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1 

2 

3 

4 

5 

P~Qf!!Q!~~ ~ 

(Hearing reconvened at 8:35a.m .) 

MR. McWHIRTER: Mr . Chainaan , our tirst 

6 witneaa today ia Kr. Pollock. You have not boen 

7 previoualy aworn, I don't believe. 

WITNESS POLLOCX: No. 

279) 

B 

9 CHAIRMAN WILSON: Would you raise your right 

10 hand, pleaae? 

11 (Witneas Pollock sworn. ) 

12 JEFFRY POLLOCK 

13 was called aa a witness on behalf of the I ndustria l 

14 Intervenors, Air Products and Chemicals , Inc ., Amer ican 

15 Cyanaaid Coapany, Ch.aapion International Corporation , 

16 Exxon Coapany, U. S. A., Monsanto Company , Stone 

17 Container Corporation, having been f irst duly sworn , 

18 testified a• followa: 

19 DIRECT EXAMINATION 

20 BY MR. McWHIRTER: 

2 1 0 Mr . Pollock, as I understand i t, you've 

22 p r evioualy filed testimony in this case, is that right? 

23 

24 

A 

0 

Yes. 

And you had aome corrections in that 

25 testimony. We have furn i shed the reporter with a copy 

FLORIDA PUBLI C SERVICE COMMISSION 



2 7 9., 

L of a revised edition and this a o rning on your dais you 

2 will see pages with corrected copy. 

3 Would you point out to the CoiiUII i ssion what the 

4 changes were in the testiaony , plea»e? 

5 A ~as, I will. On the direct testimony at Page 

6 1 6, I inserted a c larification bec ause o f some 

7 contusion that arised during interpretation o! that 

8 particular passage. And specifically on Line 18 o ! 

9 that page, which reads, •The EP and REP methods, 

10 however, would assign,• and the old version said, 

11 •twice.• The corrected version says, "about 1 .5 times 

12 as auch car,• and then the parenthetical " ( twice the 

13 'excess' capital coat.) to the second customer." 

14 And the other change is in the exhibi t book, 

15 and specifically Schedule 2 has been revised. The 

16 calculation of the par unit capital cost assigned to 

17 the various classes under the coapany's version o! the 

18 refined equivalent peaker aethod waa calculate d 

19 incorrectly, and also omitted troa the schedule was t he 

20 rate SS, standby service, class data . And those have 

21 been corrected, and the rate SS class d a ta added t o the 

22 s chedule. Specifically, the correct i on had to do with 

2 3 the tact that under the Coapany's version ot the 

24 refined equivalent peaker , the demand costs were 

25 allocated on a 12 coinc ident peak basis. Conse quently, 

FLORIDA PUBLIC SERVICE COMMI SSION 
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1 it's appropriate to calculate the per unit plant costs 

2 on the basis ot per unit ot 12 coincident peak demand. 

3 There are two other corrections that need to 

4 be made to the exhibit that are not contained in the 

5 additional sheets which verft distributed . These are 

6 minor, however. Let ae point them out. Schedule 3, 

7 Line 2, right now says, "Effective Forced Outage Rate . " 

8 The correct tena should be "Equivalent Forced Outage 

9 ~ate.• 

10 Schedule 4, at the very bottom of the page in 

11 L~ "' footnote, the very last line says, "where FOR," 

12 which is forced outage rates, "of a peaker equals" and 

13 the nuaber was mistyped. Instead of "30\," it should 

14 be •sot.• 

15 The other change which was in your handout is 

16 Schedule 8, Page 1 . The presentation on that s chedule 

17 was modified to include the rate ss c lass . There was 

18 som.e contusion about whether under the near coincident 

19 peak cost ot service study, which I'm sponsoring, 

20 whether or not the standby service c lass was assigned 

21 any deaand-related costs, and it turns out they were . 

22 It's just that the data vas not shown on the schedule. 

2 3 The last two changes are in the appendix book , 

2 4 specifically in Appendix C, specifically Page 6, Lines 

25 23 and 24 have been revised to match the text the 

FLORIDA PUBLIC SERVICE COMMISSION 
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1 text has been revised to match the table . 

2 And si.Jiilarly on Page 7, t .he text was changed 

3 t o coapare -- ahov the derivation of the oper4ting cost 

4 to the GS/GST class. 

5 And that•a the .xtent ot the c hanges. 

6 MR. McWHIRTER: Mr . Chainaan , I otter the 

7 testimony into evidence aa though read and corrected. 

8 CHAIRMAN WILSON: The pretiled testimony, as 

9 corrected, vill be inserted into the record as thoug h 

10 read. 

11 (Exhibit Hoa. 361 through 380 previously 

12 stipulated into the record .) 

1) 

14 
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GULF POWER COMPANY 

before the 

Aorlda Public Service Commission 

Docket No. 891345-EI 

Testimony of JeHry Pollock 

PLEASE STATE YOUR NAME AND BUSINESS ADDRESS. 

Jeffry Pollock, 123 12 Ol ive Boulevard, St . Louis, Hi ssour l. 

WHAT IS YOUR OCCUPATION AND BY WHOM ARE YOU EMPLOYED? 

am a consultant In the field of public utility regulation and am 

a principal In the finn of Orazen-Brubaker & Associates, Inc . , 

utility rate and economic consultants. 

PLEASE DESCRIBE YOUR EDUCATIONAL BACKGROUND AND EXPERIE.:CE. 

Thi s Is summarized In Appendix A to the t estimony . 

ON WHOSE BEHALF ARE YOU APPEARING IN THIS DOCKET? 

I am appearing on behalf of the a group of Industrial Intervenors , 

as follows: 

• Air Products and Chemicals, Inc. 
• American Cyanamid Company 
• Champion Internati ona l Corporation 
• Exxon Company , U.S.A. 
• Monsanto Company 
• Stone Container Corporat ion 
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These Intervenors are custoeers of Gul f Power Company . During 1989, 

these six coa~pani es purchased 978 , 000 ,000 ki lowatthours, approx i-

•ately 13% of Gulf 's tota l re ta i l sales. All s ix compan ies are 

served on Rate PXT . Several of the Intervenor s also take scrv1 cc on 

Rate SS . 

6 Q WHAT ISSUES ARE YOU ADDRESSING? 

7 A I shall address var ious cost allocation and rate design Issues, 1n -

8 eluding : 

9 

10 

11 

12 
13 
14 

15 

16 Q 

17 A 

18 

19 

20 

(1) Producti on costing .et~odology ; 

(2) Trans•i ss ion costing methodology; 

(3} Classifica~ ion of distribut ion capita l cost s; 

(4} The distribution of the proposed base rat e in ­
crease ~ng the rate classes ( i.e ., rate spread ); 
and 

(5) The des ign of Rates PX/ PXT and SS. 

ARE YOU SPONSORING AHY EXHIBITS IN CONNECTION WITH YOUR TESTIHOHY ? 

I a• submitting Exhibit JP- 1 (~/ l, consisting of sevent een sched · 

ules . The analysis presented in these schedules is based on oulf's 

corrected and revi sed class cost -of-servi ce study provided in re · 

sponse to Industrial Intervenor s ' Second Request for Production of 

21 Documents. Th is latest study incor porates the corr~ct ions to the 

22 

23 

24 

original filed study (as provided In response to FEA's Second Set of 

Interrogatories , Ques t ion No. 16), and the •w i thout ~ig rat ion" see-

nari o. 

OMltN· bUMlU.. AUO<:IATU. INC 
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Q WHAT OTHER MATERIALS ARE YOU SUBHin HiG AT THIS TIH£ IH CONNECTION 

2 WITH YOUR COST-OF-SERVICE AND RATE DESIGN TESTIMONY? 

3 A am also subMitting Appendi ces Band C to the t es timony . 

4 Appendix 8 is a narrative ent i tl ed · cost -of -Service Oet ermi na -

5 lion Procedures.• It provides an overview of the three basic pha~cs 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 Q 

of a rate case; a closer look at the various cos t -of-se rv ice steps 

(i.e., functional izatlon, classification and all ocati on); and ex · 

plains the reasons why the cost per klluwatthour is lower for 1n · 

dustrial customers than for other ~us tomers. 

Appendix C i s a critique of the Equival ent Peakcr ((P j methods 

of costing . Specifica i ly, it addresses the lack of •fuel symmetry· 

with the orig inal ar.d revised £P methods and the implici t (and rn · 

correct) assuMption (in the original EP) that annual kWh sal es d~ · 

termlne the type of capacity to be In stalled. 

IS THE FACT THAT YOUR TESTIMONY ADDRESSES COST ALLOCATION AND RATE 

16 DESIGN ISSUES AN ENDORSEMENT OF GULF ' S CLAIHED $26.1 MILLION REVENUE 

17 DEFI C I P'CY? 

18 A No . 
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BEFORE ADDRESSING THE VARIOUS COST ALLOCATIOH ISSUES, COULD YOU 

PlEASE EXPLAIN HOW A CLASS COST-OF-SERVICE STUDY IS PREPARED? 

The baste procedure Is st.ple, although the amount of detail can ob · 

scure this s1.plicity. In an allocated cost -of-service st udy, we 

identify the different types of cost (functl onal ization), det ermi ne 

their primary causative factors (classification), and then apport ion 

7 each ite11 of cost among the various rate classes (allocat ion). 

8 Adding ~P the Individual pieces give the total cos t for eacli Ll ass . 

9 

10 Q 

11 

12 A 

13 

14 

15 

16 

17 

18 Q 

19 

20 

A more detailed explanation Is provided in Appendix B. 

IS THE COST-OF-SERVICE FRAMEWORK DESCRIBED IN ~PfNDIX 8 USED 

THROUGHOUT THE UTILITY INDUSTRY? 

Yes. In fact , every logical cost analys i s must use these procedures 

of functlonaltzing costs (Into generation, transmiss ion. distribu · 

tion and so on), classifying thea~ ( into demand -relat ed , energy· 

related .snd cust011er-related) 'ind alloca ting t hem among cl asses. 

There can, of course, be differences In format, but the basi c frame · 

work Is always the same. 

DOES THE APPLICATION OF THESE GENERAL COSTING PRINCIPLES RESULT IN 

DIFFERENCES IN THE PER UNIT COST OF SERVINS THE VARI OUS TYPES OF 

CUSTottERS? 

DMltN · I-.UIAillll • M~IATU INC 
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Yes. Large users are 1 ess costly t., serve because of the differ -

2 ences in (1) load fac tor , (2) del ivery voltage, and (3) size. Fur -

3 

4 

s 

6 

ther, the process of deliveri ng e lectric ity to residences is more 

involved than the process of delivering electr ic ity to industry, 

because i t require s subs tanti ally more distribution plant to provide 

service at the point of consumption. Many Industries, by tomparl · 

7 son, provide the i r own (In-house) d istribution .. ac il l ties. The 

8 signifi cance of these differences Is that cos t s cannot simply be 

9 allocated on the basis of kilowatthours sold. lhe per unit cost is 

10 lower as serv ice is taken at h igher vo l tage level~ and as cus t omer 

II size and load factor Increa se. Because 1 arge users tend to be 

12 ser ved at higher volhges , consume 1110re energv per location and use 

13 their capaci ty 1110re efficiently (e.g., operate at a highe r load 

14 factor) t han small users, It follows that the per unit cos t Is also 

IS lower . This l ower per un i t cos t j ustifies a lower per unit rate, a 

16 fact which Is demonstrated on Page 14 of Appendix B (Tabl e S}. 

17 PRODUCTION COSTING METHODOLOGY 

18 Q 

19 

?0 A 

WHAT ISSUES NEED TO BE ADDRESSED IN DETERHIHIHG AH APPROPRI~TE PRO ­

DUCTION COSTING METHODOLOGY? 

Production costs can be sepa rated int o two m~jor component s: capi · 

21 tal costs and operating costs. 

22 

23 

24 

Capita l costs are related to the specific facilities that are 

used and useful In providing service at the po int of consumption to 

sat Isfy the cust omers demand and energy reQL" I remen t s . They Inc I ude: 

0Ml(N ·8kUIAIU . • MlOCIAIB I NC 
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Jeffry Pollock 

• Fixed operation and maintenance (OttH) expenses; 

• O~preclat i on expense; and 

• Related Income and other taxes (e.g., ad val or·em, 
payroll , etc.). 

Operating costs consist primari ly of fue l and variable O&M 

expense . Unlike capital costs, operating cos t s generally vary with 

the amount of energy generated and so ld . 

An appropriate production costing me thodology, thus, must 

consider how QQ1h capital and opera t ing cos t s should be classi fied 

II and then allocated to reta i l custome r cl a s ~ es . 

12 Q 

13 

14 

ONE THEORY OF PRODUCTION COSTING THAT HAS BEEN PROPOSED FRO" TI"E · 

TO-TI"E IS BASED ON THE NOTION THAT AH APPROPRIATE " ETHODOLOGY 

SHOULD PARALLEL THE SYSTE" PLAHN I NG PROCESS. IS THIS A VALID 

15 THEORY? 

16 A 

17 

18 

19 

20 

21 

22 

23 

Yes . Consistent with the pr incipal of cost -cau sati on, t o the ext ent 

that production system plann ing cr i t er ia can be int eg rat ed rnto the 

cost cla:. .. lfication and allocati on process, i t would r esu lt in an 

assignment of cost s that would reflect the ext ent t o wnr ch each 

class caused the utility to incur the cv.t. Because producti on 

system planners cons ider t ota l (capital and operating) cos t s rn 

evaluating capacity addlt ionsjreli re111ent s, etc., a produc tron cost · 

ing methodology must consider ~ capita l and oper aring costs . 
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HAVE ANY SUCH •sYSTEH PLAHNING" - OR IE~rEO COSTING METHODS BEEh PRE -

SEHTEO TO THIS COHHISSJON? 

Yes. Both the Equivalent Peaker (EP) and the Refined (quival ent 

Peaker (REP) ~thods purportedly emulate the ut i l i ty system planning 

process . 

These methods postulate that : 

• Only the production capital cos t s '!Qui va lent t o 
the cost of peaking capaci ty are demand-rela t ed ; 
and 

• The only justification for investing in more ex · 
pensive types of generat ing capac i ty is to r educe 
fuel cost . 

The above po~tulates are based on the theory of Capital Sub~ t1tuti on 

(or CAPSUB). Under this theory, the utility Is said to "subst i tute" 

capital investment for fuel cost - -for example, by buildi ng a coal · 

fired base load plar.t instead of a combusti on turbine peak i ng pla nt. 

HOW DOES THE EP HETHOO ATTEHPT TO OtULATE THE PRODUCTION SYSTEH 

18 PL.AHHING PROCESS? 

19 A 

20 

21 

22 

The EP method classifies production capital costs be tween demand and 

energy . The demand component os usually r ep resent ed by the equi va · 

lent cost of peaking capacity . In other word s , Gu l f 's gener at ing 

capacity is revalued as though only peaking units were bu1lt In st ead 

23 of the various base load and Intermed iate unit s whi ch actua lly ex · 

24 

25 

26 

ist. The extr• capital costs (that is, the actua l inves tment in 

excess of the cost of an equivalent amount of peak ing capac ity) are 

considered to be energy-related beca use they. a! l egedly . are 

0MUN · 8~UIAUk. AHOCIATU . INC 
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incurred as a •tradeoff• for i.~ .. : :~..,er cost of operat ing base load 

units . 

HOW ARE PRODUCTION CAPITAl COSTS AllOCATED TO ClASSES UNDER THE EP 

METHOD? 

In Gulf' s re sponse to Staff's fir st Set of Interrogatories, Item 

6 Nos. I and 2, demand·re lated product ion cap i tal cos t s were allocJted 

7 

8 

9 

10 Q 

11 

12 A 

13 

14 

to classes using the Twelve Coi ncident Peak method. The rema ining 

energy-related capita l costs were allocated reht ive to "year -round" 

energy requirement s. 

DOES THE EP KETHOO ACCURATELY EttUlATE THE PRODUCTION SYSTEH PLANNING 

PROCESS? 

No . At best, 1t is an oversim;l ificat ion of the system planning 

process. In real ity , planners are faced with t he dual dimensions of 

(1) providing rel i abl e service and (2) minimizing t otal cos t . Be · 

15 cause electric energy cannot be stored in large quan t i t ies fo r any 

16 

17 

18 

19 

20 

21 

22 

signifi cant length of lime, providing re l iable servi ce t·equires 

construction of suffic ient generat ing capaci ty to meet the projer t ed 

sys t em peak de.ands and t o provide an adequat P re serve ma rg i~ . This 

will ensure that whenever a consumer flip s the swi tch an e l ectric 

light or air condit ioner will ope rate. Consumers often take it for 

granted t hat el ectr ic i ty will be lns t~ntaneous ly availab le whenever 

and at whatever rate of usage and quantity they demand. 
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Cost mini•ization is the requ lreo~nt that the utili ty prov ide 

2 the service at the lowest overal l cost. lhe ~· tlllty strives to ln-

3 shll the mix of generatinq capaci ty ( I. e ., base. in t ermedi ate and 

4 

5 

6 

7 

8 

peaking) that, along with the existing generati on, yields the lowes t 

total cost . Jn other words, the econo.ic choice between a base load 

plant and a peaking plant lUSt consider both c~pital costs and optr­

ating costs, and therefore is a function of average tot•l costs . 

The capital cost of peaking plants I ~ lower tha~ the cap1t al 

9 cost of base load plants, but the operat ing costs of peaking plants 

10 are higher than the operat ing cos t s of base load plan t s. Moreover, 

ll 

12 

13 

when the hours of use are considered , the cap i ta l cos t per kil owatt · 

hour for the base load plant Is usual ly less than t he capital cos t 

per kilowatthour for the peaking plant . Of course , since the fuel 

14 costs of base load pl ants are general ly lower t han the fuel costs of 

15 peaking plants, the overall cost per kllowatthour for Lo:se load 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

plants is also less than the overall cos t per kilowat t hour for pea k-

ing plants . 

System planners , therefore, mus t consider both capi tal cos t s 

and operating costs In light of the expected capacity fac t or of a 

new plant . The fact that base load pl ant s typi ca lly have lower fuel 

costs than peaktng plants does not ~~ean that the invest.llent in base 

load plants ts .ade strictly to achieve lower fue~ costs. Invest · 

ment In a base load plant would be made to achieve lower total 

costs , of whi ch cap ital cos t s lnd operat ing costs are the primary 

ingredient s. 
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ARE THERE AHY OTHER FACTORS. BESIDES THE ECONOMIC TRADE-OFFS, THAT 

CAN AFFECT UTILITY INYESTltOO DECISIOHS7 

Yes . For example, the decision can be affected by the ex i sting 

generation •ix, the availability of a suitable site for the plant, 

environmenhl restrictions, access to an ample supply of cooling 

water . the ability to obtain transmis s ion right s of 'flay, systeu~ 

7 stabi l ity, licensing. gover~nt and other regulatory re s tri ction s 

8 (i.e . , Fuel Use Act), fuel supply, fuel diversifico~tion, access to 

9 

10 

11 Q 

12 

13 A 

14 

15 

facilities to transport fuel to the plant, politi ca l priorities , 

etc. 

ARE THERE OTHER REASONS--BESIDES THE CAPITAL/OPERATING COST TRADE ­

OFFS--FOR INSTALLING PEAKING PLANTS? 

Yes. One reuon would be to provi de the ab i l lty to ride through 

short-ten~ peaks without starting- up additional ba se load un it s . 

Peaking capacity can be a source of emergency powPr in the event of 

16 large and unexpected forced outages, and It is available to provide 

17 

18 

19 

20 

21 

22 
23 
24 
25 
26 
27 

sta r t-up power for base load unit s. Furtht:r, the ab ili ty to pia' ' 

peaking units In ser•lice with a short lead t 1me would euable a ut 11 

i ty to meet unexpect ed increases in peak load . [ach of these r ca 

sons were substantial in a publi cation entitled~ 1Yr21~ Electri c 

f1ln1 Construction~~ Annual Produc t ion [ xpcnses -- 197R: 

•J n recent years there has been a rela t i vely 
rap id Increase in the use of gas t urbines 
for electric power generation . The north ­
east power failure of November 1965 provided 
the init i al Impetus fo r the pre sent exte n­
sive use of gas turb ine s for a va r ie ty o f 
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electric power generation rfQUlrements . ~ 

relatively conmon de f icienCJ uncovered by 
the northeast failure wa s the la~k of e~r · 

gency power for st art ·up, continued opera ­
tion, and safe shut down of steam electric 
generating units during power failures, and 
for the subsequent restarting of the units 
when system power is not avai l able . Al so, 
because of the short lead time for manufac ­
ture and Installation of gas turbines , many 
electric utilities have installed substan ­
tial amounts of such capac i ty to offset de ­
lays In the cocapletion of des i red genera ­
l ion, and to aeet unexpec ted increases in 
load . Too, many systems wh ich ~ave trad i­
tionally increased capacity by installing 
efficient base load un i ts are finding that 
overall sys tem economy can some t1 mes be im ­
proved by including low cost peaking un i t s 
in their generating capaci ty exp ans ion pro· 
grams . • 

DOES THE OBSERVATIOH THAT THE CAPITAL COST OF HEW BASE LOAD UNITS 

HAY BE HIGHER THAN THE CAPITAL COST OF PEAKING CAPACITY NECESSARILY 

MEAN THAT THESE HIGHER COSTS WERE INCURRED TO SAVE OPERATING COSTS? 

No . The fact that the capital cos t of new base load units, in r et · 

ros~ect, may turn out to be signif icantly more expensi ve than the 

cap 1tal cost of a peaking unit does not necessarily mean that these 

hig '1er cost s were incurred to save operating cos ts . The d i fferences 

in capital cost that we now observe are relati vely recent phenome 

non, resulting from a vari ety of fac tor s th at have l1tti L t o do ~ ith 

th1· inherent economi cs of 9enerating plant s . l or e>.ample, tne Plant 

Daniel Units were ins tall ed in 1977 and 198 1, re spec t ively, at an 

average cost of S374 per kW. Accord ing t o the l PRI Jechn jcal Ill:. 

.u~.l!!!rull ~. dated Hay, 1982. a combus t 10n turbine pl ant coul d 
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have been butlt In 1980 at an lnstalh~d cost of over S200 per kW. 

Thus , the cost differentia l between coal ~~d peaking un i t s used t o 

be less than S200 per kW . Today, t he cost di ffe rent ial may be more 

than Sl , OOO per kW . In particular, many base l oad plants compl~ted 

In recent years have shown higher capit al costs because of delays 

and cost overruns that had nothing do to ~ i th the objec tive of ob· 

7 tain l ng lower cost energy. Therefore , tt is wrong t o assume that 

8 

9 

10 

11 Q 

12 

13 A 

14 

15 

observed differences In capital costs are always the result of con· 

scious decisions t o spend more per kW In order to achieve lower 

operating cost s. 

DO THE EP AND REP METHODS AllOCATE THE SAME "IX Of CAPACITY (I .E., 

A SLICE-OF-THE SYSTEM) TO EACH RATE CLASS? 

No . The EP method allocates a l arge portion of production cap1tal 

costs on year-round energy. This assigns a large r portion of base 

l oad plant (and a correspondi ngly smaller por tlor uf peaking pl Jnt) 

16 to hi gh load factor custo11er s. Customers with low load factors. 

17 

18 

19 Q 

20 

21 

22 

conversely, are allocated a smaller portion of base load plant and 

a larg~ portion of peaking plant . 

UNDER THE EP AND REP "ETHOOS, IS THERE ANY ATTEMPT TO REALLOC~TE 

PRODUCTION OPERATING COSTS CONSI STENT WITH THE ASSUMED CAPITAL/ OPER· 

ATIHG COST TRADEOFFS I"PLICIT IN CLASSIFYING PRODUCTION CAPITAL 

COSTS UNDER THE EP AND REP "ETHOOS7 
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No . Typ\cally, and In the response to Staff 's first Se t of Inter · 

2 rogatori es , operating cos t s-- of whi ch fuel i~ a prima ry component · · 

3 are allocated to the cl assPs in a traditiona l manner; that is , based 

4 on •year-round• energy requirements . Th i s is t antamount to ass umi ng 

5 that each rate class i s served from the same mix of base load ~nd 

6 peaking energy. Thus, froe an operatl r.g cost perspective, eac h 

7 class is allocated a •s l ice -of - the system. · 

8 Because the EP and REP met hods differentiate between the ca -

9 

10 

11 

12 

13 Q 

14 

15 

16 A 

I 7 

18 

19 

20 

pac ity •ix but not the energy mix required to se rve both high and 

low load factor customers, both fa il to appropr iately recognize the 

tradeoffs between capital cos t s and operating costs. Thi s fl aw is 

often referred to as the "Fuel Symmetry• problem. 

IF CUSTOMER ClASSES ARE ASSUMED TO BE SERVED FROH A OIFFEREHT CAPAC­

ITY "IX, DOES IT ALSO FOLLOW THAT THE ENERGY "IX "UST ALSO BE DIF­

FERENT? 

Yes . Append\x C demonstrates that differences in the capacity mix 

al so imply di fferences in t he energy mix . The lowest cos t syst em t o 

serve to Rate PX/ PXT c lass, fo r example , would consis t of 94't bHe 

load capacity and 99 .~ base load energy . The optimum total Compa~y 

base load capac ity and general ion mix wou ld be 7J't and 96 . l't, re· 

21 spec tlvely . 

22 Q 

23 

WHAT IS THE SIGNIFICANCE OF THE DIFFERENCES BETWEEN THE OPTIHUH 

CAPACITY AND ENERGY "IX TO SERVE THE VARI OUS RATE CLASSES? 
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The significance Is that if a l o-~r load factor c la ss is to be as · 

signed below-average production caplhl costs (expressed on a per 

kW basis) because of the lower mix of base load capacity required to 

serve this class, then it should also be ass lgned above -average 

production operating costs (expressed on a per kWh basis) to reflect 

the larger share of peaking energy associated with the greater as -

sign.ent of peak i ng capacity. Simila rl y, If a high load factor 

class is to be as signed above-average capital costs (because of th~ 

larger share of base load capacity required to serve thi s c lass) 

then It follows that this class should al so be assigned a below· 

average operating cost to recognize the relatively l~r~er share of 

base load energy providing service to this class. 

DO EITHER THE EP OR REP MflHOOS REC06HI ZE THE Dl FFEREHCES IN THE PER 

UNIT OPERATING COSTS TO SERVE THE VARIOUS CUSTOMER CLASSES CAUSED BY 

THE CORRESPONDING DJFFEROCES IN THE GEHERATIOH CAPACITY MIX? 

No . The EP and REP methods are simply a procedure for allocating 

production capital cos t s. Operating costs are allocated on a 

"slice-of-the sys tem" approach . A "slice -o f - the system· approach, 

however. assumes that all classes are served from the same mix of 

technologies. In other words, there is no difference between the 

generation mix to ~erve high and low load factor customer s. ~e1ther 

~~ethod. consequently, is consistent with the stated r ationale .:~d 

philosophy underlying the allocation of production cap1tal cost s . 

the re sult of whi ch Is to assign a different capac! t.y mix to serve 

high and low load factor customers. 

0M11N 11-.utAllJ.. AU<X:tATU INC 
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To give an analogy, suppose that t~o different customers are 

2 required to rent i fleet of Cirs ind that t here are t~o types of 

3 

4 

5 

6 

cars. One type has a high fixed charge per day ana gets many mi les 

to the gallon (analogous to a base load plant), while the other type 

has a lo~ fixed charge per day but gets poor mileage (analogous to 

a peaking plant). Both the EP ind REP methods argue that i customer 

7 who drives his/her car only i fe~ miles a day (a low load factor 

8 

9 

10 

11 

12 

13 

14 

15 

16 Q 

17 A 

18 

19 

20 

21 

22 

23 

24 

customer) should be alloc~ted more gH-guzzlers and fewer of the 

more efficient cars, with the opposite type of allocation for the 

customer that will put in 11any miles per day (a high load factor 

customer). While recognizing that the lo~ load factor customer will 

pay a lower per day charge for his/her car than the higher loart 

factor customer, neither the EP nor the REP methods recognize that 

the lower load factor custo.er should also incur a higher fuel cost 

per mile driven then the higher 1 oad factor customer . 

IS THERE A SECOND MAJOR CONCEPTUAL FLAW WITH THE EP HETHOD? 

Yes. When a utility determines the type of generating capacity it 

will install in order to 11inimize cos ts, it will exam ine how many 

hours the new unit can be expected to run . If the unit is expected 

to run beyond a certain point , called the break -even point, it is 

more economical to install base load capacity rather than peaking 

capacity . In other words , oncr the break -even thre shold ;s reached, 

additional energy use (and the fuel cost sav ings resul ting there ­

from) would not affect the Investment decision . 

0MZtN · 8~UIM.U • AUOCIATH It< 
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Revised 

The conceptui 1 f1 iW with the E:P .ethod , therefore, is t he 

assu~tion thit ill hours of the yeir ciuse i utility t o incur the 

extri Cipital costs of inst illing a base load unit. This Is at odds 

with the plinntng process. All produLtion froa a plant ts not the 

critical factor tn deciding which type of capacity to Install. Once 

a plant 1s expected to ~on beyond the break-even po int, all addi -

t ional generation ts irrelevant to the invest.ent . Therefore, load 

durit1on 111ay influence capital tnvest1111nt decisions, but only up to 

i prec isely deter11ined point. It would be in abindomnent of the 

logic underlying the EP .athod to illocate a ~jor portion of pro­

duction capital costs to all 8,760 hours per year . 

Consider again the inalogy wfth the cars thit get different 

miles per gallon. Suppose that the break-even point were 100 •iles; 

14 that Is, the htgh •1leage car has a lC*er tohl cost per •tle if 

15 operited .ore than 100 •tles. If one custoaer were to drive the cir 

16 

17 

18 

19 

20 Q 

21 

22 A 

23 

24 

200 11111 es and the second cust011er were to drive the cu 400 •11 es, 

both custo.ers would choose the sa.e car- -the 1110re efficient on~. 

The E:P and REP ~~ethods, however, would assign about l. 5 titles as 

much car (twice the •excess• capital cost) to the second customer. 

DOESH'T THE SECOND CUSTOMER 6ET TWICE AS MUCH BENEFIT FRO" THE lN­

CREASm FUEL EFFICIEJICY AS THE FIRST CUSTOMER? 

That is true , but an appropriate allocation .ethod should be based 

on cost-causatton, not beneftt. Consider for Instance, the exa~le 

of the two renhl car cust011ers that I .enttoned previously . 
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Despite the difference in benefits received . both customers would 

2 pay the same dollar per day charge. 

3 Q DOES THE REP ti£THOO ALSO SUFFER FRO" THE SME LEAP OF Ll'ii>!C? 

4 A No. A critical difference between the EP and REP methods Is that , 

5 unlike the EP ~~ethod, the REP ~~ethod allocates the extra capital 

6 costs relative to each class ' contribution to only the break ·even 

7 

8 

9 Q 

10 

II 

12 A 

13 

14 

15 

16 

hours. According to Gulf's response to the Staff Interrogatory No. 

2, t he break-even point was 1,430 hours . 

ARE YOU SAYING THAT THE REP "ETHOO AS PRESENTED IN THE RESPONSE TO 

THE STAFF'S INT~AOGATORY APPROPRIATElY REflECTS PRODUCTION SYST~ 

PlANNING CRITERIA? 

No, i t ts a decided i~rovement, but there are sti l l several serious 

conceptual ' flaws in the REP method as presented in Gulf's response 

to the Staff Interrogatory. 

First , the 12CP .ethod was used to allocate the demand -related 

capital costs. As I shall de110nstrate later, the 12CP me thod i s 

17 inappropriate for t he Gulf Power system because i t sends the wrong 

18 

19 

20 

21 Q 

price signals to customer s. further, as Jemonstra ted in £xhibit JP · 

1 (..3b \), Schedule 1, it is inconsistent with the allocation of the 

extra (nonde.and-related ) production capital cost. 

PLEASE EXPLAIN THE IMCOHSISTEHCY. 
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£xh 1b1t JP- 1 ~c'DI) , Schedul e I, is C;.;H' s t otal 5ystem load dura ­

tion curve for the test year . The load duration curve Is shown by 

the blue line . Also shcnm are t he highest 1,430 hours ( the r ed · 

shaded area) and the occurrence of each of the twelve monthl y system 

peak deands (the black squares and vertical lines ). During the 

test year, fi ve of the monthly peaks wou ld occur beyond the 1, 430 

hour break-even point derived by Gulf. Thus, Schedu l e I clearly 

demonstrates that demand -related capital costs (which are rel ated to 

peaking capacity) would be allocated rel ati ve to loads occurri ng 

beyond the break-even threshold . Thi s Is Inconsis tent wit h the 

definit ion of cost-causat ion under t he REP method because the loads 

beyond the 1,430 break-even t hresho ld •u:lther cause Gulf to ins ta ll 

peaking capacity, nor do they cause the Company t o invest in base 

load generating capacity . It was previously demon strated , in Appen -

dlx C, that the loads up to the break-even point wou ld, at most, 

affect the type of generating capac ity that Is most cost -effective 

In providing service. Further, Gu lf coul d not sa tisfy its project~d 

I, 743 MW sunner peak demand if it on 1 y had I, 362 11\i (I.e . , the aver · 

age of the twelve monthly peak demands) of installed capaci ty. The 

amoun t of capaci t y required to maintain rel iable servi c~. thus, 1s 

a function of the system peak, and not the 12 P, demand . 

WHAT IS THE SECOND REMAINING FLAW WITH THE REP NOHOD? 

As I previously testi f ied, the REP method is incomplete because 

i t- -like the £P-- fail s to carry the capital/opera t ing cos t t r adeoff s 
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through to their logi cal conclusion. under the R[~ method , higher 

load fact or customer classes are allocated above-average capita l 

costs, while lower load factor custome r c la sses are allocated below· 

4 average capital cost s . This Is shown in Exhi bit JP · I (~b1), Sched-

5 ule 2, Columns 1 through 4. However, as also shown In thi s sc hed -

6 

7 

8 

9 

10 

11 

IZ 

13 

14 

15 

16 

17 Q 

18 A 

19 

20 

21 

zz 
23 

ule , in ColWDns 5 through 8, both high load factor and low load 

factor customer c lasses are all ocated av~rage opera ting cos t s . In 

other words, the REP method "de -averages· the a llocation of capital 

cos ts (by assigning a larger share of expensive base load capaci ty 

t o high load factor customers), but it falls to simi larly "dc · aver -

age• the allocation of operating cost s (so as lo ass1gn to high load 

factor customers a 1 arger share of t he 1 ower fue 1 cost s of that 

expensive capacity) . As demon strated In Appendix C. the failure to 

also "de-average• the operating cost s Is contrary t o t he Capital 

Substi tut ion theory on which bo t h the EP and REr method ~ are 

founded . 

ARE THERE AHY OTHER PROBLEMS WITH THE REP 11ETHOO? 

Yes. The REP method as sumes that a utility relying solely on pea k· 

ing capacity t o serve its peak demands would install the same amount 

of capacity as a ut1lity that typi ca ll y employs a mix vf base load 

and peaking capacity t o prov iJe continuous service during the peak 

period . In other words , I kW of peak1ng caracity is assuming to be 

equivalent to 1 kW of base load capac ity . 

DMllN I I.UaAJ.U,. A UOCIAfU. INC 
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IS IT REASONABLE TO ASSU..E THAT 1 KW OF PEAXING CAPACITY WOULD BE 

EQUIYALOO TO 1 KW OF BASE LOAD CAPACITY? 

No . This assumption fail~ to take Into account the reality that 

there is a wide difference in reliability between base load coa l · 

fired units and those generating t echnolog ies that are typ ically 

used as peakinQ capacity . 

To ill ustrate, Exhibit JP · l ~. Schedul e 3, is a coa~pari · 

son of the forced outage rates between base load coal · fired un 1t ~ 

and various types of peaking capac lty . lhe data comes from the 

National Electric Reliabil i ty Council's Report entitled "Generat ion 

Availability Report . • The reliability statistics shown are t or the 

years 1984 through 1988 . 

Comparing the forced outage rates (FOR), base load coal · flred 

plants had an average forced outage rate of 6 .~ . By contrast , the 

corresponding FORs for jet engines. gas turbines and die sel were 

3 1 .6~ . 53 . 5~ and 56 . 4~. respectively . 

Gulf has had even worse experience wi t h its Smi th A combustion 

turbine. In five of the six years, th i~ unit has operated between 

1982 and 1989, Smith A had an lOR that exceeded 54~ . 

Given the substanti al ly higher forcod outage rates of pea king 

technologies, it follows that a ut1lity would have to Install con· 

s iderably more peaking c a~ac lty to produce the same level of r eli · 

ability of a ut i lity sys tem compri ~ed of pr imarily base load capac · 

ity. In other words, there is no equivalence In the equivalent 

peaker . 

D M ztN II .. UMlU • AHOCrArU. INC 
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Yes . The EP method a 1 so •akes t he same assumpt ion that I ltW of 

peaking capacity Is equivalent to I kW of base load capacity . 

HOW CAN THE EQUIVALENCE BE RESTORED TO THE EP AND REP METHOOS 7 

One approach would be to use a loss of l oad probabi 11 ty (LOLP) 

analysis to determine the a.ount of peaking capacity that would be 

required to provide the same degree of reliability as Gulf's exist-

8 ing system during the peak hour s . 

9 A more si•pllfled approach wou ld be to calculat e the expected 

10 

11 

12 Q 

13 A 

14 

15 

16 

17 

18 

19 

amount of capac ity available at the time of the system peak based on 

the forced outage rate of the var ious genera t ing technologies . 

PLEASE EXPLAIN. 

Gulf presently has 2,134 . 5 HW of generating capacity . Assuming 

t hat , on average, Gulf's units each had a 6~ forced outage rate, 

then the expected amount of capacity available at the time of the 

system peak would be 2,006 .4 HW [2,134. 5 HW x (10~ · 6~)]. 

How let's assume t hat all 2, 134.5 HW of capacity were rep laced 

by a ser ies of 39 .4 HW peaking units having a 5~ forced outage 

rate . Based on thi s very realisti c assumption, each un 1t could be 

20 expected to generate 19 .7 HW [39 . 4 HW x ( 10~ - 5~)] at the time of 

21 

22 

23 

the syste. peak . Therefore , to obta in t he equivalent amount of 

capacity as Gulf's exis ting sys tem, It wou ld have to Install nearly 

102 peaking units (2 ,006.4 HW ' 19 . 7 HW ), or 4 ,012 .8 HW of peak ing 
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capacity. Assuming an average cost of pca~in~ capac ity of S1 62 p~ r 

kW (which is based on Gulf's response t o Staff Interrogatory No. 1), 

the 4, 012 .8 HW of equivalent peaking capac ity would cos t about S6SO 

4 million. Gulf 's actual embedded cost of peaking capac ity i s S4 . 2 

5 million . Therefore , the total cost of an equivalent amount of peak · 

6 ing capac ity would be $654 •illlon , or about 87~ of Gulf ' > embedded 

1 production plant investment . (If Plant Scherer 3 were removed from 

8 the anal ysis, the rati o woul d be even higher .) 

9 Thus , In thi s simplifi ed Illustration, at l eas t 871. , rather 

10 than 45~ . of Gulf 's production Investment should be cl assi fied t o 

11 demand to restore the equivalence to the Equivalent Peaker method . 

12 Q 

l3 A 

WHAT WOULD BE THE CORRESPONDING RATIO UNDER THE REP METHOD? 

Applying a similar approach to Gulf ' s response to Staff ln terroga · 

14 

15 

16 

17 

18 

19 

tory No. 1, Page 4, woulo result in classify ing 77~ of Product iOn 

Plant to demand (inst ead of only 401. In the interrogatory re sponse ). 

Thi s result is derived In Exh ibit JP-1 l3~). Sch~dule 4. 

TRANSMISSION COSTING METHODOLOGY 

Q SHOULD TRANSHISSJOH CAPITAl COSTS BE ClASSIFIED TO DEKAHD? 

A Yes. In order to maintain nearly con tlnuou~ se rvi ce , a ut i l i ly mu ~. 

20 have suffici ent transmiss ion capaci ty to mee t the pr ojected peak 

Zl 

22 

23 

de11and. Unlike production plan t , howe..-er , ther e is no cho lco be-

tween different t echnologies (I .e . . peaking vers us base load units, 

et c.). The cos t of a t ransm ission I ine or subs tat ion Is not 
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af fected by whether i t Is used to conn'!C I ~ hase load plant or a 

combustion turbine to the system. Similarly, the utility will typ i · 

c1lly have a signifi cant capital investment in the swi tchyard fac il · 

itles and associated protective eQuipment just to connect the gener · 

atlng station to the transmission grid. The need for these facil-

It les not only Is indepP.ndent of the type of fue l burned in the 

7 generating plant , but It Is Independent of the plant l ocat!0n . 

8 Q 

9 

DOES TRAHS"JSSION PLANT SERVE ANY OTHER FUNCTION BESIDES DEL IVERING 

THE OUTPUT OF THE GENERATING PLANT INTO THE SYST£"7 

10 A Yes . There are significant transmission facll it ies which in tercon· 

nect Gulf wi th other utility systems . These Interconnections help 

to Improve syste. reliability by providing alternat ive transmission 

p1ths and by enabling Gu lf to call upon the capaci ~y resources of 

11 

12 

13 

14 

IS 

16 

17 

18 

19 

20 
21 
22 

23 

24 

other uti lities, ei ther t o provide the necessary operating res~rves 

or to replace Gulf-owned generation during periods of scheduled and 

forced outages. 

In summary, cl assify ing transmis sion capital cost~ to demand 

Is consistent with the realiti es of planning and operating a trans · 

mission system. 

RECOMMENDED AUOCATION OF 
PRODUCTION AND TRANSMISSION 
CAPITAL COSTS 

Q WHAT CRITERIA SHOULD BE USED TO OETER"INE AN APPROPRIATE OEPWID 

ALLOCATION HETHOO? 
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The spec i fic demand allocation m~thod shoulo reflect the load char -

2 acteristics of the utility . If, for examplP, a utility has a high 

3 summer peak re lat l'.•e to the demands in other seasons, t !"len the r e -

4 sponsibiltty for production and transmission costs should be based 

5 on each customer class's contribution to that system peak (or 

6 

7 

8 

9 

10 

11 

12 Q 

13 

14 A 

15 

peaks) . If a utility has predominant peaks In both the summer and 

winter periods, then an appropriate allocation method would be based 

on the coincident demands during both the summer and win t er peaks . 

For a util i ty having a relatively high load factor and/o r nonsea · 

sonal load pattern , either the Twelve Co incident Peak or Average and 

E~cess ~thods might be more appropriate. 

WHICH "ETHOO WOULD BE THE HOST APPROPRIATE FOR ALLOCATING PROOUCTI0~ 

AND TRANSMISSION CAPITAL COSTS ON THE GULF SYSTEM? 

A summer coincident peak method would be apprupriate becau se -- con ­

sistent with •Y analysi s --it recognizes the predominant summer -peak-

16 ing characteri st ic of the Gulf syst em. It also recogniz es that the 

17 

18 

19 

20 

21 

22 

23 

Southern Company- -which Is responsibl e for the joint development and 

coordination of electric operations , inc luding dec i sions about 

scheduled maintenance outages - -general ly exper iences 1 t ~ lnwest 

reserve and capacity margins dur ing the su111ner (peak) month s . lhus, 

the demands imposed during the summer month s det ermine the amount of 

capaci ty which must be instal led t o enabl e Gulf to prov1de nedrly 

continuous service . 

0MLlN·8~U tAJt lk a M W'::tAfO INC 
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Yes . Gulf is a su~m~er - peaking utility, as shown in [xhibit JP -1 -~~ ), Schedule 5. 

Schedule 5, Page 1, shows the monthly peak demand s as a per·-

cent of the annual syste. peak for the year s 1984 through 1989 . The 

monthly peaks are shown in blue. The peak months are denoted by t he 

red/blue bars. The annual system peak is shown In red . Except for 

1985 and the unusually cold winter of 1989, Gulf has had, and con · 

tinues to have, a predo~inant summer peak. The summer peaks typ1 -

cally occur In the months June through September . 

Gulf's preda.inant s~r peak is further analyzed on Page Z 

of Schedule 5. Page 2 shows the rati o of the annual system peak 

demand to the minimum monthly and average monthly peak. If the load 

pattern were nonseasonal, then these rat ios woul d be c lose to 1. 0. 

For Gulf, however, the maximum -to -m inimum monthly peak has ranged 

from 1. 47 to 1.83 t i~nes (ColUllln 2). Simil ar ly, the ratio of the 

maximum-to -average monthly peak ha s ranged from I . 18 to I . 29 times. 

finally, Gulf 's annual load factor (Column 4) has rema iner:l "' the 

5~-56~ ranye. The predominant seasonal peak load chara cteri st ic 

coup led with a below-average load factor mean that the Twe lve Coin ­

cident Peak (12CP) method of allocation - -which virtuall y •gnores 

seasonality --wou ld be especia l ly Inappropr ia t e for Gulf . 
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Q EARLIER, YOU TESTIFIED THAT THE SOUTHERN COMPANY IS RESPONSIBLE FOR 

2 THE JOINT DEVELOPftEHT AND COORDINATION Of ELECTRIC OPERATIOHS, 

3 INCLUDING THE DISPATCH OF GULF POi.'ER'S GENERATING UNITS . DO GULF 

4 POWER AND THE SOUTHERN COMPANY HAY~ SIMILAR LOAD PATTERNS? 

5 A Yes, thP.y do. Exhibit JP-1 (3'~). Schedule 6, Is an ana lysi s of 

6 the Southern Company monthly system peaks as a percent of the annual 

7 sys t em peak . Thi s analysis demonstrates that Southern's tota l sys · 

8 tem load pattern is also highly seasonal and that the annual system 

9 peak always occurs during the summer period. The peak demand s dur · 

10 lng the non summer months are general ly below 85% of the annua l sys · 

I 1 

12 

13 

14 Q 

15 

16 A 

I 7 

18 

19 

20 

21 

22 

23 

24 

tem peak. Furthl;! r, based on the ratl os presented on Page 2 of 

Schedu 1 e 6, it is apparent that the Southern system is Pven morp 

predominantly summer -peaking than Gulf Power. 

ARE THE DEKAHDS DURING THE HOHSUHMER MONTHS ALSO IMPORTANT BECAUSE 

OF THE NEED TO PERFORM SCHEDULED MAINTENANCE? 

[n general, this proposition is not supported by the evidence . 

Exhibit JP · I <0'1>. Schedul e 7, i s an analysis of the monthly re · 

serve margins of the Southern Company expre ssed as a percent of peak 

demand for the year s 1984 through 1989 . The reserves are shown in 

two way s: (1) before and (2) after planned and scheduled malntt? · 

nance ou tages . The re serve margins before planned and schedul ed 

maintenance outage s are represented by the or ange and blue bars. 

The orange portion of each bar denotes the portion of total re serve 

unavailabl e because of planned and schedul ed maintenance outages. 
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The blue portion, therefore , represent s the reserv~ marg ins after 

removing planned and scheduled 1aaintenanc~ l)!.::..::;:~:s. 

The overall reserve margins (orange and blue bars) are demon -

strably lower during the suDDPr peak months. wh 1ch are identified by 

the yellow line. Further, Southern schedules 'llO St of the planned 

6 and maintenance outages during the non summer period . This maximizes 

7 the ava \lability of capac Hy durl ng the more cr i ti ca 1 sucrrner pea It 

8 months. 

9 Q 

10 

II 

12 A 

13 

14 

lS 

DOES THE FACT THAT THE BLUE BARS , ON OCCASION, ARE SMALLER DUR ING 

SELECTED NOHSUMHER MONTHS HEAH THAT A SUMER COINCIDENT PEAK HETHOO 

IS NOT APPROPRIATE? 

No, it does not . Firs t, Southern has some discret ion over the t im· 

lng of these outages. It should be possible to coordinate planned 

outages with other Sou theastern Electric Reliability Council (SERC) 

utilities . If a problem occurs, additional capaci ty could b~ made 

16 avail abl e from one of Southern's numerous interconnect tun s. Second , 

17 

18 

19 

£0 Q 

2 1 

22 A 

23 

bec~use the SERC Is also a summer -peaking sys t em, other util i tie s 

are morP likely to have surplus capacity during the nonsummer months 

than during the summer months . 

DO FORCED OUTAGES ALSO NEED TO BE TAKEN INTO ACCOUNT lH CONFIR~ING 

THE APPROPRIATENESS OF A SUMMER COINCIOENT PEAK MfTHOO? 

No, they do not. Unlike scheduled outages which are planned , forced 

outages are random events which gener ~ lly occur when equ ipmen t 
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malfunctions. The uncertaintie s of such outages and of the forecas t 

load, coupled with the obl igation t o provld•! ser vice upon demand, 

are precisely the rea son why util ities must construct adequate gen-

erat i ng capacity to meet the projected system peak and t o prov ide 

5 an adequate reserve 111af'9in. Thus, no purpose wou l d be served by 

6 measuring the reserve margins net of forced outages . 

7 Q SPECIFICALLY, WHAT DEMAND AllOCAT JON "ETHOO ARE YOU RECOMMENDING IN 

8 THIS DOCKET? 

g A I am rec011111end i ng the "Near- Peak" method to allocate demand -r elated 

10 

12 

production and transmi ssion capital costs . Under this method, de ­

mand cost responsib i l i t y is assigned t o each c~ stomer class based 

on an average of the coi ncident peak demands during those hour~ when 

13 the system is •near• a peak . Thus, unl i ke the one, two, three and 

14 four CP methods, cons iderably more demand measur emen t s are utilized 

IS 

16 Q 

17 A 

18 

1g 

20 

21 

22 

ZJ 

1n developing the allocation factors for each customer cl ass. 

HOW ARE THE HEAR-PEAX DEMAND ALLOCATION FACTORS DERIVED? 

The Near -Peak allocation factors were deriv~d by summing the coinci· 

dent demands of each cus t oaer c lass during those hours in whi ch the 

total system demand wa s with in 5~ of the annual system peak . lhis 

Is shown in Exhibit JP -1 ~'~· Schedul e 8 . (The hourly load data 

wa s provided in respon<Oe to Industr ia I Intervenors ' r i rst RequPst 

for Producti on of Documents, Item No. 10 . ) As shown on Pages 2 and 

3 of Schedule 8, t here were 71 such occurrences dur ing the te st year 
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which inc luded the hours between I :00 P .H. and 7:00 P . H. By con · 

trast, the monthly peak demands (within 51. of the 1nnual system 

pe;ak) occurred at 5: 00 P. H. By providing 71 ~~easure~~~ent s ove r a 

4 two -month period, the Hear- Peak method cover s a broader spec trum of 

5 hours than the other summer CP methods. This provides a more r epre · 

6 

7 

8 

9 

10 

II 

12 

13 Q 

14 

15 A 

16 

17 Q 

18 

19 

20 A 

21 

22 

23 

sent;ative measurement of the coi nci dent demands of the various c la s -

ses dur1 ng those hours when the sys t em Is In a "peak ing mode . · 

Further , because the allociltion factors are not sen:. it ive t o the 

absolute timing of the monthly sys tem peaks , the Near -Pe ak mothod 

would produce more s table r esu lt s over time than would the other 

sunmer CP method s. Thus, 1t overcomes one of the frequent c rlt i· 

cisms associated wi th peak responsibi li ty allocat ion method s . 

WHAT IS THE BASIS FOR USING St. AS THE THRESHOLD FOR DETERMINING WHEN 

THE SYSTEM IS HEAR THE PEAk 1 

It provides a more representative sampl e . Furthe r, thi s i s the 

period when syst em r e liabili t y i s usually the most crit i cal . 

ONE CRITICISM OF THE COINCIDENT PEAK METHOD IS THAT ll CREATE~ A 

"FREE RIDE" FOR Off-PEAK LOADS, SUCH AS STREET LIGHTING. IS THI S A 

VALID REASON FOR REJECTING THIS METHOD? 

Ho, it is not. Because costs are usually all oc ated to c us t omer 

classes (and not to individual load s ), It is unl i kely that a CP 

method of allocation would cre;a t e a free r ide for any maJor finn 

custOMer c lass . Se l doaa is a c la ss compl e tely "on" dur ing the 
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off-peak hours and completely "off" during the on-peak hour s . The 

2 only obvious exception would be the l igh t1 ng ~1 ~ ~ ~ cs . However, th i~ 

., 

4 

5 

6 

7 

8 

9 

10 

tl 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

Q 

A 

is a small exception and, therefore , It should not control the se -

lection of an appropriate detu·1d cost allocati on method to be ap · 

plied to the r~ining (and much larger ) customer classes . 

In summary, t he Near-Peak method appropriately r P. flect s cos t · 

causation for Gulf, and it should be used t o al locate both produc · 

lion and transmission capital cos t s. 

SHOULD THE NEAR-PEAK "ETHOO BE APPLIED TO All PRODUCTION AND TRAHS ­

" ISSIOH CAPITAL COSTS? 

Yes . Unless an explicit fuel symmetry ad j ustment were made to rec -

ognlze the different energy mix implici t In c la ss i fy ing a portlun 

of production capital cost to enerqy , my recommendat ion would be t o 

use the near peak method to allocate all product ion and transmis s ion 

capital costs . Further, 11y recol!lllendation is cons istent w1th t he 

Commission 's fuel Adjustment mechani sm in whi ch each c l ass pays t ~c 

same average fue l cost . Th is procedure (i .e., c lassifying all pro-

ductlon r~pital costs to demand and recover ing aver age fue l cos t s ) 

effectively assiqns an iden t h. al mi x of qener at ion ca pacity and 

energy to each rate class . In esser : e, each c lass ge t s a "s l 1cc of · 

the system• wi t h r espec t to both cap i t a l and operati ng c u~ t s . 

D~IN · &a.uMu~ • A~lOCIATU. I NC 
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CRITIQUE Of THE 12CP MEIHOD 

Q 

A 

ARE THERE AHY OTHER PROBLEMS WITH USJioil, THE 12CP "OHOO TO AllOCATE 

PRODUCTION DEMAND-RELATED CAPITAl COSTS? 

Yes , there are . Bes ides hillng to adequately recognize the sea 

sonal load characteristics of the Gulf Power and Southern Company 

syste11s and the fact that Southern schedule s most of Its ou tages 

during the nonsummer period, the 12CP me thod Is rel ative ly in ~en si 

live to seasonal load shift s. As a re~ult . t he l lCP method could 

send the wrong price signal . To lllu~trate, ( xh iblt JP I ~~9). 

Schedule 9 Is an Illustration showing the Impa ct of shift1ng load on 

the allocation factor s derived under the llCP method . ror simp I ic 

tty, It Is assumed that the utility consists of two c lA SSPS· ·Class 

'A" and Class •s• . Both the ut ili ty and Cl ass "A" are a~ sumed t o be 

summer-peaking. Class •a• , by comparison, Is assumed to have a 

constant demand t hroughout the year . Under the ba se case, the 12CP 

met hod would assign about 89l and lit of rapl tal cost s to Class "A" 

and to Class ·a· , respectively . 

Now let's assume that Class ·s· shi ft s I~ (15 MW ) of load 

from Apr! 1 t o August . As a consequence . the utI l1 ty b2Co111es even 

more pre~uminantly summer-peaki ng and may require addi t ionA l ca pac · 

ity In order to maintain nearly cont1nuou s servi ce . Oe so 1te the 

fact t hat Class •a• may be causing the need for additional ca~a~ ity, 

the 12CP -ethod allocates t he same percPntage of cap1tal cos t ~ after 

the l oad shift as was allocated , under the base ca se . prior to the 

1 oad shift. If the utility subsPqucntly tncurs t. igher cap1 ta l 

DMLtN • h .UIIAJ.lk. MlOCIATU , .. , 
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costs, then these higher cap i tal CO$ ~ S wi ll be ~ l l oc~ ted, under the 

12CP method, to both Class "A" and to Class ·s· even though Cl ass 

·s• caused the utility to incur t hese higher cos t s. Thi s Is furt her 

proof that the lZC P method Is Inappropr ia te for all ocat ing dema nd 

related capital cos t s , parLicularly for a utility system, 1 ike Gulf, 

6 wh ich has a highly seasonal load pattern. 

7 Q 

8 

9 

10 

11 A 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

WOULD THE USE Of THE 12CP "£THOO BE JUSTIFIED BY THE FACT THAT THE 

CAPACITY EQUALIZATION CHARGES (OR CREDITS} UNDER THE IHTERCOHPAHY 

INTERCHANGE CONTRACT (IIC) ARE A FUNCTION OF THE HOHTHLY PEAK OE­

KAHDS Of THE FIVE SOUTHERN OPERATING COMPANIES, INCLUDING GULF ? 

No . First, It should be noted that the I IC Is regulated by the 

Federal Energy Regulatory Commiss ion (FERC) . It woul d be inappro­

priate for the FERC (whi ch regu l ates only a small port ion of Gulf 's 

operations) to dictate the manner in wh ich produc t ion demand -rela t ed 

capi t al costs should be allocated among t he reta il custo~~ rs cla sses 

subject to this Commission' s j ur i sdi c t ion . 

Second , one of the ma in pur poses of the II C is to equalize 

~~generating capac ity among t he fi ve opera ti ng companies . By 

equa l izino t he reserves , t he II C ma xim1zes the benefits der 1ved from 

the joint pl anning and ownersh ip of generating capaci ty . 

Finally, i t should be not ed that the HRC does not all ocatt! 

costs to "end -use• customer cl asses, as i s t he c a~ e with Gulf 's 

class cost -o f -service study in th is Docket . Rather , the F(RC uses 

a cost all ocation method to provide a j ur isdictional separati on 

DMLl H · IIIlu aAJ.tll • Al\OCIAH~. twc 
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between rehil in<l wholeule fllirkets . Because the wholes dle c la ss 

typically consists of a mix of end-use custome r 9roups, the results 

are usually .uch less sensitive to changes in the allocation method . 

4 CLASSIFICATION AND 
5 ALLOCATION OF DISTRIBUTION 
6 CAPITAL COSTS 

7 Q HOW SHOUlD DISTRIBUTIOH CAPITAL COSTS BE CLASSIFIED? 

8 A Di ~tribut 1on capital costs can be either demand -related and/or cus -

9 tomer-rel ated. 

10 The pr1•ary purpose of the distribution system i s to deliver 

I 1 

I 2 

13 

14 

15 

16 

power fro~ the transMission grid to the cust~r. where i t is even ­

tually consumed. Certain investment s (e.g., meters, service drops) 

must be made just to attach a customer to the system. These invest· 

ments ar e customer-related. The remaining distribution investment 

is incurred to ensure that there is sufficient capacity to meet 

customer detnands when they arise . Thts investment is demand -

17 related . 

18 Q 

19 

20 A 

ARE CERTAIN D'STRIBUTION INVESTMENTS, OTHER THAN THE METER AHO SER­

VICE DROP, ALSO CUSTOMER-RELATED? 

Yes. A portion of the primary and secondary d istribution network-· 

21 poles, towers, fixtures, overhead lines, line trans fonmers - -1; al so 

22 

23 

24 

customer-related. Classlfyln~ a portion of the distribution netw~rk 

as customer-related recognizes the reallt} that every utility most 

provide a path through which electricity can be delivered to each 
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and every customer r egardless of the peak .1c:t.and .Jr energy consumed. 

Furt11er, that path must be in place if the utility i s to mee t its 

obligation to provide serv ice upon demand . 

If Gulf were t o provide on ly a min imum amount of el ec tri c 

power to each customer, it would still have to construct nearl y the 

same miles of line as Is currently required to serve every customer. 

The poles, conductor s and transformers would not need t o be as large 

as they are now If every customer were supplied onl y a minimum level 

of service, but there is a definite limit t o the si ze to wh ich they 

could be reduced. 

HOW SHOULD THE CUSTO"ER-RELATED PORTION OF THIS INVEST"EHT BE DETER­

"INED? 

Thi s require s an engineering analysis. The cus t omer -rel ated portion 

is representative of the investmeu. r equired simp ly to attach cus · 

tomers to the system. irrespective of their demand and energy re · 

qu iremen t s. Consider the diagram in Appendix B. Page 9. This shows 

the distri bution network for a utll i ty with two customer c la ~ses , A 

and B. The ph: ;ical distr ibution network necessary to attach Class 

A, a residential subdi vision for example, is de signed to serve the 

same load as th e distribution feeder se rving Class B. a large shop · 

ping cent er or small factory. f learly, a much more ext~nsive d1s 

trlbutlon system Is requ i red to attach a mul t itude of small custom-

ers than to attach a singl e larger customer, even though the total 

demand of each custo.cr class Is the same. 

DMZlN•IP.UIAI.U. • AUOCIATU, IN< 
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IS IT COHttON PRACTICE TO CLASSIFY A PORTION OF THE DISTRIBUTIOH 

2 NETWORK AS CUSTO"ER-RELATED? 

3 A Yes . Exhib i t JP -1 (37a>. Schedule 10. demonstrates tha t this prac-

4 tlce Is wide ly recognized i n the ut ility Indus t ry . 

5 Page I, for example, i s an excerpt from the NARUC Cos t All oca -

6 tl on manual , which shows the appropriateness of cl assify ing a por -

7 t ion of the distribution network (i.e., Account No s. 364 through 

8 368) as customer -related. 

9 Pages 2 through 4 are an excerpt from a survey conduc t ed by 

10 Ouke Power Company to eval uate t he distribut ion cos t ing pract ices 

1 I 

12 

13 
14 
15 
16 
17 
18 

19 Q 

20 

21 A 

used In the e l e~ trl c utility industry . This survey, whi ch was based 

on responses rece ived from 87 utilities , concludea tha t : 

"The accounts (364, 365, 366, 367. 368) 
which represent conductor s and t r ansformers 
investment are split approx imately 7~ de ­
mand and 3~ customer . The :-emalning ac ­
counts (369, 370, 371, 373 ) are orimar i ly 
customer -related . • 

HAS GULF CLASSIFIED AHY DISTRIBUTION CAPITAl COSTS, OT~ER THAN THE 

"ETER AHO SERVICE DROP, AS CUSTO"ER-RELAT£07 

Yes. Only 1~. 4% of Account 365 (overhead conduc t or s) was classi fied 

22 as customer -related. Although Gu lf 's wi tness. Hr . C' Sheasy . agrees 

23 that some portion of other di st ribution capital cos t s are also 

24 customer -related, he has classif ied them t o demand t o reduce the 

25 controversy surrounding tht various cost all ocation/ rat e design 

26 issues (Testimony at Pages 21 .u1d 22). Wh il e I concur with Mr . 
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O'Sheasy that revenue sensitive i ssues are im~ort~r.t . I do not agree 

with hi s rec011111endat1on to limit the discussion of controversia l 

3 cos t -of-service allocation methodologi es. This Comnission ha s not 

4 set·iously considered cos t allocat ion methodologies s ince the Tampa 

5 Electric rate case, in 1985. If the highly controversi al [P method 

6 

7 

8 Q 

9 A 

10 

11 

12 

is to be addressed In this Docket , then the c l as~lficatlon of dis· 

trl bution capital costs should also be revtslted . 

DO YOU HAVE A SPECIFIC RECOMMENDATION TO OfFER AT THIS Tl"E? 

Ye s. The Commission shou ld Instruct Gulf t o conduct a study examln· 

ing alternat ive methods of classify ing di st ributi on capital cos t s . 

The two most frequently used methods arc the minim ize size dis tribu · 

tion syst em and the zero intercept method. A thi rd alternative 

13 would be to quantify the labor component of primary and secondary 

14 distribution invest men t . The labor-related portion of the Instal led 

15 

16 

17 

18 

19 

20 

21 

22 

cost would be a conservative proxy for that portion of the invest· 

ment in distribution plant which would have t o be made just t o con· 

nec t customers to the sys t em, Irrespective of actual demand and 

energy consumptio'". The analysis should be conducted b) f£RC ac · 

count for each method. A copy of the study shou ld be filed with the 

Commiss ion and di stributed to all parti es prior to Gulf 's next gen · 

er al rate case. This should prov ide the Comm i ssior and all parties 

an objective basis for eval uating the merit s of each method. 

DMltN· IP.UIAJtU, • AUOCtAT<..l. INC 
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I REVISED COST -oF-
2 SERVICE STUDIES 

3 Q HAVE YOU REVISED THE CLASS COST-OF-SERVICE STUDIES TO REFLECT YOUR 

4 VARIOUS COST AllOCAllOH RECot»tEHOATIONS? 

5 A Yes , 1 have . Exhibit JP-1 (.37/), Schedule J J. Is a sunmary of thr 

6 class cost -of- service study based on the Near · Peak method, wh ich I 

7 •m recommending, rather than 1 ulf's proposed J2CP method . Specifi · 

8 cally , I have revised the level I , 2 and 3 retail demand alloc:ation 

9 factors by substituting the near -peak demands shown In Schedule 8 

10 for the 12CP de•ands used by Gulf . All product ion and transmission 

11 

12 

13 Q 

14 

IS A 

16 

capital cos ts were classified to demand . In all other respect s . the 

revi sed cost -of - serv ice study is Identi cal to the Company' s . 

WOULD YOU PLEASE SUMMARIZE THE RESULTS OF YOUR RECOMHIHDED CLASS 

COST-OF-SERVICE STUDY? 

Yes . The results at present rates, based on Gulf ' s c latmed revenue 

requirement, are as follows : 

DMZlN· h.UaM.U. ~lOCIATU. INC 
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Summary of Cost-of-Service Study Results 
at Present Rates 

Near-Peak Method 

Relat i'!e ln t erc I ass 
Rate of Rate of Subsidy* 

Bit~ Clu~ B!:t!H:n B~:turn lt! ll1l2n~l 
{I) {2) {3) 

RS/RST 5.951 90 S(!:1 .4 ) 
GS/GST 12.21 185 3.5 

GSO/ GSOT 6.49 98 (0.3) 
LP/ lPT 5.93 90 {I. 3) 
PX/PXT 9. 95 151 2.7 

OS I & II 8. 50 129 0 .4 
OS Ill 25.29 383 0 .2 
ss 11.07 168 0.2 

*A negat ive subsidy means tha t a c lass i s 
being subsidized. 

A positive subsidy means that a c lass Is 
providing a subsidy . 

Under the Near Peak method, the residential class rate of re turn is 

26 basis points hi gher than in Gulf ' s 12CP & I/ 13th Auq ccsl ·of -

23 service study. 

24 Q 

25 

26 A 

27 

28 

WOULD YOU PLEASE EXPLAIN THE TERHS "RATE Of RETURN," "RELATIVE RATE 

OF RETURN• AND •suBSIDY?" 

Rate of ret urn Is the ratio of : (1) operat ing income ( i.e. , operal · 

ing revenues less allocated operating expenses and {2) allocat ed rat e 

base {i.e., net plant In service , working cap ital , et c . ) . If a c la ss 

DMZlN•IkUa.v.U • • A»>CIATB. INC 
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is providing revenues sufflc 1ent to recov~r its cost of service , it 

will hive a rate of return equal to the t ota l Gulf return . 

The relative rate of return (RROR) is the ratio of the c la ss 

rate of return to the total Gulf rate of r eturn . An RROR above 100 

means that a class Is providing a rate of return higher than the 

systa. average, while an RROR below 100 Indicates that a c lass is 

prov iding a below-syste. average rate of return . 

The subsidy .easures the difference between the revenues 

required fr011 each class and the revenues actua 11 y recovered. A 

negative amount indicates that a class Is being subsidized each year 

(I . e., revenues are below cost), while a posi ti ve amount indi cates 

that a class is prov iding a subsidy each year (i.e . . revenues are 

above cost) . 

EARLIER, YOU TESTIFIED THAT THE REP "ETHOO, WHICH GULF RERAN IN 

RESPONSE TO COMMISSION STAFF INTERROGATORY NO. 2, WAS FLAWED BECAUSE 

THE 12CP "ETHOD WAS USED TO ALLOCATE DOtAHD-RELATED CAPITAL COSTS AND 

BECAUSE THE STUDY FAILED TO RECOGNIZE FUEL SY""ETRY . IS THAT COR-

RECT? 

Yes. 

CAH YOU IllUSTRATE HOW THE REP COST STUDY COULD BF CORRECTED TO TAXE 

INTO ACCOUNT YOUR TWO CRITICISMS? 

Yi!S . First, 77~ of production capita l costs should be class ified to 

demand, · consistent with the much lower FOR' s of peak ing cap~ :i ty . 

DMZlH · h.ua.•.u~ • MlOCIATU. IHC 
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Second, all production and transmlc;s:on d<:m.ond-related costs should 

2 be allocated using the Near-Peak method . Third , an exp l iclt fuel 

3 symmetry adjustment should be made to appropriately r ecogni ze the 

4 production capltcl/operating cos t tradeoffs on wh ich both the [P and 

5 REP ~thods are founded . 

6 Q HOW SHOULD THE FUEL SY""ETRY ADJUSTHEHT BE MADE? 

7 A The reconnended fuel synrnetry adjustment is d~:rivcd 1n lxh ib1t JP - 1 

8 ), Schedule 12, Column 4. The spec i f ic adjustment should be 

9 made to the energy-related O&H expenses r emaining after recoverable 

10 fuel and purchased costs have been removed. For example, the res i · 

II dcntial class ene~y- rehted O&H expenslls should be increased by 

12 S865,000, while the Rate lP/lPT class O&H expenses should be de · 

13 creased by $490,000. 

14 Q 

15 A 

HOW WAS THE FUEL SY""ETRY ADJUSTHENT DERIVED? 

As shown on Page I of Schedul e 12, the fuel synrnet ry adjustment 1s 

16 the difference between the percent of t otal operating cos ts (lolumn 

17 

18 

19 

1) and Gulf' s energy allocation fac t or (Column 2) mul t ip l• ed by 

Sl68. 3 million . The latter r epr esent s the cost s recoverabl e under 

the Fuel and Purchased Power Cost Adju stment Clause for the t o t 

20 year whi ch were removed from the analysis . 

21 Q 

22 

HOW WAS THE PERCENT OF TOTAL OPERATING COSTS OETERHIHEO FOR EACH RATE 

CLASS? 

DMllN· IIJ.UIAt.U. A~~IATU. h<C 
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This determination Is shown on Page 2 of SchPdvl e 12. The percent 

2 of total operating costs (Coluan 6) i s derived by f i rst summing the 

3 allocated peak and base period operating costs (i.e., Colur•n 2 + 

4 Colu~ 4) and expressing the rtsult (Column S) as a percent of total 

S retail, excluding Rate SS. The all ocated peak period operating costs 

6 shown in Colullll 2 are the product of Total Company peak period 

7 operating costs (li ne 6) ~nd the percentage of peak period loads 

8 contributed by each rate class (Column 1). Similarly, the allocated 

9 

10 

I I 

12 Q 

13 

14 A 

IS 

16 

17 

16 

19 

20 

21 

22 

23 

24 

2S 

base period operating cos t (Column 4) is the product of Total Company 

base period operating costs (l ine 6) and the percentage of loads 

contributed by each rate class during the base period (Column 3) . 

HOW WERE THE TOTAL COMPAHY PEAK AND BASE PERIOD OPERATING COSTS 

DERIVED? 

Thi s is shown on Page 3 of Schedul e 12 . Column I shows the energy 

generated from peakiny and base load capaci ty segregated between the 

peak period and base period. 

The peak period energy was derived from an ana lysis of Gulf's 

sys t em load s~ 'pe (Appendix c. Schedule C· l) adjusted for the test 

year. Specifically, the total peak per iod energy requ i rement IS the 

cumulative load during the fl rs t I . 430 hours , or 2. 087.8 GWh. 

(Recall that 1,430 hours va s derived by Gu lf in response t o Staff 

Interrogatory No . 2. and It represent s the break-even threshold 

between peaking and base load technologies . ) The hase period energy 

consists of all of the r~alnlng load beyond the 1,430 -hour break · 

even threshold . 
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Referring to Appendix C, Schedul~ r -:, the ioad at 1,430 hours 

is approximately 71~ of the projected system peak, or 1,229 HW, as 

shown In Schedule C-3. As explained In Appendix C, 1,229 HW Is the 

amount of base load capacity consistent wi th providing electricity 

at the lowest total cost. The remai ning 51 4 of Gulf ' s p~ak per1od 

load ~uld be econo.ically served from peaking capacity . 

Peak period energy, thus , Is generated from both peak lng and 

base 1 oad capac tty . The energy genera t ed from base 1 oad capacIty 

would be the product of the amount of base load capacity, 1,229 HW , 

and 1 , 430 hours, or l, 757 . 5 GWh . The remaInIng 330.3 GWh of peak 

period energy ~uld be generated from peak ing capac i ty . Al l vf the 

base load energy would be generated from base load capacity . 

The operating cost assigned to each time period are derived in 

Column 3. Column 3 Is the product of Column I (generation by capac 

lty type) and Column 2 (per un i t opera ting cost by capacity type) . 

(The per unit operating costs by capacity type were derived by Gulf 

17 Power In response to Staff Interrogatory No. I , Pages 5 and 6. ) 

18 Q 

19 A 

20 

21 

22 

23 

ARE THE PF'X AND BASE PERIOD ALLOCATION FACTORS D£RIV£07 

They were derived from an analysi s of the rate class hourly loads 

during the peak period . The result s of th is analysis are shown In 

Schedule 12, Page 4, Column I. lhe peak pe riod allocation fac tor 

(Colu11n 2) Is the peak period energy (Column I) expressed as a 

percentage of Total Company peak period energy use . 

DMlt H . 811.UI.UEII. • Al!tOC IA H l . II-IC 
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Bise period enenJy use (Co 1 umn 4) h the difference between 

annuil energy use (Column 3) ind peik period energy use (Column 1) . 

The corresponding bise period illocation factor s, thus , are der ived 

by expressing the bise period energy use (Col umn 4) as a percentage 

of Totil Company bise period energy use. 

6 Q WHY WAS RAT£ SS EXCLOOED FROft THE FUEL SYMfTRY AHAL YS IS? 

7 A 

8 

9 

10 Q 

11 A 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

Rate SS Is not i typi cil cost -of·service class and there is not 

sufficient representative hourly data to determine the Rate SS p~ak 

period de1unds . 

WHY IS RATE SS NOT A TYPICAl COST -OF-SERVICE CLASS? 

Unlike the other classes, the Rate SS class coincident demand s are 

based on the expectition that lOS of the Standby Service Con trac t 

Capacity will occur during peak hour s. This assumption wa s based on 

the Co..ission's Order in Docket No . 850673-EU--Generic Investigation 

of Standby Rates for Electric Ut ilities. The Rate SS clas s' coinci ­

dent demands for the test yeir are projecteo to be much lower than 

lOS of the Standby Service Contract Capacity. In some years. how· 

ever, the Rate SS coincident demand s may exceed lOt of the expec t ed 

Standby Se rvice Contract Capacity. Therefore, as Hr . O'Sheasy 

test i fies, it is ippropriate t o use the expected Rate SS c la ss loads 

to provide a more stable cost allocat ion from one rate case t o the 

next . (Liter in ~Y. testi.any, I shall comment on the reasonablenes s 

of the lOS assumption . ) 

0M.Z(H· h..IIIA.U.& t AUOCIATU. IHC 
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HAVE YOU RERllt THE COST-OF-SERVICE STUO~ tJASEO ON A CORRECTED VERSI ON 

2 OF THE REFINED EQUIVALENT PEAXER "ETHOO? 

3 A Yes . The revised st udy is sho~tn In [xhibit JP I~). Schedule ! 3 . 

4 Thi s study incorporal~s the same two correc t ions ident1fied previ -

5 ousl y. The results can be summarized as follows : 

6 Summary of Cost-of-Service Study Results 
1 at Present Rates 
8 Corrected Refined Equivalent Peaker Method 

9 Relative Intercl ass 
10 Rate of Rate of Subsidy* 
11 ~ Bit~ ~ la ~~ B~tyro B~: tur::o ! M i !l l2n~ l 
12 ( 1 ) (2) (3) 

13 1 RS/ RST 5. 90't 89 S(5 . 7) 
14 2 GS/ GST 12 .30 186 3. 5 
IS 3 GSO/GSOT 6. 43 97 (0 . 5) 
16 4 LP/LPT 6 .27 95 (0 . 6) 
17 5 PX/ PXT 9 .52 144 2.5 
18 6 OS I & II 8 .60 130 0. 4 
19 1 OS II I 25.76 390 0 . 2 
20 8 ss I 2. 31 187 0.2 

21 

22 *A negat i ve subsidy means that a class Is 
23 being subsidized . 

24 A posi tive subsidy means that a class Is 
25 providing a subs idy. 

26 Q ARE THE CORRECTED REP COST STUOY RESULTS KATER IAllY DI FFEREHT FRO" 

27 THE RESULTS OF THE HEAR-PEAK COSl-OF-SERVICE STUOY? 

DMZlH·h .ua.uu. • Auoca .. ru IN< 
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No. Act ui l ly, with the exception of Rare SS, t he results are quite 

2 si111ihr , as shown bel ow: 

3 
4 
5 
6 

7 
8 
9 

10 
11 

12 
13 
14 
15 
16 
17 
18 
19 

20 

21 

Summary of Cost-of-Service Study Results 
at Present Rates Between the 

Near Peak Method and the Corrected 
ReOned Egutyatent peaker Method 

Relative 
Bit~ 2! 8ft!.!rn 81t~ Q{ B~turo 

Heir Corrected Near Corrected 
Bitt tlu~ Pu~ BEe fill REP 

( 1) (2) ( 3) (4) 

RS/RST 5.95t; 5.90"4 90 89 
GS/GST 12.21 12 .30 185 186 

GSO/GSOT 6.49 6.43 98 97 
lP/lPT 5.93 6.27 90 95 
PX/PXT 9.95 9.52 151 144 

OS I & II 8.50 8.60 129 130 
OS III 25.29 25.76 383 390 

ss 11.07 12. 31 168 187 

In both Instances, t he residential class rate of return is higher 

than under Gul f's proposed cost -of -service study . 
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IF THE COMMISSION APPROVES A PERMANENT BASE RATE INCREASE FOR GULF, 

WHAT FACTORS SHOULD BE CONSIDERED IN DETERMINING AN EQUITABLE SPREAD 

OF THAT INCREASE? 

Aithough other fictors aay be considered, such as graduali sm. rat e 

continuity, eise of administration , cus tomer acceptance and simp! lc -

ity, primary emphasis should be placed on the cos t of provid i ng 

service to determine the revenue reQuirement s from eac h c lass and 

from each customer with in ~ class . The basi c reasons for adhering 

to the cost -of-service principle throughout the rat e spread and rate 

des1gn phases are equity, engineering effiCi ency (cost -mlni miz at ton). 

stabil i ty and conservation. 

Rates which renect primarily cos t -of-service considerati ons 

are equitable because each customer pays what it costs the utility 

to serve him, no 110re and no less . If rates are not based on cos t s. 

then some cust omers must pay part of the costs of providing service 

to other customers, which is ineQuitabl e. 

With respect to engineering efficiency, when rates are designe<! 

so that demand and energy charges are properly reflect ed in the rate 

structure, the utility ha s an Incent ive t o cons truct t he mo st cconom· 

ical mix of plants . and customers are provided with thP proper 

incentive to lllnl•tze thei r costs, whi ch will in turn min imiz,. tile 

cost s to the utility . 

OMllN · Ih.UMJ:U,. A.UOCIATU , INC 
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When ntes are closely tied t r cost, the utility's urnlngs .re 

stabilized because changes tn customer use patterns would result In 

3 parallel changes tn revenues and expenses . Cost -based rates al so 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 Q 

provide a .are stable b~sis for deter.tnlng future levels of power 

costs. If ntes are bued, instead, on vague soci al policies, it 

beca.es .uch more difficult to t rans late expected utility -wi de cost 

changes Into changes in the rate s chaNJed to particular customer 

classes. This added el~nt of uncertainty will lessen the attract -

iveness of industrial expansion either by new or exi sttng Industries . 

To the extent that rates do not refl ec t costs, multi - plant firms will 

be encouraged to shift production from high energy cost pla~t s t o 

lower e'leNJy cost plants in order to re11aln competitive. Such a 

shifting of production would reduce employmen t and the overall 

contribution of the unufacturing concern to t.he state and local 

econ011y . Thts would, in turn , be self -defeating to the pre sumed 

beneficiaries of below-cost electric rates. 

finally, by providing balanced price signals aga i nst which to 

11ake consu11ptton dec isions, cost-based rate s encourage conservat ion 

(of both capacI ty and eneNJy), whi ch Is proper 1 y defined as the 

avoidance of wasteful or Ineffi cient use (and not just l ess usc) . 

If rates are not based on cost s , then the choices are di s tort ed. 

HOW IS &Ulf PROPOSING TO SPREAD THE INCREASE AMONG THE RATE CLASSES? 

0MUN ·8-.u1Al[ll. • AUOCIATU. INC 
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Gulf's proposed base revenue distrlbutinn. as 110dlfled by the new 

class cost -of-service study, is shown in Exn lbi t JP- 1 t:r7y>. Sched ­

ule 14. Specifically, Gulf Is proposing an above -average percent 

Increase to the residential, Rate LP/LPT and Rate SS classes. wh i le 

the r~ainlng classes would either receive below-average increases , 

6 no increase or a rate decrease . 

7 Q 

8 

9 A 

10 

II Q 

12 

13 

14 A 

15 

IS GULF'S PROPOSED BASE REVENUE DISTRIBUTION CONSISTEHT WITH THE 

OBJECTIVE OF ~VIN6 RATES CLOSER TO COST? 

Yes. However, this conclusion Is based on Gulf's flawed class cost -

of-service study . 

WOULD GULF'S PROPOSED BASE REVEHUE DISTRIBUTION REDUCE THE INTERCLASS 

SUBSIDIES OF All RATE CLASSES BASED OH YOUR RECOfiiEHDED COST -OF­

SERVICE STmY? 

No, not In all cases, as shown in Exhibit JP -1 ( 

and in the chart below: 

0MUN · 8ku ...... u . • AUOCIATU. INC. 
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24 
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Summary of Interclass Suustdies 
at Present and Proposed Rates 

Near-Peak Method 
(Millions) 

Movement 
Rate Present Proposed Toward 
Class Bit~~ Bat!!~ ~-

(I) (2) (3) 

RS/ RSf S(5. 4) S(2 . 1) 6Qt 

GS/GST 3. 5 2 .4 31~ 

GSO/GSOT (0 .3) (I. 3) tlo 
LP/ LPT ( I. 3) (0 .9) JOt 
PX/ PXT 2.7 1.3 54 X. 

OS I & II 0.4 0.2 5~ 

OS I I I 0.2 0.1 4~ 

ss 0.2 0. 3 ~lo 

Speci fically, the Rate GSO/GSOl and Rate SS subsidies would 1ncrea se . 

If THE COtiUSSION WERE TO AWARD GULF A PERHAHEHT BASF REVENUE IN ­

CREASE, HOW SHOULD THAT INCREASE BE SPREAD AHONG THE CLASSES? 

Hy recommendat ion, whi ch Is based on Gu lf 's cl a imed r~venue def ici 

ency , i s presented In Exh ibit J P-1 (~74), Schedule 16. It is based 

on the result s of the Nea r -Peak cost -of -se rv ice s tudy (Schedule II) . 

WHAT IS THE BASIS FOR YOUR RECOHHENDED REVENUE DISTRI BUTION SHOWN IN 

SCHEDULE 16? 

lhe objective wa s t o move all r ate c la sses ~bou t half t he way c loser 

to cost of servi ce by r educing the interc la ss subsidies at present 

rates by abou t 501. . T hi ~ result i s il lu)t ra l ed in fxhiblt JP I 
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<!>7fJ, Schedule 17 . In ClOS t instance·; , the interclass subsidies 

2 under the rec0111111ended a 11 ocat I on {Co I umn 6) wou I d be about 5~ 1 ower 

3 than the corresponding subsidies at present rates (Col~.o~n 5) . An 

4 exception was to Rate SS which would recover no increase under my 

5 racommendation. The subsidy provided by the Rate SS class wou ld be 

6 301 s.aller. 

7 Q 

8 

9 

10 

11 A 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 Q 

zz 

UNDER YOUR RECOHMENDATIOH, CERTAIN RATE CLASSES WOULD RECEIVE SIG­

NIFICANTLY BELOW-AVERAGE INCREASES, WHILE OTHERS WOULD RECEIVE RATE 

DECREASES. MIGHT THIS SEND THE WRONG PRICE SIGNALS TO THESE CUS­

TOMERS? 

No, I do not believe so . The reason for the significantly below-

average increases and the rate decreases for certain rat e classes is 

the fact that thetr respective rates of return are significantly 

above the system average . Given the signifi cant disparity between 

the revenue/cost relationships of certain rate c lasses. the only way 

to .ave them meaningfully closer to cos t in thi s Dvcket would be to 

asstgn either below-average percent Increases or a rate dec rease. 

I must emphasize , however , that mov ing only one- half of the way to 

cost, as per 11y reconwnendatinn, Is only a very modes t st ep 1n the 

right direction . 

WOULD YOUR RECOtltEHDAT l OH DIFFER IF IT HAD HEEH BASED ON THE COR ­

RECTED REP "ETHOD? 

DMllN · II-.uMAU. 6 AHOCIATU. IHC 



i 
~ 
I 
J 
J 
j 

J 
] 

J. 
] 

1 

284 5 
Page 51 

J effry Pollock 

A No . Because of the similarity of the re ~ ult s between the Nea r - Pe~k 

2 and Corrected REP studies, my recommend a tl ~r. fto~ld not be materially 

3 different if the latter .ethod were adopted. 

4 Q 

s 
6 

7 A 

B 

9 

10 

1 I 

12 

13 

14 

IF THE COIItiSSIOH WERE TO AWARD GULF A SMALLER BASE REVENUE INCREASE 

THAN IT IS PROPOSING, HOW SHOULD THAT LOVER INCREASE BE AllOCATED 

AMONG THE RATE CLASSES? 

Hy recommend•tion ~ould be to apply the same approach- -that Is , t o 

reduce the subsidies of al l ratP classes by at least one-half based 

on the results of an approved cos t -of -service study . The latter 

would take into account all of the Commission-approved adjustment s 

to Gulf 's proposed rate base, revenues and operating expenses . and 

it would be based on the approved r~s t allocation methodology . l hl s 

process, by definition, warrant s thorough review by the Commission, 

the Staff and all parties to the case . 

0"-''trN llkUIAI.Ek . A UOCIATU. IOK 
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2 A I shall address the des ign or Rate Schedules PX/ PXT and SS. 

3 RATE PX/PXT 

4 Q WHAT CHANGES AR£ BEING PROPOSED FOR RATE SCHEDULE PX? 

S A Gulf is pr·opostng to decrease the customer charge, increase the 

6 demand charge and reduce the energy charge . 

7 Q 

8 

9 A 

10 

11 

12 

13 

14 

15 

16 

17 Q 

18 

19 A 

20 

DO YOU AGREE WITH GULF'S PROPOSm CHANGES IN THE DOlAND AND ENERGY 

CHARGES? 

Yes. The proposed reduction in the Rate PX energy charge, f rom S5. 21 

to $4.45/HWh, is consistent with the r esults of the un i t cos t study, 

which shows that the average nonfuel variable cost s are about 

Sl.9/HWh. (The nonfuel energy un i t cost, which also includes some 

fixed costs, is $3 . 27/ MWh under Gulf ' s revised c lass cos t -of -ser vice 

study.) Even with the proposed SO. 76/ HWh reduction, the proposed 

Rate PX energy charge wou ld cont inue t o be Jbove cos t . lhe Cotolpany ' s 

proposal recognizes gradualism, and i t shou ld, therefore , be adopt ed . 

DO YOU HAVE AHY CottttENTS WITH RESPECT TO THE PROPOSED ON AND OFF · 

PEAK ENERGY CHARGES IN RATE PXT? 

Gulf is propos i ng to decrease the on -peak energy charge and t o in · 

crease the off-peak charge . On ba 1 ance, however , the revenues 

0MZtN· BilUIAUil • AUOCIAf U . INC 
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collected through the energy charge uould be lower. Th is is consis · 

2 tent with the unit cost study result s. Further, 1 would not e that 

3 there is no significant difference in the correlation coefficients 

4 between PX custa.ers ' contributions to t~e twelve monthly coincident 

5 peak deaands and either billing demand or on -peak kWh t o support the 

6 r etention of a high on -peak energy charge . (I am not suggesting 

7 that the correlation coefficient analy~ls i s even relevant to the 

8 

9 Q 

10 A 

)) 

12 
13 

14 
15 

16 
17 

18 
19 
20 
21 
22 

issue of determining an appropr iate rate des ign ) 

WHAT OTHER CHANGES IS GULF PROPOSING FOR RATE PX? 

Gulf Is also proposing to change the Minimum Monthly Bill. Under it s 

revised proposal, the Min111Um Monthly Bill : 

"Shall not be less than the Customer Charge 
plus : 

(a) Highest demand for the curvenl 
.onth or previous eleven or 

(b) The contract capaci ty whi chever 
is greater or 

$10.686 per kW of Bil l ing Demand and 
the Local Faci lities Charge, i f ap ­
pl !cable. • (As Gulf 's response to 
Staff ' s Third Set of Interrogator ies, 
I t e111 No . 48 . ) 

23 The proposed Sl0.686min1mum bill Is equival ent t o the demand and 

24 

25 Q 

26 

energy charge at a 75~ monthly load factor . 

HOW WOULD THE PROPOSED MINIMUM ltOHTHLY 81Ll REQUIRE RATE PX CUSTOM­

ERS TO OPERATE AT LEAST A 75~ MONTHLY LOAD FACTOR? 

0MZtN· hUMJ.U t AUOClATU. INC 
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The proposed $10.686 per kW chaNJe Is equ Iva 1 ent to t he proposed 

2 S8. 25 per kW demand charge and the pro~o s~~ 0.445( per kWh energy 

3 charge at a 75S load fac tor, as Il l ust rated below: 

4 

5 

6 
7 
8 
9 

10 
11 
12 
13 

14 Q 

15 A 

16 

\7 

18 Q 

19 A 

20 

21 
22 
23 
24 
25 
26 

Rate PX Minimum Monthly Bill 

LJ.M Oe~trh!t 12n AmQunt 

1 Total SI 0 .686 
2 Oe•and Cnarge ~L ~~Q 
3 Htni~ Energy Charge s 2. 436 
4 Proposed Energy Charg~ 0.445( 

Htn1.u. Hours ' Use 
5 (line 3 t line 4 x 100) 547 

H1n1.u. Monthly Load Factor 
6 (line 5 ! 730) 75S 

IS GULF'S PROPOSED $10.68o PER KW MINI~ CHARGE APPROPRIATE ? 

No. As written, the proposed Min imum Mont hly Bill wou ld pena l i~e a 

PX cust omer for operating below a 75S minimum monthly load factor 

even If the custo.er' s annual load factor exceeded 75,. . 

HOW IS THE ANNUAL LOAD FACTOR RELEVANT ? 

The Appli cability criterion in both the present and proposed PX/PXT 

rates states: 

•Applicabl e for three -phase 1 igh t i~g and 
power service to any cust omer contract lng 
for not less than 7,500 kilowatt s (kW), with 
1n 1nnual load factor of not l ess than sev ­
enty- five percent (75") . • Haskins, Schedul e 
No . 3, Page 11 . (Emphasis added ) 
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A rX/PXT custOMr, thus, could still qu~lify for the rate even 

2 though the 110nthly load factor may be b\llov. 751. load factor in a 

3 particular .anth . The Com.isslon, therefore, should reject the way 

4 In which this portion of the proposed Honthly Minimum Bill is writ · 

5 ten. 

6 Q DOES THE PROPOSED RATE PXT ALSO INCLUDE A SIMILAR MIHitut JtOHllfLY 

7 BILL PROVISION? 

8 A 

9 

10 

)) 

12 

13 Q 

14 

15 A 

16 

17 

18 

19 

20 

21 

22 

23 

Yes. The proposed Rate PXT Minimum Monthly Bill would be SI0.648 

per kW of Haxt~ Billing Oe•and, according to Gulf ' s Res por.~e to 

Staff's Eighth Set of Interrogatories, Item No. 124. The SI0 .648 

per kW charge is also based on the assumpt!on that a PXT customer 

should operate at a 751. monthly load factor . 

HOW SHOULO THE 751. ANNUAL LOAD FACTOR REQUIREMENT OF RATES PX AHO 

PXT BE ENFORCED? 

Consi stent with the Applicability paragraph, Rate PX/PXl customers 

should be subject to a minimum annual billing demand charge . 

For example, using Gulf ' s proposed Rate PX demand and energy 

:harge~ Jf S8 .25/kW and 0. 445t/kWh, re spectively, a min imum annual 

bil ling demand charge would be Sl28 .24 per kW (Sl0.686 ~ 12) . The 

~inlmu• annual bill, thus, would be S1 28.24 per kW times the highest 

bl111ng de11and occurring in the current or previous II billi ng 

eonths . This would provide a true -up In the event that a cus tomer 's 

annual load factor were to fall below the 751. minimum required . 

DMllH · h.ua.u.U • • A.UOCtATU. INC 
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Q SHOULD THE RATE PIT MINIMUM ANNUAL BILLING DOlAND CHARGE BE SIMI-

2 LARLY CALCULATED? 

3 A Yes . However, consistent with encouraging customers to minl•ize on · 

4 

5 

6 

7 

peak de~~ands, the •tnhau• should be based on the maximum on-peak 

d~nd during the current and previous 11 months, rather than the 

maxi~m de~~and, in either on or off -peak hours, as Gulf Is propos-

ing . 

8 BATE SS 

9 Q HAVE YOU REVIEWED GULF'S PROPOSED STANDBY SERVICE RATE {RATE SS)? 

10 A Yes . 

11 0 MR. HASKINS, TESTIFYING FOR GULF POWER COMPANY, STATES (OH PAGF ?.2) 

12 THAT •STANDBY RATE ORDER 17159 IS VERY SPECIFIC ABOUT THE DESIGH OF 

13 EACH RATE COMPONENT OF THE STANDBY SERVICE RATE. • ARE YOU FAMILIAR 

14 

IS A 

16 Q 

17 A 

18 

WITH ORDER HO . 171597 

Yes 

DOE S GULF'S PROPOSED RATE SS COHPL Y WITH THAT ORDER? 

No. In n.1 opinion, ne ither the proposed SJ .08 per kW reservation 

charge nor the 0.344t/kWh energy charge fully comply wi th the provi · 

19 slons of t hat Order . 

20 Q PLEASE EXPLAIN. 

DMltN · hUIMU~. AUOCIATU. INC 
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A Pages 12 through 15 of Order No . 17159 describe th~ parameters that 

2 were to be used to design an !n!ttal standb) ~ate f~r purposes of 

3 the Com.ission's Generic Investigation. The design of present Rate 

4 SS, for· exa.pl e, was based on the full demand -related production and 

S trans~ission unit cost per coincident peak kilowatt of demand and 

6 t~e energy-rehted production unit cost per ki lowatthour based on 

7 the cost-of- service study used for rate -mak ing purposes in Gulf ' s 

8 last general rate case. 

9 Q WHY WAS A • sYSTEM AVERAGE• COSTI NG APPROACH USfD IH OOCKH HO. 

10 850673-EU TO DESIGN RATE 55? 

11 A This • syst~ average• costing approach wa s necessary because the 

12 standby service customers were not treated as a separate cl ass in 

13 Gulf's l ast rate case . 

14 Q DOES THIS "EAH THAT THE SAME APPROACH ~ST BE USED FOR OETERHIHING 

15 THE RESERVATION AND ENERGY CHARGES IN A GENERAL RATE CASE? 

16 A No. In fact , t he C011111ission wa s very specific in ordering each 

17 ut il •ty to treat standby customers as a separat e cus t omer c lass and 

18 be assigne~ costs cons istent with the appropriate data "' the new 

19 cost -of -service study , in each ut i lily ' s next rat e case . 

20 Q HAS GULF TREATED RATE SS CUSTOMERS AS A SEPARATE CUSTO"fR CLAS~ IH 

21 ITS COST-OF-SERVICE STUDY? 

22 A Yes . 

DMllH· h UMJ.(A. M )()CIATU INC 
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10 

II Q 

12 

13 A 

14 

15 

16 

17 

18 

19 
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21 
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WERE THE RESERVATION AND ENERGY CHARGES DERIVED fROH THE COSTS ALLO-

CATED TO THE RATE SS CLASS? 

No . As exphined earlier, Gulf used "systetD · iverage• costing . Th i s 

is ilso evident fr011 the fact thit Gulf Is propos ing a 17 . 1~ base 

rate Increase to Rate SS--which I; 1.6 limes ~he system average · ­

evPn though this class is already providing a subst~ntl ally above ­

average rate of re turn at present rates. Consequently, the Rate SS 

class would 110ve farther from cos t, In violat ion of this Colllllls ­

~ion's long-standing practice of moving all rate c lasses closer to 

cos t of service . 

HOW SHOULD lltE RATE SS RESERVATION AHD HOHfUEL CHERGY CHARGES BE 

SET? 

The nonfuel energy charges in Rate SS should be Identi cal to the 

corresponding nonfuel energy charges in the otherwise ipp llcable 

full require~~ents tariff . Rate SS cust0111ers who are also tak ing 

supple.entary power on Rate PXT, for exampl e, should pay the ~ate 

PXT nonfuel energy charges . 

This approach Is necessary because not a 11 of the Rate SS 

customers te~e standby service at the s~ de l ivery voltage. nor do 

all of these cust011ers purchase suppl ementary power on the same rate 

schedule . 

The re.alnlng nonfuel revenue requirement --not otherw ise re· 

covered In the custa.er, local facilitie s and nonfuel energy 

charges--should be recovered through the reservati on charge 

DMUN· h.u~U. a ~TU. INC 
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consistent with t he Commission's l ong - s ta~din~ pol icy of moving all 

2 rite cl isses cl oser to cost of service. Hy recommended base revenue 

3 distri but ion, for exa.ple, would not iSsign any increase to the Rate 

SS class, as shown in Schedule 16 . Th is is appropriate because, as 

5 shown in Schedul e 17, the cl ass ~ou ld move c loser to cost of serv -

6 ice , cons i stent with Commission pol icy . 

7 Q 

8 A 

9 
10 
11 

12 

13 
14 

15 Q 

16 

17 A 

18 

19 
20 
21 
22 
23 
24 
25 

26 

ARE THERE ANY OTHER ISSUES YOU WI SH TO ADDRESS COHCERH IHG RATE SS? 

Yes. These issues concern : 

• The iSSu.ption tha t Rate SS customers wou ld 
iiiJ)ose 1~ of t he ir Standby Servi ce Cont ract 
Capicity dur ing sys t em peak periods; 

• The 23-.ant h d~ind r~tchet; and 

• The cilculation of the Daily Standby Serv ice 
kW. 

WHAT IS THE ORIGIN OF THE lOS FACTOR BE ING USED TO ESTABLISH THE 

COINCIDENT ODWI)S OF THE RATE SS CLASS? 

The C011111ission Order in Docket No. 850673 -EU states on Page 13, 

that: 

·T~e reservit ioo charge is to be cal culated 
by mu l tiplying an assc~d 10 percent forced 
outage r1te for SGCs ' generators times the 
utility system's uni t cost per coincident 
peak kil owatt (CPKW) for demand -related pro­
duction and transmi ss ion (P&T) functions. · 
(Emphasis added ) 

Thus, lOS was t he assumed forced outage rate (F OR) of the SGC ' s. 

0MZtN· &~UIAitU. • AUOCIATU. INC 
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Q SHOUlD THE lOl FOR ASSUKPTIOH BE CARRIE~ FOP~ARD INDEFIHITELY1 

2 A No. The Order clearly states that the I~ FOR wa s an assumption . 

3 To assure that the approved standby rat es wou ld continue t o be fair 

4 and cost-based , the Comlsslon also ordered the utilities and the 

5 SGCs: 

6 
7 
8 
9 

10 
11 

12 

•to undertake such data collection and re · 
porting act ivi t ies as are necessary to per· 
mit analysi s of the load and usage charac · 
teristlcs of back-up , maintenance and sup· 
plemental electric service . • (Order No. 
17159, Page 22) 

Specifically, each utility wa s t o collec t and report certa in spcc 1· 

13 fied data for Its standby cust011ers, Including · 

14 

15 

16 
17 

18 
19 

20 Q 

21 

22 A 

ZJ 

24 

25 Q 

26 

• 
• 
• 

• 

Billing data , 

load, coi ncidence and load factor data, 

Customer Generat ion and availabil i ty data, 
and 

Additional data deemed necessary fo r prop~ r 

cost -of-service analyses and rate design . 

HAS GULF PERFORMED AHY SUCH ANALYSES OF THE CHARACTERISTICS OF ITS 

SGCs FOR PURPOSES OF THIS CASE? 

No . Gulf continues to use the I~ forced outage rate assum~tion t o 

allocat e demand -related capttal costs and to des-ign t he proposed 

Rate SS r eservation charge. 

IS THERE AHY EVIDENCE THAT THE FORCED OUTAGE RATE OF GULF ' S SGCs IS 

DIFFERENT FROM THE lOl ASSUMPTION? 

OMZlH·Ikua.ua • M~IATU. h:c 
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A Yes . In response to Monsanto ' s First !>tt of Interrogatories, Item 

2 No . 11, Gulf supplied data necessary to calculate the FOR 's of three 

3 of its four SGCs. Whil e the proprietary nature of the response 

4 prevents full disclosure of the results, my analysis indicates that 

5 the FORs of the three SGCs were all significant ly below 1~ . in the 

6 ll to 4S range. 

7 Q ISN ' T IT UNUSUAL FOR SGCs TO HAVE FORCED OUTAGE RATES CONSIDERABLY 

8 

9 A 

10 

II 

13 Q 

14 

)~ 

16 A 

BELOW 1~? 

No. An analysis of the SGCs in the Houston Lighting & Power Company 

service territory, for ex~ple, revealed a composite equivalent FOR 

of only 3~. I a• also aware of oth~r similar eyperiences , but the~e 

other experiences cannot be disc losed for confidentiality r easons. 

SHOULD A DIFFE.REHT FORCED OUTAGE RATE, OTHER THAN lOl. BE ASSUI<ED 

FOR PURPOSES OF DETERMINING THE COINCIDENT DDWCDS AN> THE RESERVA­

TION CHARGE FOR THE RATE SS CLASS IN THIS DOCKET? 

No . This would not be necessary becau se the Rate SS c lass is al · 

I 7 ready providing a substantIally above · average rate of return at 

18 

19 

20 

21 

22 

23 

24 

present rates. Also, one SGC refused to disc l ose the necessary 

information to calculate the FOR. 

As required in Order No. 17 I 59. Gu 1 f shou 1 d a I re.:~dy be co 1-

lec ting and analyzing the lodd characteristics and re liability of 

each SGC. This analysis, whi ch is based on ac tu• l experiente, 

should be utili zed In the class cost -o f -service s tudy in Gulf's next 

rate case. 

DMZtN· IIa.u~Mua. • Auocv.Tu INC 



• 
I 

J 

I 
J 

J 
J 
J 
J 

Q WHAT IS THE 23-MOHTH RATCHET TO WHICH YOU REF.~R 7 

Page 62 
Jeffry Pollock 

2 A The b1lling demand used in applying the reservation cha rge 

3 
4 
5 
6 
7 
8 
9 

10 

I I 

12 

13 

14 

15 Q 

"will be the greater of the Standby Service 
Capacity ( k\1) in accordance w lth the Con ­
tract for Standby Service or the Maximum 
Standby Ser vice (kW) taken in the current 
and twenty- t hree (23) previous ser vice 
months . • (Sect ion No . VI, First Revised 
Sheet No . 6. 3 I ) 

Thus, if a customer were to contract for 7.5 H\1 of standby se rv ice 

capacity, but the maximum dally standuy demand were 13 HW, the cus · 

tomer would be charged for the extra 5.5 HW for the current and the 

subsequent 23 months . At S.98 per kW , thi s would translate into 

about Sl24 ,000 in additional reservation costs . 

ISN ' T THAT PROPER BECAUSE THE UTILITY HAS TO STAND READY TO PROV IDE 

16 THE EXTRA STANDBY CAPACITY WHEN THE CUSTOMER DEMANDS JT7 

17 A 

18 

19 

20 

21 Q 

22 A 

23 

24 

25 

26 

It would not be proper under all circumstances. Although standby 

power Is used I ntermlt tent ly , when an SGC experi ences either .. 

forced or scheduled outage of his/her generat ing equipment , not all 

of these outages are random in nature . 

PLEASE EXPLAJH . 

Certain maintenance out ages , for examp le. may occur only 1rlfre · 

quently- -once every three to five years -- at t he SGC 's discrd1on . 

These outages are similar to t he ones that Gulf Power i n~urs to m6ke 

extensive repai r s on a boi ler or to rebuild a turb ine generat or . 

Such extended outages would have to be s~:heduled in advance t o 
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enable Gulf to obtain the labor and material required to perform the 

2 necessary maintenance . Also, each outage would have to be coordl · 

3 nated with Gulf's sister operating companies to ensure tha t such 

4 outages do not create a capacity defi cit on The Southern sys tem . 

5 Q CAH AH SGC AlSO PRE-SCHEDULE SUCH UNIT MAINTENANCE OUTAGES? 

6 A Yes. There is no funduaenta 1 difference between a uti 1 ity and an 

7 SGC as re9ards the need to schedule 1nalntenance outages well in 

8 

9 Q 

10 

11 A 

12 

13 

14 

15 

16 Q 

17 

18 A 

19 

20 

21 

22 

advance. 

IS THERE AHY INCOOIYE FOR AH SGC TO PRE-SCHEDULE A MAINTEHAHCE 

OUTAGE UH'JER GULF'S PRESENT RATE SS7 

No . For pricing purposes, no di stinction Is made wha tsoever between 

back-up and 11alntenancc outages . This Is despite the fac t that 

back-up power Is often more random In nature -- because forced outages 

are rather unpredictable --While maintenance outages can typically be 

pre-scheduled In advance . 

DOES THE CotiiiSSIOH' S STANDBY RATE ORDER PROH IBIT A UTILITY FROM 

DIFFEREh•fATIHG BETWEEN BACK-UP AHO MAINfENAHCE POWER? 

Ho. The Order does not prec lude a util i ty from offering fo r a di s · 

count on, or forgi veness of, de111and -related productio11 plant charges 

if the cust011ers schedules aalntenance In adva:-~ce with the ut i l i ty 

to prov ide •useful coord inat ion· (Order No. 17159, Page 10) . There· 

fore, wa iving the 23 -IIOnth demand ra t chet for such maintenance 

DMUN· IkUIAJ;[k t AUOCIATU. INC 
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outages would not be contrary to the COtlll•lsslon's standby rate 

2 order . 

3 

4 

5 

6 

7 

8 

9 

10 

I I 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

I) 

A 

DIDN'T THE COIIUSSIOie FIND, IN DOCK.ET NO. 850673-EU, THAT BACK-UP 

AND MAUfTEMAMCE P0W£1 WERE NOT SUFFICIENTLY DIFFERENT FROit EACH 

OTHER TO WARRANT SEPARATE COST -BASED RATES? 

Yes . However, the rationale for this finding was that it was di f · 

ficult to distinguish between back-up and ma intenance power because 

the utility .ust provide the sa.e level of replacement power regard ­

less of whether the custa.er's generator is out for scheduled main · 

tenance or has been forced out . 

Although the sa.e level of service •ay be required to provide 

both back-up and -.intenance power. clearly an sec that is able to 

usefully coordinate a aaintenance outage with a utility can ue dis ­

tinguished froa a SGC that QY require back-up power on a 1110111ent 's 

notice . In the fon~er case, the utiltty can plan well ahead to 

provide the necessary capacity when it i s needed. If the utility 

knows 1n advance t hat sufficient capaci ty is not available in the 

amount requested during the planned maint enance outage , It would not 

have an obli ~ation to prov ide the service . (The SGC and the Ut i lity 

would then have to determine when adequate capacity wou ld be avail ­

able before a coamltment could be firmed-up .) In the case of back -

up power , by contrast, the ut11 ity 11ust stand ready to meet the 

additional back-up power deaand wh~never it may be imposed. 
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Because a maintenance outage that an ~uL is required to sched -

2 ule well in advance and in full coord ination wi t h the ut i lity repre -

3 

4 

5 

6 Q 

7 A 

8 
9 

10 
11 
12 
13 
14 
15 
16 
17 
18 

19 

20 

21 

22 

23 Q 

24 

25 A 

26 Q 

27 

28 

sents a different qual tty of servi ce, a lower rate would be cos t 

justified. At a 11ini11Ua, the 23 -mont h ratchet shou ld not apply 

under these ctrcuastances . 

DID THE COMMISSION ttAHDATE THE 23-HONTH RATCHET? 

No. On Page 21 of Order No . 17159, the Conrnlssion stated : 

•ro discourage initial misrepresentation of 
•axt•um standby power demand l evels , the 
utilities !U incorporate Int o their tariffs 
•ratchet• provisions that increase the con ­
tract deaand for up to 24 months follow1ng 
an outage during whi ch t he customer 's ~ 
~ dt!«od exceeded his contract ua lly speci ­
fied maxiiiWI back-up demand . Alternati ve ly , 
the utilities •ay propose ot her appropriate 
penalties Instead of a ra t chet provision . · 
(E.phasis added) 

Not only was t he 23-mon~h ratchet not mandated, Gul f wa s 91ven the 

discret ion to develop alternati ves to the ratchet that may be ap -

propri ate t o prevent misrepre sentation of the maximum standby power 

deaand levels . 

HAVE YOll R£VIEVED TH( TEST IMONY OF HR . TOH KISLA ON BEHALF Of STONE 

CONTAINER CORPORATION? 

Yes. 

ARE THE CIRCUMSTAHCES DESCRIBED IN HR . KISLA ' S TESTUtONY REr">ARDING 

MAINTENANcE OF THE 18 MW TURBINE RELEVANT TO YOUR DISCUSSION Of THE 

23-~H RATCHET? 

0MZlN•IJ.UMJtU. • AUOCIATU. INC. 
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A Yes. 

2 Q MR. KISLA ALSO SUGGESTS THAT STONE BE AllOWED TO PURCHASE ADDITIONAL 

.. CAPACITY All) ENERGY OH TlfE SUPPL£MOOAL ENERGY (SE) RIDER UNDER 

4 CERTAIN CIRCtltSTAHCES. WOULD .WCH AOOITIOHAL PURCHASES CAUSE OTHER 

5 RATEPAYERS TO SUBSIDIZE STONE? 

6 A No . With •inor .adification, the SE Rider would be in appropr iate 

7 

8 

9 Q 

JO A 

11 

12 

13 

14 

IS 

16 

17 

18 

19 

vehicle to enable Gulf Power Company t o sell addi tional capacity and 

energy when the opportunity ari ses. 

WHAT ~IFICATIOH WOULD HAVE TO BE KAO£ TO THE SE RIDER? 

In order that the ratepayers do not subsidize these additional op -

portunity purchases, the Rider should be modified to enable Gulf t o 

terminate an SE period on as l itt l e as 30-mlnutes notice If It is 

necessary to avoid contributing to t he monthly Southern system ter · 

ritori al peak. The 30-•inute not ice of curtail ment provi sion would 

enable Gulf t o exclude the S[ demand in determining the Capacity 

Equalization Charges under the Intercompany Interchange Con tract. 

This prov ision fs described more fully in Gulf's response to Staff 's 

Jrd Set ,f Interrogatories , Item No. 69 . I would further note that 

both Alabama Power and Georgia Power are present ly able to exclude 

20 their respective interruptible loads from the II C under similar 

21 c I rcwiS tances. 
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Q WOULD USING THE SE RIDER IN THE MANNER DtSC:CIBED BY M. KISLA BE IN 

2 VIOLATION OF THE TERMS AHD COHDITIOHS OF THE STAHOBY SERVICE RATE? 

3 A No. As I understand Hr . Kish 's testimony, he is not asking for the 

4 

5 

6 

7 

8 

9 

10 

II Q 

12 

13 A 

14 

15 

16 

17 

opportunity to use SE as a substitute for normal back-up and main -

tenance power requirements . R~ther, the Sl Rider would be used to 

displace available, but less economica l generation . Because thi s 

would afford Gulf the opportunity increase e lectric sale s when ade · 

quate, cost-effective capaci ty and energy are readily available, ~~e 

additi onal revenues generated from such sa les would benefit Gulf' s 

other ratepayers . 

MR . KISlA ALSO CRITICIZES THE CALCULATION OF THE DAllY STANDBY SERV -

ICE KW. WHAT IS THE PROBLE" WITH THE CALCULATION? 

The starting point for cal culati ng the Daily Standby Service kW is 

the SGC's •aximum tot al ized generat ion output since the most recent 

outage but prior to the current outage. Because Stone i~ requ ired 

to generate more during tt.e co ld winter months than is the normally 

the case at other t1 mes, Stone cou 1 d be cha rged f o,· more standby 

18 power than is actu~lly used (TK Exhibi t 1, Pag~ 2) . 

19 Q 

20 

21 A 

22 

23 

24 

DO OTHER UTILITIES USE THE SAME FORHULA TO CALCULAT E DAILY STAHJBY 

SERVICE KW? 

~o . Florida Power Corporation for example. cal culates Oa i ly 

Standby Power on either the amount of load ordi ndr i ly suppli ed by 

customer'~ gener~tion or a specified amount of se lf - se rvice general · 

i ng capability . 

DMZtN· BkUIAI.U. a AUOCIATU. INC 
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Q DOES THE COfiUSSJOH STANDBY RATE ORDER AL'ORESS THIS ISSUE? 

2 A Yes. The Order requires a utility to "diil~ently analyze the cus · 

3 tonaer' s genentor operation and power usage for the period imted i · 

4 de1y preceding an outage.• The o.Jer goes on to state that thi s 

5 analysis "should enable the l~entification of back-up power taken to 

6 rep hce the customer 's nonaal generation and supp 1 ementa 1 power 

7 taken in excess of normal generation . • (Order No. 17159, Page 21 . 

8 emphasis added.) 

9 Q 

10 

11 A 

12 

DOES GULF'S "ETHOOOLOGY FOR CALCULATING DAILY STANDBY SERVICE KW 

COMPLY WITH THE ORDER? 

Ho. The Order refers to power usage for thP period l~m~edlately 

preceding an outage, whereas Gulf 's ca l culation of dally slandby 

13 service kW considers the •aximum generator output dur i ng the entire 

14 period following a prior outage . For an SGC, this period could be 

15 

16 

17 

as long as several months . 

More importantly , as Hr . Ki slJ demon strates, t ne highest gen­

erator output s ince the most recent outage may have little re levance 

18 In datenD ining the actual amoun t of standby power being takl'n. In 

19 

20 

21 Q 

22 A 

23 

GY opini~n, the Comml s~ ion Intended for a utility to determine, as 

closely as practi cable , the actual amount of standby power t aken 

HOW SHOULD THE DAILY STANDBY SERVICE KW BE CALCULATED? 

I see nothing wrong with Hr . Ki s la 's suggestion tha t the amoun t ot 

~tandby power be equal to the difference between the maximum me tered 
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demand during an outage period and the corr~sponding •axi.um demand 

Z in a non -outage period, during the current bil~ ing .anth. Not on ly 

3 is this approach si.pler to use , it would more closely reflect the 

4 

5 Q 

6 

7 A 

actual amount of standby power used . 

WOULD FPC'S FORMULA FOR CALCULATING STANDBY POWER ALSO BE AH ACCEPT­

ABLE ALTERJCATIVE? 

Ves, the FPC for.ula could be an acceptable alternative if it were 

8 possible to seasonally differentiate between the arnour.t of load 

9 ordinarily supplied by customer ' s generation . Seasonal different ! · 

10 

II 

12 

13 

14 

15 

16 Q 

17 A 

ation would .ore accurately charge the customer for the amount of 

standby power being purchased to replace the capacity formerly being 

supplied by the custocner 's own generation . If 100re generation ca­

pacity is used during the winter months, then the Daily Standby 

Power kW should reflect thi s higher capaci ty when an outage occu rs. 

minus the amount of load reduction as a result of the outage . 

DOES THIS CONCLUDE YOUR DIRECT TESTI"OHY? 

Yes . it does . 
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(By Mr. McWhirter) Mr. Pollock, give us a 

2 summary of your teatiaony, if you will, sir. 

3 A First of all, I want to a~logize for the 

4 length of this testimony. I t 's really not my custom to 

5 put in 62 plus pages of testimony with appendices and 

6 tables, but as I hope you'll appreciate, the subject 

7 matter which I'a testifying on today is a very 

8 

9 

10 

11 

12 

13 costing theories being discussed in the testimony. 

14 There is a •alice-of-the-system• costing methodology 

15 and the energy or load duration costing methodology. I 

16 think there are a nwaber of similarities and there are 

17 also a number of differences, but let me try to focus 

18 on the "slice-of-the-system• methodologies first. 

19 The ~alice-of-the-system• methodologies 

20 encompas ~ many of the so-called traditional demand 

21 allocation methods that you often see in rate cases. 

22 For example, in this case, the Company is proposing to 

23 use a 12 coincident peax method . That methodology 

24 basically aasiqns production plant and transmission 

25 plant investment on the basis ::> t t .he highest demand of 
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1 each customer class at the time of each ot the 12 

2 monthly peaks. It's a .. thod, as the Company points 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

I 

out, that is frequently used at the FERC tor 

juriscHctional separations, and it a .'.so has a tendenc y 

o f ignoring seasonal differentials . 

The other traditional or "slice-of-the-system" 

approach being used in this case is the one which I'm 

recoma.ending, the near-coincident peak method. 

Now back in the past before the days of 

compute.rs, aany utilities .. asured deu.and 

responsibility in relation to t .he contribu t i on to the 

annual syate• peak. I believe this Company u&ed t o use 

the cont.r ibution to the f i ve-d.ay peak. 

What I'• doing is a variation ot that theme 

and sayin<J, taking a look at the hours with i n which the 

system peak daaand was within -- was within 5\ of the 

annual syste• peak, which basically aver ages the 

coincident demands of each class when the system is 

19 near a peak or in a peaking mode . And that's , as I 

20 said, a variation of the one o r five-day system peak 

21 and the purpose i s is to try to provide a mo r €! 

22 representative sampling ot class contributions when ~he 

23 system is in a peaking mode. 

24 Now, what have the 12 CI' in the near peak 

25 methods have in common as " s lice -of- the-system" 
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approaches? 

2 The basic tunduaenta 1 concept of a 

"slice-ot-the-ayata.• approach ia the ~ssumption that 

4 each cuatoaer class is served from the same mix o f 

5 technologies. That ia, each c lass receives an 

t allocation -- ea .. average capital coat per kilouatt of 

peak deaand, and aiailarly they are allocated the same 

8 average operating coat per kilowatt hour consumed. 

9 The emphasis of a •alice-of-the-system" 

10 method is usually on system reliability because this is 

11 the moat realistic and moat important planning 

12 consideration that utilities use in determining the 

13 amount ot capacity required to maintain reliable 

14 service. Siaply put, the peak demand determines how 

15 large and how much capacity the Utility must install in 

16 order to aaintain continuous service and fulfill its 

17 obligations to ratepayers. 

18 So goes the •alic e -of-the-system" approach. 

19 What are the en•rgy or load duration approaches? 

20 Well, thea~ approaches -- well , I've said the 

21 "slice-of-the-system" approaches encompass many of the 

22 traditional methods . The energy and load duration 

23 approaches aiailarly are not all thAt new . In fact , 

24 they have been debated tor aany, many years along with 

25 the so-called traditional •alice-of-the-system" 
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1 approaches. In the 1920s and '30s you had the Lauriol 

2 (phonetic) method, the average and access method. In 

3 the '70a and '80s you bed the probability of 

4 deficiency, probability of dispatch, ~werage and peak, 

5 peaker, equivalent peaker, refined equivalent peaker. 

6 and now corrected refined equivalent peaker. 

7 The asauaptiona of the load duration 

8 approaches are a little different fro• the 

9 •sl~ce-ot-the-ayet .. •. They recognize reliability but 

10 they also att-pt to recognize coat ainimization; the 

11 tact that utilities will .. ploy a aix ut technologies 

12 to serve ita total load, that each type of technoleo.,-y 

13 has different characteristics in teras o ! capital costs 

14 and operating coats. And further, that that mix is a 

15 function of load dur~tion. Since different customer 

16 classes have different load durations composite, 

17 therefore, the different classes should be assigned a 

18 different mi~ of generating technologies. 

19 So you see, in contrast with the 

20 •slice-ot-the-aystea• approach, which assumes that eac h 

21 class ia allocated the saae aix of technologies, the 

22 aaaWiptiona behind the energy or load duration 

23 approaches takes it one step further and says there are 

24 differences in generation aix to serve different 

25 cuato .. r classes. Because ot a high load !actor class 
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1 is posited to be aore likely to require more capital 

2 intensive units like baaeload plants, an energy or load 

3 duration approach typically assign•• high;;;r than average 

4 capital costa to high load factor classes. 

5 I believe that consistent application of that 

6 approach should also result in assigning or allocating 

7 lower or below average operating costs per kilowatt 

8 hour basis. The problea that we have in this case, 

9 however, is that the load duration approach being used 

10 in the fora of the equivalent peaker, and even the 

11 refined equivale.nt peaker, fails to assign below 

12 average operating costs to the classes who are 

13 allocated above average capital costa. 

14 Consequently, I've reco .. ended an adjustment 

15 to the Refined Equivalent Peaker Cost Study tiled in 

16 this case in reponae to a Staff interrogatory to 

17 recognize fuel syaaetry. To put it simply, fuel 

18 symmetry says if a class is to be assigned above 

19 average capital coats per unit of demand, it should 

20 siailarly ~ assigned below average operating costs per 

21 unit of energy. 

22 I gave an anology in my testimony o! a car 

23 rental agency where you have a choice of two types o! 

24 cars to rent: A very cheap gas guzzler, which is 

25 expensive to run, or a very expensive !uel efficient 
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1 car which is very cheap to run. 

2 If by econo~ic analysis says I drive enough 

3 to justify driving the fuel ef f icient. car, I expect not 

4 only to pay the higher daily charge of the ~ore fuel 

5 efficient car, I would also expect to pay the lower 

6 ~ileage charge associated with that ~ore fuel efficient 

7 car. And so is the fuel asuymetry adjust~ent designed 

B to aatch the costs of the higher capital costs of plant 

9 used to serve high load factor custo~ers with the lower 

10 operating costs. 

11 The second flaw in the load duration 

12 approaches is the ass~ption that the entire load 

13 duration curve causes a utility to incur hi~her 

14 baseload capital costs. Unfortunately, that fa \ ls to 

15 recognize the reality that when you look over the life 

16 cycle of different technologies you find t hat the cost 

17 of a peaking unit and the total cost of a baseload unit 

18 tend to be equivalent between 1,000 and 2,000 hours of 

19 use. In other words, it's only the fuel cost savi ngs 

20 in the 1,000 to 2,000 hours of use that would cause a 

21 utility to incur the higher capi tal costs usually 

22 associated with baseload capacity. And, therefore, in 

23 contrast with the equivalent peaker ~ethod which 

24 allocates the enerqy-related production investment to 

25 all hours of the year, cost causation s uggests i~ the 
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1 analysis ot the breakeven points between different 

2 technologies suggest that you should only assign those 

3 costs to the hours ot the year up to th~ breakoven 

4 point between baseload and peaking t e chnologies. 'rhis 

5 is, in tact, the genesis of the refined equivalent 

6 peaker aethod and is held consistently through in the 

7 corrected refined equivalent peaker method which I've 

8 sponsored. 

9 There are other flaws with the equivalent 

10 peaker method, but to try to keep this thing short, my 

11 tes , iaony describes how soae of these flaws can be 

12 corrected. I have just discussed two of them, 

13 allocating the energy-related investment to the 

14 break-even point, which Gulf determines in this case to 

15 be 1430 hours; to allocate or recognize fuel SYJI!llletry, 

16 that is to say, to associate higher capital costs and 

17 lowe.r fuel costs to high load factor classes, lower 

18 capital costs and higher fuel costs to low load factor 

19 classes. 

20 In addition, because of the tact that the 

21 12-CP method falls outside of the break-even point 

22 range as indicated in ay exhibit -- in other words, 

23 five of the 12 months occur beyond 1430 hour s, which is 

24 determined as the brea.k-even point -- it'& my position 

25 that that m.ethods is not compatible in connection with 
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2 Consequently, I have used the near-peak method to 

3 allocate the deaand-related coat. 
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4 I n short, when you make these corrections and 

5 do the coat of service study as I have donfl in ay 

6 exhibit, you co•• to the conclusion thet the cost of 

7 service s t udy results on a per-class basis, under the 

8 load duration approach of aliocation, does not ditter 

9 significantly froa from the corresponding results under 

10 the slice-of-the-system approaches. Therefore, it's my 

11 rx>•ition there's nothing fundamentally wrong with the 

12 slice-of-tbe-syst- approach that has been used tor 

13 many, aany years. 

14 The second part of ay testimony is, ::: guess 

15 you could characterize it, is what's good tor the goose 

16 is qood for the gander . The Coaaission has done an 

17 outstandinq job over the years in moving all rate 

18 classes closer to coat of service. And in this case, 

19 the Industrial Intervenors believe that that pattern 

20 should continue. We also believe that that pattern 

21 should c :. .ttinue for a ll classes. 

22 In this case, the standby class, which is 

23 shown as a separate coat ot service class by order ot 

24 the co .. ission in the generic investigation ot standby 

25 rates, would be allocated a 17.1\ increase, which is 

FLORIDA PUBLIC SERVICE COMMISSION 



2872 

1 163l of the average 10.5l basad rata increase the 

2 Company is seeking in this case. Not only does that 

3 exceed the gradualiaa constraint non\ally applied in 

4 these cases, which is 1.5 times, but th~ gradualism 

5 constraint is noraally applied only when a class is 

6 providing a rata of return below the aystea average. 

7 In this ca .. , Gulf's coat of service study 

8 and the coat studies which I am sponsoring show that 

9 the standby class is providing a substantially 

10 above-average rate of return of present rates, a 

11 relative rate of return of 153l versus lOOt system 

12 average. 

13 At proposed rates, this would be increased to 

14 155. In other words, the rate is moving away from and 

15 not closer to coat. And we feel that the standby class 

16 ought to be assigned revenue responsibility in a way to 

17 move it closer to a unity rate of return or 100 

18 relative rate of return. 

19 I also address in my testimony several iss~es 

20 regarding the design of the standby rate. These touch 

21 on the same issues which Mr. Kisla testified on. 

22 Basically, they cover the derivation of the 

2J daily standby capacity service charge and two other 

24 iss ues which, in ay opinion, would treat 

25 self-generating customers on a more or less level 
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1 playing field with the utilities. 

2 With respect to the daily standby charge, I 

3 support Mr. Kiala 's coiiJients th,,t the da i ly standby 

4 capacity charge billing deaar.d should be based upon the 

5 di f ference between the highest demand imposed on the 

6 system in the month during an outage periud and the 

7 corresponding highest demand imposed on the Utility 

8 during the aonth, during a non-outage per i od. Not on l y 

9 is this simpler than the existing methodology, it 

10 avoids the eeasonality penalty caused by tho ta c t that 

~ 1 standby power requireaenta are determined based upon 

12 generation output during some previous interval since 

13 the last outage. It also measures the actual standby 

14 capacity used and imposed on a systsm in r e lation to 

15 the supplementary demand. 

16 With respect to the other two issues, it's 

17 our position that the ability to coordinate scheduled 

18 main t enance out.ages is a tactor which should be 

19 recognized in the standby service rate, but for the 

20 23-aonth ratchet. Extended outage.; can be planned well 

21 in advance in time to occur when the Utility has 

22 surplus capac i ty. As Mr. Kisla indicated , these 

'- 3 outages occur infrequently, just as utilities taxe 

24 their generating units down periodic ally f or ma j or 

25 maintenance. The service is provided or can be 
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1 provided only when capacity is available and then it's 

2 provided with a known quantity and in a known duration . 

3 So there is nothinq unk.novn about it. It is 

4 a service that will only occur when cap~c!ty is 

5 available and will occur in a fixed time and a fixed 

6 duration. Therefore, it's a lower quality of service 

7 th.an backup power. which can occur instantaneously for 

8 any length, any duration. 

9 We feel that waiving the 23 months ratchet 

10 makes sanae because it recognizee the lower quality o! 

11 ~ervice being provided and also recognizes the tact 

12 that it provides incentive for the customer; it 

13 provides additional revenues for the Company in a way 

14 that ainiaizea the additional coat to the customer. In 

15 short, it's a win-win proposition. 

16 The other reco-endation we're making is a 

17 clarification on whether or not customers with 

18 self-gene.ration can use supplemental energy rate to 

19 displace leas economical generation. In concept, this 

20 is no different than economy purchases by utilities 

21 where they back ott ot their less efficient units and 

22 buy econoay sales on the spot aarket. 

23 we feel that this approach would not cause 

24 any extra costs on the Utility; in !act, to the 

25 contrary, it will provide the Utility with more 
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1 revenues than would otherwise be the case . And aa a 

2 safeguard, we are will i ng to s tipulate that the SE r ate 

3 tor this type of application be cur.tailed on 30 ainutes 

4 notice so that it doas not cause any additional cost 

5 responsibility or coat to be assigned to Gulf Power 

6 through The Southern Coapany or coapany interchange 

7 contract. 

B With that, that concludes ay summary. 

9 MR. McWHIRTER: Tender the witness. 

10 CHAIRMAN WILSON: Let me ask you a question 

11 while we're real fresh with what you just said about 

12 displacing selt-qeneration with supplemental energy 

13 when auppl ... ntal energy is leas expensive. 

14 What happens now it you do that, using, I 

15 guess, Stone Container as an exaaple? What happens now 

16 if they were to do that, engage in that kind ot thing? 

17 WITNESS POLLOCX: It's not clear. Bec ause 

18 when they're only allowed to use the supplemental 

19 energy at ti .. s when they cannot - - well, they cannot 

20 use the SE rate it their units are down or out tor any 

21 reason. 

22 CHAIRMAN WILSON: So they can't do that now? 

23 WITNESS POLLOCX: It's my positton that it's 

24 ambiguous. I think the Company feels that t hey can do 

25 it. But when you taJte a generating unit down , that 
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1 could be construed as -- that replacement power could 

2 be construed as standby power and perhaps billable 

3 under the standby rate. 

4 What we're saying is, if you -.:.eke the unit 

5 down for maintenance or you take the unit down becauoe 

~ it'• forced down, that's clearly a situation where you 

7 would be billed under the standby rates. But what's 

8 different here ia if you take the unit down for 

9 econoaic reasons, it's not clear from the rules and the 

10 tariff that that, too, doesn't fall under the ~tandby 

11 category. 

12 CHAIRMAN WILSON: Which aren't clear, the 

13 rules or the tariff, or both? 

14 WITNESS POLLOCX: Well, I think I'm referring 

15 primarily to the tariff and the definitions ot backup 

16 and maintenance power in the tar itt. 

17 CHAIRMAN WILSON: Okay. 

:..a COMMISSIONER GUNTER: How do you ha.ndle the 

19 situation, though, and it's one that we have to grapple 

20 with. How do you handle a situation when you would 

21 have soaeone that would self-generate 100' ot their 

22 requireaents and the tiae period drops along tor six 

23 months, just kind of rocks along. It's my 

24 understanding that the utilities are required to 

25 provide for those cogenerators backup maintenance. 
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1 Aren't there three categories in the law, the types of 

2 services the utility must provide to cogenerators? 

3 WITNESS POLLOCK: Yee., that's right. 

4 COMMISSIONER GUNTER: If, in fact, that 

5 standby rate is not used, then who pays for the capital 

6 investment of the facilities that are required to be 

7 there to satisfy their needs, should they need that 

8 power? 

9 WITNESS POLLOCK: If they are on a standby 

10 contract 

1 1 COMMISSIONER GUNTER: Yeah . 

12 WITNESS POLLOCK: then they will pa y a 

13 reservation charge that reflects the cost of capac ity 

14 that is standing ready to provide backup and 

15 maintenance service when it's needed. 

16 COMMISSIONER GUNTER: Okay. 

17 WITNESS POLLOCK: If they're not on a standby 

18 rate, then they're not -- perhaps, at that point, 

19 they're not entitled to standby power. 

20 COMKISSIOKER GUNTER: I understand. But then 

21 philosophically, if that cogenerator, not for any other 

22 reason other than econoaics, decides and has the 

23 ability to aove on and ott the system, and that 

24 require .. nt still be there over a 12-month time period, 

25 and they just move on and ott? Sort of like some folks 
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1 do that aa the price of No. 6 oil and gas gate a little 

2 bit out of whack. You know, they'll switch back and 

3 forth, whatever ia to their econoaic advantage. 

4 How do you make aura, if you have the 

5 auppl .. ental rate, in this instance how do you make 

6 sure that you have full recovery over the entire year 

7 of standby andfor auppl ... ntal, aa I understood your 

8 teatiaony? How do you aake aura that there's no 

9 subsidy froa other clasaea of customers to that 

10 individual cuatoaer? 

11 WITNESS POLLOCJC: That's a good question. 

12 And if the cuatoaer ia going to remain interconnected 

13 with the utility, an aaauaption 

14 

15 

COMMISSIONER GUNTER: Yeah. 

WITNZSS POLLOCJC: And that customer has some 

16 ability to iapoae powe.r requirements that are not 

17 related to baclcup or aaintananca, thia ia atric t1y 

18 econoaic diaplaceaent, it's not clear to me that the 

19 standby rate would apply under those circumstanc es . 

20 The cuatoaer would be billed under the supplementary 

21 rate for '"••atever ainiaua demand tha t customer icpooes . 

22 And if there are separately-stated local facility 

23 cb.argea to recover the coat of the local transmission 

24 distribution aquipaent required to connec t the c usto111er 

25 to that ayataa, it aaaaa to •• the contract would read 
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1 soaethinq like, •Regardless of what your deaand ia on 

2 the utility, you're qoinq to pay for those costs 

3 because we have qot to aaintain that equipment . " 

4 COMMISSIONER GUNTER: Well, you underatand 

5 our dil .... ? 

6 

7 

WITNESS POLLOCJ(: Yes. 

COMMISSIONER GUNTER: Is trying to make sure 

8 that the coqenerator, regardless, that the other 

9 r atepayers -- you know, it's taken a while, but we're 

10 aovinq clo-r and closer to parity. And then ao•e 

11 utilities have had aore rate cases than other ones. 

12 We're probably too close to call aa to vhether we're 

13 over or under, at least by the tiae of the last case. 

14 But if you can, theoretically , qet to parity, 

15 then that's a very ticklish issue to me is to try and 

16 keep everybody at parity so there's no subsidy trom one 

17 class of custoaers to another, or even cuatoaers within 

18 the saae class subsidizing others, where the issue of 

19 stand.by and maintenance power requireaents exist. 

2 0 And I 'a n.ot sure when I read your te.st imony, 

21 I'a not s·~• I find that answer in your recommendation 

22 about the stand-by -- I aean the supplemental, the SE 

23 portion. I'a not sure that I tind my answer there. 

24 

25 

WITNESS POLLOCK: Well --

COMMISSIONER GUNTER: I understand it's an 
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1 economic -- hell, if I had on your hat, I 1 •nderstand 

2 exactly where you're coming from, but having it on 

3 aine, I'a not eure that'• clear. Maybe we can clear it 

4 up on croee exaaination. 

5 WITNESS POLLOCK: I agree. It's definitely a 

6 moving target. I think though, the circumstances that 

1 apply here a l.lggeat that there is no subsidy because the 

8 cuatoaer in queetion ia picking up the coats ot the 

9 fac ilitioe under the noraal rate schedule. 

10 COMMISSIONER GUNTER: I understand. But it's 

11 your reco ... ndation that it not continue in that i n 

12 that fashion? 

13 WITNESS POLLOCK: No, it's not. That wouldn't 

14 change. What would change is here is an opportunity 

15 for thia custoaer to d i aplace less economical 

16 generation. Thia cuetomer, in order to maintain the 

17 profile that it baa for the test period, has to 

18 generate acre ateaA that ie not physically used i n the 

19 process as a result of uaing more expensive form of 

20 generation . 

21 What thia customer would like to be able --

22 and this customer is willing to do it. And you saw the 

23 c harts last night, we suggest this customer has a very 

24 good ability to control his loads. And Lhose are the 

25 costs and those are the load which c ause t hose costs , 
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1 and he's paying for the costa aaaociat~d with that 

2 pattern. What this cu.atoaer is saying, "Look , what ' s 

3 the point of generatinq inef!iently with condenc ing 

4 enerqy -- condensing-type generatio~ 11' the utility has 

5 cheaper enerqy available? We'l l take that cheaper 

6 enerqy when it's available and back ott ot our own 

7 qeneration; the.refore, w• save costa ' we ' meaning 

8 the company -- the utility gets more revenues." 

9 COMKISSIONER BEARD: This would, in esoenc e , 

10 not be tina theu? 

11 WITNESS POLLOCK: That's correct. It would 

12 not be a fira sale. It would be an economy sale . 

13 COMMISSIONER BEARD: The inverse o! the 

14 as-availahle to cogenerator sales to the utility , yo1.1 

15 would now have as-available troa the utility to the 

16 cogenerator? 

17 WITNESS POLLOCK: Yea , jus t the same as 

18 econoay sales between utilities. 

19 COMMISSIONER GUNTER: Would you propose they 

20 still p a y the standby rate, just the standby portion , 

21 and then h~ .;e the econoay sales? 

22 WITNESS POLLOCK: The economy sale, yes , I 

23 wou l d . The standby rate would be baaed upo n whatever 

24 contract deaand they agreud to or set in the way o! 

25 standby power. What this would be would be so11ething 
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1 in addition to that. 

2 COMMISSIONER GUNTER: So to put it in a 

3 different te~, the reservati'"" c!".arge tor that 

4 capacity would continue and then the rate that would be 

5 charged would be soaething akin to an economy energy 

6 sale, in addition to tha standby reservation charge 

7 that would go on? 

8 WITNESS POLLOCK: That's essentially correct. 

9 The standby rate reservation charge would continue tor 

10 the amount of contract capacity a customer agreed to. 

11 This capacity could be on top of that standby capacity, 

12 but again, it's only provided when it ' s available, when 

13 it's econoaical. 

14 

15 

COMMISSIONER GUNTER: I understand. 

COMMISSIONER BEARD: How does the utility 

16 distinguish between the times that when you're on 

17 standby and the tiaes when you're taking economy sales, 

18 for lack of a better te~? 

19 WITNESS POLLOCK: Well, the way to do it would 

20 be to work with the custoaar and to have the customer 

21 demonstrate and communicate with the utility the tact 

22 that they would like to take this particular generation 

23 off-line because it's less economical, not because it's 

24 going down for operational reasons or because o! 

25 maintenance, or because of a forced outage. 
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1 COMMISSIONER BEARD: Let's carry this 

2 hypothetical a step further. You work -- the 

3 cogenerator works with the Utility, demonstrates 

4 economics, and brings the unit down tor economic 

5 reasons, pertonu aaintenance while it's ~o~om, the 

b logical thing to do, it juat happen• to be down for 
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7 economic reasons, we'll perfora maintenance at the s~me 

8 time. How do you charge for it? 

9 (Pause) 

10 WITNESS POLLOCK: Well, if a customer performs 

11 maintenance on that unit at that tiae, that customer is 

12 taking a risk that it the supplemental energy becomes 

13 unavailable on 30 minutee' notice, that be's going to 

14 have to bring that generation back up in 30 minutes, 

15 and given that risk, I really doubt whether a customer 

16 would undertake any aajor maintenance on a unit in that 

17 circWIIatance. 

18 COMMISSIONER BEARD: Well, okay, carry my 

19 hypothetical a step further. The customer takes the 

20 risk on 30 minutes' notice. How much notice is it that 

21 the customer has to give tor standby? 

22 WITNESS POLLOCK: I don't believe there's any 

23 notice requirement. I think they have to notify the 

24 utility within a certain period of time after an outage 

25 occurs. 
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COMMISSIONER BEARD: Well, okay. So I take 

2 the risk as a custoaer, economic, nuaber one, I 

3 understand that. I 90 ahead and do some maintenance 

4 while it's down. There's a risk associated with that, 

5 and 30 ainutes' notice from the utility says, "In 30 

6 minutes we're not qoinq to have the supplemental energy 

7 for you." Okay. In 30 ainutes I want standby. Is 

8 that a feasible scenario? 

9 WITNESS POLLOCK: It certainly is. And what 

10 would happen is if they take more than their contracted 

11 standby power because they can't replace that 

12 qenerati on with aoaethinq elee or back ott ot their 

13 load, then that would tend to ratchet up their standby 

14 capacity reservation and they would pay the higher 

15 reservation charqe and local facilities charges 

16 associated with that hiqher standby demand . 

17 COMMISSIONER BEARD: Surely there would be 

18 some mitiqation of risk, though. 

19 

20 risky. 

21 

WITNESS POLLOCK: It certainly would be very 

~MMISSIONER BEARD: No, I'm saying that the 

22 ability to switch from supplemental to standby 

23 mitigates to soae degree that risk . 

24 WITNESS POLLOCK: Well, maybe it's not as 

25 clear-cut as tha~ because when you say "bac k ott your 
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1 generation,• you're never really backing i t ott full. 

2 Utilities never shut down their units, they simply back 

3 thea ott to a level where they can continue to operate. 

4 so if a custo .. r responded that "'ay, there could be no 

5 major maintenance done. I guess there are a lot of 

6 there's certainly a lot of possibilities, and I sure 

7 don't --

8 COMMISSIONER BEARD: I 'a trying to explore and 

9 understand. 

10 WITNESS POLLOCK: I certainly haven't explored 

11 every one of thea. 

12 

13 

~SSIO~ER BEARD: Okay. 

COMJIISSIO~ GUNTER: Mr. Stone, have you got 

14 any questions? 

15 MR. STONE: No questions. 

16 CROSS EXAMINATION 

17 BY MR. BURGESS: 

18 Mr. Pollock, is ! t correct that when a utility 

19 determines the type of generating capacity thAt it 

20 intends to inatall to ainiaize costs, that the utility 

21 is going ~o consider how many hours the new unit is 

22 expected to run? 

23 

24 

A 

Q 

Yea. 

Is thie any different than saying -- or does 

25 this lead then to the conclusion that the energy loads 
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1 in those houro that 

2 the unit is expected to run determines the type ot unit 

3 that will be built? 

4 A Yea, it ca.n be d i fferent. Tbe tact that a 

5 utility aight decide that it needs a unit for 500 hours 

6 a year, or 2,000 hours a year, in itself has not 

7 defined what caused you to actually build that unit in 

8 teras ot the ecnoaica. 

9 

10 

11 

Q 

A 

Q 

To build that type ot unit? 

That's correct. 

Does it not follow that the energy loads in 

12 those hours that you expect the unit to be serving 

13 would deteraine, or be a determining factor in the type 

14 ot unit that would be constructed? 

15 A Again, not necessarily. It would depend upon 

16 the economics ot building that unit versus some 

17 alternative and what hours -- at what point you justify 

18 one alternative or another. The fact that a unit may 

19 operate 7,000 hours a year has no bearing on ..,hat hours 

20 caused the utility to construct that unit. 

21 Q I see. Wbe.n you say the "alternatives," 

22 you're speaking then -- what you're saying is some 

23 other alternative fora ot production may operate 

24 different tiaea and present a different pattern of cost 

25 tor the utility to consider in minimizing the total 
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1 cost? 

2 A Well, it's not a case of operating at 

J different tiaes. The generatior. planner will look at 

4 different options to serve the same need and deteraine 

5 froa that which b the least costly. 

6 Q Do you know, speaking specifically with Gult 

7 and Southern Coapany and their generation expansion 

8 plans, to your knowledge have they ever constructed a 

9 facility that was not the aost economic choice? 

10 A I haven't reviewed their plans with the idea 

11 of determining whether or not their generation mix was 

12 prudent. 

13 Q So the answer is •no,• but you couldn't say 

14 one way or the other? 

15 

16 

A 

Q 

No, I can't. 

Are you at all faailiar with genreration 

17 expansion planning concept, in a general sense? 

18 

19 

A 

Q 

Yes, I aa. 

Is one of the steps in generation planning, 

20 generation expansion planning, the technology screening 

21 step? 

22 

23 

A 

0 

That is a step, yes. 

And in the technology screening step, does it 

24 produce an output that is a list of select generat 1 ng 

25 technology alternatives that are candidates, 80 to 
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1 speak, t or future additions? 

Yea. 2 

3 

A 

Q And then further, this particular step would 

4 then involve itself in a011e type o! program that 

5 internally generates a large number ot scheduled unit 

6 add it ions ancS aeaaures the coat o! each altc.rnati ve? 

7 That's right. The expansion pla~ will look 

8 over a !air nuaber o! years, 15 to 20 to 30 years, and 

9 it's not just looking at one uni t being added; it's 

10 looking at a aeries o! units being added at certain 

11 pe riods o! tiae and coaparing those scenarios against 

12 each other to deteraine which one meeta both the 

13 reliability requireaenta and does so in the lowest-cost 

14 tasion. 

15 Q And in that process, though, each of the 

16 scenario5, as you described, each one of those would 

17 meet the reliability und load requirement , is that 

18 

19 

20 

right? 

A 

Q 

To varying degrees, yes. 

And then the choice from that point is which 

21 produces is the loweat total cost? 

22 The choice would be one whi =h prevents the 

23 least amount ot riak, which aeans provides an 

24 acceptable degree ot reliability at the lowest cost. 

25 It's not just simply picking the lowest one; i t's 
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1 picking the leaat riaky one that m~ets all the 

2 criteria. 

3 Q So then would I be correct in understanding 

4 that cost then ia not the determining factor; that it's 

5 a queation ot riak and aeeting all the criter ia? 

6 A Well, coat ia a aajor factor, yes. I wouldn't 

7 neceaaarily say it'a a dateraining factor. Reliability 

8 is also a very aajor factor, too, and I think that is 

9 the first step in the planning process is to look at 

10 the ayatea reliability and plan for it according, and 

11 then develop a acenario that meets the reliability 

12 criterion with the loweat aaount of cost and the least 

13 amount ot risk. 

14 Q Okay. I must have gotten ott track a little 

15 bit. Technology acreening is one of the steps i n the 

16 generation expansion planning, is that correct? 

17 

18 

19 

20 

21 

22 

2 3 

24 

25 

A 

Q 

Yes, it is. 

Okay. And when you talked about meeting the 

reliability criteria, I had thought that that was a n 

earl!.er step than the technology screening. 

A I~ generally ia, yea. 

Q Okay. 

A First you have to have a need before you can 

look at alternatives for aeeting that need. 

Q Okay. So aeeting the reliability 
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3 

4 

A 

Q Okay . And in the technoloqy ncreeninq you 

5 qather a nuaber o f varyinq scenarios, al ~ o! which meet 

6 the reliability criteria, ie that c orrect? 

7 A Let .. clarity that. Essentially it is, but 

8 technoloqy screeninq can occut" independent of your 

9 e.xpanaion plan. once you determine the need, you look 

10 at different technologies that are available to meet 

11 that need. That can be considered the technology 

12 s c.;reeninq. You consider which technoloqies are 

13 feasible within the tiae traae that your need exists. 

14 In other words, see it you can look at new types of 

15 qeneration, like fluidized bed boilers, for example, 

16 make a deteraination ot vbetb~r or not that technoloqy 

17 is feasible within the time frame that it's needed . 

18 And it the assumption is that it is or will be 

19 feasible, then that could be inc luded in the expa nsion 

20 plan scenarios. 

21 

22 

Q 

A 

Okay. 

So the screon is kind of a step before you 

23 qet to the point where you look at alternative 

24 expansion plans and compare the revenue requiremento . 

25 Okay. So then you have a number of 
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1 alternative expansion plana presumably if you've done 

2 things correctly , each one of which will meet the 

3 reliability and load requireaents? 

4 

5 

A 

Q 

Yea. 

Okay. And then the plannora will measure the 

6 cost of each of tho- scenarios? AJa I corr•ct in that 

7 understanding? 

B 

9 

A 

Q 

Yea, it is; yea, they will. 

And then that's a total cost tor each 

10 scenario in all of the years tor which the scenario 

11 applies, is that correct? 

12 A It's a total coat ot the expansion units as 

13 well as the coat or the effect on the existing system. 

14 In other words, the variable that gets added to all of 

15 this is the fact that you have got to see how the 

16 expansion units vill interrelate with the existing mix. 

17 So you look at the total effect on the existing system 

18 and the total increaental effect of the expansion 

19 syatea and develop scenarios which try to minimize that 

20 total cost. 

21 Q And the total coat is normally or always 

22 brought back to e current net worth tor purposes of 

23 co.mpariaon one to another? 

24 

25 

A 

Q 

Yea. (Pause) 

And ay final question, along these ~ines to 
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1 see, I guess to refine •Y understanding somewhat of 

2 this particular area ia the present net worth then has 

3 two basic co•ponenta, ia that correct? 

4 A It would depend on how 

5 Q Okay. Let .. read the two sent~n~~s ~at 

6 follow that in Gulf's Generation or Southern Electric 

7 systea's Generation Expansion Plan. This present net 

8 worth of revenue requlr ... nta baa two components. one 

9 is the coat of future capital additions required. The 

10 other is the production coat of serving all the load in 

11 all the years of the study. 

12 Yea, I would expect that you're looking ~t 

1 3 basically those two types of coats. 

14 Q Okay. So you don't have any quarrel with the 

15 way it's presented in this study, with the description 

16 of the total coat for co.parison purposes as it's 

17 presented in thh study? 

18 A No, I don't. 

19 Q 

20 section . 

21 

22 

A 

Q 

Or at lea• t as I read that particular 

I bave no quarrel with that, no. 

Does that the n lead to the conclusion that 

2 3 all of Southern Syate•'• energy loads are included in 

24 the economic analysis that determine what the econom1c 

25 choice ends up being for the particular product i on 
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1 scenario, or generation expansion scenario? 

2 A I would accept th.at as a matter ot tact that 

3 the loads are all included . 

4 Q I '• going to read you a statement that I 'l l 

5 represent to you ia froa the Generation Expansio n 

6 Planninq Studi .. docuaanta subaitted by FCC in 890004 , 

7 and ask you if it rinqa true an far aa your experience 

8 and expertise would judge it. 

9 "A new baseload unit to be economic must 

10 produc e operating savings in the total system that are 

11 larger than ita capital coats compared to intermediate 

12 and peaking options. This will usually occur when the 

1 3 new baseload unit ia highly utilized wit hout 

14 significantly lowering th6 utilization ot existing 

15 baseload c apacity." 

16 

17 

A 

Q 

I would accept that, yea. 

Would you think that a baaeload unit ia 

18 considered highly utilized, as that term ia usod in lhe 

19 

20 

FCG study, if it ran 1 , 430 hours a year? 

A I think t he e~ctation would be it would 

21 run considerably r>re hours than that -- that it would 

22 not, 1,430 hours in itself would not be considered 

23 highly ut i lized. 

2 4 Q Do you have a notion a a to , or did you make a 

25 cal c ulation to deteraine what perc ent ot the year that 
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1 the 1,430 hours repr .. ents? 

2 A It represent. less than 20\ of the totAl 

3 hours. 

4 Q Do you have any idea as to wh~t is normally 

5 considered to be the -- an average baseload. unit 

6 runnir\9 t" iae for a year? 

., A It variu. Depending on the type o: baseload 

8 units and the need. But bas~load units can operate at 

9 capacity factors as low as 45 to 50\, as high as 85 to 

10 90\. 

ll Q Which is substantially above the breakeven 

12 point o f 1,430 hours that's been calculated at l•ast 

13 for purposes of using the refined equivalent peaker 

14 method. 

15 A It's certainly qreater in that that's exactly 

16 the point that I vas aaking earlier in your earlier 

17 question vas the fact that expected usage and cost 

18 causation are tvo different things. You expect to use 

19 a baseload plant aore than the breakeven po i nt, 

20 otherwise you wouldn't build it. But compared to the 

21 alternative, it's the brealceve.n point in those hours 

22 which cause you to build the baseload plant instead ot 

23 the alternative. 

24 Q Will you tell ae just generally how the 

25 broak-even point is calculated; theoretical ly, vhat 
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1 that break-even point represents? 

2 A What the break-even point represents is a 

3 life cycle. It's a coaparison of a life cycle cost ot 

4 two alternative technologies. So one will taka a look 

5 at the capital coat of, let's say, building a peaking 

6 unit and the corresponding operating costs; make 

7 assumptions about the first year-costa, the escalation 

8 of those costa over 30 or 40 years. 

9 And likewise do the same thing with ~aspect 

10 to a new baaeload unit; look at the first year capital 

11 cost and operating coats and escalate those • ·osts, you 

12 expect the coat of fuel and labor to escalate, and then 

13 compare the preaent value revenue requirements of those 

14 streaas over the corresponding 35- or 40-yea r time 

15 period. And at the point where the hours use yields 

16 the aaae total revenue requirement for each technology 

17 represents the breakeven point. 

18 So, again, to give a little e~sier example, 

19 if I had a choice of running two types o f cars and one 

20 cost me $60 a day to rent and it cost 30 cents a mile , 

21 and the ot~•r car cost$ $30 a day, a t 60 cents a mi l e, 

22 my breakeven point would be 100 miles . So if I dr i ve 

23 more than 100 ailes I'• going to choose the $60 ca1 

24 instead of the $30 car. 

25 Whether I drive 200 miles -- if I expec t to 
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1 drive 200 ailea, that extra 100 ailes is not going to 

2 affect ay decision one bit because anything above 100 

3 is qoinq to convince ae that I should pay for the $60 

4 car. 

5 Q In the concept of the brea.k-even point, does 

6 the 1,430 hours represent the hiqbest demand hours of 

7 the year? 

8 

9 

A 

Q 

Yea, it does. 

A utility wouldn't build a baseload u~ it if 

10 it was only tor the purpose of serving during the 

11 highest 1, 430 hours of the yeat· , is that correct? 

12 A Well, conceivably they could justify it. I 

13 doubt seriously if they would do it, if that was their 

14 obligation. I think the problea is the utility has to 

15 look at their obliqation and the cost, the likely cost 

16 of fulfilling that obligation. 

17 Q I see. And you conceivably they could 

18 justify it. That's basically that ' s a fallout of 

19 the breakeven point analysis, Is that correct? 

20 

21 

A 

Q 

Exactly, yea. 

But taking it as a fallout of that analysis 

22 strike that beginninq and let me try this approach. 

23 Do you know wbero the highest demand 1,430 

24 hours of the year would fall? 

25 A Generally speakinq, in the summer for this 
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2 Q They would all tall in the summer? 

3 A Not necessarily all, but primarily, yes. 

4 There is a secondary winter deaand thbt c onceivably 

5 could tall into that highest 1,430 h ours. 

6 Q Okay. And we're talking about individual 
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7 hours. Isn't there -- even if there is a &Willller peak 

8 deaand, aren't there indiviGual hou.rs in the winter on 

9 given days that would exceed the demand of a -- s ome 

10 summer day that occu.ra ciuring the, say, the highest 

11 peak month? 

12 A I'• sorry, I lost your train o f thought . 

13 Q Okay. Let's take a high demand day in the 

14 summer ti .. , then when you are -- isn't it correct that 

15 even for that particular day, when you go to the lower 

16 demand portion of that day, and compared that to 

17 perhaps the higher demand portion of a winter day , that 

18 a particular hour in that winter day co uld exceed the 

19 demand in a lower portion of the summer day? 

20 A That's certainly conceivable , the 1,4 30 

21 hours. It looks at the highest 1,430 irrespective of 

22 whether they occur in the summer, the winter , the 

23 spring or the fall. It's not the highest 1 , 4 30 sUIDJiler 

24 hours, it's the highest 1,430 system de.mand hours. 

25 Q Okay. So it's not like the highest 1,400 
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1 continuoua boura or even 700 continuous ho urs and then 

2 730 more continuous houra? 

3 A Oh, that'• correct, it's not. It's taking --

4 the actual load shape o! Gulf Power, which measures the 

5 hourly load8 in deacending order beginning with the 

6 peak hour descending to other hours. 

7 

8 

Q 

A 

9 means. 

10 Q 

Okay. 

It's not a conaac":tive tiae period by any 

So if we were to try to take that 1,430 hourb 

11 and actually identify thea, actually identify which 

12 hours they are, 7 p.a. o! July 28th, at cetera, we 

13 would be plucking hours -- by the time it was all over, 

14 we'd be plucking hours !rom all over the calendar, 

15 wouldn't we? 

16 A That's conceivable. I'm not sure what the 

17 purpoae ot doing that would be. 

18 Q I'a trying to find out. But it conceivable, 

19 it's not only con.ceivable, it's likely, is it not? 

20 

21 

A 

Q 

I'd say ao, yes. 

Well, wouldn't that mean, then, if one were 

22 to say, •well, a baseload un i t is built just to serve 

23 tboae highest 1430 hours,• that conceptually, we'd c~ 

24 talking about cranking it up to serve one hour in a 

25 particular aonth, and then it would come back down and 
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2 come back down, just to aeet those 1430 hour~? 

3 A Well, no. Because if we're talking about 

2899 

4 just those 1430 hours, we're saying, •Ht!y, we're not 

5 concerned about anything else.• I mean the reality is 

6 you don't just, the reality is that if you want to look 

at consecutive hours, you could do that. They build 

8 the baseload plant so it can ·>perate continuously. 

9 And the hope, the expectation, is that it 

10 would operate continuously. What caused you to build 

11 the baseload plant, though, is the function for the 

12 need for liability and the econoaics. These are the 

13 alternatives. If you were only looking at 1430 hours, 

14 if that was the only load that the utility had to 

15 serve, by definition those hours would be consecutive. 

16 So I guess by the constraints of your 

17 question, the 1430 hours would occur by definition on 

18 consecutive tiaes or consecutive peri~s. Because that 

19 would be the only period you would be looking at. 

20 The fact of the aatter is the utility has the 

21 load duration curve and they expect, if they can past 

22 the 1430 hour hurdle, regardless of whether the day is 

23 in the 1430 hours or not, that the economics will 

24 justify the baseload unit. 

25 Q But if you're saying now -- as I understand 
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1 it, wh.at you're saying is that break-even number 

2 demonstrates that it is perhaps aost economJ cal to use 

3 baseload to serve anything a bove 1430 hours on a 

4 consecutive basis? I mean, that's what the break-even 

5 nuaber then demonstrates, as I understand yout· 

6 explanation? 

7 A If you r .. trict yourself just to that part of 

8 the load duration curve and 3aid if they had nothing 

9 else to serve, forget about everything else , what I was 

10 saying was, by definition those wou 1 d be consecutive 

ll days, and yes, they could justify building that kind of 

12 unit if they expected that that's all they would --

13 that the alternative would be equally as expensive . 

14 Q Then doesn't that mean that the break-even 

15 nuaber of hours, 1430, does not demonstrate that it 

16 would be aore cost beneficial or more cost effective to 

17 build a base load unit to serve the actual, it you were 

18 only going to serve the actual 1430 peak demand hours 

19 of a year? (Pause) 

20 A I'• not sure I understand the connection. If 

21 the baseload unit 

22 

2 3 

Q 

A 

Do you understand the question? 

I guess I don't. I don't see what -- the 

24 actual 1430 highest peak hours of the year , that 's one 

25 thing. 
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Okay. Let's say, let's start with the actual 

2 highest 1430 peak da.and houra in a year on Gulf's 

3 system. And you know, as we discussed, that they would 

4 likely be, if you actually took the hi9hest 1430 and 

5 started with the higheat being 1 and ran ~o 1430, by 

6 the tiae you had identified each one, you would be all 

7 over the calendar at varioua times? 

8 

9 

10 

A 

Q 

A 

You could be, yes. 

Likely would be? 

Certainly. If you're planning 1'or 8,760 

11 hours, then yea, by definition, the 1430 are not going 

12 tv occur aisultaneoualy. 

13 Q All right. And if a utility were to be 

14 required to meet demand in those hours -- exclusively. 

15 I'• talking about strictly on a theoretical bases, 

16 strictly to explore theory. If a utility were to be 

17 required to meet those 1430 hours only, they likely 

18 wouldn't choose as the moat economical choice a 

19 baseload unit, is that correct? 

20 A 

21 required. 

22 

23 

Q 

A 

Probably not, because o1' the cycling 

Okay. 

And when you do the economi~ analysis, you're 

24 not looking at the baseload plant in a cycling mode and 

25 comparing that with a peaking unit, you're comparing it 
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1 with a peaking u.nit and a baa~load plant in its norma l 

2 •ode. 

3 Q And so you agree that, it it'R only to adet 

4 those 1430 identified peak hours, i t wouldn't be coat 

5 ettective to uae baaeload, you would go to peaking? So 

6 wouldn't that aaan that tor a baaeload to be aore coct 

7 ettective, it's becauae ot tiaea other than the 

8 identifiable 1430 i ·igheat peak hours? 

9 A That'• the assuaption that you're going t o 

10 operate a baaeload plant at a relatively steady state. 

11 Q So that baaically then takes, tor cost 

12 juatitication ot the baseload over the peaking unit , 

13 require• consideration or aoae or the non-1430 highest 

14 peak houra ot a given year, is that correct? 

15 A Not, no, in consideration only in the sense 

16 that the reality is that the unit is going to ope rate. 

17 And I a.aintain the tact that the unit operates in those 

18 houra does not neceasarily equate "'ith cause or reason 

19 why you built that unit vis-a-via the other unit . 

20 Q Doesn't thia demonstrate, thon, to you that 

21 it one were to -- that the 1430 highest peak demand 

22 houra ot t•e year, by theaselves, do not dictate a 

23 baseload unit as a preferable ch.oice over a peaking 

24 unit? 

25 Well, again, it you're just looking at the 
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1 1430 hours, irrespective of the other hours of the year 

2 that you tt.Xpect the baaeload unit to Of·arate, no, the 

J Utility would certainly not build the baaeload unit. 

4 Q And isn't that the theory upon which the 

5 break-even analysis calculates 1430 hours as ita 

6 break-even point? 

7 A Not really. The theory ia that, looking at 

8 the alternative in building the peaking unit, it simply 

9 isn't economical to run a peaking unit beyond 1430 

10 hours, therefore, I'• going to build a baseload unit. 

1.1 If you have a deaand that's going to be acre 

12 than 1430 hours, you know that you've got the load 

13 duration curve, you're not going to just serve loads in 

14 those 1430 hours, you're going to serve loads beyond 

15 those 1430 hours. Raaeaber, the break-even point 

16 defines the point of indifference, it doesn't define 

17 the point as aore econoaical. It's the fact that past 

18 the break-even point, you're nov , you've chosen the 

19 more economical alternative. 

20 Q Back to the load, to the non-1430 hours as a 

21 consideration? 

22 A It'• a consideration, not necessarily a 

2J causotion. It tall we were concerned about was serving 

24 1430 hours, then there would probably be no 

25 consideration of different t echnologies to serve the 
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1 load econoaically. 

2 Q We would just be talking about peaking, at 

3 that point? 

4 A We would be tulking about anyt~!ng that could 

5 do the job in that. But you wouldn't necessarily loo)C 

6 at different t•chnologies or do technology screens as 

7 systeas planners do. 

S Siailarly, if you only look at the hours 

9 after the 1430 hours, you have no longer a concern with 

10 the need tor capacity, there is no capital substitution 

11 because the load curve is flatter in that period, and 

12 again, there is no technology screen. 

13 Q Is there an average availability factor for 

14 baaeload coal-fired units? 

15 A The statistics have been calculated as to 

16 what the reliability ~f baseload units are, yes. 

17 Q Would it be fair to say it's so•ewhe~e in the 

lS low sot range? 

19 A Depending on which type of unit you'r~ 

20 talking about. 

21 Q Let's go to, let's talk about Gulf's unit s . 

22 Then we're talking in the high sot range, aren't we? 

23 

24 

A 

Q 

I accept that. 

With a lOOt load factor load, l6t's suppose a 

25 100' load factor load and you hav-., say, S9\ 
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1 reliability factor. That would .. an that, tor the 

2 other 11\ ot the tiae, you'd have to have some type ot 

3 reserve ayat .. , is that correct? 

4 A Yea. You would. (Pause) 

5 

6 

., 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 
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MR. BURGESS: Mr. Pollock, thank you very 

much, thot'a oll I hove. 

(Tranacript tollova in sequence in Volume XX.) 
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