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M. w. Bowell 
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Date ot Filinq May 21, 1990 

Please state your~, buai.Daaa a44raaa and 

occupation. 

My name is M. w. Howell, and my business addreaa is 500 

Baytront Parkway, Pensacola, Florida 32501. I am 

Manaqer ot Tranamiaaion and System Control tor Gul f 

Power Company. 

Are you the s_. K. W. Bovell Vbo baa pr.vioualy 

testified in this docket? 

Yea . 

Have you prepared an eXbibit that containa intoraation 

to which you vill rater in your tastiaony? 

Yea. My exhibit consists of nine acbedulaa to which I 

will rater. This exhibit was prepared under my 

auperviaion and direction. 

Counsel: We ask that Mr. Howell's exhibit, 

comprised of nine achedulas, be marked tor 

identification as Exhibit ____ __ 

O()CdBT NUMBER~ff 

OCtC.S9 MAt21 81 

FpSC-i£~ 
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Docket No. 891345-EI 
Witneaa: M. w. Howell 

Paqe 2 

What i• the purpoae ot your teatilaony in thia 

proceeding? 

The purpoae of •Y taatiaony ia to rebut portion• of the 

teati•ony of Witneaaea Johnaon, Roaen, Schultz, and 

Wriqht. Theae iaauea relate to incluaion of Scherer in 

the rate baae, bulk power aalea efforta, Scherer 

tranamiaaion line "rental" expenaea, and the ayatea 

planninq aapecta ot coat ot aervice methodoloqy. 

I will deaonatrate that the Scherer capacity was 

prudently acquired and reaulta in lonq-tera lower costs 

to our cuatoaera, that Gulf haa aarketed off-ayatem 

power to the aaxtaua extant poaaible, that the Scherer 

tranamiaaion "rental" aaount aubaitted by Gulf is 

correct, and that the equivalent peaker method of cost 

allocation and dedicated facility philosophy proposed 

by Mr. Wright are baaed on flawed aaauaptions and 

reaaoninq. 

Office of Public Counael's vitneaa, Mr. Rosen, has 

recomaended that Gulf'• 63 aw of Scherer Unit No. 3 

ahould not be included in the rate baae. Mr. Roaen 

uaed incorrect nupber• and flayed reaaoning in his 

calculation• which lad bia to thia conclu•ion. I will 

ahow how the nuabarl be uaed are vronq, leadinq him to 

wrong ooncluaiona, and re1ultinq in hi• un1upported 

recommendation. I vill alao daaonatrate that 



Docket No. 891345-EI 
Witneaa: K. w. Howell 

Paqe 3 

1 Mr. Roaen ia reco-endin9 that the Florida Public 

2 Service comaiaaion (Coaaiaaion) co~letely rever•• 

3 previoua deciaiona it baa aade related to the prudence 

4 of Gulf'• partici pation in Plant Scherer and the unit 

5 power aa1ea, and that Mr. Roaen baa violated virtually 

6 every baaic principle ot prudence deteraination. 

7 Mr. Roaen alao raiaec1 a nuaber ot aide iaauea in 

8 unaucceaafully tryin9 to ahow a lack of need for 

9 Scherer. But he carefully avoided the gnly queation 

10 that is pertinent: 

11 

12 Wos Gulf p;u4tnt in baying tntered into the 

13 agreement in 1184 to purphaae Sgberer? Tbe anayer i• 

14 tither yea. or no. 

15 

16 Gulf could have acquired Scher er, or not acquired 

17 Scherer. There ia no aic141e qround. If we had not 

18 acquired it, it would not be an iaaue here. When we 

19 ~ acquire it, the purchaae vaa completed in 1184, and 

20 the capacity will be there tor 40 year• aa a reaource 

21 that muat be paid for by aoaaone. I will ahow that the 

22 deciaiona related t~ the Scherer purchaae wore prudent 

23 and that Scherer ia a lonq tara benefit to our 

24 cuatomera. 

25 
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Docket No. 891345-EI 
Witneaa: M. w. Howell 

Paqe 4 

Sbould tbe co--taaion allow Scherer capacity to be 

included in retail rataa? 

Yea. The Ca..aiaaion baa not only previoualy recoqnized 

the lonq tera value ot thia reaource to our cuatomers, 

but baa alao encouraqed ua to participate in Scherer to 

be able to aake ott ayat .. aalea to Florida auch that 

it will reduce Florida'• dependence on oil while the 

aalea a re in ettect. It the Commiaaion rever••• ita 

atand on Scherer, thia will repreaent not only a 

decided blow to our territorial customer• in the lonq 

term, but will alao repreaent a aerioua breakdown in 

the requlatory eoapact. 

You atated tbat tbe caut uion baa previoualy 

recoqnized tba long-teD~ val.ue ot Scherer to your 

ouatoaera. WbeD did that take place? 

We initially reviewed our plana reqarding Scherer with 

the Commiaaion in October, 1978, when we held a 

workahop to review with th .. the cuatoaer aavinqa which 

we could ••cur• by purchaainq Scherer capacity in lieu 

ot the Caryville generation, which waa in the early 

planning a~d conatruction ataqea. At that workshop, 

the Commiaaion indicated that they agreed with Gult 

that it waa the proper courae ot acti on to aecure the 

Scherer capacity. 



Docket No. 891345-EI 
Witneaa: M. w. Hovell 

Paqe 5 

l Durinq Gult'a next rate caae in 1980, in Docket No. 

2 800001-EU, the Ca.aiaaion expreaaed definite concern 

3 that, aince Gult did not have a querantee f rom Georgia 

4 that Georqia would aell the capacity to Gulf, Gulf 

5 aiqht not be able to ••cur• the Scherer capacity and 

6 brinq about theae aavinqa to ita cuatoaera. The 

7 Commiaaion acknovledqed that Scherer waa a good deal 

8 tor Gult'a cuatomera, and telt ao atronqly about the 

9 need to acquire the capacity that it made the caryville 

10 cancellation coat recovery aubject to completion of a 

11 contract tor the Scherer capacity. 

12 In Gulf'• next rata caaa, Docket No. 810136-EU, 

13 Order No. 10557 atated that Gult'• deciaiona reqaroinq 

14 Scherer were baaed on the lonq-tera beat intereata of 

15 our cuatoaera and would raault in coat aavinqa because 

16 ot our participation in Scherer. In our next rate 

17 caae , Docket No. 820150-EO, Order No. 11498 atated that 

18 the Unit Paver Sale• contracta, ot which Sch&rer waa a 

19 aiqniticant part, would cauae our cuatoaera to "benefit 

20 handaomely• troa the aalea. 

21 In addition to thea• direct atateaenta by the 

22 comai•aion in the ordera, Gult baa alao preaented ita 

23 plana reqardinq Scherer acquiaition in the third SOOKV 

24 line baarinq in 1982, in which the co .. iaaion clearly 

25 encouraqad Gult and Southern to aake additional unit 



Docket No. 891345~EI 

Witness: M. w. Howell 
Paqe 6 

1 power aalea troa Scherer and other units. Alao, Gulf 

2 baa preaanted ita plana reqardinq Scherer at the 1982 

3 Annual Plannin9 Workahop, the 1983 Annual Planninq 

4 Workahop, the 1984 Annual Planninq Workahop, our 1984 

5 rate caae, Docket No. 840086-EU, the 1985 Annual 

6 Planninq Workahop, the 1986 Annual Planninq H;arinq, 

7 and the 1989 Annual Plannin9 Bearinq. Also, aince the 

8 late l970'a, Cult baa annually tiled ita Ten Year Site 

9 Plan with the Coaaiaaion detailinq our future expansion 

10 plana includinq Scherer, our expected qeneration 

ll percent reaervea, and our aaaociated ott-ayatea aales. 

12 We have openly ca.aunicated with both the 

13 Commiaaion and the Staff over the laat 12 yeara 

14 reqardinq our plana. In not one ainqle inatance has 

15 the Commiaaion ever expreaaed any raaervation or 

16 concern over Gulf aharinq in the Scherer capacity. We 

17 have alao beaded the co .. iaaion•a urqinq to aaximize 

18 unit power aalea out ot the Scherer capacity, ainca it 

19 waa recoqni&ed troa the beqinnin9 of the unit power 

20 aalea concept that tbia would help to ainimize cuatomer 

21 revenue raquir .. enta in the early year• of the 

22 capacity. 

23 

24 

25 
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Paqe 7 

Why did CUlt purcbaaa capacity in ~lant Scharer? 

The plan to participate in Plant Scherer beqan in 1978 

aa an opportunity to cancel propoaed conatruction plans 

tor a coal-tired plant at Caryville, Florida. It waa 

determined that the participation in ovnerahip ot Plant 

Scherer would, at that tiae, aave Gulf'• cuatomera over 

$350 million in capital coata. At that tiae, 

commitment• had already been aade tor the inatallation 

ot Caryville No. l aa a 500 mw unit in 1985. Becauae 

ot co .. itaanta previoualy aade with the auppli•~• tor 

Caryville Unit 1, cancellation and deterr•l charqea 

were oriqinally eatiaated to be approximately $20 

aillion. As a r .. ult ot intenaive neqotiationa with 

vendora, wa vera able to reduce theae charqea by 

aeveral million dollar• by June, 1979, and we thsn 

began writing ott the coat over a five year period. 

Thia co.aiaaion approved the cancellation and 

aaortization in a prior rate caae, Docket No. 

800001-EU, and raattiraed thia poaition in Docket No. 

810136-EO and Docket No. 820150-EU on the baaia ot the 

aavinga to be realized tor the purchaae of Scherer. In 

all three rate caaea, the Ca.aiaaion tully reviewed the 

econoaica of the Scherer purchaae. The plana to 

participat. in Plant Scherer have thua been reviewed 

by, concurred in, and even praiaed by the Florida 
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Paqe e 

Public Service Commi••ion many tim•• in pa•t dockets. 

Since Gulf acquired thi• capacity tor the 

lonq-tara lowa•t co•t tor the territorial customer, but 

it wa8 not t.aadiatlay needed by the coapany•s 

territorial cu•tomar, the co .. i••ion ancouraqad the 

Company to •all •• .uch ot thia capacity a• po•aible . 

The Company made avery attort to do ao . The cu•tomers 

will r eceive aub•tantial lonq-tarm banatit• trom this 

capacity. Thua, the cu•tomara ahould properl y pay tor 

Plant Scharer capacity co•t• that have been incurred to 

aarve their load. 

on page 25 of bia teatillony, llr. ao.en conclude• that 

becauae Scharer capacity ia 110re coatly than other 

capacity in the Southern pool in 1990, there ia no 

justification for having thia capacity. Ia be correct? 

No. Mr. Ro•an ia makinq a hypothetical aaaumption, 

which doe•n•t axi•t in the real world, that Gult can 

pick and chooaa tha tim•• when it needa to buy trom the 

pool. Acquirinq capacity ia a "packaqe deal." You 

aiqht have aoae part• ot the packaqe that are, by 

th ... alv•• and aeparate troa the othara, uneconomical. 

But takinq the whole packaqa, it'a clearly aconoaical. 

Scharer ia juat auch a •packaqa daal." The capacity 

waa acquired tor tha lonq tara banatit of Gult'a 



Docket No. 891345-EI 
Witneaa: M. w. Howell 

Paqe 9 

1 cuatomera, aa a whole package. Once acquired , the 

2 entire packaqe ia there tor the duration ot the 

3 contract. Gulf can not chooae to aiaply do away with 

4 the capacity in one year and buy troa the pool . All ot 

5 thia capacity exiata and it auat be paid for eve ry 

6 year. 

7 The territorial cuatoaera, tor whom Schere r waa 

8 purchaaed, receive the lonq-term benefit ot Gul f' s 

9 ability to aerve both preaent and future need• t or 

10 electricity at low coat, and it i a proper that theae 

11 cuatomera be aaked to pay for the Scherer capacity 

12 which qivea Gulf that abi lity . 

13 The pooling arranq .. ent under the Intercompany 

14 Interchanqe Contract (IIC) atatea that all partie• will 

1~ add capacity to aeet their cuatoaera• deaand tor 

16 electricity. In aoae yaara, coapaniea will obvioualy 

17 have to acquire capacity which ia hiqher coat than the 

18 averaqe ot all the unit• in the pool. To follow Mr. 

19 Roaen'• philoaophy ot diaallowinq any nev capacity 

20 which ia aora axpanaive than the pool averaqe would 

21 eventually diaallov anx new capacity in rate baaeJ His 

22 propoaal ia ao aerioualy flawed, it ia prepoateroua. 

23 

24 

25 
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Witneaa: M. w. Howell 

Paqe 10 

Jlr. Roaen'a ~tiona -to be baaed on a abort 

run analyaia of tba need tor Plant Scharer. Should 

thia COIIW!taaion aaJte deciaiona atrictly on abort tar. 

conaidarationa? 

Clearly, no. Mr. Roaan•a teatiaony ia baaed on a ahort 

run analyaia, but thia ia D2t proper. Thia is one o! 

the biqqeat concerna I have with Hr. Roaen'• testimony. 

He haa clearly held hiaaelf out aa an expert at 

aaaeaainq the prudency of utility qeneration expansion 

plana. Gulf ia frankly diaturbed that none ot hia 

teatiaony reviewed the prudence of Gulf'• plana in the 

time frame wban it ca.aitted to the pur chaae ot Scherer 

capacity, nor did any ot bia teatiaony look at the lgng 

~ banetita or coata. 

Inatead, Mr. Roaan haa tocuaed aolely on the teat 

year, clearly revealinq the narrow, ahort ~ nature 

ot hia review. On p. 25 ot bia teatiaony, he admit• 

that the only baaia tor hia reco .. andation to disallow 

Scherer ia that pool capacity ia cheaper in 1990 . I! 

we followed Mr. Roaen•a loqic and only planned one year 

at a time, it would apall certain diaaatar tor the 

ouatomer. 

Mr. Roaan•a teatiaony would bave the co .. iaaion 

believe that a utility ia able to exactly aatch ita 

qeneratinq capacity need with ita load aacb anc1 every 
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Page 11 

year. That would be true if qenerating capacity could 

be purchaaed and inatalled, and refunded occaaionally, 

in very small incraaenta aa needed. The coat of a 

guaranteed availability of buying capacity in this 

manner, however, would be ao prohibitive that no one 

could afford to uae electricity for very lonq. 

The realitiea of operating a aodern power ayatem 

are that utilitie• muat build generation in economical 

aizea, not in 1 mw blocks. The Scherer capacity ian•t 

available in 1 .v blocks, and even if it were, we 

couldn't qo to the aupplier and get a full refund on 

megawatt• we decided we didn't want tor 1990 or any 

other year. 

llr. Rosen allecJ- that. the 63 .., of Gulf • • Scharer 

capac:! ty u ucua. 1fbat ia Gulf • • raaponae? 

I have previoualy diacuaaed that it ia not practical to 

iaolate piece• of generating unita. Both Gulf and this 

Commiaaion determined that our participation in 

s~~erer, aa well aa the unit power aale concept, waa in 

the long tara beat intereata of our cuatoaera, and that 

they would aave hundred• of ailliona of dollara. ~ 

coul4 gitber pa;ticipate in Scherer or not. The tact 

that there waa a long-tara benefit to our cuatomer• led 

ua to 4o it. The capacity ia aervinq the cuatomer and 



Docket No. 8913•5-EI 
Witneaa: M. ~ . Howell 

Paqe 12 

1 the cuatoaer ia the riqhttul party to aupport the 

2 invaataent. Navar in any ot Gulf'• deliberation• did 

3 the Co.pany ever intend to 90 out and ••cur• Scherer 

4 capacity with the thouqht ot aallinq it aa a generation 

5 re•ource tor the benefit of •tockholder•. 

6 Gulf'• uae ot the atockho ldera• inveataent to 

7 purchaae the Scharer capacity vaa aolely tor the 

8 purpoae ot anablinq the Caapany to •••t ita atatutory 

9 obliqation of aarvice to and tor the lonq-term benefit 

10 ot our territorial cuatoaara. The aale ot UPS capacity 

ll to Gulf statea Otilitiaa l ikaviae vaa aade with the 

12 ba•c intareata ot our territorial cuatoaara in aind. 

13 The GSO aale enabled Gulf Power to preaerve and •nhance 

14 the lonq-tena benefit• of the Scherer purchaae for its 

15 territorial cuatoaera while at the aaae tiae aeet its 

16 obligation to the atockholdera whoa• tunda were 

17 inveated. 

18 The tact that Gulf Statea defaulted ia in no way 

19 related to Mr. Roaan•a concept ot a buain••• ria~ 

20 incurred by the atoclcholdera. We vera aiaply ae11inq 

21 aa much capacity aa we could to a:xiaize the lonq-term 

22 banetita to our cuatoaera. Juat bacauae Gulf stat•• 

23 haa defaulted 4oaa not in any way change the tact that 

24 nov, aa vall a a the tiaa traae in wh ich va aade the 

25 deci•ion, Scherer provide• long-tara bane t i ta to our 



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

Q. 

A. 

Docket No. 891345- EI 
Witneaa: M. w. Howell 

Page 13 

cuatomar•. I will later diacuaa the technical errors 

in Mr. Roaan•a teatimony which apparently caused him to 

believe the 63 .w waa aurplua to Gulf'• needs. 

Jlr. Rotlen Ia clearly atta.ptinc.J to llhov exceaa raaerves 

in 1990 aDd thanby illply illprwlerace. I a there any 

validity to hia claia? 

None at all. I have previoualy diacuaaed Mr. Roaen•a 

exclusive preoccupation with the ahort-te~, and how 

thia ia totally incorr ect and will ultimately spell 

diaaater for the cuatoaer both in reliability and coat. 

He haa alao erred regarding the prudence iaaue by 

tailinq to look at how Gulf qot to where it ia. The 

teat of prudence reqardinq reserves ia never what a 

utility's reaervea are in any particular year, but how 

prudent the deciaiona were in the time frame they were 

aade which brouqht the utility to that point. 

It ia intereatinq to note that in Gulf's 

particular caae, 1990 conditions are aiqnificantly 

different than earlier expected. For example, during 

our 1984 rate caae before the Ca.aiaaion, Gulf's 

reserves !or 1990 were expected to be 18.4t, including 

a 42 .w aale to Gulf Statea. But Gulf'• load at that 

tiae vaa only eatiaated to be 1600 mw. We now project 

our load for 1990 to be 1750 av, to which Mr. Roaen 
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baaioally aqreea. If ve vere to calculate our reaerves 

for 1990 with the 1750 .v load inatead of the 1600 mw 

eatiaated, but add to our capacity we anticipated in 

1984 the 42 llV on which Gulf Statea haa defaulted, our 

reaervea in 1990 would be only 10.7,, which even Kr. 

Roae.n would aqree ia not exceaa. 

Why than, are Gulf'• reaarvu -tiaatecS to be 25.5t tor 

1990? 

Thia ia due to two reaaona. One, ve have 55 aw ot 

additional capacity which we have been able to aqueeze 

out of our axiatinq uni ta. We have been ~couraged by 

our Commiaaion to do that, ao we ahould certainly 

preaume that that waa a prudent action. The other 

component ia 175 llV of additional capacity which we now 

will have aa a reault of extendinq the retir .. ent dates 

ot our five oldaat qeneratinq unita, three ot which 

burn expenaive oil. 

Becauae thia axtenaion ot the retir .. ent dates ot 

thea• unita alao reaulta in aiqniticant aavinga to our 

cuatoaera, it certainly ia a prudent action. Hr. Roaen 

neglected to review theae factor• in haatily att .. pting 

to ahow axceaa reaervea which he could attribute to 

Scherer tor 1990. 
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1 In order to aore aaaily underatand the difference 

2 between what we expected in 1984 and vhat ve now aee, I 

3 have attached aa Schedule 1 a coapariaon ot the 

4 capacity torecaat an~ the load torecaat plua 20' 

5 r•••rv•• which we ••tiaate4 in 1984. Aa I •tated 

6 before, our reaervea were then eatiaated to be 18.4t in 

7 1990. But, condition• are different now aa compared to 

8 what we eatimated in 1984. 

9 I have a1ao attached Schedule 2, which compare• 

10 our 1984 capacity torecaat vith the actual loada we 

11 have experienced troa 1984 through 1989 and our current 

12 torecaat. Aa in Schedule 1, the load haa been 

13 increaaed by 20t to reflect reaerve requireaenta. 

14 Schedule 2 indicate• how auch hiqher actual load• have 

15 been than what we anticipated in 1984, and d .. onatrates 

16 that the capacity toracaat which we had in 1984 would 

17 have been quite inadequate tor the loada we actually 

18 experienced. 

19 My Schedule 3 compare• the 1984 load projection 

2 CJ with actual loada and the current torecaat. Thia ahows 

21 juat how much additional capacity ia needed coapared to 

22 what we eatiaated in 1984. 

23 Fortunately tor Cult, we have been able to qain 

24 additional capacity aiqniticantly abovs that estimated 

25 in 1984 without the conatruction ot any new generating 
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1 units. By 1990, this has totalled approximately 

2 230 mw, 55 mw from squeezing more capacity out of 

3 existinq units, and 175 aw from axtendinq the 

4 retirement dates ot tive older units, including three 

5 that burn expensive oil. 

6 This significant capacity addition to our system 

7 ia daaonstrated on Schedule 4. This schedule is 

a important for two reasons. Firat, it shows why our 

9 reserves for 1990 are higher than we anticipated in 

10 1984, even with a substantial load above what we 

11 expected. Second, it allowed us to enter the 1990's 

12 with significantly mora capacity ~ we expected, and 

13 be in a batter position to ll&ka the new unit power 

14 sales which I will discuss later in ay testimony. 

15 Incorporating this increased capacity which we have 

16 bean able to secure without any new qenaratinq units, 

17 in conjunction with the auch hiqhar loads which we have 

18 experienced, Schedule 5 daaonstratea our current 

19 capacity and load condition. 

20 I have also included Schedule 6, which shows all 

21 to~r of the curves I have previously discuased on 

22 Schedules 1 through 5 tor overall reference. If Mr. 

23 Rosen had attempted to understand this and had focused 

24 his attention on these relevant facta rather than his 

25 diversionary saokascraen iaau .. , he would not be aaking 
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any such allegation that Gulf has excess reserves for 

1990, and he would certainly not be auqqeatinq that the 

Scherer capacity be diaallowed in rate baae. 

Bow have than ccmditiozw vbich have chan9e4 

aiqniticantly troa vbat you ut.J.Jiated in 1984 afftt\..-ted 

Gulf's decillion to enter into the new Unit ~er Sales? 

They have had a major effect on that decision. Had we 

not taken the steps to increaae our capacity by this 

230 mw, then Gult would be abort of capacity enterinq 

the 1990'• and in an extr ... ly deficit poaition. The 

deciaion to make the additional aale of the sch-rer 

capacity between 1993 and 2010 would have been much 

aore difficult, and it ia doubtful that Gulf would have 

entered in the aale. The tact that we had this 

additional capacity, however, allowed ua to aake the 

aale and realize the tr .. endoua aonetary benefits to 

our territorial customer• which I will cover later. 

Thua, it is extr .. ely inappropriate tor Mr. Rosen to 

allege that theae capacity changu, whic:h have resulted 

!n ailliona of dollar• ot aavinqa tor our customer• in 

the lonq-tera, conatitute a capacity exceaa in 1990 for 

which Gulf ahould be penalized. 
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Kr. RoaWl eve~~ IIW)VUta that the new UPS contracta 

vbich Gulf Power aifJD8d were illprudent. Also, Staff 

baa aunutect .. the baaia for ita ~tion to 

diaall ov Scharer in tha rata baae tha fact that the 

capacity 1a all aold •tartiDIJ in 199!5. Are thue valid 

poaitiona? 

No. I have already d .. onatrated that the Scherer 

capacity ia clearly a lonq-tera benefit to our 

cuatomera. I have alao included with ay teatimony 

Schedule 3, which ahowa a ca.pariaon of Scherer 

participation with and wi thout the new unit power 

aalea. Becauae the off-ayat .. cuatoaer ia bearinq the 

coata of the capacity durin9 tbe early yaara when 

carryinq coat• are hiqher than in the later yeara, the 

capacity ia a aiqniticant barqain to Gult'• cuatomera 

when it returna. 

Mr. Roaen haa aade a nuaber ot aialeadinq comaents 

about the new unit power aalea and their relationahip 

to Scherer prudence, but thia acbedule clearly ahova 

that Gult acted prudently in aakin9 the additional 

aalea, and thereby enaurinq additional tuture benefit• 

to ita cua~oaara. 
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What are the r-ona tor the .. vinga aaaociated vi th 

the new unit power aalu? 

The primary aavinqa reault from the tact that 

ott-ayat .. cuatomera are aupportinq the inveataent in 

the Scherer capacity, which ia a aiqniticantly hiqher 

coat in the early yeara ot ita uaetul lite compared to 

the coat ot coabuetion turbinea, which, aa we all know, 

coat aiqniticantly leaa than baae load coal capacity. 

There are other reaaona tor the aavinqa, but that ia 

the primary difference. 

llcW voul4 you cbaractariae thia analyaia indicated on 

tbia achec:tule? 

Thia ia certainly not intended to be an exact, 

exbauative analyaia. It ia intended to be a aimpliatic 

analyaia which atill doea, however, accurately capture 

the difference in the two acenarioa. The difference in 

the two acenarioa ia what ia important, aince this 

repreaenta the incr .. ental ettect on Gult'a cuatomers. 

What aaaUIIptiozw were .ada in pertorai.Dg t.hia analyaia? 

Becauae Gulf already ovna the Scherer capacity, it ia a 

part ot our reaourcea. Abaent the new unit power 

aalea, this reaource would be fully available tor 

territorial cuat011era atartinq June 1, 199 5. With or 

l 
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1 without the new unit power aalaa, thia capacity will be 

2 a territorial reaourca fro• June 1, 2010 forward. 

3 Thua, reqard.leaa ot what happen• to othe r exiating 

4 generating unit• on Cult'• ayataa, Gulf will have thia 

5 capac~ty beyond 2010. 

6 In our currant plan, we are tully aalling the 

7 capacity atarting in 1995, and our praaant budget calla 

8 tor the addition of a 126 av CT in 1995 and another 

9 aiailar unit in 1998. If we did not aaka the new unit 

10 power aalaa, the 212 av of Scharer capacity would be 

11 available tor territorial load, and no additional 

12 capacity would be needed throuqh year 2000. Froa 2000 

13 to 2010, capacity additiona would be ca.aon to both 

14 plana, and are omitted for aimplicity. Since we are 

15 only intaraated in the difference in the two acanarioa, 

16 and thaaa coata are the aaaa in both acanarioa, their 

17 oaiaaion will have no effect on the difference in coat 

18 of the two acanarioa. 

19 In the year 2010, the Scharer capacity raturna to 

20 territorial aarvica in the acanario with the new unit 

21 power aalaa, and thi• capacity addition will be 

22 utilized by territorial cuatomara. In the acanario in 

23 which no unit povar aalaa vera aada, the capacity vaa 

24 available to territorial ou•toaara during the previous 

25 fifteen yaara, and two 126 .v CT'a are required in 
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2010. At thia point in tiaa, both plana have 212 mw of 

Scherer capacity and two 126 .v CT'a which have been 

added. Since both plana nov have exactly the auae 

capacity, future capacity addition• will ba the auae 

and there will be no further difference• in the plana. 

Would either plan be attected by cbanqing ratireaent 

datu, particularly Daniel 1, Vhicb ia currently 

projected to retire in 2012? 

No. In 2010, both plana have exactly the auae aaount 

ot baa• load capacity. Tbua, any change in the 

extanaion in ratireaent dataa of baae load capacity 

would have the aaae affect on both plana, would ba 

common to both of th .. , and would thua introduce no 

difference between the plana. Since we are only 

lookinq at diffarancaa between the plana to aatabliah 

the benefit of the naw unit power aalea, intaqrity in 

the difference ia aaintained ragardleaa of what happens 

to chang•• in ratir .. ant datea of baaa load units. 

Wbat aJIOUDt ot generating capacity froa Plant Scherer 

vaa cout toted to Gul.t State. UtUitiu (GSU) for UPS in 

1990? 

A total of 44 .w. Mr. Johnson ia incorrect in hia 

aaau.ption that if Gulf Statea bad not defaulted on its 
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UPS contract, 63 .v would not have becoae the 

raaponaibility of Gulf'• retail cuatoaara . The 

ramaininq 19 .v, aa Mr. Scarbrouqh diacuaaad with the 

Commiaaion in hia 1984 rata caae taatimony, waa planned 

t o be in territorial aarvica and ba tha raaponaibil i t y 

of tha Company•• retail cuatoaara throuqh baaa ratea. 

aclaquata attlalpt baa bean -4• to aarkat the unit paver 

aa.1 .. capacity available bacauaa of tha default of Gulf 

State. ~Uitiu (CSU) • Doaa CUlt bave additional UPS 

capacity vllich it voul.4 be villiDJ to -11 ahould ~ 

buy er be found? 

Yaa . Gulf baa 63 .w of Scharer capacity which it would 

be willinq to aall aa OPS durinq 1990 in order to 

further enhance tha lonq-tara banefita of thia Scharer 

capacity to Gulf'• territorial cuatoaara. It Scharer 

ware aold, Gulf could purchaaa pool capacity at a lower 

price than Scharer. 

Ia thia capacity conaidered axe••• capacity on the Gulf 

Thia capacity ia not "axe•••"· Tba word axe••• implies 

capacity that ia qraatar than a utility•• neada. 

Since tha Scharer capacity ia required to aaat our 
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customers• long range needs, and haa been found by this 

Commission to be beneficial to the cuatoaera in the 

lonq run, it certainly cannot be considered exceaa . In 

the short run, if an alternative ••ana of aupportinq 

this inveataent could be found, Gulf would obtain tor 

ita territorial cuatoaer• the additional advantaqea 

related to auch an alternative. Nevertheless, t his 

capacity i a beinq used by our retail customers today. 

What short tara alternative are you apeakinCJ of? 

Sellinq the 63 .v off-ayat .. through a UPS type 

arranq .. ent. Unfortunately, there aillply ia no aarket 

tor additional unit power aalaa in li90 at this tiaa 

due to the current econoaic situation. While ve have 

been able to sell additional unit power durinq the aid 

1990 '• and beyond, there aillply ia no aarket for 1990. 

It appears that this is the caaa through 1992. 

However, we continue to puraue avery aucb possibility. 

11bat efforta baa Gulf Jl&da recently to at~ to 

.arJtat thia capacity 1D tbe 1990 - 1992 tiaefruaa? 

Through southern Co11pany Service• (SCS), Gulf and the 

southern ayat .. have contacted avery utility that is 

either interconnected with or within a reaaonab.e 

tranaaiaaion distance of Southern regarding the 
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poaaibility of their purchaainq thia unit power 

capacity. No one baa expraaaad any intaraat. 

Doaa the Plorida PUblic Service on--taaion Staff 

(Staff) agree tbat Gulf baa diligently atte.ptad to 

aarkat the Scherer capacity? 

It ia my undaratandinq that they do. In 1989, Statt 

extenaively reviewed the aarkat aituation with bulk 

power marketing peraonnel at scs, who related that 

there currently ia not a market tor additional UPS 

capacity. staff haa indicated they have aeen no 

evidence to the contrary, and further that an adequate 

att-pt haa bean aade to .. rut the OPS capacity which 

bacaae available becauaa of Gulf Stataa Utilitiea' 

default. 

sa. Gulf •pulled out all the atopa• to Mll all the 

power it could off-ayatea for 1990? 

Yea. Gulf haa •pulled out all the atopa." It haa made 

every raaaonable effort to aell additional power, but 

the aarket at.ply doea not axiat. 

Kr. R.oaan'a arvu-ent ia tbat Gulf ahould utilise 

ruarve a&r9ina Wb.ich voal.d have occurred had Gulf 

State• not defaulted on ita contract. Are hi• 

oalculaticma correct? 
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No. hi• calqylation• are yronq. Thil it one ot the 

ma1 or error• in Mr. Rotan • a tutiaony. Be hat mi1l1d 

him1elt. and i1 attempting tg ai•laa4 the CQWMitaion. 

For tome reaton, he hal attuae4 that our contract with 

Gult state• called tor 150 .w of 1ala1 in 1990. In 

tact, the contract only called tor 42 .v ot •ales 

durinq the te1t year. I have attached a• Schedule 8 ot 

my exhibit, a copy ot the Gulf State• allocation• as ot 

December, 1983. Tbaae allocation• were utilized in the 

expan•ion plan provided a1 part ot our laat rate ca1e, 

Docket No. 840086-EI. It quite clearly thov• that Gult 

va• only planninq to 1111 Gulf Stat•• 42 mw durinq the 

peak ot 1990. The entire b11i1 tor Mr. Roten'• 

alleqation that Gulf thould utilize a 15 percent 

planninq re1erve aargin it baled on hi• atateaent that 

we telt thi1 level, with the Gulf State• aalea, would 

be adequate in 1990. Mr. Roten'• aitunderatandinq ot 

the tact• cauted hia to reach an erroneoua conclu1ion. 

It ia vell known tbat Gulr will aall all or ita Scherer 

capacity rroa 1995 tbrouqb 2010. II Scharer 3 8till in 

the long-tera beat illtareata or the rata payara? 

Definitely. Thera vill etill be twenty year• of lit• 

lett in Scherer when it aqain will be ca.aitted tor our 

cuttoaer•' uae in 2010. At that tiaa, it1 co1t will be 
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a amall traction ot what equivalent new coal capacity 

will coat. During that ttae traae, Gulf and the 

Southern ayatem will need to add new coal reaourcea as 

part of our qeneration aix1 not only will the Scherer 

capacity be a tr...ndoua benefit durinq th~t period , 

but it alao allowa Gulf to avoid the need to add 

capacity between nov and the aid l990'a. 

You have covered the aignificant arrora Kr. Roaan aade 

vbich led to falH conc:luaiona. Are there conceptual 

probl- in Ilia taatiaony u wall? 

Yea. It ia troublinq anouqb that hia analyaia waa 

mathematically flawed, but even aora troubling ia hia 

conceptual philoaophy. He candidly admit• on p. 25 ot 

hia taatimony that the only baaia tor hi• propoaed 

diaallowance of Scherer waa that Scherer waa more 

expanaive than pool capacity during a ainqle year, 

1990. To make auch a draatic reca.aandation baaed on 

one year, and iqnora the lonq-tera benefit• which this 

Co.miaaion haa recognized are aaaoeiated with the 

Scharer capacity, ia a danqeroua philoaphy to adopt, as 

auch action will draatically increaae cuatoaer coats in 

the lonq•\:era. 

Perhapa the biqqeat conceptual flaw ia Mr. Roaen's 

propoaal that invaataanta vbicb vera prudently incurred 
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1 at the time the deciaion vaa aade ahould be diaa11oved 

2 aiaply becauaa conc1itiona change in the future. I have 

3 c1iacuaaec1 in ay teattaony the conc1itiona which lad Gul! 

4 Power to participate in tha Scharer capacity. Tn••• 

5 aattara vera tully reviewed with the co .. iaaion on 

6 aevaral occaaiona, anc1 tba Coaaiaaion haa conaiatently 

7 aqraed with ua that participation in Scherer waa 

8 appropriate anc1 prudent becauae ot the lonq-tarm 

9 aavinqa to our cuatomara. 

10 The Ca..aiaaion haa aqqreaaively encouraqed ua to 

11 aaka oft-ayat .. aala~ ot thia capacity, until need~d by 

12 territorial cuatoaara, to the aaxiaua extent poaaible. 

13 We have certainly dona that. We have axhauated the 

14 aarketplaca. Wa have "pulled out all the atopa." We 

15 have made all ot theae ettorta in order to ainimize the 

16 coat ot electricity to our territorial cuatoaera over 

17 the lonq tara. It would ba patently unfair tor Gulf to 

18 now ba penalized by axcluc1inq troD rate baaa aome 

19 capacity that waa a part ot a aala due to tha 

20 unt~reaeeable c1atault on the purchaainq party. 

21 Thia ia aapacially trua aince tha Scherer capacity, 

22 even without GSO, ia atill a clear long tara benefit to 

23 the cuatoaar. Aa atatad pravioualy, thia capacity ia 

24 baing uaec1 by our cuatoaera at thia tbae. 

25 
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1 The standard ot utility prudence baa consistently 

2 been that it the deciaiona aade were prudent, baaed on 

3 the intonation available at the tiae, than investments 

4 reaultin; troa th .. e decisions are properly the 

5 responsibility ot the cuataaar. The tact that Scherer 

6 remains a lonq-tera benetit to our territorial 

7 customers exacerbates the implications ot Mr. Rosen's 

8 proposals. 

9 It ia iaportant to atop at thia point and 

10 understand Gult'• situation in early 1984: (l) It had 

11 already purchased the Daniel capacity tor the lonq-

12 tera beat interests ot ita cuatoaera. (2) It had 

13 already purchased the Scherer capacity, a~ain to secure 

14 lonq tera-benetita tor ita cuato .. ra. (3) It had 

15 already executed contracts tor the unit power sales. 

16 Since that tiae, Gult baa aade no additional 

17 commitments to secure new ;eneratinq capacity. Those 

18 decisions that were c .. ented in 1984 were considered 

19 prudent by Gult, were considered prudent by the 

2 ~ Coaaiaaion, and ensured lon;-tera benetita to Gulf's 

21 territorial cuatoaera aa a result ot the Daniel 

22 capacity, the Scherer capacity, and Gult'a 

23 participation in the unit power aalaa with this 

24 capacity. 

25 
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Where waa Mr. Roaen in the early 1980'• when 

thaaa daciaiona ware bainq aade? What ia it he ia 

au;qaatinq that we do differently now than that which 

we have propoaad? Other than the punitive action ot 

diaallowinq atockboldara a return on their inv~atment 

which waa riaked ao that the cuatoaer could get lower 

coata, Mr. Roaen has no raco..andationa tor change• 

that Gulf should have i•pl .. antad now or in the paat. 

Gulf haa daaonatratad that Mr. Roaan'• recommendations 

due to hia erroneous calculation• are ill-founded and 

without merit. We aak that the co .. iaaion honor the 

regulatory compact which baa been built with Gulf and 

allow the Scharer capacity in the rate baae. 

Waa Plant Sabarer unit 3 capacity, aa Witnaaaaa Johnson 

and Schult& atate, obtai.Decl by CUlt tor the purpoaa of 

.alting unit power aal... (UPS)? 

No. Mr. Johnson and Kr. Schultz are •iataken when they 

aay that Scharer waa planned for OPS. Gulf' • purchaae 

of Plant Scharer capacity waa initiated and completed 

for the apacific purpoae of aaetinq the long-term 

electrical naada of the Coapany•a territorial 

cuatoaara. During the •id-1980'• time fraaa in which 

Gulf was able to acquire thia capacity, it waa not 

iae4iataly naadad to aaat axiatinq tan-itorial 
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1 cuatoaer load and ve aade off-ayat .. aalea, but ott-

2 •Y•tem aal.. never dictated the need or goal of the 

3 acquiaition. 

4 

5 Q. Bow did unit power .alu enter tbe picture? 

6 A. Oil price increa•e• initiated by the Arab oil eabargo 

7 of 1973 had caused •iqnificant deer••••• in the load 

8 forecast, higher price• tor oil aa a boiler fuel, and a 

9 •iqniticant advantage tor coal tired power aa compared 

10 to that qenerated by oil. In 197g, the orqanization ot 

11 Petrol•~ Exporting Countries (OPEC) initiated a aecond 

12 abarp rise in the price of oil, triqqerinq a number of 

13 chanqea worldwide, particularly in the United states. 

14 The econa.y •loved down, load forecaata aqain dropped 

15 aiqniticantly, and the price of oil-qenerated 

16 electric! ty shot upward. Becauae of thia tr-•ndoua 

17 drop in the load torecaat, Southern determined that it 

18 had aore bsae load capacity under conatruction than it 

19 would need, and it faced a deciaion reqardinq thia 

20 capacity. 

21 

22 Q. 'llhat CS.OiaiOD 414 Sout:barD face? 

2 3 A. With these larqe aaounta of capac! ty co.ai tted and 

24 under construction, Southern had two choicea. The 

25 first choice woul d be to aiaply deter and/or cancel the 
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l generating unita at aiqnificant coat to Southern'• 

2 euatomer• and •toclcholdera. The ••coneS choice, which 

3 appeared feaaible, waa to 90 ahead and coapl ete the 

4 qeneratinq unit• before they would be needed for 

5 territorial load, aell tbe capacity to oil burninq 

6 utilitiea off the southern ayat .. for a finite period 

7 of time, and then recall the capacity •• it waa 

8 projected to be needed for territorial cu•toaer load. 

9 We began in 1980 to determine the aarket conditio~ 

10 to ••• if auch a plan could be iapl .. ented. Becau•• ot 

ll the extreaely high price of oil and the forecaat of 

12 even abarper ri••• in the future, ve found willinq 

13 liatanera in florida and Texaa Where utilitiea were 

14 aajor conauaera of oil. We were able to negotiate 

15 arranqeaenta with theae utilitiea whereby they 

16 purchaaed the capacity fro• the qeneratinq unit• over a 

17 acheduled period, and the capacity waa then •cheduled 

18 to be returned to the Southern ayatea operatinq 

19 coapaniea when it vae needed for uae by our territorial 

20 cuatoaera. 

21 Thia ;ave our territorial cuatoaera the be•t ot 

22 all poaaible vorlda. Not only did they not have to 

23 bear any cancellfttion or deferral coata •••ociated with 

24 theae unita, but they were alao aaaured of additional 

2~ baae load coal generating capacity, which wa• beinq 
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encouraged by thia co .. iaaion, which they were able to 

aecure at low ca.aitted price• of the 1970'a, and the 

capacity would coae back to the coapaniea even further 

depreciated when it returned to territorial uae in the 

l~eo•a an4 early ltto•a. 

Thua, the Unit Power Salaa (UPS) concept w&a born. 

The UPS concept haa been aucoeaatully t.pleaanta~ by 

the Southern ayatea, aavinq our ~•tomara many hundreds 

ot million• ot dollara. 

Were the ODit Paver Sal .. revi.ved by thia C,..taaion? 

Yea. The Caaaiaaion haa reviawad the unit power aale 

concept in depth. In tact, the Coaaiaaion atatad in 

Gulf'• 1982 rate caae, Docket No. 820150-EU, Order No. 

11498, that it bad reviewed tbeae aalea fro• all angles 

and concluded that Gulf'• participation in auch unit 

power aa1ea cauaed our cuataaera to •benefit 

handaoaely•. 

On pafJ.. 17 throut:Jh 21 of hia teatbony • Kr. ~an 

diacua- the unit power aa1 .. and state. that thea• 

vare atteapta to alleviate exoeaa capacity on Gulf • • 

ayat-. Ia be correct? 

No. We find it noteworthy that our ovn Coaaiaaion, 

over aany year• ot review and overai9ht, baa found 
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thaaa aalaa in the lonq-tara beat intaraata ot our 

cuatoaara, Vbo •benefit handaoaaly•, and yet Mr. Rosen, 

who haa reviewed the aituation tor only a abort period 

ot time, coaaa to a ca..plataly different concluaion. 

Mr. Roaan•a rapaatad rafarancaa to tba 

atockholdar•a buainaaa riak ia nothinq aora than a 

aaokaacraan. The Scharer capacity waa clearly acquired 

tor our territorial cuatoaara• lonq term naada. Gulf 

ia not in the buainaaa of ac~irinq capacity to 

permanently aall otf-ayataa. Wa ara a public utility 

in Florida, atatutorially obliqated to aaat the naada 

ot our territorial cuatoaara. We have uaad our 

atockholdara• funda to meat thia obliqation. The coata 

tor the prudently acquired Scharer capacity are clearly 

tba territorial cuatoaara• raaponaibility. Mr. Roaan's 

characterization of UPS contract• aa att-.pta to "qat 

rid ot• thia "axcaaa• coal capacity ia aara 

aenaationaliam. 

It the enwwtaaion doaa not authorize thia Scharer 

capacity in rate baae, vbat will Gulf do? 

I cannot anavar that exactly at tbia point. We 

certainly will have to review what our option• are. It 

the Coaaiaaion ravera .. ita earlier deciaiona and 

diaallova the incluaion of 63 .v in the rata baaa, 



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

Q. 

A. 

Docket No. 891345-EI 
Witnaaa: M. w. Howell 

Page 34 

thereby determining that the Co~any•a participation i n 

Scherer ia not in the lonq term beat interest ot our 

territorial cuatomera, ev•n though these same customers 

are u.ing and benefiting troa this capacity, one ot our 

obvious option. muat be to aecure a permanent buyer for 

the Scherer capacity, brick• and aortar, lock, s tock, 

and barrel. 

I thought you aaid earlier tb:t there is no ~ket tor 

additional unit power aal- in thia tiae traae. 

I certainly did, and it is true that there is currently 

no buyer tor unit power capacity in 1910, 1~91, or 

1992. But it Gulf were to aake a permanent sale ot the 

Scherer capacity, that ia, tor the lite ot the plant . I 

believe that the economic benefits to be gained at the 

end ot the new unit power aalea contract will cause 

aany utilitiea to be very interested in purchasing the 

capacity from us. It we can find a auitable buyer, 

that will have to ba our first option in order to 

relieve our stockholders troa the aiqniticant burden 

that reaults trom having to carry this capacity with no 

return on their inveataant. 

~ a long tiae participant in the planning and 

operation ot our ayatam, I would really hate to see 

that happen. Gulf and the Southam ayat .. have worked 



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

Q. 

A. 

Docket No. 891345-EI 
Witneaa: M. w. Hv•ell 

Page 35 

lonq and tireleaaly in reapondinq in a co-=endable way 

to the tremencSoua upheaval that haa k-'.1rc1ened the 

induatry in the laat fifteen yeara. We have worked 

well with thia Ca.aiaaion, d .. onatratinq to it the 

benefi t of the Scherer capacity for our territorial 

cuatomera. It ia not in the beat intereata of our 

territorial cuatoaera to loae the obvioua benefit• of 

Gult'a participation in the Scherer capacity. We aak 

the Stat! to reconaicSer ita poaition t aken on thia 

iaaue. We aak the Comaiaaion to reaffirm earli er 

cSeciaiona recognizing the prudency of Gulf'• cSeciaion 

and allow Scherer in the rate baae in thia caae. 

Kr. Roaen ditJc:ua- on paCJ- 21 and 22 of hia t-ti.aony 

the concept of Gulf • e buainaea 

aa.1... Ia he correct? 

No. Mr. Roaen baa completely aiaapplied the concept ot 

buaineaa riek. The concept ot buain .. a riak ia that 

the party vho atancSa to benet it froa en inveataent 

ahoulcS bear the riak of the inveataent. Gulf'• 

atockholcSere have never taken a riak of builcSi ng 

capacity in orcSer to be able to aake aalea vith the 

thought of earning a higher than reaaonable return on 

their inveataent. Kr. Roaen•a allegati on• about exceaa 

atockholder protita froa UPS are a farce. The Federal 
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Er.arqy Raqulatory Coaaiaaion (P'ERC) raqulataa the 

allowed rata of return troa tbaaa, aa vall aa all 

other, bulk power tranaactiona. All the capacity which 

Gulf haa aacurad at Scharer baa bean tor the benefit ot 

the cuatoaar. Since the cuatoaar ia the beneficiary, 

it ia only reaaonable that the cuatomer ahould bear 

theae prudently incurred coata aaaociated with the 

inveatmenta that bring about that benefit. 

xr. Rosen diacua-, on paCJe 23, how Southam • • 

atockholdara have greatly benefited traa UPS ainca 

1183, by havi.Dg -de greater profit. than it nav 

baaeload coal Wlita •old in UPS had never been built. 

Ia thi• true? 

Thia ia abaolutaly incorrect. Gulf and the Southam 

ayataa do not conatruct capacity tor atockholdera. 

Stockholder• do not uaa alactricity1 they do not 

influence the aaount of load the coapany ia obliqated 

to aerve. cuatoaara uae alactricityl they create ~"1• 

daaand tor alactrici ty, and the coapany auat pla.n to 

aarva that load. Becauaa the c011pany auat conatruct or 

otherwiaa obtain CJ&neratinq c&pacity tor the cuatoaar, 

it is the cuato .. r•a proper raaponaibility to pay tor 

that cap~city. 
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The UPS ainca 1983 have not incraaaad Gult'• 

atoclcholder protita. Aa a .. ttar ot tact, the 

atockholdar hu tared terribly. Thia ia true •iaply 

bacauaa the Gulf Stataa OPS default haa torcad 

atoekholdera to abaorb tha axpan••• aaaoeiatad with 

capacity plannacS and purchaaad tor the lcnq-tara 

benatita of Gulf' • territorial cuato .. r•. 

Kr. Roaen draw tbe - CODCluaion reqardinq 

atocJrholclera about the new UPS which run traa 1993 

throuc)h 2010. Would you lib to CGDent on thia? 

Tba ayat .. aada thaaa aalaa tor the territorial 

cuatoaara' benefit. No atockboldar- ralatad analy•e• 

ware conducted in praparinq to make theaa aalea. 

Inataad, we lookacS at the revenue raquir .. anta 

aaaociated with the inveataant in the capacity tor 

which the territorial cuatoaar waa raaponai.bla, and •aw 

that the territorial cuatoaera would benefit troa these 

aalaa. That wu the aola criterion on which the 

Coapany baaacS ita daciaion to aaka the new UPS. Thi• 

waa carefully raviawacS with Mr. Roaen durlnq ay 

depoaition, but he choae to iqnore it. 



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

Q. 

A. 

Q. 

A. 

Docket No. 891345-EI 
Witneaa: M. w. Howell 

Paqa 38 

Ru thia (".npwt aaion ever in the pa8t expn.aect any 

concern reqardi.ncJ the prudence of Daniel, SCherer, or 

the unit power Alu? 

The CommiaaiQn baa never expreaae4 any concern about 

the prudence of our veneration expanaion plana related 

to purchaainq Daniel or Scherer. The ca..aiaaion'• only 

concern waa 4urinq the early 1980'a aa to whether or 

not Gulf atarted quickly enouqh aakinq off-ayataa 

aalaa. Althouqh Gulf'• witneaaea teatified that there 

baa to be a willinq buyer to conau.aate a UPS aa1a, the 

Commiaaion•a poaition waa that Gulf'a effort• at maltinq 

oft-ayat .. aalea were not aqreaaiva and tiaa1y enouqh. 

The Co.aiaaion baa never expreaaed any concern with our 

manaq .. ant of thia area. Durinq the early 1980'a, it 

even penalized Gulf for not atartinq off-ayat .. aa1a• 

efforta early enouqhl 

Bow lonq baa Gulf been tryi.DcJ to aarltet the capacity in 

Scharer? 

Since 1980, Gulf and Southern have atteapted to aarkat 

unit power aalea oft-ayatea to the aaxiaua extent 

poasible. Durin~ tbe laat ten year•, we have bad a 

non-atop aqgraaaiva proqraa of aaxiaizinq theaa aa1aa. 
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Than could thare be auy valiclity to any claill that Gulf 

aDd Southam bava not atarted early enough in 

attaptinq to aart.et the 63 IOf of Scbarar? 

Abaolut ely not. Evan thOWJh only l 9 KW vaa available 

tor aale during part of thia period, effort• at aelling 

other capacity during thia t iae traae cl early prove 

that no additional aalaa ot Scherer could have bean 

made, even it it had been available. 

Wban it v- obvious that CUlt Stataa vaa dataultinq on 

t:ha contract, did CUlt attapt. to aarkat tba Scharer 

capacity which would be freed up? 

Wa ware already aakinq a aaxt.ua effort to aake 

additional unit power aalaa that would incraa•• long 

tara benefit• to our cuatoaera. Gulf •pacifically 

inatructad Southam Company Service• to aake every 

effort to aell the capacity on which Gulf State• 

c1etaulted. 

Ware any ot tbe.. afforta .uccaaatu.l? 

No. There aillply haa not bean any aarJtat tor 

ac1ditional unit power aalea during the 1985-1990 time 

traaa ainca va aac1e tba aalaa to Gulf Stat•• · 
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Tban Gulf really baa •pulled out all the •tope • to 

ainiaiaa territorial caatoaar revenue requ.ireaenta by 

-xt•iaing off-.ayatea .alu? 

Y... We have truly •pulled out all tbe atop• "· No 

effort earlier in ttae or aore aqqreaaive would have 

aade any difference in aecurinq additional unit power 

aalea durinq the 1985-1990 tiae frame. 

Baa tbia cow-t ••ion previoual y r.vievad the prudence ot 

CUlt'• participation in Daniel and the relationahip to 

unit power aalu? 

Yea. In Order No. 10557 ot Docket No. 810~36-EU, 

iaaued February 1, 1~82, the co .. iaaion atatad that 

Gulf'• expanaion daciaiona, includinq our daciaion to 

participate in Plant Daniel, ware in the lonq-tarm beat 

intereata of our cuatomera. The Coamiaaion later 

apecitiad in Order No. 11498 of Docket No. 820150-EU, 

iaauad January 11, 1983, that it had reviewed the unit 

power aalea contract• troa all anqlaa and concluded 

that our retail cuatoaara banatitad handaomaly from the 

contracta. In 1983, the Commiaaion, aa wall •• Gult, 

had had adequate time to aa•••• the then-expected 

iapact of the 1973 Arab oil eabarqo and the 1979 ri•• 

in oil pricea. Baaed on Gulf'• and the Commiaaion•a 

beat knowledqe at the tiae, our participation in both 
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Daniel and Scherer vaa de .. ed prudent. It waa 

recognized that our custoaera would receive aiqnificant 

banetita over the long term aa a reault of the u.nit 

power aalea contracta. 

Do veneration exp&Mion atudi .. vbich ware conducted in 

the 1910 • • tor the Gulf ay11t- i.Ddicate a level of 

baaeload capacity which ia czreater than an optiaal 

UIOU!lt? 

No. All deciaiona have been driven by ainimizing the 

coat to Gulf'• cuatoaera. In the l970'a, when load 

torecaata were draaatically iapacted by the enerqy 

criaia, Southern had a number of baaeload qeneratinq 

unita committed for conatruction and a choice had to be 

aacSe. The ayat .. could cancel conatruction of tb••• 
unita, thereby aoving the generation aix away from baa• 

load, but at a coat to the ayat .. of huncSreda ot 

ailliona of dollara. Alternatively, the ayat .. could 

finiah the unita and ••11 the related capacity to 

utilitiea ott ayat .. that vera dependent on oil tor a 

finite period of tiae. Thia would reault in neither 

cancellation eoata nor aaaooiated capital coata related 

to theae uni ta which would have to be borne by the 

territorial cuatoaer. When the unita would be needed 

by the ayat .. , they would be highly depreciated and be 
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available at a auch lover coat than would other 

baaaload capacity. 

The ayat .. choae to ccmplete the unit• and ae11 the 

capacity to other oil burninq utilitiea i n Florida and 

otb•r area• •• unit power aalaa (UPS). Aa I atated 

Garliar, the Ca..aiaaion reviewed Gulf'• plana to 

participate in the ownarahip of Plant Daniel and Plant 

Scherer and encouraged Gulf to participate in Unit 

Power Salea to Florida utilitiea. Throuqh the southern 

ayat .. , Gulf aold 04nial and Scharer capacity 

off-ayatem to the maximum extant poaaibla. 

Ia ia proper for Kr. Roaen to atata that Gulf and 

Southern did not rwiev their expanaion plana, and that 

a lua than optiaal aix of baaeload capacity eleiated on 

the ayataa duriD9 the 1.980 • a? 

No. The aucceaaful completion of thoaa unit• ot 

southern•• under conatruction which had been committed 

to in the 1970'• and l.980'a, accoapL~ied by the UPS 

undertakinq, required conatant review. All planninq 

atudiea conducted durinq the 1980'• operated under the 

inherent aaauaption tbat theae un!~• would be tiniahad. 

Quite naturally, the atudiea would ahow, aa Kr. Roaen 

point• out in hia teatiaony, that peakinq capacity 

abould be added attar thia baaaload capacity waa 
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co~lated. It ia unknown what the atudiaa would have 

abovn if the unita which vera under conatruction had 

bean aaauaed to be cancelled. 

Baaaload unit conatruction could poaaibly hav~ be•n 

indicated aa the proper couraa of action. The kay 

point to ba aada bare ia that the ayataa had adequate 

capacity for the 19IO'a, and the purpoaa ot the 

generation aix atudiaa which vera conduct•d in the 

1980'• vaa to dataraina what capacity to add after the 

completion of pravioualy co .. ittad capacity. The 

driving criterion during axpanaion plan review in the 

1980'• waa •What eouraa of action will raault in the 

lovaat long-term coat to the territorial cuatomar?" 

Thia waa far aora important to ua than an artitical 

concern with aix proportion•. 

llr. Rotlan alle~~- tbat c!urinq the 1980 • • 1 Southern 

.-barked on aD expanaion plan ot baae load uni ta 1 

Wbaraaa the a1x atudy ahoved tbat new 9anaratinq 

capacity in tba 1990'• ahould be new peaJtinq capacity. 

Be than blpli- tbat .a.e of the capacity planned 

c!urinq the l.910 • a aboulc! bave been pea'Jtinq. I a be 

correct? 

No. 'Iba Southam ayataa did not plan any new 

additional generating capacity during the 1980'•· We 
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already bad adequate capacity under conatruction cominq 

on line which vould be aold in unit power aalea and 

then returned to our cuatcnura • uae aa our load qrew. 

The tact that ve vera able to complete tbia capacity 

and aell it tor a abort period of tiae, rather than 

incurring the waateful coat of cancellation, certainly 

aeant that the next unite beyond thia capacity ahould 

be peakinq unite. Baaed on current planninq atudi ea, 

that ia exactly what southern intenda to do . 

llr. Roaan atataa iD bia tutiaony that the 1986 

Planning Beari.Dq c:toc:ruaant filed in Docket lfo. 

860004-EO-A ahoved that the long tara optiaua a1x of 

capacity for the Southern ayat- ahould be 

approxiaately 57 percent baH load, vbereaa capacity in 

1995 vaa expeote4 to be 83 percent baae load. Be then 

8tatea that theM ruul ta bply that the cu.rrent aix of 

capacity ia far fraa the long tara optiaua. X• be 

correct? 

Abaolutely not. The atudy abowa that in the year 2015, 

qui~• a long tiae from now, our lonq term optimum mix 

i• expected to be 57 percent baae. But the opt iaum mix 

tor 2015 beara no relationahip to the optimum aix tor 

1995. The year 2015 ia twenty yeara beyond 1995. Thi• 

atudy vaa baaed, amonq other thinqa, on cost eatimates 
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ror future unita which would have coat thouaanda of 

doll ara per kilowatt by year 2015, wheraaa exiatinq 

coal unita on Southern by ltt5 will be depreciated to a 

coat tar below that. Southam•• aix tor 1tt5 will 

certainly be reaaonable baaed on the coat ot eabaddad 

capacity on the ayatam. Mr. Roacn, by not havinq 

participated in earlier proceadinqa, ia perhap• 

unfamiliar with the co .. iaaion•a recoqnition of our 

plana aa appropriate tor the territorial cuatomar. We 

have , in addition to the aany rata ca••• cited , 

continually brought our axpanaion plana to the 

Commiaaion'• attention through annual Tan Year Site 

Plana, Annual Planninq Workahop procaadinq•, and 

P.lannin9 Haarinqa. The Colllllli••ion baa bean raqularly 

adviaad of our plana. 

Did the contuion hire its ovn ccmaultant to r.viav 

the filiDqa of Gulf for the 1986 Pl&mning Baarinqa? 

Yea. Tba conaultant bad hiqh aarka tor our atudy with 

r .. pact to our aathoc1oloqy, data aourcaa, computer 

toola, and raaulta. 

OD pagu 28 t.brougb 30, xr. Roaan diacua•- Gulf • a 

reaerv- in 1tt0 and beyond. Are bia obaervationa 

oorrect? 
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1 A. No. Be aaawaed that Gulf would have deemed it prudent 

2 to aaintain the relatively low reaerve aarqina which he 

3 calculated. In doinq ao, he baa iqnored the 

4 inforaation which ve diacuaaed with hia durinq my 

5 depoaition in thia docket aa vell aa the informati on 

6 provided in reaponae to varioua diacovery and 

7 inforaation requ .. ta froa the Office of Public counael. 

8 We have explained that Gulf doea not do ita planninq 

9 totally independent of the Southern ayatem. Gulf plana 

10 ita expanaion both to aeet ita territorial needs and • • 

11 part of the Zouthern ayatem. Aa lonq aa adequate 

12 capacity ia available on the Southern ayatea for Cult'• 

13 purchaae throuqh the IIC in any particular year, Cult 

14 certainly doea deem it prudent to aaintain a relatively 

l5 low reaerve aarqin on ita own ayatem, conaiatent with 

16 an overall opttaized expanaio~ plan to minimize the 

17 lonq-term coat to ita cuatomera. 

18 

19 Q. on paq .. 30 aDd 31 ot hia taatiaony, Kr. Roaen atteapta 

20 to llab a .. tb-tical tie between the percent reaerve 

21 aDd ZOB criteria. Ia .ucb a tie reaaonable? 

22 A. Not in the aethod utilized by Mr. Roaen. our forced 

23 outaqe ratea on our qenerating unita are well below 

24 induatry averaqea at thia tiae. Whether we can keep 

25 th .. there in the future ia a question that only time 
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will t&ll. The EUE level calculated ia low compared ~o 

our criterion, and it ia probably not within the 

accuracy of the coaputer proqru. Thera haa been no 

need to calculate it aora preciaely bacauaa future 

generation additions have bean triggered by tha 20 

percent raaerve aarqin criterion. 

An EOE or LOLP criterion ia admittedly difficult 

to undaratand. The calculation of an appropriate level 

tor utility ayatema ia al•o adaittedly quite difficult. 

That ia why Southam haa adopted a policy of dual 

criteria, in that a raaarve aa~in ia auch aaaier to 

underatand and, aore importantly, aora appropriate to 

4ateraine capacity adequacy on the ayat-. The 

aimpliatic ratio coapariaon ot EUE and reaerve aarqin 

levela perfunctorily performed by Mr. Roaen ia totally 

aeaninqleaa, and aiaply another atta.pt at promotinq 

hia empty arquaent that Gulf baa axe••• reaervea. 

Kr. Roaa.n baa .. ccm.rua.d. ona place he -ya Gulf baa 

mrcaaa reaarvea aD4 other place he -ya Gulf ia 

p~anning too lov a reaarve aarqin. can you help -

out? 

I will certainly try. Aa I have previoualy diacuaaad, 

Kr. Roaan erroneoualy aanipulated the nuabera tor the 

future in hia attempt to ahov a very low reaerve aarqin 
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tor Gulf. He haa tailed to evan aention the fact that 

Gulf, on a atanc1-alone baaia aeparata from Southern, 

had negative r•••rv•• in 1988, and he baa attempted to 

ahow that Gulf haa axe••• r•••rv•• in 1990. I: he were 

correct, that would violate avery principle for 

examining lonq-tarm reaervea, which ia the only 

reaaonabla way to a••••• qaneration adequacy . 

Fortunately for our cuatomera, we have ahown this 

Commiaaion that Mr. Roaen•a calc~lationa are n2t 

correct: thua, there ia no validity at all to hia 

concluaion. It ia intereating to note that, on paqa 32 

of hia teatimony, Mr. Roaen concluc1ac1 that 131 mw of 

auppoaec1 axe••• capacity waa axtr .. ely cloae to the 150 

.w of capacity which he falaely aaaumec1 Gulf would h&v~ 

aupplied GSO durinq 1990 had GSO not defaulted. We 

have already ahown bow that aaaumption ia completely 

invalid. 

%a there .ucb a tbing - an abaolutel.y correct laval of 

reliability or abaolutaly correct raaarva aarqin? 

Thera really ia not. What ia appropriate ia to 

aatabliah raaaonable level• tor tarqeta ot reliability 

or percent reaerve. Gulf baa conaiatantly maintained 

that a 20 to 2~ percent reserve aarqin ia appropriate 

tor lonq ranqe generation planning requirements. While 



l 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

Q. 

A. 

Q. 

Docket No. 891345-EI 
Witneaa: M. W. Howell 

Paqe •9 

our reliability criterio1., EOE, ia not expectecS to 

initially tri;;er any a44itiona of 9eneration capacity, 

it certainly could if the reliability of our units vera 

to decreaae. Of courae, providin9 for acSequate levels 

of fun41n; in baaa rataa vorka to kaap our reliability 

auitably hiqh. We have utilized thea• cSual criteria in 

raviewinq with the Ca.aiaai~n a number of rata caaaa, 

Ten Year Site Plan tilin9a, Annual Planninq Workahopa, 

and Plannin; Haarinqa, and the Commission haa aqraa~ 

that these are reaaonable lavela. 

You aai4 earlier that the CQwwiaaion•a ovn conaultant 

r.viaved the planning atudi- flled by Southern in the 

1986 Planni.nq haarin9. DieS be alao review the planning 

criteria utilized of ~o percent raaervea and o.o,. 

Yea. He found both of thea reaaonabla and consistent 

with normal utility practice. It ia intareating to 

nota how auch hia brpartial eaaaaa•ent differs from 

that of Mr. Roaen. 

'1'Url1iDg to Scharer ~a ion line •rental•, • 

llr. Shultz qu-ticma whether the ..aunt budgeted for 

Scherer tranaaiaaion line ranta ia appropriate. What 
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are the variowa .. thocta that Gulf conaidared tor 

v•tt!D9 Scherer power to Gulf? 

Gulf and Gaorqia Power beqan diacuaaiona reqardinq 

reaaonable tran .. iaaion aervice arrang .. enta between 

the tvo coapaniea well before 1987. We initially 

inveatiqated the feaaibility ot a proxy path aiailar to 

that uaed tor Daniel. Becauae of the phyaical 

arranqement of the tranamiaaion ayatem, thia proved to 

be !•practical and illoqical. Becauae of the hiqh coat 

ot the aiqniticant amount of 500 kv line involved, it 

would alao have potentially reaulted in a prohibitively 

high price for Gulf to pay. Another option conaidered 

waa to aimply build a trana•iaaion line from Scherer to 

Gulf. Thia alao would have reaulted in a prohibitively 

hiqh price. Since no new line waa needed from a 

tranaaiaaion capacity atandpoint, it juat didn't make 

aenae to build an unneeded line juat in order to 

eatabliab a aetallic path. 

Another aethod conaidered vaa tor ua to aimply pay 

a atandard tully eabedded tranaaiaaion aervice charqe 

r.:lte on the capacity. Thia aethod ia univeraally 

utilised in tran .. iaaion aervice contract• which are in 

place throughout the United Statea and haa received 

conaiatent approval by the FERC. Throuqh neqotiation, 

Gulf baa convinced Georgia to accept a aodified 
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tranamiaaion service cha.rge aethod that reaulted in a 

lover price tor Gulf. 

Did Gulf choo.. the lovut coat option? 

Yea. Schedule t of ay exhibit ahova that Gulf'• choice 

overvbelainqly proved to be the lovaat coat option. 

Jlr. Sbulta, on paCJ• 21 of bia teatiAony, raco.aand.a 

that t.ba tull aaount of Scharer tranaaiaaion facility 

expana- be diaalloved because Plant Saberar capacity 

ill •tor unit power aal-. • Ia tbia reasonable? 

No. As I have atata4 earlier in tbia teatiaony, 63 mv 

ot Plant Scherer capacity ia available to serve Gulf'• 

territorial cuatomera in 1990. A total of 19 .w of 

thia capacity vas not even aold under UPS contracta. 

All the capacity has been acquired and aanaqed tor the 

benefit of our territorial cuatomer. Mr. Schultz ia 

abaolutely incorrect in aayinq that Rall" Scherer 

capacity ia •tor unit power aalea.R 

.&Dothar iaaue iD t.bJ.a caae addreaaaa the appropriate 

co.t of ~MU:Vica .. tbodolocnr. Witna.aa Scheffel WriCJht 

em pag- 11 through 13 of bill teatiJiony propo-• the 

equivalut peak•r .. t:boclology, atating that this aoat 

clo-ly fita .yatea plaDDiDCJ conaidaratiou. What are 
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the pri.Jiary conaideraticma a ~·taa planner evaluate. 

in detar..ininc) Vbetber to add any generation? 

Clearly, relevant con•iderationa change over time. In 

Southern'• early years, tor example, we matched new 

qeneration capacity -very closely to expected peak load. 

Ea•entially, all new capacity was hydro and it simply 

became a matter ot how much hydro capacity to develop. 

Later, oil, qaa, and coal •teaa units were added as 

qrovth in loade began to outstrip the ability ot hydro 

resources to keep up. Durin; the 1950's and 1960's, 

coal was the predOlllinant fuel ot choice for generation 

addition. on the southern ay•t... The relative 

domestic abundance and low coat ot coal, coupled with 

the relatively •mall coat of environmental compliance, 

aade coal an extr .. ely attractive tuel. 

In the lf70'•, when oil imports were a major 

national concern, any utility technology which utilized 

oil was ba•ically prohibited. Now that the Fuel Use 

Act baa ~en repealed, it appears that natural gaa is 

reasonably abundant, and the •Y•teD planner has a wider 

choice ot optione tor adding new capacity. Widespread 

uae ot the philo•ophy ot an optimum generation mix, 

vbicb Mr. Wright u•e• as a basi• for his aethod, did 

not really take hold until •o•e tiae in the 1970'•· By 
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that time, the bulk of Gulf'• current qeneratinq 

reaourcea bad either bean conatructed or co-itted. 

Al•o, Mr. Wright'• theory only holes. true for a 

•ingla •Y•tam, and ia totally inapplicable tor a 

pool-type operation· auch aa that in which Gulf 

operatea. It alao iqnorea economiea of acale, in that 

a amall peaking unit could coat more in $/kw than a 

vary large baae load unit. It alao faila to recoqnize 

that in a pool operation, a utility m1qht actually 

purchase moat of ita enerqy from other pool membeLs 

during many houra. Hia propoaal alao cannot account 

tor hydro, a peakinq capacity that frequently ia 

baae-loaded in valley houra. 

Thua, the methodoloqy which Mr. Wright propose a 

doea not apply at all to the ayatem planning 

conaiderationa which vera in effect at the time Gulf's 

existing qeneratinq unit• vera conatructed. Hi• method 

ahould be recognized tor what it ia -- an overly 

aimpliatic qeneralization which might be intellectually 

interesting, but which ia not at all appliable on a 

•y•t- auch aa southern. 

Froa a 8Y•tea planninq atandpoint, are there probleas 

with the equival ent peaker •athod? 
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Yea. The equivalent peaker aethod ahitta a 

conaiderab1e burden ot funding production capacity on 

the hiqh load factor uaer. Baaically, auch a cuatomer 

ia payinq for the relatively expenaive coal plants , 

whereaa the low load factor cuatomer ia only payi ng tor 

relatively inexpenaive peaking capacity. Under Mr. 

Wright'• proposed allocation, a l l cuatomers would 

continue to pay average fuel coata tor all energy 

utilized . Thus, the high load factor customer would 

pay tor hiqh coat qenerating capacity and hiqh coat 

fuel. 

Thia method would thua cauae a aiqniticant ahitt 

in coat from the low load factor cuatomer to the high 

load factor cuatomer. Thia would diacourage the high 

load tactor customer from utilizing utility power . The 

result would be an increasing shift to a aharp peak and 

a shallow valley. over time, thia would cauae a 

utility to add additional oil tired peaking units, 

underutilize the coal unita, and increase oil usage. 

This runs exactly counter to this Commiaaion's goals of 

reducing our dependence on oil and would actually 

violate the state's goala towards reduction ot our 

dependence on petroleum tuel . 
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I find it very intarestinq that Mr. Wright states on 

paqe 10 of his testimony that one qoal of proper rate 

•etting is to establish rate continuity and stabillty 

and to avoid rate •hock. Utilization of the equivalent 

peaker method, however, would have exactly the opposite 

effect, in that it would cause rate shock. Aa hiqh 

load factor customers realize a higher coat, they will 

subsequently decrease their consumption ot electricity 

in the ott-peak aa in all hours, especially aa they 

convert to their own generation. Thia results in an 

increase in price tor all remaining customers. 

Ia the basic theory of the equivalent pealter aethod 

correct? 

No. Mr. Wright states on page 13 ot his testimony that 

it a utility ware building a generating plant only to 

aerve a brief peak demand , it would build the least 

expensive peaking units available. This theory ia 

extremely flawed and presents one of the biggest 

concern• I have with his proposed method. The 

equivalent peaker method is only a theory. It does not 

recognize real life conditions. 

Taken to ita extreme, it actually sugqeats that a 

utility's qeneration would conaiat of all combustion 
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1 turbine• it it had a aharp peak and no load in the 

2 valley. In fact, there ia no utility ayatem with auch 

3 a load. Although utility load factor• vary anywhere 

4 from approximately 40 percent to perhapa up to ~o 

5 percent, they all typically conaiat ot a mix of 

6 industrial, commercial , and residential load. If there 

7 were auch a thing aa a peak in the abaence of other 

8 oft-peak load, a utility aimply could not afford to 

9 aerve ita customers with the expensive cost even of 

10 peaking generation. There muat be considerable 

11 ott-peak load, aa well as the peak load, to juatity the 

12 installation of generating equipment. In the absence 

13 of ott peak load, the utility would have no choice but 

14 to attempt to buy power tor the short duration of the 

15 peak or attempt through load management to simply cut 

16 the load. 

17 Especially in today'• market, in which many 

18 utilities are opting tor bidding aa a means to meet new 

19 generation, the coat to meet a aharp brief peak would 

20 be extremely unstable, vacillating wildly from year to 

21 year depending on market conditions and availability of 

22 non-utility •uppliera. Such wild awing• in coat would 

23 do nothing to f~)er Mr. Wright's protesaed goal• ot 

24 •tabilizing rates or providing customers with 

25 
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confidence that they will be inaulated !rom wild rate 

ahock . 

On pagea 22 and 23 ot hia taatiaony, Kr. Wright aaaerta 

that no change in tuel coat recovery vould ba neceaaary 

under hi• .. t.hod? Ia ha correct? 

Abaolutely not. Baaically what he ia propoainq ia that 

cuatomera with aharp peaka pay the conatruction coats 

ot a peaking unit and cuatomera with flat load pay the 

conatruction coat ot a coal unit. It hardly aeema !air 

tor a cuatomer who paya only the low capacity coat ot a 

combustion turbine (CT) to enjoy the bene!ita ot low 

coat coal enerqy that !low !rom the hiqher priced base 

load capacity tor which another cuatomer baa pai,d. 

There ia no way to avoid thia " fue l aymmetry" problem 

that critics o! the equivalent peaker method have 

diacovered . 

on pages 32 and 33 ot Kr. Wright's teati.aony, be states 

•the coapany ahould eatiaate the rate baae value ot 

pri.aary and higher voltage-level conductor that 

runctiona aa dedicated diatribution tacilitiea, or as a 

higher voltage aarvice drop, and directly aaaiqn theae 

u~iaa~ed aaounta ~o the claaau tha~ include the 

custoaera vho are aerved by these tacilitiea.• Froa a 
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•yst .. plannin9 standpoint, are there conceptual flava 

to this .-uqq-tion? 

Yea, there are. As we expand the system to s e rve new 

load, it may happen on aany occasions that a new 

distribution line, or even a new transaission line, may 

be necessary to provide the needs of a new customer. 

But Gulf is not dedicating these facilities solely to 

that cuatomer. As new load in the vicinity develops, 

and it is economical to serve additional customer• ott 

this line extension that formerly served only one 

customer, such additional load will be added. The 

loqical first option in serving a new customer where no 

facilities exist is to examine those facilities which 

are geographically moat convenient, whether or not they 

serve other customers in the vicinity. We certainly do 

not qo all the way back to the substation to serve a 

new customer just because existing facilities may serve 

only one customer. It simply isn't practical or cost 

effective, in qeneral, to reserve facilities for a 

single customer. 

This is especially true in the case of high 

voltage linea. A good recent example is our new 11 s J<V 

transmission line that serves Pensacola Naval Air 

Station (NAS). NAS was adding new load that could not 

reasonably be served over the existing 12 KV system 
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providing their service. To provide adequate •ervice, 

a new 115 KV line waa constructed to NAS from our Bayou 

Chico Substation. The only load on thia existing 115 

KV line is the NAS load, but it is not reserved tor 

them. We have current plana to build a new 115 'KV line 

out ot the NAS Substation on to Beach Haven Substa tion 

to provide necessary reliability t o loads in this area. 

Thus, this 115 KV tap line will become part o f the 

network. There are any number of s ituations that might 

arise on other 115 KV tapa or 12 'KV tapa which serve 

one customer, whereby we would tap auch a line to 

provide new customer load. 

Thus, from a real-world perspective, Mr. Wright's 

auggeationa simply do not match realistic system 

planning considerations. 

On page 3 3 of his teatiaony, Kr. Wright further aaaerta 

that fuel inventory ahould be reclaaaified aa 

energy-related. Ia thia correct? 

No. The amount ot fue1 inventory required tor a 

qeneratinq plant ia a function to a larqe degree ot its 

capacity. There are factors which affect the required 

inventory ot a qaneratinq plant which are tar more 

important than the expected annual kilowatt hour 

generation. Since moat of these relate to the megawatt 
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aize ot the unit, hia propoaa1 ia aerioualy flawed. 

Would you pleaae a•nnwrize your t .. ttaony? 

Office ot Public Counael'a vitneaa, Mr. Roaen, haa 

recommended that Gulf'• 63 mv ot Scherer Unit No. 3 

ahould not be included in the rate baae. Mr. Roaen 

uaed incorrect nu;bera in hia calculations which led 

him to thia concluaion. I have ahown how the numbers 

he uaed are vronq, leading him to wrong conclusions, 

and how thia reaulted in hia unaupported 

recommendation. I have alao demonatrated that Mr. 

Roaen ia recommending that thia Commiasion completely 

rever•• ita previoua deciaiona regarding the prudence 

ot Gult'a participation in Plant Scherer and the unit 

power aalea, and that Mr. Roaen haa violated every 

baaic principle ot determining prudence in attempting 

to fabricate an incorrect baaia tor a penalty to Gulf 

Power Company. 

I have ahown that the Scherer capacity waa 

prudently acquired, that Cult haa marketed ott-aystem 

power to the aaximum extent poaaible, that the Scherer 

tranamiaaion •rental" amount propoaed by Gulf ia 

correct, and finally, that the equivalent peeker method 

ot coat allocation and dedicated facility philosophy 

propoaed by Mr. Wright are baaed on flawed assumptions. 
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Doea thia conclude your taatiaony? 

Yea. 
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Before me the under1iqned authority. personally appeared 

--~M~·~W~·~H~o~w~e~l~l~-------------------· who beinq firs t duly sworn. 

deposes and says tbat he/1he is the Manager of Transmission 

and System Control of Gulf Power Company and that the f.oreQoing 

is true and correct to the best o! h i s/her knowledQe . information 

and belief. 

~orn to and subscribed before me this 

~ • 1990. 

; 

JJW- day o! 
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Plant Daniel 
Tran•mi••ion (1981) 

Annual Cost Under Propoaea Agreement 
$1,074,107 

Annual Cost to Construct 230KV Trantrnission Line (Miles of Line X Coat per Mile) X (Annual Fixed Ch~rge Rate) • An.nual Colt 
(110 mile• X $225,000 per aile) X (.18) • $4,455,000 

Annual Colt for Tronsmiaaion Seryice 
(Mittittippi'• Fully Embedded Rate + Alabama'• Fully Embedded Rate) X (Gulf'• OWned Capacity) • Annual Cost ($12/KW + $12/KW) X (507,200 XW) • $12,172,800 

Plant Scherer 
Tran1mi1tion (1987) 

Annual Cost Under Propoaea Agreement 
$1,626,275 

Annual Colt to Construct 230 EY Tronsmi11ion Line (Mile• of Line X Coat per Mile) X (Annual Fixed Charge Rate) • Annual coat 
(JOO aile• X $250,000 per aile) X (.18) • $13,500,000 

Annual Cost for Tronsmi11ion Seryice 
(Georgia'• Fully £mbe44e4 Rate) X (Gulf'• Owned Capacity) • Annual Coat 
($15.25/XW) X (208,300 ~) • $3,176,575 
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