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Date of Filing May 21, 1990 

Mr. O'Sheasy, have you previously submitted testimony in 

this proceeding? 

Yes. I submitted pretiled direct testimony in th is 

proceeding in support of the filed rates for Gulf Powe~ 

Company. 

Have you reviewed the testiaony and exhibits of the 

witnesses intervening in this proceeding? 

Yes. 

What is the purpose ot this rebuttal testimony? 

It is to address the following cost of serv ice S 'lbj ect ~ 

raised by the witnesses tor the intervenors l n this 

proceeding: 

(l) Customer/Demand Classification of 

Distribution Accounts 

(2 ) Proper Production Allocation tor Gulf Power Company 

(3) Equivalent Peaker (EP) and Refined Equivalent Peaker 

(REP) 

(4) Allocation of Linea Investment 

(5) Allocation of Plant Scherer 

00/"IIU Cl!· I '!V" -':' "' •. TC 
vL..-~nl 1.., ... ·-

C4 465 ~~r21 rm 
Fr~C-RECOr~S/REPORT~O 
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( 6 ) Voltage Differentiated Rates 

(7) Transformation Discounts. 

CUSTOMER/DEMAND CLASSIFICATION 

Q. On Page 36 ot Mr. Pollock'• testiaony, he atatee that he 

believ .. that the Ca.aiaaion ahould exuaine the 

custoaer-deaand classification isaue. Do you agree that a 

aore representative costing analyaia vould recognize acre 

cus to•ev related costa in distribution accounts? 

A. Yes . As atated on page 21 ot my prefiled testimony, our 

position ia that the Minimum Distribution System is 

includable tor ascertaining customer related cost . This 

is logical from a cost causative ~erspective. 

Q. Why do you believe that it is loqical troa a 

cost-causative perapective? 

A. There is a customer related portion ot distribution 

investment required to ••rv• customers independent of 

their anticipated demand and enerqy requirements. The 

•ere tact that they wish to become a customer of Gul! 

Po~er torces a certain •inimal amount ot equipment to be 

ther e available to aerve. Distribution facilities, 

including polea, conductors, and transroraers, are 

required regardless or the Company's expectations 

rega rding load. A part or the customer component is the 
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theoretical minimum distribution aystem that would be 

required to serve cuatomera. The NARUC Electric Cos~ 

Allocation Manual not only recognizes a customer related 

portion ot distribution coata, but devotes an entire 

chapter to a diacusaion ot the aeparation of the customer 

related portion trom the demand related portion. 

What would you reco .. end in this issue in order to define 

aore accurately the cost to aerve Gul t's customers? 

I recommend that we adopt the custome r / demand 

classification !actors that were recommended in Gulf's 

1984 retail tiling. In t act, I believe that a more 

current analysis would atill produce quite similar 

results. These !actors would be applied in the fo llowing 

manner: 

FERC 

Account Description C\lstomer ' Demand \ 

364 Poles 46.1\ 53.9\ 

365 overhead Conductor• 13.8\ 86.2\ 

366 Underground Conduit• 13.8\ 86.2\ 

3 67 Underground Conductor a 13.8\ 86.2\ 

368 Line Transformer• 34.2t 65.8\ 

3 S9 Services lOO.Ot ot 

370 Matera lOO.Ot 0\ 
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PROPER PRODUCTION ALLOCATION FOR GULF POWER COMPANY 

Mr. Pollock atates in hia testiaony that a seasonal 

peaking allocator would be aore appropriate tor Gulf than 

the 12-MCP and 1/ 13 Enerqy which you utilized. Why did 

you choose 12-MCP and 1/13 Enerqy? 

It was the required methodology stated in FPSC's Fina l 

Order !rom Gulf's last rate case . As stated in my 

testimony, we felt that this method was appropriate 

because the results ot this technique did not diverge 

dram~tically !rom results of concepts which we believe 

more appropriate. Also, it is the methodology upon which 

current rates are based and has been so since 1981. 

Gulf's customers are therefore familiar with the price 

signal which it sends. Since the majority of this 

allocator is 12-MCP, it matches up nicely with the ~ERC's 

preference !or 12-MCP and the !act that Gulf's IIC 

payments and credits are d~pendent upon its monthly peak. 

Finally , it recognizes the i mpact of scheduled ma intenance 

performed in non-peak months. 

Ia Mr. Pollock's •Near Peak• procedure appropriate for 

Gulf Power Coapany? 

No, although Gulf's costa are sensitive to the seasons . 

His methodology is much too restrictive an interpretation 

tor Gulf's load shape, as even his results s how. Mr. 
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Pollock'• 71-hour allocation contains specified hours 

found in only two aummer months. Certainly there are 

other months of the year when Gulf is in a "peaking mode." 

Mr. Pollock'• own Schedule• 5 and 7 indicate that 

throughout the yeara 1984 through 1989 there are at least 

four to five different critical summertime months. I n 

addition, Mr. Haskins' Exhibit No. 6 further supports the 

importance to Gulf of tour summer morths during 1987 and 

1988. 

What is your opinion on Kr. Pollock'• atatemen~ •besides 

failing to adequately recognize the aeasonal load 

characteristic• of the Gulf Power and Southern Company 

aystaa. and the fact that Southern achedules aost of its 

outages during the non-sua.er period, the l2CP aethod is 

relatively insensitive to aeasonal load shifts. As a 

result, the l2CP aethod could aend the vrc:mq price 

signal?• 

Hia point that the 12CP method ia relativ!ly insensitive 

to aeaaonal load ahitta ia true, but aany allocation 

methods would appear •relatively insensitive to seasonal 

load ahifts" when compared with the ultra-sensitive "Near 

Peak" method whereby any load shifts from two apecific 

aummer months to any of ten other months would result in 

complete disappearance of any cost responsibility. 
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Do you aqree vith Mr. Pollock's stateaent that the 

•Near-Peak• aethod vould produce aore stable results over 

tiae than vould the other summer CP aethods? 

This c ould possibly be true when compared to strictly 

"summer" coincident peak methods. Mr. Pollock has not 

produced any data that shows it to be more stable tha n 

12-MCP, however. In tact, many proponen ts o! 12-MCP 

applaud the tact that !or moat maj o r ra~e&, t he 12-HCP 

does indeed produce relatively stable results over time. 

Also, one must remember that while stable r esults are 

important, also very important is the assignment o f cos t 

to those customers who caused the cost to be incurred. To 

avoid associating cost responsibility to customers who may 

have demanded service ! r om Gul! during any one of ten 

months other than July and August would be inequitabl e and 

incorrect. 

What ia your opinion on Kr. Pollock's stated basis tor 

uainq 5 percent as the threshold since, •this is the 

period vben systea reliability is usually the aost 

critical•? 

First ot all, I question why the 5 percent figure was 

chosen. What is tne magic of 5 percent that justifies it 

to define this speci fi c time frame as most cr i tica l ? 

Secondly, the highest 71 hours are contained in July and 
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August, but Schedule 7 reveals four out or s ix years where 

some other monthly reserve margins after p.annedj scheduled 

maintenance were at or below the reserve margins tor July 

and August. 

Of the deaand allocation aethodoloqiea proposed tor 

allocating generation cost in this case, vhicb do you 

rec011mend? 

I recommend an allocator approximating the 12-MCP . The 

purpose ot a cost of service study is to alloca t e 

"embedded" cost upon those factors that caused them to be 

incurred, and, under these conditions, determine the cost 

to serve . In order to do so, we must consi der why these 

costs were incurred. We must recognize that a generat ing 

plant will service Gulf Power Company's customers over 30 

years into the future. 

This study is not a margi nal cost study. It is not a 

customer specific cost study . It is an ana l ysis based 

upon the "embedded" cost as def ined by our industry a nd 

allocated upon the causation or each ot those costs . The 

result is an overage embedded coat study reflecting the 

cost responsibility of on average customer within the 

respective rate. 

After this task has been completed, the rate designer 

can be handed the inputs upon which he can tultill his 
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responsib ility . He wi l l then take the average embedded 

cost to serve the average customer wit~in a rate class and 

mold a price for specific c ustomer groups which will 

appropriately reflect coat and satisfy other goals and 

objectives, while working within prevailing constrai .1ts 

for the time frame to which these rates will apply. For 

instance, the price signal which the rate artist provides 

Gulf's customers must consider that we wa~t to minimize 

the cost to serve Gulf's customers over all future years. 

This goal could then justify rates that will alter Gulf's 

load shape, thereby producing a more eff icient process . 

The point here is that the selection of a costing 

methodology should be dependent upon cost causation and 

should mirror the system in place to service Gulf's 

customers . It shoul d not be a methodology selected to 

achieve qoals or objectives conditioned by economic , 

societal, political, regulatory, and other constraints 

this is the responsibility o ! the rate designer; in this 

case, Gulf's witness Haskins . 

EQUIVALENT PEAKER AND REFINED EQUIVALENT PEAKER 

With that in aind , vhat do you think about the Equivalent 

Peaker concept and the Refined Equivalent Peaker concept? 

Both Equivalent Peaker concepts contain serious flaws 

which prevent them from justifying departure from the 
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tried and tested methodology proposed by Gulf in this rate 

case. They depend upon the propo~ition that additional 

production plant costs result from the utility's attempt 

to minimize total coat atter tactoring in running cost. 

They assume that serving peak loads only , with no 

consideration tor running cost, would warrant a peaking 

type plant. Accordingly the difference in equivalent 

peaking cost and total cost is related to running time ~nd 

should therefore be allocated upon KWH. 

These concepts do embody considerations wh ich mus• be 

made when planning a system to serve projectgd load at a 

minimum cost. There is no doubt that, it a projectec load 

shape revealed a need to build plant, one criteria for 

alternative plant selection would be to mi nimi ze t otal 

cost by considering capital cost, running cost, and 

projected plant utilization. However, the ultimate 

decision ot what to build is tar too complex to simplify 

into a mere trade-ott of operating cost versus tixed cost. 

Gulf's witness Mr. Howell will elaborate on acme of these 

other c onsiderations, but there ia no doubt that 

governmental regulations, legal and rocietal const r aints, 

availability ot capital , plant location parameters 

including fuel delivery problems, current plant mix and 

the potential dangers of total commitment to one type of 

fuel all play a role in the decision making process. 
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What failinqa do you aee in the Equivalent Peaker concept 

in addition to the over ai.aplification of the s ysteD 

planning process that ia discussed by Mr. Bovell? 

When the decision was being made, the costs of peaking 

units versus base units were not necessarily the aame 

peaking versus base relationships which we observe today. 

To discount embedded cost to constant dollars is an 

attempt in the right direction, but may not reflect what 

the original costs were. For example, one must determine 

whether the discount rates are a ppropriates, or whether 

something was added after initial construction which could 

not have been anticipated , such as scrubbers. Also, t he 

differential in oil cost and coal cost has not always been 

constant. In tact, oil fired plants were at one time the 

least cost option. 

If you do accept t h e breakeven analysis between a 

peaker and a base unit, why allocate the increme~ta1 costs 

upon 8,760 hours of energy? Only the hours up to the 

breakeven point were important in the decision . Past the 

breakeven point, no matter how tar, the decis ion has been 

made and would not be altered no matter how the plant 

utilization improved. To allocate these incrementa l 

capital costa upon all hours would not track cost 

causation. 
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The costs of reserving a peaker (i .e., its 

reliability) may not be the aame as those ot a bas~ unit. 

The presumptions of EP, REP, and 12-MCP and 1/l J are that 

reserve costa are identical. However, because EP and REP 

differentiate the coat of peakera and base units for 

allocation purposes, unlike 12-MCP and 1/13, this tact 

requires a review of thia reserving question. 

What do you feel about the statement that there aay well 

he a long run aarqinal generating plant cost of of!-~eak 

enerqy use in which the EP aethod •will embody an 

appropriate reflection•? 

Firat of all, we are not allocating long run marginal cost 

- - we are allocating average embedded cost. Secondly, if 

there is some long term marginal generating cost of 

off-peak energy use, I do not see where EP quanti!i~s this 

cost, and therefore, reflects it. It simply appears to 

make a contribution towards it, which may be over or under 

the true cost. Also, what if the utili ty has no long run 

marginal generating cost of off-peak energy uee? No one 

has said or proven that there is long run margina l 

generating coat of off-peak energy use for Gult Power 

Company. In thia instance, costa would be allocated to 

hours where none actually existed. 
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In addition, we would be indicating to our customers 

that oft-peak KWH growth is bad since we would be 

allocating fixed cost on a KWH basis where~E we did not 

under Gulf's present and proposed methodology. 

Correspondingly, we would be telling our custom~rs that 

peaking growth is not nearly as bad as we once thought 

since those costs would now be transferred to some degree 

from peaking periods to oft-peak periods. Over time, our 

customers will react accordingly. S}stem load !actors 

could easily deteriorate, creating a need !or more C.T . ' s 

and fewer base load units in Florida. Th is may ~r may not 

be the trend which is in the best interest o! Gulf's 

customers. 

Are there also flaws in the Refined Equi·•3lent Peal.er 

concept? 

Yes. This approach attempts to correct a major criticism 

of the Equivalent Peaker method by only allocating the 

incremental plant coat upon energy up to the breakeven 

point between a peaker and a baae unit. This, in theory, 

is a logical enhancement. However, thia in itself 

presents a aajor problem: 

How do you determine the breakeyen point? 

The methodology used by Hr. William Slusser, Jr. of 

Florida Power Corporation in Docket No . 870220-EI and my 
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submitted response to Interrogatoty No. 2 of Staff's first 

Set of Interrogatories in this docket, discounts embedded 

nat plant costa of coal units and c T.'• to current costs 

in order to match up with today's current running cost; 

the breakeven point then falls out. Besides the question 

of selecting the appropriate discount rate, the , ·olatil i ty 

of fuel (running) cost creates a problem. It has bee~ 

said that in the long run, coal cost may track oil cost. 

However, it is most difficult to det@rmine the correct 

cost to enter when examining the current cost environment . 

Many ot the workpapers supporting the Company's response 

to Interrogatory No. 2 were completed in November of 1988 

based on then prevailing oil and coal prices. consider 

the impact that the Valdez oil spill has caused on oil 

prices; this effect may be temporary, but also there may 

be some lasting influence much like the '73 Arab Oil 

Embargo. 

The point to be made here is that the need to choose 

a proper discount rata as well as volatility ot fuel 

prices will causa the braakeven point to jump around 

dramatically . I have seen the hours of breakeven jump 

from 9 0 0 hours in some studies to 3000 hours in others. 

The impact on the hours selected and resultant allocator 

may cause significant swings in implied cost 
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reaponaibility. The end result may be an unstable rate 

desiqn process requiring continuous rate adjustments. 

The EP approach baaes it& enerqy;~emand aplit upon 

levelized gross investment. The Refined EP meth od bases 

ita enerqyjdemand split upon levelized net plant. One 

results in a 45 percent demand portion while the ot~er 

produces a 40 percent demand. It is not perfectly clear 

which figure is correct. 

The logic underpinning the Refined EP may assume a n 

optimization based upon certain planning parameters. 

Because of the lumpiness of plant additions, it is rare 

that any utility will always maintaih an optimal mi x f o r 

the current load shape. As Mr. Ho~ell states in his 

testimony, "the philosophy of optimum generation mix did 

not become widespread until the 70's," when most o! Gulf's 

current generation had been either constructed or 

committed. 

ooes it then make sense to allocate actual embedded 

dollars upon a few theoreticallY presumed optimal 

parameters? 

By levelizing embedded capacity cost into today's 

constant dollars to synchronize with current running cost, 

ve are attempting to replicate the parameters ~hich the 

planner faced. However, the current day fixed 

costjvariable cost relationship for peakers versus base 
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units is n2t necessari l y the same factors which t~e s ystem 

planner observed when he constructed Plant Daniel in the 

late 70's or Plant Smith in the mi d 60's. r he reason t ha t 

we rolled forward the capac ity cost to mat ch up wi t h 

current fuel coat is that we are not sure of the exac t 

fuel considerations anticipated at the time of 

construction , nor are we certain that these costs are 

relevant because of the dramatic change s i n o i l p r1ces 

since then . Therefore , we chose cur r ent d a y costs as a 

proxy, but t h e y are onl y a proxy at best. As a resul t , we 

are allocating embedded dollars on a c u rrent cost 

calculation wh i ch may or may not be app r opriate. 

Is there an inherent incons i stency i n logic if one 

assumes capital substitution theory in determi ning base 

rates but average running cost allocation in fuel 

recovery? Capital Substitution theory appears to suggest 

that, after considering t he running cos t of a peaker 

versus a base unit and the resultant breakeven point has 

been passed, a base unit wil l be chosen and operated: in 

other words, subsequent hours after the justification 

point will have load requirements satisfied through the 

running cost of base units. It seems inconsistent then t o 

associate any peaker fuel cost to hours past the breake ven 

point; unfortunately, the average fuel clause methodology 

would do so. Therefore, it does seem as i f s ome type o f 
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adjustment is appropriate. However, is is not clear 

exactly what type ot adjustment would be !air and 

equitable, eapecially since Gult is essentially all coal 

tired. It does appear, however, that EP requires more of 

an adjustmen t than REP merely because EP allocates !uel 

savings capital cost to houra in the ott-peak that should 

not receive any. 

The basis upon which the demand defined portion of 

REP (and EP) is allocated must be examined carefully . In 

response to Interrogatoriea No. l and No. 2 of Staff's 

First Set in this docket, it was done upon the 12 -MCP 's. 

However, some ot these 12-MCP's tall outside the highes t 

1430 hours. It seems illogical ~hen to allocate c ost 

defined to be serving demand requirements only, upon hours 

not even necessary to justify the incremental "!uel 

savings" investment cost. However, the real answer might 

be to capture the highest 1430 hours !rom a reliability 

standpoint, such as LOLP or EUE , which might possibly 

contain all ot the 12-MCP'a. 

In which component ot rates do you place the incremental 

cost allocated upon hours up to the breakeven point? 

It seems as it it should be the energy component. 

The analyst must still decide whether to place these costs 

in the annual energy rate or in a aeasonal rate. 
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Could you su.aarize your position on qeneration cost 

allocation? 

Gulf's qeneration costs occur throughout the year. There 

are tour methodologies presented in this case: 12-MCP and 

1/13, Near Peak, Equivalent Peaker, and Refined Equivalent 

Peaker. Ot these choices, the method which is ~ost 

appropriate for Gulf, considering Gulf's load shape and 

other considerations prev:ously ~entioned, is definitely 

12-MCP and 1/13. This method is the ~oat s ound and will 

continue to provide the stable, consistert price signal s 

to which Gulf's customers are accustomed and which they 

expect to see. The 12-MCP methodology is a widely used 

and accepted methodology throughout our i ndustry. The 

other methods are either inappropr iate (Near Peak) o r 

possess tar too many flaws to warrant a departure from the 

current methodology. 

It a choice had to be aade between Equivalent Peaker and 

Refined Equivalent Peaker, vhich alternative should be 

chosen? 

Before answering this, let me point out a fQw 

implementation problems. First, both o! these concepts 

are relatively new. Aa a result their stability and 

acceptability is still suspect. Obviously in order to 

become accepted, any new concept ~ust be subjected to 
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careful analysis and review. However, this is not the 

time to test a new cost-ot-service methodology on Gulf's 

customers, given the other major issues in th i s case. 

In fact, even it one ot these procedures were 

required, some type ot adjustment period would onl~ be 

fair to Gult's customers. Gult'a customers have been told 

through price signals tor over 50 year• that they should 

flatten their load shape, increase KWH u s age in off-peak 

times and reduce peak J<W. Either c! t .hes e two techniques, 

especially the Equivalent Peaker method, wou l d tell Gulf' 

customers that KWH growth ia bad and there will be more 

allocation of cost as a result, while KW growth isn 't s o 

bad after all. Even it this is just ifiable due to an 

evolution in our dynamic utility system and the costing 

models that attempt to track it, our customers cannot be 

expected to adapt overnight. They, over the years, have 

purchased equipment to aatch the price signals we have 

sent them. They would be sorely shocked by an immed i ate 

adoption ot Equivalent Peaker. 

However, if one had to choose between EP versus 

Refined EP, the beat or least undesirable alternative 

would be Refined EP. It presents tewer tlftwa than the EP. 

However, the filed REP study should be re-examined to 

determine the correct demand allocator tor the equivalent 
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peaking coat and the question of a possible fuel cost 

adjustcent should be researched. 

ALLOCATION OF INVESTMENT IN LINES 

Q. On page 32 ot Public Counsel'• vitness Scheffel Wright's 

testi.aony, he at.atea •the ca.pany ahould esti.aate the rate 

base value ot pri.aary and higher voltage-level conductor 

that functions as dedicated distribution facilities, or as 

a higher voltage aervice drop, and directly assign these 

estimated aaounts to the classes that include the 

customers vho are aerved by these facilities.• Do you 

agree? 

A. No. To examine this question more clearly , we must 

visualize Gulf's electrical delivery system whereby there 

is a network of interconnecting lines transmitt i ng 

electricity around the system at predetermined, reliable 

voltage levels. From this network, taps branch ott to 

aerve load centers. As a r esult, all related customers 

are allocated an average portion of the network and taps 

according to the loads they place on the system. 

Account 369-Services contains secondary service drops 

which aust be installed to serve a customer at a secondary 

distribution no aatter what his load requirements. It is, 

therefore, allocated upon number of customers. Line 

investment cost found within other FERC accounts is sized 

-
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according to anticipated load requirements and, therefore, 

allocated upon demand. Gulf has never assigned line 

investment coat to specific customers. Some of the 

primary reasons are: 

1. It would be very difficult to determine the line 

inv•stment specifically serving one particular 

customer. Some very large customers might prove 

traceable but, if one accepted this methodology for a 

few large customers, it would only be equitable to do 

ao for smaller customers. These smaller customers 

would be most onerous to trace. 

2. If one did assign so called "dedicated taps," one 

would have to first determine the total investment in 

taps, segregate it from investment in networks and 

then remove dedicated ones leaving "common taps." 

The common tapa would then be allocated to common 

customers only. To do otherwise would risk 

associating taps with these d edicated customers 

twice, once through the assignment process and 

second, through the allocation process. 

3. A further delineation of load flow would prove 

necessary. The load from customers served by common 

taps would be placed into a demand allocator for the 

cost of common taps. Then, the load for these common 

customers must be combined with the load from 
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cuatomera using dedicated tapa in order to produce a n 

allocator tor the common netvork. 

4. A tap aerving one customer today may aerv~ two or 

more customers tomorrov. Gulf does not generally 

incur large investment• in linea designed to 

apeci!ically aerve one customer over the entire life 

ot the line. What originally began as a line serving 

one customer may have new customers added to the 

line. Also, the line may become a closed loop which 

~ould aerve mar.z more customers . Given these 

possibilities, an annual reviev of dedicated taps 

vould be required. 

5. Where does the dedicated tap b egin? Can this 

beginning point change as customers are added? 

6. Not only would the accounting and load flows 

segregation be most d i fficult, but the c ost of 

service model could require extensive revisions . 

7. All the required effort would result in insignificant 

effects on the cost-of-service reaults. It is 

estimated that only 2 percent to 4 percent of lines 

investment would prove to be dedicated at a 

particular point in time . Due to the difficulty of 

ascertaining the apecific cost of these facilities 

and the required annual updates, it is not certain 

that the results ot the coat of aervice s tudy wou ld 
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be any more accurate at any decimal level even it one 

could perform thia moat difficult task . Mr. Howell 

discusses the aystem planning aspects o! d 1rect 

assignment ot t aps and gives a real example o! why 

Mr. Wright'• concept ot dedicated taps i s not 

appropriate tor a utility auch a• Gul t . 

ALLOCATION OF PLANT SCHERER 

Do you aqree vith Dr. Johnson'• •tateJDent • h at Plant 

Scherer should be considered a surcharge? 

No. I do not . Plant Scherer is definitely considered a 

production resource during t he 1990 test per i od for the 

reasons tully explained by Mesaera. Parsons, Scarbrough, 

and Howell. As auch, ita allocation on a production 

allocator is entirely appropriate. 

It it vere to be considered a •urcharqe, •hould it be 

allocated upon revenues? 

No. It should not. It it were deemed appropriate to 

consider it as a aurcharge, the basic reason that it would 

be ao placed ia that it would become uaed and useful as 

qenerating reaource in the tuture. When it then did 

become an acknowledged production reaource in the future, 

•urely it would receive a production type ot allocation . 
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Although it is not entirely clear, I presume 

Dr. Johnson is advocating the isolation or Plant Scherer's 

coat and the allocation or this cost in the cost o! 

service study upon revenues. A revenue all ocation, 

however, is actually an indirect allocation result or the 

cost of all services which have been allocated upon the 

direct allocator& or KWH, KW, and number ot customers . 

This revenue allocation result involves all !unctions o! 

the utility: ?reduction, Transmission, Distribution, 

CUstomer Accounting, and customer As sistance. Plant 

Scherer is a production plant and to ut i lize an allocator 

also influenced by transmission, distribution, customer 

accounting, and customer assistance is illogical and 

certainly not coat based. 

In addition, a coat-benefit inequity would result. 

It Plant Scherer were allocated in its early, more 

expensive years upon revenues, and during i~s cheaper, 

depreciated years upon a product i on allocator when its 

resource benefits ~ere being enjoyed, we would have 

customers who were strongly atf~cted by transmission, 

distribution, customer accounting, and customer 

assistance, paying tor Plant Scherer but tailing to enjoy 

commensurate benefits or the cheaper resource cost when it 

vas deemed used and usetul due to the same customers' 

smaller sensitivity to pure production allocation. To 
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create thia coat-benefit inequity would be incongruous and 

aenaeleaa. Plant Scherer ia a production plant today, 

tomorrow, and until it ia retired. 

VOLTAGE DIFFERENTIATED RATES 

What ia your opinion on voltage differentiated 1ates? 

I do not disagree with the theoretical concept o! voltage 

differentiated rates. In t&ct, G~lt currently has voltage 

differentiated ratea and ia proposing a cost based 

transformation discount in this docket. 

Do you concur vitb Dr. Johnson's voltage differentiated 

rates? 

I do beliave that it poaaible they ahould be c~st based. 

Unfortunately, Dr. Johnson'• p r ocedure ia not cost based 

in terms of unit coat. It would produce a discount, but 

that discount could be above or below what the true cost 

based diacount ahould be. 

can you elaborate further on thia diatinction between Dr. 

Johnaon'• procedure and a pure unit cost aethod? 

His procedure appears to depend upon a factor which 

contains two ingredienta: (1) The numerator represents 

hia cost of aerving the customers as they exist i n the 

rate class from the uppermost voltage level down through 

the voltage level in question, and (2) the denominator 
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reflecta the total coat to serve all customers as they 

exist in the rate class, or aa he terms it on his direct 

testimony, page 18, line 13, the average coat of LP/ LPT 

service. So, in effect what we are dealing with is the 

cost of aerving various loads at different voltage levels 

which is somewhat different from the cost of se~ing the 

same load at two different service levels. In order to 

base a discount on pure unit cost, one needs to determine 

the cost to serve a KW at level 5 and the cost to serve 

that same KW at level 2. The dittere nce can then be used 

to accurately develop the discount. 

Q. What ia your reco .. endation? 

A. If this Commission decides to implement voltage level 

differentiated rates tor LP/LPT, implementation should be 

based upon a cumulative unit cost analysis which properly 

considers the coat differentials involved in serving 

separate voltage levels. 

TRANSFORMATION DISCOUNTS 

Q. Do you aqree vitb Dr. Jo~on that a tra.nstoraation 

discount is warranted? 

A. There is nothing wrong with a transformation discount 

where customers have purchased their vwn transformers. 

However, it one is advocating voltage differentiated 
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rates, as he apparently ia, one &hould not also give a 

t r ansformation di•count. This would provide a cred i t 

twice for the avoided transformation coat, aince the 

discount would already have been embedded in the 

di•counted voltage dif f erentiated rates in this ins tance . 

Is there a discount developed in this rate proceeding that 

reflect• the cost to Gulf Pover Coapany ot transformation 

equipaent? 

Yea . Gulf's responses to Interrogatori es No. 11 0 and No . 

111 of Staff's Eight h Set in this docket provide a 

discount tor transformation cost. These d i s c ounts by rat e 

class and by voltage level tor customer owned 

transf ormation are •hown below: 

GSD/ GSDT 

LP/LPT 

PX/PXT 

Primary 

$0. 35/KW 

$0.42/ KW 

N/A 

Transmiss ion 

$0.41/ KW 

$ 0 .52/KW 

$0. 11/ KW 

In addition, in Interrogatory No. 113 of Staff's Eigt.th 

Set the following di8count• were developed tor metering 

voltage di•eounta to account tor the reduction in line and 

tranatoraation lo•••• aa a result of the customer tak ing 

••rvice above the •econdary diatribution level. These 

diacounta by rate clasa and by voltage level for customer 

owned t ransformation are ahown below: 
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Primary Transmission 

.82\ 1.8313\ 

l. 26\ 

1.35531\ 

1.00312\ 

Does this conclude your rebuttal testiaony? 

Yes. It does. 
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AFFIDAVIT 

STATE OF FLORIDA ~ocket No. 891 3 4 5 - E: 

COUNTY OF ESCAMBIA 

Before me the undersiqned authority, pe rsonally appea r ed 

__ .M~i~c~h~•~•~l~T~-~o~·~s~b~•~•~•~Y~--------· who beinq firat duly sworn. 

depose s and says that he/she is the Senior Eng i neer 

of Gulf Power Company and that the !oreqoinQ is true and corrPct 

to the best of his /her knowledqe . information and be ; ief. 

Swo rn to and subscri~erl be! o re me this 

May • 1990. 

My Commission Expires: 
N~ary p,,:JI•c 0!:~ 1'b Coun• 1 ';oor~r• :a 
1/.y (;....mmt~~lllf'• U.t>IIC:~ J•ll LU. 1Y51 

l Oth du y o ! 
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