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L INTRODUCDON AND QUALIFICATIONS 

3 Q. PLEASE STATE YOUR NAME AND BUSINESS ADDRESS. 

4 A My name is Richard A Rosen. My business address is Tellus Institute, 

5 Inc., 89 Broad Street, Boston, MA 02110. 

6 Q. PLEASE DESCRIBE YOUR POSmON AT TEILUS INSTITUTE. 

7 A I am a senior research scientist at Tellus Institute, Inc., as well as 

8 executive vice-president of the firm. I am also the director of the firm's 

9 Energy Systems Research Group. 

10 Q. ON WHOSE BEHALF ARE YOU TESTIFYING? 

11 A I am testifying on behalf of tbe Florida Office of tbe Public Counsel. 

12 Q. PLEASE PROVIDE A BRIEF DESCRIPTION OF TilE TEllUS 

13 

14 

15 

16 

17 

18 

19 

20 

A 

INSTITUTE. 

The Tellus Institute is a non-profit organization specializing in energy 

and environmental research. Within the Tellus Institute, the Energy 

Systems Research Group (ESRG) focuses on utility research areas which 

include demand forecasting, conservation program analysis, electric utility 

dispatch and reliability modeling, least cost utility planning, avoided cost 

analysis, financial analysis, COSf. of service and rate design, non-utility 

generation issues, and cost of capital analysis. 
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PLEASE ELABORATE ON ESRG'S EXPERIENCE wrni 

ELECIRIC urn..ri'Y SYSTEM PLANNING. 

ESRG has bad wide experience assessing utility system supply options on 

both a service area and a regional basis. These assessments have 

encompassed generation plant, transmission plant, purchases of capacity 

and energy, central station and decentralized cogeneration plants, aDd 

alternative sources of energy such as wind, biomass, and soiar energy 

connected to electricity grids. These assessments have dealt with the 

technical, economic, environmental, regulatory, and financial ~pects of 

supply planning, including the relationships between supply planning, 

load forecasting, rate design, and revenue requirements. ESRG also has 

reviewed the prudence of past planning decisions by utilities. 

PLEASE REVIEW YOUR EXPERIENCI: IN THE \REA OF 

GENERATION PLANNING. 

Power supply system modeling and economic analysis has been a major 

focus of my activities for the past nine years. My research and testimony 

in this area began in 1980, and I have testified in numerous cases 

involving generation pianning. For example, I submitted extensive 

generation planning tes~oy in the 1980 CAPCO Investigation Ill 

Pennsylvania in Case No. 1-79070315, and in the 1981 Limerick 

Investigation as well (Case No. I-80100341). In early 1982, I prepared a 
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1 major report fOr the Alabama Attorney General's Office entitled "Long-

2 Range Capacity Expansion Analysis for Alabama Power Company and 

3 the Southern Company System•, and I filed testimony iD Docket No. 

4 18337 before the Alabama Public Service O..mmission. In addition, I 

5 testified on the excess capacity issue regarding Susquehanna unit 1 in the 

6 1983 Pennsylvania Power and Light Co. Rate Case (No. R-822169). In 

7 1987, I testified before the Federal Energy Regulatory Commission on 

8 NEPOOL's Performance Incentive Program on behalf of the Maine 

9 Public Utilities Commission in Docket No. ER-86-694-001. In 1989 I 

10 testified before tne Pennsylvania Public Utility Commission on excess 

11 capacity and ratemaking treatment regarding Philadelphia Electric Co.'s 

12 Umerick 2 nuclear unit. This work was performed on behalf of the 

13 Pennsylvania Office of Consumer Advocate in Docut No. R-891364. I 

14 also filed testimony regarding Gulf Power's 1989 rate filing (Docket No. 

15 881167·EI), but this case was withdrawn by the Company. Finally, in 

16 1990 I testified on behalf of the Michiga.n Community Action Agency 

17 Association regarding excess capacity and ratemalring treatment of 

18 Indiana Michigan Power Company's Rockport 2 coal·fired unit. 

19 A partial summary of my additional generation planning 

20 experience foUows: In 1983, I completed a generation planning analysis 

21 which involved modeling four separate utilities in Kentucky for the 
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Public Service Commission to assess current capacity expansion plans 

and the potential benefits of power pooling. In 1984, I testified before 

the Misso~ Public Service Commiuion (Case No. ER-M-168) on excess 

capacity and ratema.king treatment for Union Electric a:>mpany's 

Callaway nuclear planL In 1985, I testified before the Massachusetts 

D.P.U. with regard to the economics of Seabrook Unit 1 in Dockets 

1656/1657, 84-49, 84-SO, 1626, and 140. I also testified in the Wolf 

Creek hearing held before the Kansas Corporation Commission in 

Docket Nos. 120, 924-U, 142,()98.U, 142-099-U, and 142,100-U on the 

issue of excess capacity on behalf of the Commission Staff, as weU as 

before the Missouri Public Service Commission in Docket ER-85-128, 

concerning Kansas City Power and Light Company's investment in the 

Wolf Creek project. In 1988 I was chosen to serve a th.ee-year term on 

the Research Advisory Committee of the National Regulatory Research 

Institute, an appointment made by the public utility commissioners 

serving on the NRRI Board of Directors. The remainder of my 

experience is summarized in my resume, which is attached as Exhlbit 

_(RAR-1). 
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Q. 
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U. SUMMARY AND CONCLUSIONS 

WHAT IS 1HE PURPOSE OF YOUR TESI1MONY? 

The purpose of my testimony is twofold. The first issue I will addr~.. is 

the rate base treatment of Gulf Powers 63-MW ownership share of the 

Scherer 3 generating unit This capacity is now t vailable to serve 

territorial load but is not yet in the Gulf Power rate base. The question 

is whether this capacity should be included in Gulf Power's rate base 

during 1990, the test year of this case. 

The second issue is whether or not the Company's sales forecast 

for the 1990 test year is reasonable as a basis for determining retail ra · "'S 

for that year. 

WOUlD YOU PLEASE SUMMARIZE THE RESULTS OF YOUR 

ANALYSIS? 

With respect to the issue of bow much capacity from the Scherer 3 

generating unit should be included in Gult Powers rate base, I have 

reached the following conclusions: 

1. The Southern Company, and therefore Gulf Power 

Company, bas S"JStematically and persistently pursued a 

system-wide generation expansion strategy during the 1980s 
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2. 

3. 

which has led to the presence of excess baseload (;.jpacity 

on the Gulf Power and Southern systems. 

The appropriate required reserve margin for the Southern 

Company system, and th~ for Gulf Power, is about 15 

percent, given the relatively high reliability of the 

generating units in the system. The Southern system 

currently plans to build new generating capacity bast..d on a 

reserve margin of approximately 16 percent. Even allowing 

some leeway for load uncertainty and for other planning 

uncertainties, an 18 percent planning reserve margin would 

be the maximum reasonable for the 1990 test year. At a 

minimum, this planning reserve level of 18 percent should 

be the baseline from which ex~ .~ capacity on the Gulf 

Power system is measured. Based on this reserve level, 

Gulf Power has at least 131 MW of excess capacity on its 

system during 1990. 

At the very least, the 63 MW of capacity from the Scherer 

3 unit owned by Gulf Power, which consists of the 44 MW 

portion from which Unit Power Sales bad been made to 

GSU prior to July 1988 and the 19 MW portion that had 

not yet been put into rate base, is excess capacity. The 
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basis for this conclusion is that Gulf Power does not need 

this capacity to maintain system reliability as noted in point 

#2 above. Furthermore, this capacity is not economical 

during the test year for. the purpose of serving Gulf 

Power's retail customers. 

Because the Scherer 3 capacity is both WJCCOnomicaJ and 

represents excess capacity on the Gulf system, I 

recommend that none of the investment the Compan; has 

made in this capacity be included in rate base in the test 

year. In addition, all other costs associated with this 

capacity should be removed from rates, including O&M 

costs and working capital However, if the Scherer 3 

capacity is not included in Gulfs rate base, the Company 

should be allowed to keep all revenues from selling this 

capacity to other memben of the Southern Company (or 

other companies). If, in the interim years before the 

Scherer 3 capacity is again sotd off-system (under new Unit 

Power Sales contracts entered into in 1988), some or a 'I of 

this capacity bec:nmes cost-effective to Gulfs ratepayers, 

the Company should file a new rate case to request 
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inclusion in the rate base of that portion which is 

economic. 

My recommendation is supported by other considers tions. 

The 44 .MW portion of Scherer 3 capacity was freed up by 

the collapse of a sale to Gulf States Utilities (GSU). The 

availability of this capacity to serve Gulf Power retail 

customers during the test year, then, is simply the resuH of 

a calculated business decision on the part of Gulf Power 

and the Southern Company which failed. For this rt-ason, 

the stockholders of Gulf Power, not the ratepayers, must 

be responstble for any economic losses resulting from such 

a business strategy. Currently, the Southern companies are 

auing GSU in court. Since the CoUJpany may be able to 

collect its losses from these UPS sales to GSU through its 

court action, the Florida Public Service Commission should 

not pass through the costs of this capacity to Gulf Power's 

ratepayers. Any award from the court action, up to the 

amount of the total losses, due to Commission action, 

should acaue to Gulf Power, given the business risk the 

Company took. 
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6. In the event that the Commission allows Gulf Power to 

include the 63 MW of Scherer 3 capacity in its rate base in 

1990, the Company should, at the very least, be required to 

pled&,e itself to filing a raL.e case in 1992. At this time. the 

Company should be required to submit plans to remove 

Scherer 3 capacity from its rate base as ponions of this 

capacity become unf'vailable to serve territorial load, due 

to the new Unit Power Sales that will be made from the 

unit beginning in 1993. 

PLEASE SUMMARIZE YOUR CONCLUSIONS WITH RESPECf TO 

TilE COMPAN)"S SALES FORECAST FOR THE TEST YEAR. 

Based on a review of the Company•s short-term forecasting performance 

over the past several years and an analysis of it! long-term forecast of 

retail sales in the early 1990s, Gulfs sales forec3St for the test year is 

·li.Yely to be too low. In fact, although weather-adjusted sales have grown 

by an average of 318 GWH per year over the period 1986 through 1989. 

the Company is forecasting only a 124 GWH increase in retail sales for 

1990-from 7575 GWH to 7699 GWH. I believe that the Company's 

own average forecast for sales growth for the years 1990 through 1993-

approximately 204 GWH per year-is a more reasonable rate of growth 

to assume for the period 1989 to 1990. This represents an approximate 

9 
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2. 7 percent increase from 1989 actual retail sales to 7779 GWH. Based 

on this figure, average retail rates should be adjusted downward to 

reflect this estimated 1.0 percent increase in 1990 sales compared with 

the Company's projection. 

WHAT IMPACT DO 1HESE RESULTS HA'·'E ON TiiE RETAll.. 

REVENUES BEING REQUESrED IN TillS CASE? 

Excluding the investment in 63 MW of Scherer 3 capacity from the rate 

8 base of Gulf Power would reduce the rate base by $55.3 million 1, and by 

9 also excluding other Scherer 3 costs would reduce required revenues for 

10 retail customers by about $3.6 million during the test year 1990. This 

11 reduction represents approximately 13.7 percent of the requested rate 

12 increase of $26.3 million and translates into about a 1.45 percent 

13 reduction in overaD retail rates. Increasing the sales 10recast by 1.0 

14 percent would reduce test year retail revenues by a similar percentage. 

15 Thus the total reduction in retail revenues that I am recommending to 

16 the Public Service Commission in this case is roughly 23.2 percent, or 

17 $6.1 million of the Company's proposed increase, based on just the two 

18 11Ua figure includes a credit of ~.94 million to aa:ount for the system capacity 

19 sa1a to the rest of the Soutbem Company system Jolt (or additional system 

20 purchuca made) as a result of the Cldusioo of 63 MW of Scherer 3 capacity 

21 from rate base in 1990. Thus if Scherer 3 is excluded from rate base, I propose 

22 that tbe Compauy be allowed to keep tbcae revenues that have been credited 

23 to ratepayers in this 6linJ. 

10 
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issues on which I am testifying. The total reduction in retail rates would 

be 2.4S percent. Other atizens' witnesses will have further rate 

adjustments to recommend. 
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m. WSTORICALANALYSIS OF SOUTHERN COMPANY 

EXPANSION PLANS AND UPS SALES 

4 Q. WOULD YOU PLEASE DESCRffiE TiiE HISTORY OF TilE 

5 SOUTHERN COMPANY'S PLAN FOR BUILDINC. NEW 

6 

7 

8 

A 

GENERATING UNITS DURING TiiE 1980s? 

Yes. However, it is first imponant to understand that Gulf Power's 

expansion plans during the 1980s were not exactly the same as those of 

9 the other members of the Southern Company. Each Company owns 

10 different shares in different power plants. Typically, however, during the 

11 1980s the main components of the expansion plans of all the Southern 

12 Company utilities were large baseload units, either coal or nuclear. As 

13 those plants were completed, the capacity mix of all t' e utilities within 

14 the Southern Company became more heavily weighted towards baseload 

15 units. 

16 Q. D ID TilE EXPANSION PLANS FOR TilE SOUTHERN COMPANY 

17 CHANGE MUCH DURING THE 1980s? 

18 A No, these plans did not change much during the 1980s, at least not with 

19 respect to the plans to build new baseload units. After the Southern 

20 Company formmated its December 17, 1981 expansion plan, the 

21 components of subsequent plans remained basically the same. The 

12 
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A 

Scherer, Miller, and Vogtle units that have already gone into commercial 

operation did so in a time frame quite close to that projected in late 

1981. Since 1~1, no major baseload additions proposed for the 1980s 

as early as 1981 were cancelled, or even significantly delayed 

However, two peaking units-the Rocky Mountain and Goat Rock 

pumped storage hydro facilities scheduled for com.mtrcial open.tion in 

1987 and 1989, respectively-were subsequently delayed or cancelled. 

Because these plants were peaking units, it was the peaking portion of 

the 1981 and subsequent Southern Company expansion plans that was 

substantially altered, but not the baseload portion of those plans. 

WERE TIIESE EXPANSION PLANS, WTI1-I THEIR DEPENDENCE 

ON NEW BASELOAD PLANTS, CONSISTENT WITH THE 

SOUTIIERN COMPANY'S OWN PLANNING ST~IES DURING 

THE 1980s? 

No, by basing its expansion plan during the entire 1980s primanly on 

new baseload units, the Southern Company was overlooking some clear 

signals from its own planning studies that this might not be the most 

economical strategy. As far back as Iuly 1984, its "1984 System 

Generation Mix Study" indicated that the next set of new generating 

units in the 1990s, after completion of the currently planned baseload 

units, should be new peaking capacity. While this result does not prove 

13 



1 conclusively that some or all of the new units planned for completion 

2 during the 1980s should have been peakers, it provides strong evidence 

3 that they shouJd have been. 

4 Unfortunately, the 1984 System Generation Mix Study did not 

S explore the most economical mix of capacity types to build during the 

6 remainder of the 1980s. /u stated on page 7 of the report, tbe 

7 computer model that the Southern Company used to compute the most 

8 economical mix of new capacity as distnbuted between new peaking and 

9 new baseload capacity "was only allowed to add generallon to the system 

10 after 1990. Budgeted unit additions scheduled p'ior to the end of 1992 

11 were considered to be installed on schedule". In other words, the study 

12 was constrained to leave the 1980s units unchanged and not consider any 

13 alternatives in that time frame. Similarly, the Sc Jthem Company's 1982 

14 and 1986 generation mix studies focused on new units beginning in 1993 

15 and thereafter. 

16 Q. DID TilE SOumERN COMPANY REVIEW ITS BASELOAD 

17 CAPAcrrY PLANS? 

18 A No, it did not. During the 1980s, the Southern Company's major 

19 generation planning studies focused solely on the capacity mix for new 

20 

21 

units in th'= 1990s, while ignoring the prudence of the baseload 

orientation of its scheduled construction program in the 1980s. This 

14 
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Q. 

A 

program culminated in the projected completed construction of Miller 

unit 4 by 1991. 

'Ibis approach to pJanning appears to have been imprudent in 

that a proper economic analysis probably would have shown that the 

new coal baseload uniu planned for the late 1980s a.nd early 1990s, such 

as Miller 3 and 4 and Scherer 4, should have been delayed o; cancelled 

altogether. The addition of at Jeaat some new peaking capacity is 

indicated, interspersed between the completion dates of fewer or 

deferred baseload units. 

WHAT DID THE SOliTHERN COMPANY DETERMINE TO BE ITS 

BCONOMICAI..L Y OPTIMAL CAPACITY MIX IN THE 1990S? 

By 1984, the Company's own planning studies demonstrated that aU new 

capacity after Miller 4 in the 1990s should be pe...king capacity, as stated 

above. By 1986, the Company's economic analysis of its capacity mix 

showed just how far the system expansion plans had deviated from 

producing the optimal mix of capacity. Page 11 of the 1986 study, as 

filed in florida Docket No. 860004-EU-A, showed that the projected 

Southern Company capacity mix for 1995 would deviate substantially 

from the long-term optimal mix of capacity (both new and old): 



1 
2 
3 
4 
5 
6 
7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

Q. 
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Percent of Mix 

Capacity Jlpe 

Peaking 
Intermediate 
Base Load 

Projected 1995 OL?timal 

Total 

13 
4 

Bl 
100 

27 
16 
~ 

!00 

Thus the actual outcome of the Southern Company planning process 

resulted in a very significant deviation from the long run optimum. The 

Southern Company derived almost identical results in itr most recent 

capacity expansion study dated September 1988. 

DO 1HESE RESULTS FOR TilE SOUTHERN COMPANY AS A 

WHOLE IMPLY THAT TilE CURRENT MIX OF CAPACITY ON 

1liE GULF POWER SYSTEM IS ALSO FAR FROM THE LONG-

RUN OPTIMUM, AS IT IS FOR TilE SOUTHERN COMPANY AS A 

WHOLE? 

Yes. In the September 1988 filing of the Gulf Power expansion plan in 

Docket No. 880004-EU-A, Gulf Power showed that its long-run optimal 

mix of capacity would be about 59 percent baseload, 12 percent 

intermediate, and 29 percent peaking capacity. Gulf Power's 1986 filing 

showed very similar results. Yet, Gulf Power's expansion plan 

throughout most of the 1980s was designed to produce a capacity mix of 

about 95 percent baseload coal capacity by 1994, with about 5 percent 

peaking capacity. Again, these results for Gulf Power itself show that 
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the Company completely miscalculated what its expansion plan during 

the 1980s should have been. Indeed, the Company knew that it had 

done so by 1986, and perhaps even before 1984. Yet, neither Gulf 

Power nor the Southern Company altered its schedule for new baseload 

uoitl to any significant degree after late 1981. 

DOES TinS DEVELOPING EXCESS OF BASELOAD CAP A CITY 

ON BOTii THE SOtJTiffiRN COMPANY AND THE GULF POWER 

SYSTEMS HELP EXPLAIN WHY AS EARLY AS 1982 THE 

SOUTHERN COMPANY BEGAN TO SIGN CONTRACT'S TO SELL 

SOME OF THIS BASELOAD CAPACITY TO OTHER UTILITIES IN 

THE FORM OF "UNNT POWER SALES"? 

Yes. I believe the Southern Company's developing perception by 1982 

13 that it was planning to build vastly more baseload capacity on its system 

14 than would be necessary or economical to serve its own load, led it to 

15 sign several Unit Power Sales (UPS) contracts to "get rid or' of some of 

16 this excess coal capacity. Indeed, Mr. Parsons indicates in his pre-filed 

17 testimony in this case that the "UPS concept" evolved with the growing 

18 realization that construction of baseload capacity had outpaced demand 

19 during the 1970s and 1980s. According to Mr. Parsons, "Many utilities 

20 [presumably including the Southern Company] were well into the 

21 construction stage for a large number of generating units which would 

17 
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Q. 

not be needed until significantly later in time" (Parsons, p. 5, J. 20-23). 

The Southern Company and Gulf Power Company response to this 

premature construction of baseload capacity was to continue with the 

construction program as planned and attempt to seU th~ excess capacity 

off-system until it was needed by the Company's territorial customers. 

DID GULF POWER ALSO EMPLOY THE "UPS COl'TCEPT" IN AN 

A1TEMPT TO AllEVIATE TilE EXCESS CAP A CITY ON ITS 

SYSTEM? 

Yes. AJ I diJcw,.s below, Gulf entered into UPS contracts for portio11s of 

its Daniel units 1 and 2 as weiJ as Scherer 3, which came on-line in 

1987. Although Gulf Power did not invest in any new baseload capacity 

after this date, its 25-percent share of Scherer 3 (212 MW) brought the 

Company's capacity mix far above the optimttllevel of baseload capacity. 

WOUlD YOU PLEASE DESCRffiE THE UNIT POWER SALES 

TIIAT GULF POWER HAD ENTERED INTO IN THE EARLY 

1980s? 

Yes, I would. In Schedule 10 of Exlubit No._(EBP-1) Mr. Parsons 

provide.c: a tabular overview of all the UPS sales from members of the 

Southern Company. From that schedule we see that Gulf Power has 

made substantial UPS sales from the Daniel 1 and 2 units since January 

1983. These UPS sales peaked at over 460 MW during 1988. Beginning 

18 



1 in January 1987, Gulf Power also began to make significant UPS sales 

2 from the Scherer 3 unit as soon as it went into commercial operation. 

3 These UPS sales peaked at 193 MW in early 1988, just prior to the 

4 termination of power deliveries to the GSU system. This 193 MW of 

5 UPS sales from Scherer 3 represented all but 19 MW of Gulf Power's 

6 ownership share of capacity from Scherer 3, assuming a rating of 848 

7 MW for Scherer 3. (According to Schedule 3 of Exbtbit_(EBP-1), this 

8 is the capacity rating used by Mr. Parsons in developing his exlubits.) In 

9 total, from all three generating units, Gulf Power's UPS sales peaked at 

10 660 MW in June 1988. 

11 In contrast, after January 1989, Gulf Power made only 149 MW 

12 of UPS sales from its ownership share of Scherer 3, owing to the loss of 

13 the GSU sales and the completion of the Miller 3 and Scherer 4 units 

14 from which UPS sales are now made. This level of UPS sales from Gulf 

15 Power's ownership share of Scherer 3 persisted during 1989, with the 

16 exception of one month-February- in which saks from this unit peaked 

17 at 163 MW. After January 1989, Georgia Power and Alabama Power, 

18 the owners of Miller 3 and Scherer 4, assumed a greater share of aU 

19 Southern Company system UPS sales, while the total of such sales 

20 dropped by about 700 MW from earlier levels. 
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Thus, with the loss of the UPS sales to GSU, 44 MW of Scherer 

3 capacity and 106 MW of Daniel capacity became available to serve 

Gulf's territorial load. In addition, 19 MW of Scherer 3 capacity owned 

by Gulf Power that never served the ~ customers and was never 

included in Gulf Power's rate base, is currently available to serve 

territorial load. 

WHY WASWf GULF POWER'S NON-UPS SHARE OF SCHERER 3 

CAPACITY EVER PUf INTO GULFS RATE BASE? 

The plant went into commercial operation in early 1987. Gulf Power did 

not file a rate case in that year, and the Company's request for a rate 

increase in 1988 was subsequently withdrawn. 

WAS IT WISE FOR THE SOUTHERN COMPANY IN GENERAL, 

AND GULF POWER SPECIFI~ Y, TO ENTER INTO UNIT 

POWER SALES CONTRACTS? 

Generally, it was wise for both the Southern Company and Gulf Power 

to temporarily sell off capacity in new baseload units to other utilities 

under Unit Power Sales agreements. This strategy was especiaJJy sound 

during the early yean when expensive new capacity came on-line, since 

the UPS contracts covered most, if not all, of the full marginal costs of 

the new units. 
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Nevertheless, in completing construction of these new baseload 

unia long before they were needed to serve the Southern Company's 

own load in 3D economical manner, and in signing UPS contracts to get 

rid of this uneconomical capacity, th~ member companies of the 

Southern Company were all taking a significant business risk. The risk 

was that one or more of these UPS contracts would fall through or 

somehow be abrogated, and the uneconomical baseload capacity would 

return to the use of its owner. Unfortunately, this risk became a reality 

in July 1988, when the Gulf States Utilities UPS contract completely 

collapsed, and the Southern Company members stopped delivering 

power to GSU. This contract currently is in litigation. 

WOULD YOU EXPLAIN IN MORE DETAa WHAT YOU MEAN 

BY "BUSINESS RISK"? 

Yes. Equity investors in any utility company take the risk that the 

utility's business itself might suffer some downturn or reduction in 

earnings. This is the "business risk" in investing. Because of the 

possibility of loss, or diminution of value, investors expect and usually 

receive a rate of return at a premium over that earned by investments 

that are risk free. In this case, Gulf Power and Southern Company 

investors were assuming business risks associated with transactions 

extending beyond their normal retail utility business. 
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Q. 

A 

Business risks typically include changes in demand for a product, 

cost ovemms, errors of management, resource shortages and, more to 

the point here, breach of contract by sellers or purchasers. No investor 

in tbe equity securiqes of an ongoing business should reasonably expect 

to be insulated from all such risks. 

In particular, if Gulf Power's ratepayers were r~.quired by the 

Public Service Commission to absorb such risks-and thereby insulate the 

stockholders of the Southern Company from them-these ratepayer5 

would function, in effect, as insurers. In this case, they would be 

insuring against a collapse of the Gulf Statel UPS contract. This is not 

a proper role for ratepayers to assume, unless the allowed rate of return 

for Gulf Power excluded a business risk premium which, of course, it 

does not. 

IF IT WAS A SOUIHERN <X>MP ANY MANAGEMENT DECISION 

TO BUllD EXPENSIVE NEW <X>AL UNITS PREMATURELY, 

WHO SHOUlD NOW PAY FOR TiiiS UNNEEDED CAPACITY? 

H a business risk such as that descnbed above to overbuild the baseload 

generating system was taken by the management of the Southern 

Company, then its stockholders must bear all the consequences of taking 

such a risk. Thus, thC" stockholders of the Southern Company must bear 

all the cost consequences of the collapse of the GSU contract. If the 
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1 Company can recover damages from GSU in court, then it should be 

2 allowed to keep those damages for 1990 and beyond for its stockholders 

3 (up to the extent of any regulatory adjustment made by the Florida PSC 

4 in this docket). 1-{owever, Gulf Power ahould not expect that the retail 

5 ratepayers should bail it out of a difficult financial situation which 

6 resuJted directly from a clear business risk taken by management. 

7 It is 4lso important to remember that the stockholders have 

8 already benefitted substantially from all the UPS sales made since 1983, 

9 by having made greater profits than they would have !Dade if the new 

10 baseload coal units involved in the UPS sales had never been built. Any 

11 losses that the stockholden now face must be considered in this context 

12 of past gains. This is especially true in light of the fact that the 

13 Southern Companies have recently succeeded in contracting for new Unit 

14 Power Sales to run from the year 1993 through 2010, during which time 

15 the stockholders will again earn profits from their investments in the 

16 plants from which the UPS sales are made. 

17 

18 

19 

20 

21 

Q. 

A 

PLEASE DESCRIBE THESE NEW UPS SALES CONTRACI'S 

SIGNED BY THE SOUTHERN COMPANY. 

Certainly. These extremely important~ UPS contracts were signed by 

the Southern Company operating utilities during the period from July 19, 

1988 through August 17, 1988. These contracts are for up to 400 MW 
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1 of power to be delivered to the florida Power Corporation, 900 MW of 

2 power to be delivered to florida Power and Light, and 200 MW of 

3 power to be delivered to the Jacksonville Electric Authority during the 

4 pe{iod from June 1, 1993 through May 31, 2010. Gulf Power's share of 

S these purchases would i.nYolve a maximum of 212 MW of power from 

6 the Scherer 3 unit by June 1, 1995, with deliveries starting at up to 51 

7 MW to JEA and FP&L on June 1, 1993. 

8 Q. DOES THE EXISTENCE OF TIIESE NEW UPS CONTRACfS 

9 MEAN 1HAT GULF POWER WilL WlTI-JIN JUST A FEW YEARS 

10 

11 

12 

13 

14 A 

BE SEUJNG ITS SCHERER 3 CAP A CITY TO 011-IER liTILITIES 

FOR UP TO 17 YEARS JUST WHEN TiiAT CAPACITY MIGHT 

START TO BECOME COST EFFECfiVE TO SERVE GULF 

POWER'S TERRITORIAL LOAD? 

Yes. Exlubit _(RAR-2) shows the results of adding together Gulf 

15 Power's UPS commitments under its old UPS contracts with its 

16 commitments under the three new UPS contracts. All of these 

17 commitments come from the Scherer 3 unit, of which Gulf owns 212 

18 MW (at the unit's highest likely rating). This exhJbit shows that the 63 

19 MW that is available during the test year 1990 from Scherer 3 to serve 

20 Gull Power's own load will be reduced to only 11 MW by June 1992. In 

21 essence, then, the 63 MW portion of Scherer 3 that Gulf Power is 
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1 proposing to put into its rate base in this case will not be available to 

2 serve its retail load between June 1995 and the year 2010. 

3 H we take these new contracu as a given, then it is clear that 

4 ther~ is no economic justification for Gulf Power to include any capacity 

5 from Scherer 3 in its rate base in 1990. Inclusion of this capacity in rate 

6 base during the period from January, 1990 through June 1993, when it 

7 will again begin to be phased out of serving retail load, is un lilcely to be 

8 cost effective for ratepayers. (See Section IV for a more comple:e 

9 statement of this argumenL) HIt were cost effective to ratepayers for 

10 Scherer 3 capacity to be in rate base from 1990 to 1993, then it would 

11 be~ cost-effective after 1993 (as the plant depreciates but other 

12 costs escalate) and it wouJd suggest that the new UPS contracts which 

13 Gulf Power signed were imprudent! 

14 In fact, however, u is clear from the data in the Southern 

15 Company Intercompany Interchange Contract for 1990 that using the 63 

16 MW of Scherer 3 capacity to serve Gulf Power territorial load in the 

17 1990 test year is not cost effective. The degree to which the Scherer 3 

18 capacity is not economical during the 1990 test year is the basis for my 

19 rate adjustment, as described above. 
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Q. 

A 

IV. REVIEWOFCURRENT 

GULF POWER SUPPLY PLANS 

WOUlD YOU PLEASE DESCRmE 11iE CURRENT 

RELATIONSHIP BETWEEN PEAK DEMAND AND THE 

GENERATING RESOURCES AV AnABLE TO MEET THAT 

DEMAND ON niE GULF POWER SYSTEM? 

According to the response to Citizens' interrogatory #279, the Gulf 

Power Company is projecting a peak demand of 1150 MW for the 

10 summer of 1990. This peak demand is expected to occur in July. On 

11 the supply side, Gulf Power will have a system peak hour capability of 

12 about 2286 MW from iu fossil fueled steam uniu, and another 36 MW 

13 from the Smith A combustion turbine uniL Combined with about 21 

14 M'V of power from the Southeastern Power Administration (SEP A), 

15 Gulf Power will thus have a total peak hour supply capability of 2343 

16 MW. From this total capability we must then subtract the 149 MW of 

17 power from portion of the Scherer 3 unit owned by Gulf Power that will 

18 continue to serve the Unit Power Sales. This leaves a net capability for 

19 Gulf Power for meeting peak hour demand of 2194 MW. 
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1 Q. BASED ON nns BALANCE BETWEEN SUPPLY AND DEMAND, 

2 WHAT RESERVE MARGIN WD.J... GULF POWER HAVE DURING 

3 TilE PEAK PERIOD OF Tim TEST YEAR 1990? 

4 A H the net peak hour supply capability of 2194 MW is divided by the 

5 projected July 1990 peak hour demand of 1750 MW, then, a reserve 

6 margin of 25.4 percent results. This figure compares with the 1990 

7 figure of 25.5 percent in Mr. Parsons' Late Filed Exlubit No. 1. 

8 Q. GULF POWER WAS PLANNING TO CONTINUE TiiE UPS SALES 

9 TO Tilli GSU SYSTEM UNTIL MAY 1992 WHAT WOULD THE 

10 

11 

OOMPANrS RESERVE MARGIN HAVE BEEN DURING TI IE 

TEST YEAR 1990 IF TIIESE UPS SALES HAD CONTINUED? 

12 A In order to determine what G .Jf Power's reserve margin would have 

13 been bad the GSU UPS sales continued, we simply need to subtract the 

14 150 MW of capacity that served that UPS load from the total capacity of 

15 2194 MW now available in 1990 to get 2044 MW. Dividing by the 

16 Company's peak load in July 1990 of 1750 MW, we obtain a reserve 

17 

18 

19 

20 

margin of 16.8 percent. Gulf Power presumably believes that it would 

have been prudent to have continued the UPS sales to the GSU system 

through 1990 (if GSU bad not refused to pay for the power). Therefore 

it follows that Gulf Power would have found the resultant reserve margin 
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Q. 

A 

Q. 

calculated using Mr. Parsons' methodology of 16.8 percent acceptable for 

maintaining system reliability. 

WHAT RESERVE MARGINS IS 11ffi OOMPANY PLANNING TO 

HA VB BETWEEN NOW AND 1995, WHEN IT PLANS TO 

COMPLETE A NEW 126 MW COMBUSTION TURBINE? 

According to the Company's Resource Expansion Plan 90A1 provided in 

respo~ to Otiz.ens' interrogatory #94 in this case (see 

Exh•bit_(RAR-3)), Gulfs projected reserve margin decreases from 25.5 

percent in 1990 to 15.3 percent in 1993, when sales of Gulfs portion of 

Scherer 3 will commence. This reserve margin drops even further-to 

13.7 percent-in 1994. Even after the first new 126 MW combustion 

turbine peaking unit is put on-line in 1995, the projected reserve margin 

is only 16.4 percent. Note that these results for reserves follow the 

period from 1990 through 1992, during which time the Gulf Power 

Company is planning its generating system to have an average reserve 

margin of nearly 22 percent. Despite the additions of four additional 

126 MW peaking units, one 129 MW intermediate-load unit, and "active 

demand side options•, Gulfs planned reserve margin averages only about 

14 percent over the period 1993 through 2010. 

WHAT WOUlD BE AN ADEQUATE RESERVE MARGIN FOR 

1HE GULF POWER SYSTEM FOR 1990, AND BEYOND? 
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1 A Based upon my experience analyzing the system reliability of a wide 

2 range of electric power systems, and based on the high availability of the 

3 Southern Company's generating units, I believe that a 15 percent 

4 required reserve margin would be adequate for 1990 and be:·ond, for 

5 both the Southern Company syatem, and the Gulf Power system. (In its 

6 filing in Docket No. 880004-EU-A the Southern Company stated that its 

7 "effective forced outage rates (EFOR's) are significantly below industry 

8 averages" (p. 162). This fact resuJted in average plant availability on the 

9 Southern system in recent yean of about 89 percent, which indicates a 

10 very reliable system. Even if one allows some additjonal planning 

11 flexJbility to meet the uncertainty in peak load due to the variability of 

12 the weather, and other planning uncertainties, a plannina reserve margin 

13 of no more than 18 percent certainly would be adequate for 1990, and 

14 for the long run. This level of reserves is well above what Gulf Power is 

15 currently planning for through 1995. 

' 
16 Q. WHAT RESERVE MARGIN DOES TiiE GULF POWER COMP\NY 

17 USE FOR PLANNING PURPOSES OVER TIIE LONG RUN? 

18 A According to the Company response to Citizens' interrogatory #94 in the 

19 current case, Gulf Power's resource expansion plan is based on a 

20 minimum 20 percent plannina reserve mar&in guideline, while actual 

21 capital expenditures for capacity addjtions have been limited to a 16 
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' I 

1 percent planning reserve margin. As Gulf Power stated in response to 

2 Citizens' interrogatory #145 in Docket No. 88-004-EU-A, however, the 

3 Company does not plan on, or operate on, the basis of a separate 

4 reserve margin from the Southern Company system as a whole. In 

5 response to Citizens' interrogatory #146 in the same case, the Company 

6 states that the Southern system utilizes two planning guidelines. The 

7 first is a ~25 percent reserve margin guideline, where "it should be 

8 emphasized that the 20% reserve margin is a Jon~ tenn guideline only 

9 [emphasis added). It is not used by Southern as a mandatory point at 

10 which capacity additions will be added." The second guideline depends 

11 on a measure of generating system reliability, and is an expected 

12 unserved energy (EUE) guideline. This EUE criterion contrasts with the 

13 

14 

15 

16 

17 

18 

19 

20 

21 

Q. 

A 

more common loss-of-load probability or l..Ol.P criterion. Based on 

system reliability studies performed in the early to mid-1980s, Southern 

bas decided that an EUE measure of less than 0.02 percent should be 

maintained. 

WHAT WOUI.D THE REQUIRED RESERVE MARGIN BE FOR 

THE SOliTHERN COMPANY SYSTEM IF IT WERE DESIGNED 

TO MAINTAIN AN EUE CRITERION OF 0.02 PERCENT? 

This question can be answered approximately by referring to the 

"Southern Studies Form 2.2, page 3" which was filed in September 1988 

30 



1 in Docket No. 88()()()4..EU-A This form is reproduced here as Exhlbit 

2 _(RAR-4). On this table we can see bow the annual EUE calculated 

3 for a given reserve margin compares to the Southern Company's 0.02 

4 percent criterion. For example, in 1988 there was a reserve margin of 

5 15.4 percent on the Southern system. This reserve margin yielded on 

6 EUE figure of 0.00025 perceat, which is 80 times siiiilller than the EUE 

7 criterion. This result indicates that the required reserve margin cot tld be 

8 considerably lower than 15.4 percent, and the 0.02 percent criterion 

9 would still be met. 

10 Similarly, the EUE that Southern has calculated for future years 

11 when the reserve margin is expected to be about 20 percent, is never 

12 higher than 0.00144 percent, which is still almost 14 times lower than it 

13 needs to be according to the Company's reliability criterion. While I do 

14 not know, and the Company does not explain, why uae EUE measure 

15 changes as much as it does from year to year, the general conclusion 

r 
16 that one can reach from an examination of Exhlbit _(RAR-4) is that a 

r 

17 

18 

20 percent reserve margin is significantly higher than is required by the 

Southern Company's own reliability criterion. (This conclusion assumes, 

t 19 of course, that the EVE value is computed properly, an assumption 

, 20 which requires review in light of the significant year-to-yeaz variability in 

21 

r 
the EUE results.) This conclusion is also consistent with my view that 

, 

I 
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1 given the high equivalent availability of the Southern Company system, a 

2 l.S percent reQuired re~erve margin, and at most an 18 percent plannini 

3 reserve margin, would be appropriate. 

4 Q. IF AN 18 PERCENT Pl.ANNING RESERVE MARGIN WOUlD BE 

S QUITE ADEQUATE FOR GULF POWER FOR 1990, DOES TIIIS 

6 IMPLY TIIAT 1HERE Wll.L BE EXCESS CAPACITY ON THE 

7 GULF POWER SYSTEM DURING TilE TEST YEAR? 

8 A Yes. Based on an 18 percent reserve margin as being more than 

9 adequate for the Gulf Power system for the test yr-ar 1990, the Company 

10 would be planning to have 25.5 percent minus 18 percent, or 7.5 percent 

11 in excess reserves that cannot be justified on the basis of preserving 

12 adequate system reliability alone. This translates into excess capacity of 

13 at least 131 MW. 

14 This amount of excess capacity consists of most of the extra 150 

15 MW of the capacity from the GSU Unit Power Sales contract that 

16 reverted to Gulf Power for use to serve territorial customers in July 

17 1988. Of course, prior to 1988 Gulf Power was planning to meet its 

18 load responsibility to the Southern Company system without the 150 MW 

19 of capacity assigned to GSU under contract. 

20 H instead of an 18 percent reserve margin, the Company's long 

21 run planning reserve margin of 20 percent were used to determine the 
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Q. 

A 

amount of excess capacity in 1990, there would still be about 110 MW of 

excess capacity. 

DO YOU HAVE ANY OTHER EVIDENCE WHICH LEADS YOU 

TO BELIEVE TIIAT TilE 63 MW OF SCHERER 3 CAPACITY 

REPRESENTS EXCESS ON TiiE GULF SYSTEM IN 1990? 

Yes. This evidence is based on the Company "Monthly Estimated Load

Capacity Comparison" forms provided in response to Otizens' 

interrogatory #280-J. These forms are part of the filing that the 

9 Southern Company makes to FERC each year based on a variety of 

10 projections that it makes for its system. On these forms, which are 1990 

11 projections, Gulf Power plans to be selling other Southern Company 

12 members at least 100 MW of capacity under the pool's capacity 

13 equalization provisions during July 1990, when the Gulf Power system 

14 reaches it annual peak demand, and during Aug\b' 1990, when the 

15 Southern Company system reaches it annual peak demand. These 

16 

17 

18 

19 

20 

21 

Q. 

projections are consistent with my findings that in 1990 Gulf Power will 

have more than 100 MW of excess capacity. 

YOU HAVE SAID TIIAT GULF POWER OOUID NOT JUSTIFY 

ITS EXCESS CAPACITY ON THE BASIS OF NEEDING TO 

PRESERVE ADEQUATE SYSTEM RELIABILITY. IS TiiERE ANY 

01HER REASONABLE JUSTIFICATION FOR HAVING THIS 
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A 

CAPACITY ON niB GULF POWER SYSTEM AND IN ITS RATE 

BASE DURING 1990? 

No. The only other significant rationale that might possibly justify the 

use of the capacity freed up from the GSU e;ontract on the Gulf Power 

system to serve retail load would be if it were economically favorable to 

the ratepayen of Gulf Power to do so. To be economically favorable 

means that it would have to be Jess expensive to ratepayers to have this 

capacity on the system in either the short or the long run, than not to 

have it on the system at all. In considering whether or not thls is true 

for the 150 MW that reverted to the Gulf system from the GSU contract 

(and for the other 19 MW of Scherer 3 capacity owned by Gulf Power 

but never put in rate base), one must consider the two basic components 

of this capacity separately, the Daniel 1 and 2 capacity and the Scherer 3 

capacity. 

In 1990, the depreciated cost of Daniel capacity is less than both 

the Southern Company pool average and the cost of a new peaking unit. 

Because it is less costly to have the Daniel capacity in the Gulf Power 

rate base than to purchase pool capacity from other Southern Company 

members under the Intercompany Interchange Contract, it is clearly 

economical to utilize the Daruel capacity to serve Gulfs territorial 

ratepayers. 
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10 

11 

12 

13 

depreciated and thus cheaper than other alternatives would inclusion in 

rate base be economical. 

In summary, because the Scherer 3 capacity will not be 

economical for Gulf Power ratepayers prior to being sold off-system, 

ratepayers should not bear tne higher up-froLt capacity costs of this 

relatively undepreciated capacity now. They would typically have this 

obligation for a new coal plant like Scherer 3 if the unit were to remain 

in service to ratepayers after the economic benefits in the long run 

compensated them for the high front-end costs in the early years. With 

Scherer 3, however, this compensation cannot occur until after the new 

UPS contracts terminate in the year 2010, if at all, which is too 

speculative a basis for including this capacity in the Gulf Power rate base 

now. 
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3 

V. ANALYSIS OF COMPANY'S RATEBASING 

PROPOSAL FOR TEST YEAR 

4 Q. HOW MUCH ADDmONAL GENERATING CAPACITY HAS THE 

S COMPANY PROPOSED TO INCLUDE IN ITS RATE BASE FOR 

6 1HE TEST YEAR? 

7 A The Company has proposed to add 233 MW of Daniel 1, 234 MW of 

8 Daniel 2, and 63 MW of Scherer 3 capacity to its retail rate base in this 

9 case. A3 stated above, of the 63 MW of Scherer 3 rnpacity, 44 MW had 

10 been used to serve the GSU sale until JuJy 1988. Since the unit came 

11 on-line in January 1987, Gulf Power did not choose to apply for recovery 

12 of its investment in the remaining 19 MW of Scherer 3. 

13 Q. IN UGIIT OF YOUR ECONOMIC AND RELIABll..ITY ANALYSES 

14 PRESENTED IN SECTIONS ID and IV ABOVE, HOW MUCH OF 

15 TillS ADDmONAL GENERATING CAPACITY SHOUlD BE 

16 

17 

18 A 

INCLUDED IN GULF POWER'S RET AIL RATE BASE DURING 

THE TEST YEAR? 

I recommend that none of the 63 MW of Scherer 3 capacity be included 

19 in Gulf Power's retail rate base in 1990. Even if this 63 MW of Schere1 

20 3 capacity is excluded from the calculation of the Gulf Power reserve 

21 margin for the test year, that reserve margin will still be more than 
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I 19 

I 20 

21 

I 
I 
I 

adequate a! 21.8 percent, indicating that excess capacity beyond the 63 

MW ~till exists on the system. 

Q. ON THIS BASIS, HOW MUCH WOUlD 11-IESE RETAil.. RATE 

BASE EXCLUSIONS BE, AND WHAT WOUlD Tiffi REDUCfiON 

IN REQUIRED REVENUES BE, FOR Tiffi TEST YEAR? 

A. On this basis, the retail rate base exclusion related to the 63 MW of 

Scherer 3 capacity would be about $SS.3 million, including working 

capital. Because of the nature of the Southern Company system capacity 

equalization methodology as approved by FERC, it is necessary to ad':i a 

credit to the Company of $4.94 million, for sales to other Southern 

Company members from this capacity. (See Extubit_(RAR-6) for a 

calculation of this credit.) If other expenses relating to the operation of 

Scherer 3 are also reduced on a pro-rata basis, then the reduction in 

required revenues for ret3il customers LS about $3.6 million. These 

figures were provided to me by Mr. Larkin, another witness for the 

Office of the Public Counsel in this case. 

Q. IN Tiffi EVENT THAT Tiffi COMMISSIO:-l APPROVES TilE 

COMPANY'S APPLICATION FOR INCLUSION OF TilE 63 MW OF 

SCHERER 3 CAPACITY IN RATE BASE, WHAT RATEMAKING 

TREATMENT ~OULD BE REQUIRED REGARDING REMOVAL 

OF TillS CAPACITY FROM RATE BASE ONCE IT NO LONGER 
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IS AV.o\ll.ABLE TO SERVE TERRITORIAL LOAD BEGINNING IN 

1993? 

If the Florida PubUc Service Commission allows Gulf Power to include 

the 63 MW of Scherer 3 capacity in its rate base in 1990, I recommend 

that the Commission also require Gulf to file a rate case in 1992, prior 

to the commencement of the 17-year period in which up to 212 MW 

(Gulfs entire ownership portion) of Scherer 3 capacity will be sold off

system. This capacity should be removed from the Company's rate base 

as it becomes uoavaOable to serve territorial load, and not at some 

future date determined when Gulf Power decides to file another rate 

case. 
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VL ANALYSIS OF COMPANY'S TEST 

YEAR SALES FORECAST 

4 Q. PLEASE BEGIN TinS PORTION OF YOUR TESTIMONY BY 

5 EXPLAINING HOW YOUR DISCUSSION OF FORECASI1NG IS 

6 ORGANIZED. 

7 A My discuuion of forecasting in this section focuses on the Company's 

8 

9 

forecast of retail aalea for the test year 1990, as presented in the 

testimony and exhibits of Mr. KiJgore. My aim is to view the basis fo;-

10 and reasonableness of this forecast. To that en~ I will first review the 

11 accuracy of the Company's previous forecasting results, and then I will 

12 discuss appropriate changes to the short-term forecast. 

13 Q. HAS THE COMPANY'S SHORT-TERM FORECASTING PROVED 

14 ACCURATE IN THE PAS'f? 

15 A Although the accuracy of the Company's short-term forecasting has 

16 improved over the past severaJ years, it has not proved consistently 

17 accurate through the 1980s. In Exlubit_(RAR-7) I have summarized 

18 data regarding the Company's short-term sales and customer forecasts 

19 for 1983 to 1989. This is the same type of information Mr. Kilgore 

20 relied upon in his discussion of forecasting accuracy. The data in the 

21 exhibit show the following: 
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Q. 

A 

1. 

2. 

The Company's forecasts have been fairly accurate in the 

past on an average buiJ although not on a year-to-year 

balil; and 

Past forecasts of sales for o.ne year into the ~ture have 

exlubited a tendency to underestimate actual sales growth 

for the next year. 

PLEASE DISCUSS 1HE RESULTS IN EXHIBIT_(RAl~-7) IN 

MORE DETAIL. 

The data on Sheet 1 of Exhibit_(RAR-7) are taken directly from Mr. 

10 Kilgore's Schedule 4 and ita extensions, provided by the Company on 

11 discovery. Sheet 1 ahows that there have been consistent divergences 

12 between the Compa.ny's forecasts of sales and the actual levels of these 

13 sales. This exhlbit shows that the Company has underestimated actual 

14 sales in six of the last seven years. Nevertheleu, the Company•s average 

15 forecast of an annual increase of around 340 GWH for one year into the 

16 future has been approximately ~on-target. Note from Sheet 2 that since 

17 1983 the smallest annual increase in actual sales has been 260 GWH. 

18 Q. WHAT ABOtrr TilE COMPANY'S BASE RATE REVENUE 

19 FORECASTS? 

20 A In five out of the last seven years, the Company forecast of Base Rate 

21 Revenues bas been less than actual Base Rate Revenues for the next 
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Q. 

A 

Q. 

A 

year. Thus the Company has generally ended up better off than 

expected. 

OOES SHEET 1 PROVIDE 1HE ONLY USEFUL MEASURE OF 

TiiE ACCURACY OF THE COMPANY'S FORECAST? 

No. In order to determine how accurate the Company's forecast of 

demand growth has been, one should also compare forecast .arowth with 

actual growth, as is done on Sheet 2. There llhow the Company's 

forecasts of year-to-year growth and the actual year-to-year growth, for 

the period 1983 to 1989. This information was computed from data 

provided by Mr. Kilgore. ~ the exlubit shows, the Company's errors in 

forecasting growth have consistently been quite large from year to year. 

WHY IS IT APPROPRIATE TO FOCUS ON 1HE AMOUNT OF 

GROwrH WHEN ASSESSING 1HE ACCURACY OF TiiE 

COMPANY'S FORECASTING MEnlO OS? 

The reason is simple. Any forecast of sales or number of customers 

involves a small change in a large number. Actual growth will involve a 

small change in the same large number. Compared to the large number 

for the base year with which one begins, the difference between forecast 

growth and actual growth will always be fairly small, independent of the 

quality of the forecasL This is equally true whether the "large number" 

one begins with is the number of customers or the sales in a given year. 
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Q. 

A 

Q. 

In order to assess the accuracy of a forecast of IUVwth one must 

separate the magnitude of the starting point, which is very large, from 

the size of the growth forecasted and experienced, both of which are 

fairly small. That ia what is done on Sh~t 2. 

DO 1HE DATA IN EXHIBIT_(RAR·7) PROVIDE AN 

INDICATION OF 1HE SIZE OF TiiE COMPM'Y'S HISTORICAL 

TENDENCY TO UNDERESTIMATE FtiTURE SALES 'GROWil-1? 

Yes, they do. This informatio'l is developed on Sheet 1 of the exhibit. 

There I show that, on average, the Company's sales estimates have been 

about 2.5 percent too low from 1983-1989. Hone looks at the last three 

yean, the average error is less, but it still averages about 1 percent too 

low. In setting up Sheet 1, I have followed Mr. Kilgore's terminology in 

his Schedule 4. In particular, in the portion of my exhJbit dealing with 

sales, under the heading "% Deviation" I show the extent to which actual 

and weather adjusted sales have differed in the Company forecasts of 

sales for 1983 to 1989. The data on Sheet 1 show that, in most cases, 

actual and weather.adjusted sales have "deviated" above the Company's 

forecast. 

WHAT LEVEL OF RETAIL SALES GROwnf IS THE COMPANY 

FORECASTING FOR 1990? 
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1 A. AJ I have shown in sheet 3 of Exhibit_(RAR-7), Gulf projects total 

2 retail sales of 7699 GWH in 1990. This figure represents an increase of 

3 only 124 GWH (or 1.7 percent) over the 1989 sales level. In 

4 comparison, weather-adj~ted retail sales actually grew at approximately 

s 4.6 percent, or 318 GWH, per year between 1986 and 1989. 

6 Q WHAT LEVEL OF RETAIL SALES GROWfH IS THE COMPANY 

7 FORECASTING FOR THE MEDIUM TERM AFTER 1990? 

8 A. The Company's medium term forecast, i.e. from 1990 through 1993, 

9 projects an annual rate of growth in retail sales of approximately 2.6 

10 percent, or an approximate increase of 204 GWH per year. While this 

11 increase would be lower than actual growth in any year since 1983, it 

12 would be about 78 GWH above the forecast for 1990. 

13 IN FORECASTING SALES GROWIH OF 124 GWH FOR 1990, DID 

14 MR. KILGORE ASSUME 1HE AcruAL RATE INCREASES 

15 (NAMELY THE INTERIM RATES) APPROVED BY THE FLORIDA 

16 PSC FOR 1990, OR DID HE ASSUME TiiAT 1HE COMPANY'S 

17 ORIGINAL RATE REQUEST WOUlD BE ADOPTED BY THE 

18 COMMISSION? 

19 A. In calculating that Gulf Power retail sales would increase by 124 GWH 

20 during 1990 Mr. GiJgore uaumed that the full rate increase originally 

21 requested by the Company would be implemented. However, the 
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Commission did not approve this full increase of $26.3 million for 

interim rates. Lower rates were approved. Since the Company's 

methodology for projecting sales growth for the residential and 

commercial customer cl~ utilize a short-run price elasticity effect, this 

means that sales will likely be higher during 1990, since the interim rate 

increase approved by the Commission was lower t.han Mr. Kilgore 

auumed in computing his test year sales forecast 

Q. HOW MUCH OF THIS 80-GWH DIFFERENCE BETWEEN MR. 

KILOORE'S 1990 RETAIL SALES FORECAST AND HIS MEDIUM 

TERM FORECAST AVERAGE MAY BE EXPLAINED BY SUCH 

PRICE ELASTICITY EFFECI'S? 

A. According to Mr. Kilsore's Late Filed Extubit No. 1, an increase in sales 

of approximately 19 GWH may be justified on the basis of price 

elasticity effects during 1990 that are likely to occur. This cxlubit 

compares Mr. Kilgore's original test year forecast to model results 

assuming actual Gulf Power prices through March 1990 and the interim 

rate increase in effect for the r~t of the year. It shows that likely 

residential sales exceeded the test year forecast by approximately 14 

GWH due simply to the earlier incorrect forecast for electricity prices 

for 1990. For commercial sales this figure was approximately 5 GWH, 

for a total of 19 GWH increase in the sales forecast. 
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Q . IN UGfiT OF YOUR ANALYSIS, HOW WOUlD YOU 

RECOMMEND TiiAT 1HE OOMPANY'S FORECAST BE 

TREATED BY Tim OOMMISSION? 

A I recom.m~d that Gulf Power Company's forecast of retan sales for 

1990 be adjusted CO reflect the average medium-term rate of growth-204 

GWH. The absolute aaJes level forecast in 1990, then, would 'be 1n9 

GWH rather than 7699 GWH. In percentage terms, this increase 

represents about a 1.0 percent adjuatment to the 19'JO sales forecasL 

Q. WOUlD YOU PLEASE SUMMARIZE WHY YOU FIND THIS 

ADJUSTMENT REASONABLE? 

A I find this adjustment to the Company's test year sales forecast to be 

reasonable for two reasons. First, as shown by the data on Sheet 1 of 

Ex!ubit_(RAR-7), the Company has tended to under-forecast year-to-

year sales growth in the pasL Second, consideration of the curr .;nt 

forecast shows that some degree of underforecasting is quite likely to 

occur again for the test year, 1990, since that forecasted increase is 

unprecedented since 1983 in being so low. In addition, as discussed 

aboYe, Mr. Kilgore stated during his deposition that be had assumed 

higher increases for the price of electricity in his econometric forecast 

equations than actuaDy occurred for 1990. This would tend to have 

unreuouably depressed projected demand by about 19 GWH. Finally, I 
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Q. 

A 

believe it is more appropriate to use the average sales growth forecast 

by the Company over the next few years for the 1989-1990 growth, as 

well, in case the Company docs not fi1e a new rate case again in the 

near fu~. Using the Company's own somewhat higher forecast for the 

medium term (1990-1993) will decrease the likelihood of overcollection 

after the test year is over if a new rate case is not filed. 

DOES nns CONCLUDE YOUR TESilMONY? 

yes, it does. 
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Ph.D.: 
M.A: 
B.S.: 

RICHARD A. ROSEN 

Executive Vice-Prelident 
Tenus Institute 

Research ScientiJt 
Energy SysteiDJ Research Group 

Education 

Physics, Columbia University, 1974 
Physics, Columbia University, 1969 
Physics and Philosophy, M.I.T., 1966 
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Sheet 1 of 13 

1977-present: Energy Systems Research Group. Responsibility for a broad range of research 

on industrial energy conservation; electric generation planning issues; and 

modelling studies of long-range electric deman~ utility system reliability, 

electric demand curtailment, and district beating systems. 

1978-1980: Consultant to Brookhaven National Laboratmy. 

1979: Consultant to the National Academy of Sciences, Pueno Rico Energy Study 

Committee. 

1976-1978: Assistant Physicist, Eronomic Analysis Division, National Center for the 

Analysis of Energy Systems, Brookhaven National Laboratory. 

1974-1976: National Research Council - National Academy of Sciences Resident 

Research Fellow, Goddard lnstitu!e for Space Studies, New York. 

1973: Instructor, Putney • Antioch Graduate SchooL 
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Michigan Public 
Service Commission 

Vermont Public 
Service Board 

Pennsyhrcutia Public 
Utility Commission 

Florida Public 
Service Commission 

Federal Energy 
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CommissiOn 

Public Service 
Commission of the 
District of Columbia 
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TatimoaJ 
Cue or 
Docket No. Date Topk 

U-9458 Feb. Implications of excess capacity on the Indiana 

(ESRG 89- 1990 Michigan system for the costs that should be 

158) included in the Company's 1990 PSCR plan. 

5330 Dec. Presentation of results of ESRG Study: The 

(ESRG 89- 1989 Role of Hydro-Quebec Powu in a Least-Cost 

078) EMrg ~ Pian fol VmnonJ. 

Feb. Further Testimony 

1990 in above Docket 

Feb. Surre~uttal Testimony 

1990 in above Docket 

R-891364 Oct Recommendations regarding the proper 

(ESRG 89- 1989 ratemating treatment for PECo's Limer.ck 2 

90A) nuclear unit-

881167-EI May Ratebase Treatment of Gulf Power 

(ESRG 89- 1989 Scherer 3 Capacity 

034) 

ERSS-630- Apr. Pass Through of Performance Incentive 

000 (ESRG 1989 Program Charges by New England Power 

88-153) Company 

Formal Case Feb. Evaluation of the Need and Justification 

No.m 1989 for 210 MW Cfs at Benning Road Site 

(ESRG 88- Proposed by PEPCO 

1280) 

(ESRG88- Mar. Rebuttal Testimony 

128E} 1989 
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Michigan Public U-8871 Apr. Review of the Appropriate Avoided Costs 

Service Com.m.ission (BSRG 1988 for the CPCo System 
88-32) 

(FSRG 
88-32A) 

Aug. Rebuttal Testimony 
1988 

Maine Public 87-268 Apr. Review Related to the Staffs EvaJuation 

Utilities Commision (ESRG 1988 of the Desirability of the Purchase of Power 

from Hydro Quebec Proposed by Central 

MaiDe Power 

Pennsylvania Public 
Utility Commission 

Pennsylvania Public 
Utility Commission 

Michigan Public 
Service Commission 

Pennsylvania Public 
Utility Commislion 

Federal Energy 
Regulatory 
Commission 

87-30A) 

87-268 Aug. Supplemental Teatimony 

(ESRG 87- 1988 
30Al) 

M-870111., Feb. 

G-870087 1988 
G-870088 
(ESRG 88-01) 

Review of Pennsylvania Power Company's 

Requested Recovery of Purchased Power 

Costs 

R-870732 
(ESRG 
87-80) 

Nov. Iuvestigation into Pennsylvania Power 

1987 Company's Share of Perry 1 Nuclear Unit 

and Assessment of Physical Excess 
Capacity. Direct and Rebuttal Testimony. 

U-7830 Dec. 
(ESRG 8S- 1987 
35E) 

R-8706S1 Oct. 
(ESRG 87- 1987 
SOD) 

Review of the Application of Consumers 

Power Company to Recover Its Midland 

Investment 

Inveatigation in'&O Whether Perry 1 and 

Beaver Valley 2 Capacity Is 
EconomicaDy Used and Useful on the 

Duquesne System. 

ER~ 

694-001 
Sep. Analysis of NEPOOL's PIP Program on 

1987 Behalf of Maine Public Utilities 

Commission 
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Maine Public 86-242 June Investigation of Reasonableness of Rates 

Utilities Commiuion 1987 

Aug. Surrebuttal 
1987 

Marylamd Public 7972 Feb. Investigation by the Commission ot the 

Service CollllDiaion 1987 Justness and Reasonableness of the Rates 

of Potomac Electric Power Company 

Arizona Corporation U-1345- Feb. Concerning the Prudence of Palo Verde 

Commiuion SS-367 1987 Investment 

Michigan Public U-8578 Jan. Power Supply Cost Recovery Plan for 

Service Commission 1987 Detroit Edison 

Michigan Public U-8S8S Jan. Power Supp&y Cost Recovery Plan for 

Setvice Commiuinn 1987 Upper Peninsula Power Company 

Pennsylvania Public R-860378 Sep. Economics of Duquesne Light Company's 

Utility Commission 1986 Share of Perry 1 

Nov. Surrebuttal 
1986 

Pennsylvania Public R-8S0267 Sep. Economics of Penn Power's Share of 

Utility Commission 1986 Perry 1 

Nov. Surrebuttal 
1986 

Mar. Supplemental 
1987 

Michigan Public U-8348 July Palisades Performance Standards 

Service Commission 1986 

Michigan Public U-8291 Apr. Power Supply Cost Recovery Plan for 

Service Commiuion 1986 Detroit Edison 

Michigan Public U-8286 Feb. Power Supply Cost Recovery Plan fm 

Se~ Commission 1986 Consumen Power 
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Michigan Public U-8297 Jan. Power Supply Cost Recovery Plan for 

Service Commission 1986 Upper Peninsula Power Company 

Michigan Public U-828S Jan. Power Supply Cost Recovery Plan for 

Service Commission 1986 Indiana &t Michigan Company 

Division of Public 85-2011-01 Jan. Construction of a Transmission Une and 

Utilities, Dept. of 85-999-08 1986 Transmission Facilities in Southwestern 

Business Regulation Utah 

New York Public 28252 Oct. Shoreham· Rate Moderation 

Service Commission 1985 

Jan. Surrebuttal 

1986 

Missouri Public ER-85-128 June Wolf Creek Excess Capacity and the 

Service Commission B0-85-185 1985 Prudency of Company Planning 

BO-SS-224 

Federal Energy ER-84-560- Apr. Callaway Excess Capacity and a Review 

Regulatory ()()() 1985 of Union Electric Planning 

Commission 

State Corporation 120-924-U Apr. General Investigation by the Commission 

Commission of the 14:w98-U 1985 of the Projected Costs and Related 

State of Kansas 142--099-U Matters of the Wolf Creek Nuclear 

142-100-U Generation Facility at Burlington, Kansas 

Michigan Public U-8042 Feb. Power Supply Cost Recovery Plan for 

Service Commission 1985 Consumers Power Company 

Michigan Public U-8020 Jan. Power Sapply Co$t Recovery Plan for 

Service Commission 1985 Detroit Edison Company 

Massachusetts 84-49, 84-SO, Jan. Economics of Completing Seabrook 1 for 

Department of 84-140, 627, 1985 Four Massachusetts Utilities 

Public Utilities 1656 &t 1957 

Michigan Public U-7830(M) Dec. Future Capacity Requirements of 

Service Commis3ion 1984 Consumers Power Company 
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New Hampshire 84-200 Nov. lmatigation of Public Service Company 

Public Utilities 1984 of New Hampshire Financing Plan to 

Commission Complete Construction of Seabrook 1 

Michigan Public 7830 Oct. In the Matter of the Application of 

Service Commission 1984 Consumers Power Company for Authority 

to Increase its Rates Applicable to the SaJe 

of Electricity 

Maine Public 84-113 Sep. lmatigation of Seabrook Involvement 

UtiHties Commission 1984 by Maine Utilities 

Missouri Public ER-84-168 Aug. In the Matter of Union Electric Company 

Service Commission 1984 of St. Louis, Missouri for Authority to 

File Tariffs Increasing Rates for Electric 

Service PrOYided to Customers in the 

Miuouri Service Area of the Company 

Michigan Public u-nss Apr. In the Matter of the Application of 

Service Commission 1984 Consumers Power Company for Approval 

of a Power Supply Cost Recovery Plan 

and for Authorization of Monthly Power 

Supply Cost Recovery Factors for 

Calendar Year J 984 

Ohio Power Siting 02-00022 Feb. In the Matter of the Oeveland Electric 

Board 1984 IDuminating Company/Ohio Edison 

Company Amended Application to 

Construct and Operate a Transmission 

Faa1ity Identified as the Perry-Hanna 345 

kV Transmission Line 

Michigan Public u-ms Feb. In the Matter of the Application of 

Service Commission 1984 Application of Detroit Edison Company 

to Implement a Power Supply Recovery 

Plan in its 1984 Electrical Rates 

Maine Public 81-276 July As to the Avoided Costs for 

Utilities CollliDi.!.sion 1983 Cogeneration and Small Power 

Production Facilities on the Maine Public 

Service Company System 
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South Carolina Public 82-352-E June Review of AS. Beck AnaJyses Regarding 

Service Commission 1983 the Economics of the Catawba Nuclear 

Station 

North Carolina E-2, June Application by Carolina Power and Light 

Utilities Commission Sub 461 1983 Company for Increase in Electric Rates 

Michigan Public U-7550 May Application of Detroit Edison Company 

Service Commission 1983 for Authority to Implement a Power 

Supply Recovery Plan in 1ts 1983 

Recovery Rates 

Michigan Public U-7512 Apr. Application of Consumers Power 

Service Commission 1983 Company for Authority to Implement a 

Power Supply Recovery Plan in its 1%3 

Recove1/ Rates 

Pennsylvania Public R-822169 Mar. Excess Capacity for Pennsylvania Power 

Utilities Commission 1983 &: Light Company 

North Carolina B-100, Feb. Power Plant Performance Standards and 

Utilities Commission Sub 47 1983 and Fuel Adjustment Oauses 

Federal Energy ER82-481 Dec. Overview of Conservation and Generation 

Regulatory Commission 1982 Options 

Kentucky Public 83-14 Dec. Review of the Kentucky-American Water 

Service Commission 1982 Company Capacity Expansion Program 

Maine Public 81-276 Dec. h to the Avoided Costs for 

Utilities Commission 1982 Cogeneration and Small Power Product"rs 

Maine Public 81-114 Nov. Maine Public Service Compnay 

Utilities Commission 1982 Investigation of Power Supply Planning 

and Purchases 

Maine Public 82-174 Oct. Capital Costs of the Seabrook Nuclear 

Utilities Commission 1982 Units 

Indiana Public 36818 Oct. An Economic Assessment of the Service 

Service Commission 1982 Marble HiD Nuclear Station 



New Hampshire PublicDE81-312 

Utilities Commission 

Michigan Public U-6923 

Service Commission 

Alabama Public 18337 

Service Commission 

State of New York SEMP U 

Energy Planning Hearings 
Board 

Pe~~ Public 80100341 

Utllity Commission 
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Oct. Investigation Into Supply and Demand of 

1982 Electricity for Public Service Company of 

New Hampshire 

May 
1982 

Jan. 
1982 

Nov. 
1981 

Sep. 
1981 

Consumers Power Company Electricity 

Case 

Long-Range Capacity Expansion Analysis 

ConservatJon and Generation Planning 

Operating and Capital Costs: Limerick 

Nuclear Station; Surrebuttal 

Maine Public 

Utilities CollUDission 
MPUC 80- Apr. 
189 1981 

Electric Energy Costs: Seabrook Nuclear 

Power Plants; Surrebuttal 

Pennsylvania Public 
Utility Commission 

Ohio Public 
Utilities Commission 

Michigan Public 
Service Commission 

Pennsylvania Public 
Utility Commission 

Connecticut Power 
Facility Evaluation 

Council 

Penmylvania Public 
Utility Commission 

Michigan Public 
Service Commission 

1-80100341 

80-141 
~AIR 

U-6360 

1-79070315 

F-80 

1-79070317 

U-5979 

Feb. 
1981 

Dec. 
1980 

Sep. 
1980 

Aug. 
1980 

June 
1980 

Mar. 
1980 

June 
1979 

Operating and Capital Costs: Limerick 

Nuclear Generating Station 

CAPCO Cons~ction Program; 

Generation Planning 

Generation Expansion Planning: 

Consumers Power Company 

CAPCO Construction Schedule; Surrebuttal 

Renewable Resource Electric Generation 

in Connecticut 

CAPCO: Generation Planning and 

Reliability 

Forecast Critique and Adjustments: 

Consumers Power Company 



Massachusetts Dept. 19494 
of Public Utllitie! 

Pennsylvania Public 438 
Utility Commission 
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Aug. Long-range Electric Demand Forecast: 

1978 Boston Edison Company 

Mar. Long-range Forecast of Electric Energy 

1978 Energy and Demand (Philadelphia 

Electric Company) 

ESRG~ 

Dec. 1989 The Role of Hydro-Quebec Power in a Least-Cost E.Mrgy Resource Plan for 

Vmnont. A Report to the Vermont Public Service Board. ESRG No. 89-

078. Principal investigator. 

July 1989 RJuxk lsland's Options for Electric Generation. A Policy Statement of the 

Energy Coordinating Council. ESRG No. 89-004. Co-author. 

Mar. 1989: Update of 1985 Study on 1M Eronomics of Closing vs. Operating Shonham. 

ESRG Report No. 89-051. Principal investigator. 

July 1988: The Cost to R.Jzt~paym of 1M Proposed ULCO Settlemml. A Report to 

Suffolk County. ESRG Report No. 88-23. Co-author. 

Apr. 1988: An Evaluation of Centml Maine Power Company' .. Proposed Purchase of Power 

from Hydro Quebec. A Report to the Maine Public Utilities Commission 

Staff. ESRG Report No. 87-30. Principal Investigator. 

June 1987: NEPOOL and N~ Engltmd's Ekctricily Future: Issues and Direclion.s. A 

Report to the New Hampshire Consumer Advocate. ESRG Study No. 86-83. 

Co-author. 

May 1986: Midland Options Study - A Response. A report to the Michigan Department 

of the Attorney General ESRG Study No. 85-35. Principal Investigator. 

Sep. 1984: The Economics of Subrook 1 from 1M Penpective of 1M Tluu Maw Co

Ownns. ESRG Study No. 84-38. Principal Investigator. 

May 1984: Power Planning in Kenludcy: Assessing Issues and Choias. Projec1 Summary 

Report to the Public Servia Commission. ESRG Study No. 83-51. Project 

manager. 
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Apr. 1984: Power Planning in Kenlud;y: Assessing lsmD and Choices. Genuation and 

1lTmsmis.sion System Planning. ESRG Study No. 83-5~ ll. Project 

manager; Principal investigator. 

Apr. 1984: Power Planning in Kenlud;y: Assasing Issues and Choices. Utility Financial 

ForectJStS: 7Wo Case Studies. ESRG Study No. 83-51/fR IV. Project 

manager. 

Apr. 1984: Draft Report: Electric Rau Consequmas of Ouu:ellarion of the Midland 

Nuckar Power Plant. ESRG Study No. 83-81. Principal investigator. 

Jan. 1984: Electric RDU Consequences of Retiring the Robinson 2 Nuclear Pow~, PlllnJ. 

ESRG Study No. 83-10. 

Jan. 1984: P~ Planning in KeiiiUdcy: Assessing Issues and Choias. Conservation as a 

Planning Option.. ESRG Study No. 83-SlffR lll. Project manager. 

Dec. 1983: Power Planning in Kentucky: Assessing Issues and Choices. Long Range 

For«<JSSS for Kentucky and its Sa Major Utilities. ESRG Study No. 83-51/fR 

L Project manager. 

July 1983: Long lslllnd Wahout the Shoreham Power Plan!: ElectriciJy Cost and System 

Planning Consequmcn; Sumnuuy of Findings. ESRG Study No. 83-14/S. 

Co-author. 

Oct. 1982: 1M Economics of Closing the Indian Point Nuckor Power PlllnJs. ESRG 

Study No. 82-40. Principal investigator. 

Oct. 1982: Final Report of the Kentucky Public Service Commission. ESRG Study No. 

82-45. Co-author. 

Aug. 1982: Nuckar Cllpacity Factors: 1M Effects of Aging and Sall Water Cooling. A 

Report on Research in Progress. ESRG Study No. 82-81. Co-author. 

Aug. 1982: 1M Impacts of Early Retirement of Nuclear Power Planls: The Case of Maine 

Yankee. ESRG Study No. 82-91. Co-author. 

Apr. 1982: A Power Supply and Finllndal Analysis of the Seabrook Nuclear Station as a 

Genuadon Option for the MaiM Public Servia Company. ESRG Study No. 

81-61. Principal investigator. 
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Jan. 1982: Guidelines for Designing Rates for Sales to Qualifying FaciliJies Undo Secrion 

210 of the Public Utililie1 Regulatoty Policies Act. ESRG Study No. 81-32. 

Co-author. 

July 1981: Long-Range Capacity Expansion Analysis for Alabama Power Company and the 

Southem System. ESRG Study No. 86-63. Co-author. 

June 1981: An Analysis of the Need for and Allmuztives to the Proposed Coal Plant at 

Arthur K1ll. A Report to: Robert M. Herzog, Director, New York City 

Energy Office and Allen G. Schwartz, Corporation Counsel for the City of 

New York. ESRG Study No. 81-21. Co-author. 

Oct. 1980: The ESRG Ekctrical Systems Genuation MOtkl: Incorporating Social Costs 

in Generation Plmaning. ESRG Study No. 80-12. A Repon to the U.S. 

Department of Energy. Co-author. 

Sep. 1980: Reducing New Eng/lmd's Oil De~ Through Conservation and A/Jemotive 

Energy .. ESRG Study No. 79-29. A Report to the U.S. General Accounting 

Office. Co-author. 

July 1980: Preliminary Economic and Need Analysis of the Proposed Brumley Gap Pumped 

Storage Facilily for the AEP System. ESRG Study No. 80-08/P. Principal 

investigator. 

July 1980: The Potendal Impact af Conservation and All motive Supply Sources on 

Connecticut's Electric Energy Balanu. ESRG Study No. 80-09. A Repon to 

the Connecticut Power Facility Evaluation Council. Co-author. 

Nov. 1979: South CluoUna Electric Demand Curtailment Planning. A Repon to the 

South Carolina Office of Energy Resources. Principal investigator. 

May 1979: Demand Cuttailmml Planning: Methodology. ESRG Study No. 7S-18. 

Oulpter submitted to Brookhaven National Laboratory and the Department 

of Energy for the Electric Demand Curtailment Planning Study. Principal 

investigator. 
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May 1979: .A..s;ses.smmt of 1M New Eng/lind Power Pool- &tulle Long RJmge Ekctric 

Demand FOIW:tlSting Modd. ESRG Study No. 79-06. A Report to the New 

England Conference of Public Utility Commissioners. Co-principal 

investigator. 

Oct. 1978: 1M Employment Creation Potentilll of Energy Conservation and Solar 

Technologia: 1M Implications of the Long Island Jobs Study for New England, 

1978-1993. ESRG Study No. 78-16. Co-author. 

Nov. 1977: Profile of Targets for the Energy Advisory Servia to Industry. ESRG Study 

No. 77-09. A Report to the New York State Energy Office. Co-Author. 

Oct. 1977: 1M Effect on Air and Water Emissions of Enugy Con.suvation in Industry. 

ESRG Study No. 77..{)4. Co-author. 

July 1977: 1M Effects on Air and Water Emis.rions of EMrgy Conservation in Industry. 

ESRG Study No. 77-04. Co-author. 

June 1977: Toward an Energy Plan for New Yorlc. ESRG Study No. 77-03. A Report to 

the Legislative Commission on Energv Systems. Co-author. 

Apr. 1977: A.s:sessing Demand, Alunuztive Operating Srmugies, and Utilily Economics in 

the Service Territory of Orange and Rocldand Utilities. ESRG Report No. 

77-01. Co-author. 

Otber Publicatioas 

Mar. 1978: 1M Use of the Pulp and Paper Industry Process Model for R&.D Decision 

Making. Brookhaven National Laboratory Report No. BNL 24134. 

Co-author. 

1976: "A Non-Linear Model for the Linewidth, Intensity, and Coherence of 

Astrophysical Masers," Astrophysical Journal vol 190. 
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Papen 

Sep. 1989: "Six Fallacies in Computing Avoided Costs," delivered at the NARUC Least 

Cost Planning C;onference, Olarleston, S.C. 

Sep. 1987: "Electric Utility System Reliability and Reserves" (ESRG Paper). Co-author. 

Sep. 1986: "Risk Sharing and the 'Used and Useful' Criterion in Utility Rat~malring" 

(ESRG Paper). Co-author. 

Sep. 1986: 1Wk Sharing, E.rus3 Capacity, and the "Used and Useful' CriJerion, presented 

to the Fifth Biennial Regulatory Information Conference spvnsored by the 

National Regulatory Research Institute in Columbus, Ohio. 

Jul. 24-28 "Energy Use Modelling of the Iron and Steel Industry," Summer 

1978: Computer Simulation Conference. 

Nov. 12 "Energy Conservation in Industry," Northeastern Political Science 

1977 Association meeting, Mt. Pocono, Pennsylvania. 

Related ProteuioDal Acdvtties 

Elected to Three-Year Term as a member of the Research Advisory Committee of The 

National Regulatory Research Institute, October 1, 1988- September 30, 1991. 

Awards and HOllOn 

1968-1974: faculty Fellowship, Physics Department Columbia University. 

1966-1970: New York State RegentJ Fellowship. 

1967-1968: Adam Leroy Jones FeUow in Philosophy, Columbia University. 
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1987 
1988 (Jan.-June) 

(July-Dec.) 
1989 (Jan.) 

(Feb.) 
(Mar.-Dec.) 

!990-1991 
1m (Jan.-May) 

(June-Dec.) 
1993 (Jan.-May) 

(June-Dec.) 
1994 (Jan.-May) 

(June-Dec.) 
1995 (Jan.-May) 

(June-Dec.) 
1996 -2010 (May) 

GULf POWER COMPANY 

Total Commitments from Scherer 3 
Under Old and New UPS Contracts 

Exhibit_(RAR-2) 

Total Commitment 
to UPS (MW) 

Remainder from 212 MW 
Share to Serve Retail Load 

18S 
193 
149 
149 
163 
149 
149 
149 
201 
175 
196 
195 
1n 
177 
212 
212 

27 
19 
63 
63 
49 
63 
63 
63 
11 
37 
16 
17 
35 
35 
0 
0 



Exhibit (RAR- 3) 

GULF POWER AND SOUTHERN SYSTEM RESERVE MARGINS (1990- 2010) 

)c\. SOUTHERN COMPANY 

YEAR GULF. POWER SYSTEM-- . 

1990 25.5% 20.1% 

1991 23.0% 19.1% 

1992 17.2CMI 15.6% 

1993 15.3% 15.4% 

1994 13.~ 18.1% 

1995 18.4% 18.1% 

1996 13.8% 18.3% 

1997 11.8% 16.3% 

1998 15.8% 18.0CMI 

1999 13.~ 16.1% 

2000 12.1% 16.3% 

2001 16.8% 18.0% 

2002 14.0% 16.1% 

2003 11.9% 18.0% 

2004 15.7% 16.2«MM 

2005 15.6% 16.0% 

2006 13.9% 18.2% 

2007 11.9% 16.2«MM 

2008 15.4% 16.1% 

2009 9.7% 16.0% 

2010 16.7% 16.3% 

Source: Company Response to Citizens' Interrogatory No. 94. 



Year 

19e9 
1989 
1990 
1991 
1992 

1993 
1994 
1995 
1996 
1997 

1998 
1999 
2000 
2001 
2002 

2003 
2004 
2005 
2006 
2007 

Note: (a) 
(b) 

(MW) 

3_893 
5,817 
5.178 
5,299 
S.S99 

5,777 
S.420 
5,951 
6,115 
8,284 

6,398 
6,535 
6,605 
6,785 
6,941 

7,010 
7,104 
7,325 
7,389 
7,579 

Exhlblt_(RAR4) 

SOlJl'liERN STUDIES FORM 2.2 
Page 3 of 3 

SUMMARY OF CAPACITY, DEMAND, AND RESERVE MARGIN 
****SOUTHERN BASE CASE•••• 

Annual Annual 
%of Assisted Assisted 

~ LOLP LOLP 

15.4 
22.5 (a) (a) 
19.5 
19.5 
19.5 

20.4 
18.7 
20.1 
20.2 
20.3 

20.2 
20.2 
20.1 
20.2 
20.3 

20.1 
20.0 
20.2 
20.0 
20.2 

Not used by Southern 

Annual (b) 
EUE f%l 

0.00025 
0.00004 
0.00018 
0.00018 
0.00028 

0.00144 
0.00107 
0.00059 
0.001S« 
0.00068 

0.00059 
0.00138 
0.00059 
0.00052 
0.00056 

0.00052 
0.()()()44 
0.00034 
0.00032 
0.00031 

EUE (Expected Unserved Energy) . An annual probabilistic determination of total ~erritorial energy not sGrved, measured 

as a percent quantity 



ECONOMICS OF REMOVING SCHERER 3 FROM RATES IN 1990 

REMOVAL OF SCHERER 3 FROM RATE BASE 

WITH ASSOCIATED COSTS 

CREDIT TO COMPANY FROM tiC SALES 

NET DECREASE IN REVENUE REQUIREMENT 

RESULTING FROM REMOVAL OF SCHERER 3 

Source: Citizens' witness Hugh Larkin, Jr. 

EXHIBIT _(RAR-5) 

$8,551 

(4 ,944) 

$3,607 



IDTI 

JAil 
fEI 
MAl 
AN 
MAY 
JUII 
M. 
AUG 
19 
OCT 
IIOY 
OEC 

TOTAL 

Source: 

cu.F PG~Ea CXJIIAIIY 
WACin IUTI.EJDT CUDITI CAUlJLATIC*··ICHEa£11 3 CliT Of UTUASE 

1990 

IIET PWa!ASES/ 
(SAlfS) 

n•~-ta-r•n 

(86.4) 
91.5 
22.4 

(1(1].5) 
(141.4) 
(140.4) 
(105.4) 
ctoa.q 
(116.7) 
(87.3) 

(179.1) 
(45.1) 

SAl.ES TO 
CUD IT 
(til) 

63.0 
o.o 
o.o 

63.0 
63.0 
63.0 
63.0 
63.0 
63.0 
63.0 
63.0 
45.1 

Nta&ASfl 
TO CUDIT 

011) 

0.0 
63.0 
63.0 
0.0 
o.o 
0.0 
0.0 
o.o 
0.0 
o.o 
0.0 

17.9 

c~ hlponM to Cfthen'a lnterrotatory lo. 280-J. 

IIIITMU 
SElliiiG UTE 
(1/DI) 

6.616251 
0.000000 
0.000000 
6.634917 
6.671000 
6.717417 
6.74715] 
6.747417 
6.n1m 
6.695000 
6.65a583 
6.791134 

llllfTMlY 
fiUICI. UTE 
(1/lV) 

0.000000 
S.tJliiJ 
6.393613 
0.000000 
0.000000 
0.000000 
0.000000 
0.000000 
0.000000 
0.000000 
0.000000 
6.622016 

TOTAL 
c:aEDIT 
(I) 

416,124 
323,415 
402,191 
411,000 
U0,27J 
423,197 
425,11) 
425,017 
423,444 
421,715 
419,491 
424,123 

.......... 
4,944,270 -

1:1] 
X 
:Y 
IJ· 
0" 
IJ· 

( 
..... 

~ 
I 

(7\ 



GULF POWER COMPANY-$HORT-TERM RETAIL FORECAST ACCURACY 

JAN-FEB 

1m jjH 1m 1!l§§ 1HZ 1M liD 1m 

ICUI!O!re!l-.......... NIJI!B 

Actual 227,428 239,944 253,124 263,637 271,439 2n,876 283,824 286,034 

Forecast 226,437 234,965 249,441 264,562 274,951 279,191 284,698 2e6,488 

Deviation 991 4,979 3,683 (925) (3,512) (1,315) (874) (454) 

tMI Deviation 0.4% 2.1% 1.5% -o.3% -1 .3% -o.S% -o.3% -o.2CMI 

Annual MWH Sa!eJ 

Actual 5,598,976 5,905,103 6,298,623 6,635,869 6,895,620 7,226,2.58 7,573,858 1,072,820 

Forecast 5,545,765 5,572,218 5,946,279 6,543,120 6,658,231 7,276,471 7,58e,302 1,203,892 

Oevtatbl 51,211 332,885 352,244 92,749 237,389 (50.215) 7,358 (131,072) 

~Deviation 0.9% 6.0% 5.9% 1.4~ 3.6% -o.7% 0.1% -10.91Mi 

Weather Adjusted 5,700,049 5,887,342 6,327,383 6,620,841 6,762,324 7,287,515 7,575,022 1,167,299 

Deviation 154,284 315,124 3811104 n.121 104,093 11,044 8,720 (36,593) 

~Deviation 2.8% 5.7% 6.4~ 1.~ 1.6% 0.~ 0.1~ -3.0CM 

Base Rate Revenues {$()()()) 

Actual 342,906 357,566 378,994 215,510 224,476 233,417 244,031 M.~~ tnt'l 

Forecast 334,201 339,543 373,261 21 2,733 217,507 237,200 245,206 38,299 ::rx 
C11:T 

Deviation 8,705 18,023 5,733 2,7n 6,969 (3,783) (1 ,175) (4,767) 111 .... 
rttr 

%Deviation 2.6% 5.3% 1.5% 1.3CMI 3.2% -1.6% -0.5% -12.4 
.... 

.... rt 

I 
Sources: Oocttet No. 891345-EI, Company Response to Citizen's Interrogatory No. 2n, p. 2. ~ O()d(et No. 881167-EI, Company Response to Citizen's Interrogatories 159 and 160. 

I ..... 



GULF POWER COMPANY--sHORT-TERM RETAIL FORECAST ACCURACY 

·~ 

' 
SALES(MWH) ~ · .~ ... '• 

- •..:~ :·~ ~- ~; 
CHANGE FROM PREVIOUS YEAR (MWH) FORECAST GROWTH (MWH) 

weATHER .. WEATHER FROM FROM 

YEAR "' . · AeiUAl. . ; ADJUSTED FORECAST , ·.•. . ACTUAl!' ADJUSTED FORECAsT. . ' ACTUAL ADJUSTED 

1983 5,596,976 5,700,049 5,545,765 

1984 5,905,103 5,887,342 5,572,218 308,127 187,293 26,453 (24,758) (127,831) 

1985 6,298,523 6,327,3&3 5,946,279 393,420 440,041 374,081 41,176 58,937 

1988 6,635,869 6,620,841 6,543,120 337,346 293,458 596,841 244,597 215,737 

1987 6,895,620 6,762.~24 6,658,231 259,751 141,483 115,111 22,362 37,390 

1988 7,226,258 7,287,515 7,276,471 330,636 525,191 618,240 380,851 514,147 

1989 7,573,658 7,575,022 7,566,302 347,402 287,507 289,831 340,046 278,787 

Sources: Docket No. 891345-EI, Company Response to Citizens, Interrogatory No. 2n, p. 2. 

Docket No. 881167-EI, Company Response to Citizen~· Interrogatories 159 and 160. 

FORECAST ERROR(~ 

-108. 

g!~ 
n~::r 
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rt'O" .... 
~( 
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I 
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GULF POWER COMPANY--SHORT-TERM RETAIL FORECAST ACCURACY 

YEAR :L 

1983 5,596,976 -- -- 5,700,049 - - 5,545,765 

1984 5,905,103 308,127 5.5% 5,887,342 187,293 3.3% 5,572,218 26,453 

1985 6,298,523 393,420 6.7% 6,327,383 440,041 7.5% 5,946,279 374,061 

1986 6,635,869 337,346 5.4% 8,820,841 293,458 4.6~ 6,543,120 596,841 

1987 8,895,820 259,751 3.9% 6,762,324 141,483 2.1~ 6,658,231 115,111 

1988 7.'~26,256 330,638 4.8% 7,287,515 625,191 7.8~ 7,278,471 818,240 

198-9 7,573,658 347,402 4.8% 7,575,022 287,507 3.9~ 7,566,302 289,831 

1990 - - - - - - 7,699,490 125,832 

1991 - - - - - - 7,910,119 210,629 

1992 -- - - -- -- - 8,103,748 193,629 

1993 - - - - - - 8,310,108 206,360 

ANNUAL GROWTH 

5-YEAR AVERAGE (1984-89) 333,711 5.1% I -- 337,536 5.2CM. I - 398,817 

3-YEAR AVERAGE (1986-89) 312,596 4.5% I - 318,060 4.6% I -- 341 ,061 

203,539 

Soured~: Citizens' Interrogatories 277, p. 2 and 279, pp. 2-4. 

Docket No. 881167 -EI, Company Responses to Citizens' Interrogatories 159 and 160 

Notes: (1) Forecast for 1990 and beyond based on 1990 budget year forecast as reported, C•tizens' interrogatory 11279. 

-
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CERTIFICATE OF SERV ICE 
Docket No. 891345-EI 

I HEREBY CERTIFY that a true copy of the foregoing has been 

furnished by U.S. Mail*, hdnd-delivery**, or by facsimile*** to 

the following parties on this 27th day of April, 1990. 

*G. EDISON HOLLAND, JR., ESQ. 
JEFFREY A. STONE, ESQ. 
Beggs & Lane 
P.O. Box 12950 
Pensacola, FL 32576 

*MR. JACK HASKINS 
Gulf Power Company 
Corporate Headquarters 
500 Bayfront Parkway 
Pensacola, FL 32501 

*MAJOR GARY A. ENDERS, ESQ. 
HQ USAF/ULT 
Stop 21 
Tyndall AFB, FL 32403-6081 

*JOHN DELPEZZO 
Air Products & Chemicals 
Post Office Box 538 
Allentown, PA 18105 

**SUZANNE BROWNLESS, ESQ. 
Division of Legal Services 
Florida Public Service Commission 
101 E. Gaines Street 
Tallahassee, FL 32399-0872 

*JOSEPH A. MCGLOTHLIN, ESQ. 
Lawson, McWhirter, Grandoff 

' Reeves 
522 E. Park Ave., Suite 200 
Tallahassee, FL 32301 

*C.J. GREIMEL 
American Cyanamid Company 
One Cyanamid Plaza 
Wayne, NJ 07470 

*TOM KISLA 
Stone Container Corporation 
2150 Parklad_ Drive, Suite 400 
Atlanta, GA 30145 
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