and hi s associat e, Hr . Joseph Brennan , con · 
eluded on the basis of var ious stud ies that 
customer mix has n2 1!Qact on the t radi tion · 
ally accepted risk indicators. bond rating 
and bela . 
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In the same Report to the Delaware Commis ­
sion , and In subsequent testi~ny In a Del ­
~rva rate case (Docket No . 81 -12), Harris 
and Brennan clal~d to establish a r elation· 
ship between 'cost of capital ' and customer 
mix such that Investors require a higher 
co.-on equity COtipOnent for firms with a 
greater concentration of Industrial sales . 

In the above Oel•arva case (Docket No . 81 · 
12), Drazen-Brubaker & Assoc:lates repli cated 
the Harris -Brennan 'cost of capital' study 
using consistent (Shndard Industrial Code) 
definitions of cl asses rather than t he un· 
standardized definitions used by Harris and 
Brennan; in the revised study the purported 
re ht I onsh i p van isl,ed . 

In a report prepared for the Electricity 
Consumers Resource Counc i 1 , F 1 NCAP, l nc. 
conducted numerous empirical test s relating 
customer mix and both traditional Investment 
risk indicators 1M capital costs. ('An 
Examination of the Concept of Using Relat ive 
Customer Class Risk to Set Target Rate s of 
Return In Electric Cost of Service Studies,' 
October, 1981.) Once again, the conclusion 
drawn wu that the c111plrical analysis failed 
to develop sufficient evidence to support 
the hypothesis that cust omer mix impacts 
utilities ' Investment risk and capital. 

In their October 27. 1988. Article In "Pub· 
lie Utilities Fortn ightly, · Hessrs. Jame s A. 
Waddell and William H. Taki s presented an 
analysi s which directly measured the inher ­
ent riskiness of earnings from eJch class. 
They concluded that there is no signifiLant 
difference in the financial r isks associa ted 
with Connecticut Light and Power (Cl &P) Com · 
pany's full requirements Residential , Smal 1 
(SGS) and large General Servi ce (LGS) c l as · 
ses and recommended that equai ized rates of 
return shou ld be used in the cl ass cos t -of ­
service study . Their analys is reveal ed that 
despite the greater sal es volatil ity, the 
overall financial ri sk of the LGS cla ss wa ~ 

lower than the corresponding r isks of sPrv · 
ing the Residential and SGS classes . 

DaALtt< lllo.ua.v.tA a Anoc'"' u IN< 
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Therefore, I disagree with Mr . Rothschtld's assertion that lt Is a 

2 •wen accepted fact• that industrial sales are 110re risky If any-

3 thing, the literature gives 110re wetght to the contrary proposition; 

4 

5 

6 Q 

7 

8 

9 

10 A 

11 

12 

in any event, he has not proven It is true In the case of Gulf Power 

Company. 

M. ROTHSCHILD CITES STATEMOOS MOE BY ttOOOY'S AND STANDARD l 

POOR'S AS SUPPORT FOR HIS ASSERTION THAT THE GREATER RISKINESS Of 

SERVING UOJSTRIAL CUSTottEJtS JS VEU RECOGIUZED. HAVE YOU REVJEliED 

THE SPECIFIC PASSAGES QUOTED IN NR. ROTHSCHILD'S TESTIMONY? 

Yes, I have . Mr . Rothschild overstates his case when he claims that 

the cited passages support his assertion . Although I do not have 

the 1979 •standard & Poor ' s Rating Guide, • I could not find a simi -

13 lar passage or other .aterial ~ich asserted that industrial sales 

14 were 110re risky than resident h l or co.erc i a 1 sa 1 es In a more re · 

15 

16 

17 

18 

19 

20 

21 

cent version of S&P's •credit Overview. • The only passage that I 

wa s able to find on the subject concerned "tht size In growth rate 

of the market, diversity of the customer base and its econom1c 

strength (as measured by trends In population, unemployment , and per 

capita Incomes).• This was but one of the many non - f inancial rating 

criteria cited by S&P. S&P's rating methodology profile involves 

the analyses of twelve cri teria including : 
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Non-f1nanc1al Cr1ter1a 

- Harket of serv ice t err i tory 
- Fuel/power suppl y 
- Operating efficiency 
- Regulatory treatment 
- Hanage~~ent 
- Ca.petitlon/-anopol v balance 

Ftnanctal Cr1ter1a 

· Construction/asset concentrat ion r i sks 
· Earnings protec tion 
- Debt leverage 
- Cash f low adequacy 
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- financial flexibility/capital attracti on 
- Accounting quality 

(Sour ce : S&P 's "Credit Overview", Page 34. ) 

If Industrial sales versus re s idential and commercial sales have any 

infl uence on S&P's detenainatlon of a utility ' s rating, then i t i s, 

at best, a second-order effect . This was precisely the conc lusion 

of the FINCAP Report which was based on In -depth Interv iews wi th 

eighteen leading Investment analysts, Inc lud ing those with the ma jor 

investment ban kinq flnas and bond rating agencie s . Specifically, 

the authors found a clear consen)US among the analy st s that r h k 

perceptions were more a fu ,nctlon of the effects of " inflat ion. h igh 

intere st rat es, and capital ~arket uncerta inty , · "earnings erosion 

(attrition), regul atory lag and heavy f inanci ng requ i reme nt s ,· "un · 

certainties assoc iated wi th nuclear proJec t s and large magni t ude~ of 

construction work in progress (CWI P) ," "the unknown future of fed ­

eral energy and environ~~ental regulat ion , " and "di ff ic ult ies 1n 

forecasting load growth and energy sales . · rJ NCAP also found that 
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only when a ut ility's cust o.er • lx I= doelnated by one customer class 

and that class Is vul nerabl e to .ajor econoeic sho~k \ did t he secur · 

t ty analysts believe t hat custo.er •h •111 ght have s011e 11aterl al 

effect (although less tha~ t he other ri sk factors ident ified 

above) . • 

DO UIK.ISTRIAL SALES REPRESENT A DOMINANT SHARI Of GULF POWER' S SALES 

MIX? 

Certainly not . According to its •t989 Annual Report to Stockhold­

ers,• Gu lf Power ' s terr itor ial sales •lx Is as fol lows: 

Gun Power Territorial Sales Mix 

Clus 1m 1m .ljjU 12M 
( 1) (2) (3 ) (4) 

Resident ia l 4n •n 4n 43t; 

C0111erc I a 1 28 28 28 7.7 
Industrial 27 26 26 25 
Ot her 3 4 4 5 

17 If anything , Gulf Power ' s ter r it oria l sales are dominat ed by re~ 1 den -

18 tial and commercial customer s. 

O~tN &R.ua.uu. • AllOCoATU INC 
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THE QUOTE FROM THE 1989 ftOODY' S PUBLIC VI J L1 TY MN,!AL REFERS TO 

UHIFOMITY OF RESIDOOIAL SALES GAOVTH MD THE SENSITIVITY OF INDUS­

TRIAL SAlES TG FLUCTUATIONS IN THE ECONOKY . DOES THIS SUPPORT MR. 

ROTHSCHILD'S ASSERTION THAT SERVING INDUSTRIAL CUSTOftERS IS MORE 

RISKY THAN SERVING EITHER RESIDtNTIAL OR COMMERCIAL CUSTOMERS? 

6 A No. Virtually ill f1ninciil inilysts, even Hr . Rothschild, wou ld 

7 agree thit rl sit Is i function of the viri abi lity In earn j ngs. 

8 

9 

10 

II 

12 

14 

15 Q 

16 

17 A 

18 

19 

20 

21 

22 

23 

24 

Neither Moody ' s nor S&P lUke iny reference t o the volatility of 

earnings of the Virlous cust0111er classes served by a util ity. 

Although the puuge fr011Hoody 's supports Hr . Rothschild 's empi r ica l 

analysts that growth In Industrial sales h l ess uniform than the 

percent growth In either resldentl il or connerclal sales, he ha s 

failed to prove that this lick of unifo~ity •atches the variab ili ty 

in the Income contributed by industrial customers. 

IN YOUR OPINION, IS THE VARIATION IN CLASS ENERGY SALES AH APPROPRI­

ATE PROXY FOR THE VARIATION IN CLASS INCOME? 

Absolutely not. Mr . Rothschild has ignored the fundamental differ · 

ences In the design of industrial rates, as compared to re~idential 

rates. For example , Gulf Power 's industrial rate s cons1s t of ~epar · 

ately stated deatand ind energy charges. Also, Gulf Power is propos · 

ing to rei111p lement i demand ratche t based upon each customer's 

contract demand. This would ensure that industrill c us tomers will 

pay a reasonable share of the cos t s of l ocal facilitie~ wh ich t hey 

impose on Gul f, lrr~spectlve of their ac tual operat ing levels . 

DllAllN a,.u ... .:u • Al~a ... ro INC 
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Residentiil rites, on the other hind, cons ist basically of cus­

tomer ind energy chirges . The htter •us t recover both f Ixed ind 

variable cos~s. Mr . Rothschild ilso Ignores the fact that weather 

conditions ire perhips the lirgest factor tnfluentlng yeir-to -year 

ldlowitthour sales to residentlil cus t011ers . Since the residential 

rate depends upon kilowitthour sales volumes to recover both fixed 

costs and Virilble costs, it is obvious t hat variations in kilo -

watLhour Siles wil l hive i .are pronounced effect upon the earning$ 

from the residential class thin they will on earnings from the 

industrlil cliss . 

WOULD A CHANGE IN ICILOWATTHOUR SALES PRODUCE A CORRESPONDING CHANGE 

IN NET INCOffE FOR THE RESIDENTIAL MD INDUSTRIAL RATE CLASSES SERVED 

BY GULF POWER? 

Ho . Exhibit JP-2 ), Schedule I. demonstrates that a 10l de -

crease in k11owitthour sales would translate into a 17~ decrease in 

the net operating Income derived from the re$ldentl al cla$ S, uut 

only decreases of 2.3~ and 0 . 7t In th~ Income der ived from th e LP & 

lPT and PXT c lasses . Although the analys is wa s basec on Gulf Power ' s 

revised cost -of -servi ce study at proposed ra tes. the app lica ti on of 

the other cost allocation methods ~o~ould not maten ~l ly change the 

relat .onships. 
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WOULD CHANGES IN ICILOWATTHOUR SALES HECESSARil Y RESULT IN CORRESPOND-

2 lNG CHANSES IN BilliNG OEJWI) FOR UOJSTRIAL CUSTOftERS7 

3 A No. Although Industrial sales .ay fluctuate In accordance ~lth eco· 

4 n011l c conditions, 1t is usuall v the case th~ t kl lo~atthour sales 

5 exhibit 110re nrlat I on than do either actual kilowatt demands or 

6 billing detaands. If an Industrial rate Is oroper ly designed (such 

7 that the de~~and charges recover fixed cos t s. Nhil< the energy charges 

8 basically recover variable cos t s), Increases or decreases in the 

9 

10 

II 

12 

' ., 

14 Q 

15 

16 

17 A 

level of kllowatthou r sales ~Ill produce Increases or decreases in 

revenues that are In line ~i th the Increases or decreases in var i able 

costs. Under these conditions, the operating Income or earning s to 

the utility fr011 its Industrial sales will r ema in relatively un · 

affected , as de.onstrated In Schedule I . 

IS THERE AHY OTHER EXPLANATION, BESIDES THE DIFFERENT RATE STRUC­

TURES, THAT lEAD YOU TO BELIEVE THAT THERE IS NOT A 1- 1 RELAT IONSHIP 

BETVEEH SALES VOLATILITY AND EARNINGS VOLATILITY1 

Waddel l and Takls concluded that it wa s unreali st ic t o assume that 

18 variations In earnings (the rel evant consideration for det ermin ing 

19 

20 

? I 

22 

23 

investor r isk) exactl y •irrors var iations in sal es . The bas• s for 

thei r conclusion ~as t he observation that there are dif ferences In 

the proporti on of fix ed cost s relative ! ? total cost s to ser ~t the 

various customer clas ses . If a class has a relat ivel y higher rat io 

of f ixed costs (those whi ch do not vary with sal es volume) to total 
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cos ts , then Virlations in net eirnlngs wi ll be .ore volatile relat ive 

2 to a g iven change in siles . Quoting Waddell and lak ls : 

3 Intuitively, if 110st of the cost s of ~roduc· 
4 U on ire fixed cos t s, a reducti on In sal es 
5 wi 11 reduce revenues but wt II not change 
6 costs slgnif icintly . Het revenues (operat · 
7 tng inca.e) wtll necessartly fall . If 1110st 
8 cost s ire virhble, however , the los s of 
9 Siles in revenues will be largely offset by 

10 a r eduction In costs . Operating Income In 
II this cue should be 1110re s tab le . ( IBID , 

12 Page 29) 

13 Their conclusion , thus, wa s ~hat var iations In sales wil l have a 

14 

I 5 

16 

17 Q 

18 

19 A 

20 

21 

22 

23 

more pronounced effect on operating tnc0111e from a cust omer claB 

with a high percentage of fixed costs relative to t otal cost s ( i. e . . 

is more capital - intensive). 

HAVE YOU COftPARED THE RELATIVE CAPITAL- INTENSITY OF THE RATE CLASS£:> 

SERVED BY GULF POWER? 

Ye s. Exhibit JP-2 ( ), Schedul e 2. demons trates that the RS, GS 

and OS cl i sses are more capi tal · intens1ve than the LP & LPT and PXl 

classes. In fact, serv ing PXl cust ome r s i s about 3 5~ l ess capi t al -

intensive than ser ving res identia l cus tomer s . 

look ing at this proposition from a somewhat different perspec · 

24 l ive, Schedule 3 compa r es t he rat 1o of customer and demand· related 

25 

26 

27 

28 

29 

costs to total revenuP. requirement, including fue l and conse rvat ion 

cos t recoveries , by rate class. ba~ed on Gu lf Power 's cos ' · Of · 

serv ice study at proposed rates . lhe ra ti o of fixed cos t \ · lo - total 

revenue requ i rement var ies widely fro. 62~ for t he residential class 

to only 44~ and 34~ for the LP/ LPl and PXT classes , respectively . 
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Sil!lply shted, even if it were true th1t PXT kilOlliatthour 

ul ~ s were more voht11e, it does not follOlli that the ?XT cl ass 's 

earn ings voht11ity would be 1ny greater than t he correspondi ng 

ear nings variability of the residential c l1 ss . Th is Is consistent 

with the analysis conduc ted by W1dde 1l and Takls wh ich demonstrated 

tha t the lower financial risk associated wi t h serving Indus trial 

cu > toiiM!rs offset the greater u 1 es vo 1 at Il l ty . In ot her words , 

greater sa les volatility--ass ualng It exists for Gult 's LPT and PXT 

classes -- is not a sufficient condition to jus tify set ting the LPT 

a ·d PXT c lass rates of return above p1r l ty . 

HR. ROTHSCHILD'S SCHEDULE 11 SEEMS TO IHPLY A RELATIONSHIP BETWEEN 

THE BETA, OR RISK OF A UTILITY, WITH THE PERCENTAGE OF INDUSTRIAL 

13 SALES TO TOTAL RETAIL SALES. ARf MR. ROTHSCHILD ' S FINDINGS VALID IN 

14 YOUR OPINION? 

15 A 

16 

I 7 

18 

19 

20 

21 

22 

23 

24 

Nu. Hr. Rothschild has not provided any statistic;ll analysi s to 

confirm that i nvest or s perceive uti lities with a higher Industrial 

sales mix to be 110re risky than utilities hav ing a high re sident i al 

or commercia l sales aix . To prove this hypothesis, Hr. Poth schild 

should have f irst an1lyzed all of the fact ors that could havt! an 

impact on a utility 's bell hctor . Once a valid s tati s tical re ­

la tionship t.as been demonstrated, It would then be possible t o i n· 

corporate indus trial sal es a t x i nt o the 1nalys is . Or.ly under t :u: se 

ci rcumst1nces is it possi ble to test the hypothesis that i ndus tria l 

sa les mi x effect s t he stock ~rket pri ce volat ili ty of a utility. 
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Hr . Rothschild ' s co.parison proves nothing . The different 

betas could be explained by any nUIIber of factors. His study Is 

3 analogous to one which takes the avarige inc~ for peopl e of above· 

4 average height and the average inc~~ for peop le or belo~·average 

5 height and co.pares the difference in average income t o the differ · 

6 ence in average height, thereby •proving" t hat each inch of addi -

7 tional height results in so ~Nny dollars of additional annual In-

8 

9 Q 

10 

II A 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

come . 

ARE THERE OTHER CONSJOERATIOHS WHICH DEftOHSTRATE THAT IHOUSTRIAL 

CUSTOMERS ARE NOT ..ORE RISKY TO SERVE THAN OTHER CUSTOMER? 

Ye s. Not only are there fu"da.enta l dIfferences in the desi gn of 

Industrial rates--including separately stated demand and energy 

charges and a deeand ratchet --indus..rhl custoe~ers are typ inlly 

requi red to execute IIIUlti -year contracts . The term of conto·ac t 

under Ra t e PXT, for exuple, is for an in\ t la l period of f ive or 

more years and thereafter from year to year unt I 1 terminated by 

t~elve mont hs' written notice . Residential cus tomers, by contrast, 

are usually not required to sign IIIUltl -yea r contracts for the supply 

of elect ric service, so that the "ass urance• of co llecting revenue~ 

to cover the cos t of Installed plant Is less In the case of a resi ­

dential customer . 

DM.Zl N · IIIlUMJ:U .• Al~ti\TU. INC 
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Page 38 
Jeffry Pollock 

LET'S ASSUME, CONTRARY TO THE FACTS YOU HAVE SET OUT, THAT INDUS ­

TRIAl CUSTOMERS ARE MORE RISKY TO SERVE THAN OTHER CLASSlS . IF THE 

COMMISSION WERE TO SET I..._,STRtAl RATES OF RETURH ABOVE PARITY, HOW 

HIGHT GULF POWER BE AFFECTED BY SIICH A POLICY? 

The simpl e ~nswer 1s th~t Culf Power would probably become a mo re 

r is ky utility . By setting industrial r~tes above parity, Gulf Power 

7 would become .ore dependent on the revenues derive~ fr~ the as sumed 

8 r iski er rate classes than if the rates were set to par i ty for all 

9 

10 

I I 

12 

13 

14 

15 

16 

I 7 

18 

19 

20 

21 Q 

22 

23 A 

24 

cus tomer cl~sses. To the extent that the greater ri sk would cause 

Cul f Power ' s cost of capital t o increa se , the result wou ld be h igher 

rates for all cus t omer s. 

Hr . Rothschild overl ooks the facts that Gul f 's indu str ial 

customers must compete with finas located el sewhere and that elec· 

tric ity can be a significant op!rating cost. Arbit rarily sett ing 

i ndustrial r~tes ~bove parity could place these customers at a com· 

petitive disadvantage . Thi s could lead to a temporary or even a 

permanent drop in Gulf 's revenues as the affected cust omers ei t her 

shift production to lower cost s it es or cu rta il operat 1ons. !he 

resulting drop in income would have t o be absorbed by • '1arehol1ler s 

or recovered from the other r atepayers . 

IN YOUR OPINION, SHOULD THE COHMISSION CONTINUE ITS LONG - STAHO I~G 

OBJECTIVE OF "OVIHG CLASS RELATIVE RATES OF RETURH TO PAR ITY? 

Yes. Based on the more in-depth s tudie s presented on the subjet t of 

class risk differential s and on the analysis present ed 111 Sc hedu les 
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Page 39 
Jeffry Pollock 

1 thrcugh 3, It Is 11y op inion that there Is no buts for ascribing 

a higher risk, and a higher rate of return, to Indus tr ial sa les than 

3 to t he sales ~de t o other customer classes . The proper definition 

4 of cost of servi ce comprehends that each rate cl ass produce the same 

5 rate of return . 

6 Q DOES THIS COHCLOOE YOUR REBUTTAl TESTlltOHY1 

7 A Yes, It does . 

DIV\Z l H · &Ii.UIAillt. ~ MlociATU. INC 



1 A My rebuttal testimony addresses the issues 

2 raised in the testimony of Mr. Wright concerning the 

J equivalent peaker method and the refined equ ivalent 

4 peaker method. And, in addition to that, I also 

5 address saveral other issues. Namely , the allocation 

6 of fuel inventory, the d~rect assignment of certain 

7 components ot the distribution system and the rate PXT 

8 design. 

9 With respect to the testimony o t Mr. Wright 

10 on the equivalent peaker -- refined equivalent peaker 

11 method, the rebuttal revisits the same flaws that were 

12 identified and which I discussed with you this morning 

13 in my direct testiaony: The tact that the method is 

14 only applied to capital costG and does not or is not 

~s applied to fuel costs; that all kilowatt hours in the 

16 year, although considered in system planning, do not 

17 influence the type of unit to be built; and the fact 

18 that the equivalent peaker studies failed to account 

19 for the lower reliability ot peaking capacity which 

20 would be substituted tor baseload capacity if all the 

21 utility had to do was operate that peaking capacity 

22 during peak hours. 

23 It's •Y position that only the hours up to 

24 the break-even point between technologies affect the 

25 decision to invest in higher capital cost units, an~ 
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1 the refined current peaker method was an attempt by 

2 Florida Power Corporation to recognize that planning 

3 reality into cost allocation theory. 

4 Mr. Wright also discusses the desirabi lity of 

5 trying to aatch the percentage of baseload plant costs 

6 with the percentage of baaeload energy. I woul d submit 

7 that that has nothing to do with the equivalent peaker 

8 method or the underlying capital substitution theory on 

9 which the equivalent pea ker method is based; that to do 

10 so would ignore the differences in class load factor. 

11 Class load factor is the relationship between 

12 average deaand and peak demand. By definition, if your 

13 high load factor, via-a-vis the system, your proportion 

14 of average deaand is alway~ going to be greater than 

15 your proportion of peak demand. Therefore, the 

16 methodology is to properly reflect load factor. Even 

17 if you allocate baseload units, High load factor 

18 classes should get a larger share of the baseload 

19 operating coats th.an they do the baseload fixed costs 

20 by virtue ot their higher load factor. 

21 Any reasonable coat allocation met.hod would 

22 recognize these differences, and load factor is a 

23 fundamental difference that differentiates 

24 characteristics of va.rious c lasses. 

25 I also reject Mr. Wright's proposed 
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1 re!ineJMnta to the refined equivalent peaker method. 

2 He suggests using the tari!! parameters i n the on-peak 

3 period to deteraine the hours over which the excess 

4 capita l costs be allocated. I think that's 

5 unacceptable because the assuaptions used for pric i ng 

6 purposes should be derived 'rom the cost allocation 

7 study tnd not vice versa; in other words, costing is 

s separa t e froa pricing. 

9 on the issue of !uel inventory, it's my 

10 position that fuel a inventory i s anothPr component of 

11 a power plant. It's the saae a s the boiler and the 

12 turbine, without which the utility cannol provide 

13 reliabl e capacity. I would propose to allocate that 

14 fuel inventory the saae way as production plant is 

15 allocated. 

16 Finally, with respect to the PXT rate design, 

17 Mr. Wr i ght suggests that the local facilities charges 

18 be base d, or be developed and recovered through a 

19 ~eparate charge eaploying a 100\ demand ratchet in the 

20 sllll8 s e nse as that would apply to the standby 

21 custoaers. I !eel that such a 100\ dem.and ratchet is 

22 far too stringent, it'snot consistent with general ly 

23 accepted industry practice as I believe it io , and 

24 !ails t o bala.nce the interest ot the customers in the 

25 utility. 
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However, if the Commission chooses to 

reimplement some fora ot ratchet provision to recover 

local facilities chargee, or coats, it's our pt sitin 

that that ratchet be set at a level not greater t han 

90\ baaE>d upon the highest deaand imposed on the 

utility over the previous 11-aonth ~eriod . 

That concludes ay suaaary . 

MR. McGLOTHLIN: We tender the wi tnesa. 

CROSS EXAMINATION 

BY MR. BURGESS: 

0 Mr. Pollock, as I understand it, one of your 

criticisaa ot Mr. Wright's aethodoloqy is that his 

classification ot production coats i s not consistent , 

in your opinion, with the coating method for fuel, is 

that correct, or with the pricing method tor fuel? 

A It's ay position that his method is flawed 

because it tails to recognize the fuel side of the 

capital cost, operating cost tradeoff that's underlying 

t he equ ivalent peaker concept. 

0 Which is basically is that the energy charges 

are, t or the fuel costs are based on the average cost, 

is that correct? 

A Yes. As I expressed it this morning, the 

capital cost is allocated on a load duration bas is, 

while the operating costs are allocated on a 
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1 slice-of-the-system basis. The two theories are not 

2 compatible in the saae study. (Pause) 

3 Q Are you saying then that you don ' t have a 

4 disagreement with Mr. Wright on the basis of the charge 

5 tor tual; t hat your disllqree.aent is the calculation and 

6 the c1aeeification of enerlY ver•us c1assitication, the 

7 classification ot production into energy and demand? 

8 A I think it'G both. 

9 

10 

Q 

A 

So --

1 diaaqree with his acceptance of the 

11 allocation ot operating costa on a per-kilowatt hour 

12 basis as being inconsistent with the underlying theory 

13 of his allocation tor capital coats, and Ialso disagree 

14 with his aasUIIption that 1 kilowatt o! peaking capacity 

: ~ is as reliable as 1 kilowatt of baaeload capacity, and 

16 it's that assumption which drives the classification of 

17 production plant between deaand and energy, or demand 

18 and load duration. 

19 Q When you say "the operating costs," you're 

20 including the fuel coats? 

21 A Yea, I am. Fuel would be the major 

22 component. 

23 Q Well, the classification ot production costs 

24 would be dealt with in base rate, is that correct; it 

25 would be determined in this docket? 
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l A That's that's an issue , yes, is how those 

2 costs should be classified. Yea. 

3 Q And the fuel costs are dealt with i n the fuel 

4 adjustaent docket? 

5 A 

6 probl ... 

7 

8 

Q 

A 

Wall, you see, that's where we ruiO into the 

Is that correct? 

The fuel costa -- the recovery ~t fuel costs, 

9 the level of the fuel adjustment factor is determined 

10 in a separate docket. 

ll Q So if the Co .. isaion deteraines that the 

12 production coats are properly classified on the peaker 

13 method, it can siaply address the appropriate fuel 

14 costs in the fuel adjustaent docket, can it not? 

1 ~ A I would say they could but I say that it's 

16 probably an impracticality to do so, and in my rebuttal 

17 testimony, I outline a procedure -- in tac t, I've 

18 implemented a procedure in the corrected refined 

19 equivalent peaker method, a fuel symmetry adjustment 

20 which avoids the need to have to address that issue in 

21 the context of a very busy fuel adjustment hearing. 

22 Q A busy fuel adjust•ent hearing. But, the 

23 purpose of the fuel adjust•ent hearing is to set the 

24 proper cost of fuel, is that correct? 

25 A The fuel adjustment me chanism is a way tor 
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1 the utilities to recover their fuel costa . And base 

2 rate case is a mechanism to determine the 

3 appropriateness of the base rates. It ' s my position 

4 that you can't deteraine that appropriateness i n a 

5 vacuum, using a coat allocation aethodoloqy tha t's 

6 heavily tied to trade-off• between capital cost s a nd 

7 operating costa . 

8 Q Ia it one of the goals o! the fuel ad j ustment 

9 docket to set the appropriate coat of fue l ? 

10 A It is to set the appropriate recovery factor 

11 that should be applied in each six-month recovery 

12 period. 

13 Q Is that different than recovering the 

14 appropriate coat of fuel ? 

15 A Not if you use a costing methodology that is 

16 not baaed upon trying to aeasure production cost 

17 trade-offa. 

18 Q So then the ColiiJilisaic n would be bette r of! 

19 determining the appropriate cos t of fuel i n t he fue l 

20 adjuat.ment docket, correct? 

21 A No, I wouldn't ~gree with that. If they're 

22 going to 8dopt a methodology tor establ i shing base 

2 3 rates , that looks at both produc tion and operating cost 

24 trade-offs, then the coapleteness o f that me thodo l ogy 

25 needs to be dealt wi th in the context of the ba se r ate 
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1 case. Otherwise, you're going to set the base rates 

2 too high tor some classes, too low tor others. 

3 MR. BURGESS: Thank you, Mr. Pollock. That's 

4 all. 

5 CROSS EXAMINATION 

6 BY MR. STONE: 

7 Q Mr. Pollock, you have te•titied before this 

8 Commission on rate coat ot service and rate des i gn 

9 issues in aany previous proceedings, isn't that 

10 correct? 

11 

12 

A 

Q 

Yea, I bave . 

Has this Commission historically considered 

13 the concept ot gradualism or trans i tion trom prev i ous 

14 rates in setting rates? 

15 

16 

A 

Q 

Yes, they have. 

Has this Commission historically considered 

17 the concept ot fairness in setting rates? 

18 A Yes. 

19 Q Is it appropriate tor this CoDUDission to 

20 consider the ot ease ot understanding or simplicity i n 

21 setting rates? 

22 

23 

25 

A 

Q 

A 

Yes. 

Does price stability have value tor Gulf' s 

Very definitely so. 
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Are the claaa and individual cuatomer load 

2 ahapea, including load factor• of Gulf'• industrial 

3 customers, the reault of rata laval• and atrutures of 

4 Gulf's induatrial rataa? 

5 A Certainly the rataa, to the extent that they 

6 reflect the appropriate coat ot aervice, will provide 

7 the incentive for all cuatoaera, including the high 

8 load factor cuatoaers, to utilize capacity and energy, 

9 in the moat efficient way posaibla. So to that extent 

10 the current price signals have had an impact in 

11 encouraging cuatoaers -- perhapa not as strong as an 

12 impact as I would like, but they've had an impact in 

13 encouraging cuato•era to use da.and during ott-peak 

14 hours whe.n the capacity is available; thereby iapt·ove 

15 their load tactora, iaprove the syatem load factor and 

16 lower syst- costs. 

17 Q How do the d..and costs compare betwe•.n the 

18 12 CP aethod and the equivalent peaker method? 

19 A If you're referring to the equivalent peaker 

20 method sponsored by Mr. Wright, I think it's pretty 

21 evident that the demand coata under the 12 CP and 

22 one-thirtee~th avarago would be auch higher in relation 

2 3 to the correaponding peaker demand cost. And t .he 

24 opposite would be true with respect to the energy 

25 charges. Under the equivalent peaker method, t he 
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1 energy charqea would be signif i cantly hiqher than und~r 

2 the 12 CP and one-thirteenth aethod. 

3 0 In other words, if prices are set to the c os t 

4 of the EP aethod, the demand charge utilizing EP would 

5 be less than the 12 CP? 

6 A Yea, it would, qiven the aaae revenue 

7 requireaent. 

8 0 How lonq has Gulf's bow long have Gulf ' s 

9 prices been set utilizing the 12 CP method? 

10 A Well, since at l east the early 1980s is about 

11 as far bac~ as I can recall. 

12 Q Have cuato .. ra on Gul!'a ayatea responded to 

13 the price aiqnala sent by Gulf's price stru~ture? 

14 A That's a difficult question to answer , but 

15 certainly they live with the~e rates and live with the 

16 relationships embodied in the Company's cost studies 

17 over tiae. So they've certainly become accustomed to 

18 it. And to the extent that there i s an inc entive to 

19 use more electricity during off-peak hours, they wi ll 

20 ta~e advantage of that incentive t o the extent 

21 possible. 

22 0 Ar~ you aware of any customers having 

23 invested aoney to control peak deaand on the ir 

24 pre:~~isea? 

25 I'a not aware specifically. Gene ral l y 
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1 speaking, industrial custoaera faced with higher demand 

2 charges, and things of that nature, have a very 

3 coapelling incentive to invest in deaand control 

4 aeasures so that they do not iapose a high peax demand 

5 when cost consequences would be signific ant . I think 

6 Stone Container is a pretty qood example of that. 

7 Q Does a change in price structure have an 

8 effect on the cost effectiveness of the EP aeasures? 

9 A Well, yes, they certainly could. To the 

10 extent th.at you lower deaand charges f t"ecipitously and 

11 raise energy charges, the need t o -- or the penalty, it 

12 you will, to control deaand is a lot less, and , 

13 therefore, there'• very less incentive to want to use 

14 those .deaand control measures. 

15 on the other hanG, the penalty of using 

16 energy is greater, which .. ans the customer is going to 

17 do everything in his power to use less energy . But it 

18 that use of energy occurs at tlaes other than the 

19 syst .. peak, the systea load factor will deteriorate . 

20 Q And the deterioration of system load factor, 

21 .doe.a that have an adverse effect on all the other 

22 custoaers of the coapany? 

23 A Yea, it will. Bec ause the same f ixed c osts 

24 are going to be there whether you consider them dema nd 

25 related or energy related, they have t o be recovered. 
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1 If they're qoing to be recovered over fewer sales, then 

2 the unit coat is going to be higher by definition. 

3 Q What affect would the equivalent peake.r 

4 method have on peak demand usage, relative to t he 12 CP 

5 method? 

6 A Wall, to the extent that the equivalent 

7 paaker .. thod results in auch lower demand charges 

8 relative to, let's say the 12 CP aethod, and much 

9 higher energy chargee. The incentive there will be 

10 lea• incentive to control deaand. 

11 Q Is this contrary to the Comaission's goal and 

12 the goal of the Florida Leqislature to reduce 

13 weather-sensitive peak deaand? 

14 A I'a not as intimately familiar ~1th those 

!5 goals as perhaps I should be, but I think the logical 

16 conclusion of that is it will cause the Utility to 

17 sustain an increase in peak de.aand that could have been 

18 avoided. 

19 Q Mr. Pollock, earlier I believe )' OU mentioned 

20 that you never criticized Gulf for running a Cost of 

21 Service Study for rate PXT with as few as tour 

22 customers. As far aa you recall, you did not so 

23 criticize? 

24 

25 

A 

Q 

No, I did not. 

One issue is currently whether PXT SE 
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1 custoaers should be separated out from PXT non-SE 

2 custoaers to see if the fact that they are SE customers 

3 is affecting the rate of retu~n on the non-SE 

4 custoaers. Do you believe this separation would indeed 

5 provide releva.nt i.nforaation on thia co•parative 

6 ~ate-of-return qu~ation between the PXT SE lind the PXT 

7 non-SE custoaers? 

8 A No. I don't believe separating out the SE, 

9 the custo.ars that take full requirements lind SE would 

10 provide any aeaningful additional information. And as 

11 I understand the problem, it's more in the rate design, 

12 in the way that the rate tracks or fails to track 

13 recovery of local distribution costs, a nd I think that 

14 that's a problea that can be rem.edied through the rate 

15 design and not necessarily through showing a separate 

16 SE class, consisting of , in the case of the PXT, only 

17 three customers leaving the and remaining PXT class 

18 consisting of only three customers. 

19 What happens when you try to break classes 

20 down to that degree, you're not sure if the differences 

21 are caused by the fact that customers are taking SE as 

22 you are out measuring the differences in the fino load 

23 characteristics of those customers. so I don't think 

24 that it provides necess3rily any additional useful 

25 information. 
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Mr. Pollock, several questions were asked of 

2 Mr. Wright, whoa you are rebutting, relating to 

3 basically the theoretical utility or to other utilities 

4 within Florida, including utilities that are operating 

5 under the SEG concepts. 

6 MR. BURGESS: V.xcuse •e, I need to find out, 

7 Jet!, are you getting to responses that were brought 

8 out in his testimony in cross examina tion and rebuttal ? 

9 MR. STONE: In part . But he's a lso recutting 

10 Mr. Pollock's theories on the equivalent peaker, which 

11 is a theoretical application of an assistant planning 

12 model. 

13 MR. BURGESS: Right. Right. Let me get to 

14 the objection. I'll object and! then --

15 One ot the thirags that happened in prehearing 

16 is we were trying to decidd the order ot witnesses, and 

17 with regard to the question of burden of proof, the 

18 Industrial Intervenors and the Publ ic Counsel, I would 

19 say, would be more or less neutral to one another. 

20 Therefore, there was no logic behind who 

21 would go first, it was simply a matter of who 

22 volunteers to go first who agrees to go first; somebody 

23 had to and somebody had t o follow up. 

24 I agreed to go first, with the explic it 

25 caveat that it not prejudice us. That is, that by 
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1 going first ve not give a~ay, to soae other adverse 

2 party, a aore favorable position. Specifically, I had 

3 a problea vith testiaony that would be brought out by 

4 our witness in cross examination, that would then be 

5 addresseJ live by tbe subsequent witness. 

6 And the proble•, of course, being that if it 

7 were the other way around, then, everything Mr. Pollock 

8 says could be asked of ay witness f o llowing his 

9 testiaony. It was agreed tbat we would stay on a level 

10 playing field with th.at regard and that testimony 

11 brought out at least ay recollection, in discussions 

12 with Industrial Intervenors at that time were that no, 

13 we would not use the order of witnesses to anybody ' s 

14 advantage or disadvantage along those lines. 

15 And so to tbe ~xtent Hr. Stone asked 

16 questions about tbe rebuttal testiaony as prefiled, I 

17 bave no probl ... at all. To the extent we start 

18 talking about responses tbat are drawn from the 

19 testiaony of Mr. Wright today on the s~and, I think it 

20 violates the agreeaent that we've reached in trying to 

21 detera.1ne a work.able order of witnesses . 

22 MR. STONE: I haven't even had a chance to 

23 ask my question. I'• not sure that long ob jec t would 

24 pertain it be beard my question. 

25 MR. BURGESS: Well, it began with the 
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1 premise, •you heard Mr. Wright testify, or Mr. Wright 

2 responded to some questions.• That's the only reason I 

3 brought it up. You're right, I hadn't heard the 

4 question and that's why I thought I'd bring it up. 

5 KR. McGLOTHLIN: Part o! that objection 

6 related to an understanding with us, and I thinx Steve 

7 would agree, we haven't tried to taxa advantage of the 

8 order ot witnesses. I think the question is -- the 

9 issue o! the objection is whether the question fairly 

10 falls within the scope of Mr. Pollock's prefiled 

11 rebuttal, and I think that shou l d be where the emphasis 

12 lies. 

13 MR. BURGESS: I agree with that, and I 

14 appreciate the Industrial Intervenors not tryin~ to 

15 take undo advantage. When we start moving a little bit 

16 further that's just the context ot where we are. 

17 CHAIRMAN WILSON: You just want me to be on 

18 my toes at this point, right? 

19 MR. BURGESS: Well, I want to be on my toes. 

20 MR. STONE: I'a not really sure this ques tion 

21 was worth it, but I'll go ahead and ask it anyway. 

22 Q (By Hr. Stone) Mr . Polloc k, you agree that 

23 we're setting rates for Gulf Power Company and not some 

24 theoretical utility or tor any of the other utilities 

25 in the state of Florida? 
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2 

3 

A 

Q 

Absolutely. 

Thank you. (Laughter) 

CHAIRMAN WILSON: Well, that was very 

4 entertaining. Mr. Palecki. 

5 CROSS EXAMINATION 

6 BY MR. PALECJ(I: 

3187 

7 Q Could you please refe.r to Exhibit 488. Do 

8 you have a copy of that there? If not we can provide 

9 you 

10 CHAIRMAN Wil~N: What is 488? Mr. Palec ki, 

11 what ia 488? 

12 MR. PALECKI : I'a not aura what it is. I 

13 need ay Staff aember back t o t e ll ae what it is. 

14 It's a list of nuabers on a piece of pape>.· . 

15 (Laughter) 

16 WITNESS POLLOCX: It'• e reponse to florida 

17 PSC St.aff'a Eighth Set of Interrogatories, dated June 

18 11, 1990, revised Itea No. 137. 

19 MR. PALECKI: I'd like you t o ple ase l ook at 

20 the 1987 12 CP load factor for PX/PXT c lass aa a whc!e . 

21 Has the 12 CP load factor iaproved or deteriorated 

22 between 1987 and 1989? 

23 A May I ask how the load facto r ia being 

24 calculated? Is the load fac tor being calc ulated 

25 kilowatt hours that include or e xclude the SE, 
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1 incremental SE enerqy? 

2 

3 

Q 

A 

4 e .nerqy? 

5 

6 

Q 

A 

It's on all kilowatt hours. 

So does that includ• the incremental SE 

Yea, it does. 

Okay. Than It you. 
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7 This ahowa that froa '87 to 1989, the 12 CP 

8 load factor b droppinq froa lOU to 95\ for the PXT 

9 claaa as a whole. 

10 Q Please look at these load factors for 1987 

11 and 1989 tor PXT SE cuatoaera. 

12 Haa the 12 CP load factor improved or 

13 deteriorated between 1987 and '89 for those customers? 

14 

15 

A 

Q 

It too haa deteriorated. 

Ia the demand increased by 50\ for those 

16 custoaera between the two years , 1987 and 1989 for the 

17 SE rider cuatoaers? 

18 

19 

20 

A 

Q 

The 12 CP deaand, yes, it has. 

Thank you. 

We have one further matter tha t we'd l i ke to 

21 go into. Kr. Burgess aay object because we were going 

22 to aak the witness to coaaent on testimo ny of Mr . 

23 Wright that caae out earlier. 

24 Specifically, ve wanted to c larify what the 

25 Industrial Intervenors' position is on Issue 158, with 
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1 regard to cogenerator's, either experiencing a forced 

2 outage or a aaintenance outage, and billing on the SE 

3 rider rather than the standby service rate schedule 

4 solely !or economic reasons. 

S We just want to find out for sure vhat the 

6 Industrial Intervenors' position is on that particular 

7 issue, because we're not sure we got a clear answer on 

8 that during the direct testimony. Spec ifically, we 

9 want to know what issue is being raised by the 

10 Industrial Intervenors. 

11 A We are raising an issue to allow 

12 self-generating custoaera the same ability as other 

13 generators or other utilities that own generation, to 

14 be able to econoaically dispatch their facilities when 

1S econoay power is available. 

16 And perhaps I contributed a little to the 

17 earlier contusion, I think that that circumstance 

18 applies, unconditionally, as long a& the customer can 

19 demonstrate that, in tact, economic displaceme nt is, in 

20 tact, occuring, and that would be part of the diligence 

21 in which the customer and utility would have to work to 

22 ensure that there is no violation o! that 

23 understanding. 

24 So it is essentially using SE as a m~ans of 

2S econoaic dispatch, in the same way as a utili ty , either 
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1 which has units down for aaintenance or not, would ~ 

2 able to econoaically displace its higher cost units . 

3 Q I'a really not sure what you're saying. 

4 Is it your position then that a customer's 

5 generato r, which is experiencing a !arced outage, could 

6 be billed on the SE rider rather than on the sta ndby 

7 rate se.rvice schedule, if the cuatoaer has another 

8 gene.rator which he could generate, but chooses not to 

9 use it for economical reasons? 

10 A Yes. If the custoaer can de~onstrate that 

11 that generator was auch aor o costly during the per i od 

12 of demand forgiveness than taking the energy from the 

13 utility, as is the case under the SE rider, then the 

14 fact that that custoaer has generation is not 

15 suf!icient to prevent ti•at customer from using the SE 

16 ride=, just as any other full requirements customer 

17 that experiences a similar outage of his plant would 

18 still also be able to have access to the SE rider under 

19 the same conditions. 

20 Q So that customer would not be required to 

21 take standby service under those circumstances? 

22 A Yes. Just as the supplementa r y customer or 

23 the full requir .. ents custo .. r i~ not required to take 

24 PXT power or be priced under the demand provis ions ot 

25 the full requirements rate schedul e that he's on dur ing 
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1 the SB period, the aaae principles should also apply to 

2 the standby customers. Otherwise, to do otherwise is 

3 to diacriainate on the grounds that the customer has 

4 generation. 

5 Q Would your answer be the same i! the 

6 customer'• generator was experiencing a scheduled 

7 outage tor aaintenance rather than a rorced outage? 

8 A Yea. It would be, for the saae reasons. I! 

9 there is a possibility of econoaic displacement, then 

10 the customer ought to be able to choose between using 

ll standby power or uaing cheaper SE powar it it's 

12 available than generation. 

13 Q Doesn't that discriainate against cua tomers 

14 who have only one generator? 

15 A I don't think i~ discriminates at all. It's 

16 providing equal access to SE power !or custome rs that 

17 have generation. 

18 Q Now, would a customer who has only one 

19 gene.rator who has a forced outage or a scheduled outage 

20 for aaintenance, would he, could he be billed under the 

21 SE rider rather than standby service as wel l ? 

22 

23 

A 

Q 

I don't see how he could, no . 

So there wouldn't be discrimination between a 

24 cuatoaer having one generator as opposed to one ha ving 

25 two? (Pause) 
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1 Staff haa no further questions. 

2 A I don't think I answered that last question. 

3 I would not view it that way. It a customer haa 

4 suppleaentary service, he has the aaae access to SE 

5 power aa any othe.r custoaer. 

6 

7 

8 

MR. PALECJ(I : Thank you. 

WITNESS POLLOCJ<: Thank you. 

CHAIRMAN WILSON: Questions, Commissioners? 

9 Redirect? 

10 (Transcript follow£ in sequence in Volume 

11 XXII.) 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 
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