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1. what is the origin and amount of the “avoided cost” Gulf Power used in evaluating the cost- 
effectiveness of the PPA? 

Response: 

Gulf Power’s most recent Ten Year Site Plan indicates that its next planned generating unit 
(without this PPA) is an 840 MW combined cycle unit, with Plants Crist and Smith listed as 
potential sites for the new unit. At the point in time when this PPA opportunity surfaced, Plant 
Crist was the leading candidate in the ongoing evaluation of the sites for Gulf Power’s next 
planned generating unit. As a result, the savings that Gulf Power estimated in its Petition for 
Approval of Purchased Power Agreement between Gulf Power Company and Shell Energy North 
America (US) are based upon comparisons between the PPA and an 840 MW combined cycle 
unit located at Plant Crist (Crist 8). Attachment A of the Petition for Approval of Purchased 
Power Agreement between GulfPower Company and Shell Energy North America (US) shows 
the benefits associated with having the PPA and postponing the next planned generating unit. The 
response to Question 20 below provides more details regarding the cost-effectiveness of the PPA, 
and it lists projected costs with and without the PPA (2010$). 

2. Is there a minimum purchase specified in dollars, capacity (kW), or energy (kWh) by the PPA 
between Shell Energy and Gulf Power? 

Resuonse: 

Gulf will purchase the entire Central Alabama unit capacity and be entitled to commit, schedule, 
and dispatch energy to economically integrate the unit into the system economic dispatch. The 
capacity of the unit will be determined in an annual performance test, and Gulf will make monthly 
capacity payments that are calculated by multiplying the contracted capacity rate applicable for the 
given period by the unit capacity determined by the annual performance test. There is no 
minimum amount of energy Gulf is required to take from the facility. Article 1 and Article 8.5 (g) 
of the contract outline the process for calculating the Minimum Adjusted Fired Hour Charge 

3. How will the prices charged under the PPA compare to the cost of the same amount of “as 
available energy” in the general market over the term of the PPA? 

ResDonse: 

Gulf interprets the meaning of the term “as available energy” as hour to hour or day to day energy 
purchases &om the wholesale power market. The alternative for this PPA would have been an 
RFP process that would have compared all proposals to Gulfs proposed self build unit. Since all 
proposals received from the RFP would been compared to Gulfs self build unit, Gulf did not 
attempt to estimate what as available energy in the m k e t  would have been over the term of the 
ageement. As shown in Attachment A of the petition, Gulf compared the PPA against what 
would have been Gulfs self build unit. In addition to comparing capital investment in the self 
build to capacity payments of the PPA, Gulf used a dispatch model to determine the value of the 
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Central Alabama facility in terms of energy. Attachment A (page 2) shows the energy delta with 
and without the Central Alabama facility included in economic dispatch. With the Central 
Alabama unit included in dispatch, the energy savings were approximately $450M (NPV $2014) 
for the contract term. 
It is also important to note that “as available energy” is not comparable to the first call right to 
capacity and energy ffom the Central Alabama unit pursuant to the PPA. By 2014, Gulf needs 
such a first call right for capacity and energy fiom a reliable resource in order to assure generation 
reliability for its customers. 

4. Please explain if and how this PPA can be used for meeting capacity needs before 2014? 

Response: 

Gulf does not plan to use the Central Alabama unit to meet capacity needs prior to 2014 since the 
system already has sufficient resources to meet the 15% capacity reserve requirement. The 
transmission facility upgrades to enable firm transmission must first be completed and fm gas 
transportation must be secured before the Central Alabama unit could be used for meeting firm 
capacity needs prior to 2014. The necessaty improvements will be completed in time to allow 
Gulf to incorporate this capacity into its system by the summer of 2014 if this PPA is approved. 

5. If an RFP had been issued, what types of energy sources would have been anticipated to bid on the 
contract? 

Resuonse: 

Had an RFP been issued, it would have invited proposals for all types of reliable capacity 
resources utilizing all types of fuels. However, Gulf expected that most proposals were likely to 
be ffom either new or existing primarily gas-fired generating units. 

6. If Congress passes a cap and trade bill, does this PPA make ratepayers more or less vulnerable? 
Please explain the answer. 

Response: 

Ifa C@ cap and hade bill is passed by Congress, this PPA is likely to make Gulfs ratepayers less 
vulnerable to the costs resulting from the related facility’s C@ emissions because of the protections 
affordd in Section 21 of the Agreement entitled Change of Law. 

7. Reference paragraph 12 of the Petition. Why was the PPA between Shell and Gulf made not 
effective until approved by the Public Service Commission, while a previous agreement between 
Gulf and Bay County was effective, with energy being delivered and payments being made, prior 
to Commission approval? 
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Response: 

Both PPAs resulted from arms length negotiations, and provisions of each regarding effective 
dates in relation to Commission approval were the result of these negotiations. Given the relative 
magnitude of the costs associated with the purchases and the difference in nature of each contract, 
Gulf believes each PPA's effective date to be appropriate. 

8. Paragraph 14 of the Petition states that the SES IRP process reported in Gulfs 2009 Ten Year Site 
Plan (TYSP) employs a 15 percent system reserve margin. Please complete the four charts 
provided (also available in Excel format) to calculate the reserve margin during each year for the 
term of the contract (2009 - 2023): 

a. With the PPA in effect, summer and winter 

Response: 

Please note that the Southem electric system (SES) 15 percent reserve margin results from 
capacity additions made by each SES operating company to serve total SES load. Gulfs 
contribution to meeting system capacity needs may or may not result in it having a 15 
percent reserve margin in each year. 

b. Without the PPA, indicating the alternate sources of genemion to meet load (Resource 
Plan Changes), summer and winter 

Response: 

If the GulUShell PPA does not become effective, Gulf has assumed for purposes of this 
response that its alternate source of generation would be an 840 MW combined cycle unit 
with an in-senice date of June 2014. Gulf would either build this unit or purchase power 
from a similar source chosen from respondents to an RFP for market supplied generation 
alternatives to Gulfs self built combined cycle. 
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Reserve Margin Analysis with PPA 

202 I 2666 885 435 
2022 2666 885 435 
2023 2666 885 435 
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303 2895 3036 491 2545 350 13.8 

I I I I I I I 
Note: Unit Capabilities shown in Column (2) include dentes shown on Schedule 8 of Gulfs 2009 Ten Year Site Plan 
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Reserve Margin Analysis without PPA 

Note: Unit Capabilities shown in Column (2) include derate shown on Schedule 8 of Gulfs 2009 Ten Year Site Plan 
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Reserve Margin Analysis without PPA 
Winter 

Resource 

2019 Column (5):~ea w e  retires 2674 0 995 358 3311 3593 602 2991 320 10.7 
2020 Column (~):cT g e n m h  added 2666 0 1335 358 3643 3687 610 3077 566 18.4 
2021 2666 0 1335 358 3643 3791 616 3175 468 14.7 
2022 2666 0 1335 358 3643 3866 623 3243 400 12.3 
2023 2666 0 1335 358 3643 3959 628 3331 312 9.4 

I I I I I I I I I I I 
Note: Unit Capabilities shown in Column (2) include dentes shown on Schedule 8 of Gulfs 2009 Ten Year Site Plan 
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9. Paragaph 15 of the Petition shows Gulf will need additional capacity to meet its projected load 
beginning with a 51 MW shortfall in 2010. The narrative, however, states that additional 
generation of 976 MW is not needed until 2014. How will Gulf meet its projected demand from 
2010until2014? 

Resuonse: 

Although Gulf has a small capacity need beginning in 2010, the Southern electric system (SES) is 
currently projected to have sufficient capacity on its system to reliably serve total system load until 
the summer of 2014. As noted in Paragraph 13 of the petition, Gulfs participation in the SES IRP 
process enables Gulf‘Yo coordinate its capacity additions.. .in a manner that allows Gulf to utilize 
any temporary surpluses of capacity available on the Southern electric system that may result kom 
large economic blocks of capacity added by other SES retail regulated operating companies.” 
These temporary capacity surpluses will he available to Gulf through the reserve sharing 
provisions of the SES Intercompany Interchange Contract. 

10. Paragraph 17 of the Petition states that the PPA “likely will result in net benefits to Gulfs 
customers over the contract years 2009-2013.” Please quantify the monetary benefit to customers 
and show how this amount was calculated. 

Resuonse: 

As shown in Attachment B of the petition, Gulf estimates a net present value (NPV) savings of 
$40 million dollars during the period. Production cost models were run with and without the PPA 
resource included in order to quantify each scenario’s energy costs. The difference between the 
results of these two runs was determined to be a NPV energy cost savings of $110 million. Then 
the applicable generation cost (which includes 100 percent of the PPA capacity cost) and lirm gas 
transportation cost (NPV $68 million) were added to the net energy savings to get the total short 
term savings. 

1 1. Section VI1 of the Petition discusses transmission costs associated with the PPA. Attachment A to 
the Petition shows the transmission costs for a new Crist generator alone, and a new Crist 
generator plus the PPA. Why are transmission costs greater for building only a generation plant at 
the existing Crist facility compared to building the Crist facility plus transmission costs for the 
PPA over 200 miles from Gulfs service area? 

Resuonse: 

The economic analysis summarized in Attachment A assumes that the PPA allows Gulf to defer 
the Crist combined cycle unit from 2014 to 2023 when the PPA expires. This also allows the 
construction of the transmission expansion to provide firm transmission service for the Crist 
capacity to be deferred h m  2014 to 2023. The cost of the Crist transmission is assumed to 
escalate during this nine year period at the rate of general inflation. When the Crist transmission is 
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installed in 2023, its revenue requirements will be included in plant-in-service at this escalated 
cost. However, the costs shown in Attachment A are presented as a 2014 net present value. Since 
the discount rate is much higher than the rate of general inflation, the net present value of Crist 
transmission cost is less than it would have been if the facilities were constructed by 2014. The 
net impact of these transmission cost components results in a somewhat lower net present value 
associated with the PPA compared to the alternative in which the Crist combined cycle unit is 
installed in 2014. The tables included in the Company’s response to Question 20 of Staffs First 
Data Request show the yearly present value of the annual transmission costs for both the PPA and 
the Crist alternative. 

12. Paragraph 27 of the Petition states firm transmission service for the generating plant is needed no 
later than June 1,2014. Several necessary improvements are also discussed. Please explain how, 
without the improvements, energy will be delivered fiom the plant to Gulfs service territory 
between 2009 and 2014. 

Resuonse: 

Gulf will not be relying on the PPA capacity for reliability prior to the summer of 2014. In order 
to maximize the net benefit of the PPA prior to that time, Gulf does not intend to provide firm 
transmission capability or firm gas pipeline transportation capacity for the unit. While some 
electric transmission or natural gas transportation curtailments are possible, Gulf expects to be 
able to operate the unit the vast majority of the time (and receive the projected energy cost 
savings) during the 2009 to May 2014 period without expanding the transmission system or 
purchasing annual firm gas pipeline transportation. 

13. Attachments A and B to the Petition use the term “Central Alabama PPA.” Please confm that 
this term is synonymous with the Power Purchase Agreement between Shell and Gulf Power. 

Resuonse: 

Yes. 

14. Please provide a revision to the chart on page 1, Attachment A to the Petition that addresses the 
term of the PPA, 2009 to 2023. 

Response: 

In revising the chart on page 1, Attachment A to include the term of the PPA 2009 to 2023, please 
note that for the comparison of alternatives it is assumed that the Central Alabama PPA becomes 
effective January 1,2010. Gulfpower anticipates that it would achieve additional benefits for its 
customers if the PPA commences prior to 1/1/2010. 
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As a result of the requested chart revision, please note that the discount year has been changed to 
2010 to reflect the initial term ofthe comparison. 

A revised page 1 of Attachment A is provided below. Attachment A to the Petition has been 
corrected to reflect the forty year period to 2054 and the forty-nine year period to 2063. 
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ATTACHMENT A 

Central Alabama PPA Savings vs. Crist Combined 
Cycle 

Net Present Value Comparison in $2010 

A. Economic Analysis Study Methodology 

Year 0 Year 9 

2014 2023 

Year 40 Year 49 

2054 2nm 

Notes: 
Assumes that Energy Benefit of Central Alabama starts January 2010. 
Assumes 9 Year Deferral of Crist Combined Cycle starting June 2014. 
Economic Carrying Cost (ECC) of replacement Combined Cycle to 
equalize study periods. 
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15. Attachment A to the Petition lists “Energy Savings” on pages 2 and 3. 
a. Please explain how the energy savings listed were calculated. 

Reswnse: 

As noted in the response to Question 14, the discount year has been changed to 2010 and 
as a result the information provided on this chart will not tie to the sum of the charts on 
Attachment A of the petition. 
The “Energy Savings’’ found in Attachment A are calculated using the Strategist 
production cost model (licensed by Ventyx, Inc., Atlanta, Georgia). Energy Savings for 
the Central Alabama option are calculated by first simulating the system dispatch with 
Central Alabama available as an integral part of the generating unit fleet and then running 
the simulation without Central Alabama. The Central Alabama “Energy Savings”, which 
is found by taking the difference between the simulations, is the system cost reduction 
associated with having the Central Alabama facility in the dispatch. 

Similarly, the energy savings for the Crist 8 option can be calculated by running a 
simulation including and then excluding the Crist 8 asset. 

b. Please provide copies of the worksheets used in the calculation, in hard copy and 
electronic (Excel) format. 

Reswnse: 

Information responsive to this request has been submitted pursuant to a separate 
Notice of Intent to Request Confidential Classification. 

16. Attachment A to the Petition lists “Equity Cost” on pages 2 and 3. 
a. Please explain how the equity costs listed were calculated. 

Resuonse: 

The “Equity Cost” found in Attachment A was calculated in two parts: (1) the short term 
(2010 -mid 2014) portion ofthe PPA, and (2) the longer term (mid 2014-2023) portion. 
This two tier approach was employed since the step up in capacity payments in 2014 
results in a change in the level of imputed debt at that time. The annual equity cost of the 
Central Alabama PPA i s  the result of a 25% debt imputation on the fixed capacity 
payments of the PPA contract, and uses the methodology employed by Standard and 
Poor’s in imputing the debt impact resulting &om the transaction. 

For the short term portion (2010 - mid 2014), an equivalent remaining mid-year payoff 
balance is calculated using the payment schedule through mid-2014. The annual imputed 
debt amount is simply the mid-year payoff balance (calculated annually) multiplied by 25 
percent. Since Gulfs target capital structure is 50% debt, 45% common equity, and 5% 
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preferred, the imputed debt must be offset by adding more common and preferred to cover 
50% of the imputed debt balance. This additional equity investment results in a 
corresponding reduction in debt. Since the cost of equity is more expensive than debt, the 
additional cost is shown as the “Equity Cost”. It is simply the additional cost above debt 
to bring the capital stmcture back to the 50% debt, 45% equity, 5% preferred level once 
the imputed debt is applied to the PPA. 

The longer term (mid 2014-2023) is calculated in exactly the same manner. 

b. Please provide copies of the worksheets used in the calculation, in hard copy and 
electronic (Excel) format. 

Response : 

Information responsive to this request has been submitted pursuant to a separate 
Notice of Intent to Request Confidential Classification. 

17. Attacbment B to the Petition shows no transmission costs for the purchased power from 2009 to 
2013. Does staff understand correctly that transmission service will be provided at no charge for 
more than 4 years over the 200 miles to Gulfs service territory? Please explain. 

Resuonse: 

Yes. Staff is correct that there are no charges to Gulf for transmission service associated with the 
Central Alabama unit prior to 2014. At present, the SES transmission system will not support 
fm transmission service between the Central Alabama unit and Gulf Powefs load centem. As 
described in the Petition and in response to Question 12 of the Staffs First Data Request, Gulf 
intends to operate the Central Alabama unit as a non-fm energy resource until fm transmission 
service is available because of the transmission limitations and the fact that the SES does not 
require the unit for capacity purposes prior to summer 2014. During this period, the Southem 
system companies will be making transmission improvements that will allow for fm 
transmission to Gulf from the Central Alabama unit. Therefore, the transmission expansion 
necessary for firm transmission delivery is projected to be developed by 2013 to support the 2014 
capacity need. Gulf will compensate other Southern system companies for its share of 
incremental transmission costs incurred for generating capacity resources (such as the Central 
Alabama unit) which are connected to the system outside of Gulfs service area. Gulfs payments 
as a result of the transmission expansion are included in the 2014-2023 analysis summarized in 
Attachment A. 
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Coal ('1 

Natural Gas 13) 
Oil 

Renewable 14' 
Other Is) 

18. What will be Gulfs genmtion fuel mix, including fuel to produce purchased power, with and 
without the PPA, in 2008 (before the PPA), in 2009,2014, and 2023? 

Resoonse: 

1900 76.0 1893 50.2 1742 52.4 1724 41.9 
568 22.7 1940 49.0 1453 43.7 1896 41.2 

0 0.0 0 0.0 95 2.9 95 2.3 
0 0.0 0 0.0 0 0.0 600 14.6 

32 1.3 32 0.8 32 1 .o 0 0.0 

GULF POWER COMPANY 
GENERATION FUEL MIX BY TYPE 

with Shell PPA 

Coal 1') 

Natural Gas (" 
Oil 

Renewable 
Other ''' 

1900 76.0 1893 63.5 1742 53.2 1724 41.9 

568 22.7 1055 35.4 1408 43.0 1696 41.2 
32 1.3 32 1.1 32 1 .o 0 0.0 
0 0.0 0 0.0 95 2.9 95 2.3 

0 0.0 0 0.0 0 0.0 600 14.6 
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19. Paragraph 1.1 of the PPA, page 14, “Energy Point of Delivery” defines the point at which Gulf 
Power receives the generated energy. In that regard, please respond to the following: 

a. Please discuss line loss amounts and considerations between the Energy Point of Delivery 
and Gulfs service territory. 

Response: 

Gulf is unable to supply a response at this time due to computer software problems, but 
anticipates sending the complete response by Mayl5,2009. 

b. What will be the annual retail value of the energy lost in transmission between the Energy 
Point of Delivery and Gulfs service territory? 

Resoonse: 

See response to 19 a. above 

20. Please illustrate sensitivity to cost-effectiveness of the PPA by completing the attached worksheets 
(also available in Excel format) for projections of low, mi& and high priced fuel, with and without 
the PPA. 

Reswnse: 

The following notes are important to consider when reviewing the data shown in the attached 
tables: 

Customer Bill Impacts: 

(1) Customer bill impact amounts for each of the six scenarios are presented on a separate table 
because they are presented in $/month. All of the other values in the tables are presented in $000~ 
present-valued to 2009 dollars as requested. 
(2) Customer bill impacts for each Scenario are calculated on the revenue requirement amounts 
(nominal dollars) for each year and are expressed in nominal dollars. 
(3) Costs included in columns D, E, and H of the tables are allocated on 12/13th demand and 
lil3th energy. 
(4) Costs included in columns B, F, and G of the tables are allocated on energy. 
(5) Customer bill impact assumes retail and rate class level energy and demand loss multipliers 
f?om Gulfs 2001 Cost of Service Study Losses Analysis; 12 CP KW load factors and 
jurisdictional demand allocators are based on 2006 load research data consistent with other cost 
recovery clauses filed before the Florida Public Service Commission. 
(6) Customer bill impact calculations use projected KWH &om Gulfs 2009 Official Budget 
Forecast. Long term energy projections assume ten year compound average growth rates over the 
period 2023 to 2033 to escalate the energy forecast beyond 2033. 
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(7) Customer bill impacts include revenue taxes consistent with cost recovery clauses before this 
Commission but do not include gross receipts tax. 

Gas Price Assumptions: 

(1) For each of the Low-level fuel cost scenarios below, the Natural Gas price used in Column C 
of the tables was reduced $2.00 (indexed to 2009) per &TU for the period 201 4 and beyond. 
All other fuel prices reflect the mid or 2009 IRP D1 case. 
(2) For each of the High-level fuel cost scenarios below, the Natural Gas price used in Column C 
of the tables was increased $2.00 (indexed to 2009) per -TU for the period 2014 and beyond. 
All other fuel prices reflect the mid or 2009 IRP DI case. 

a. Scenario 1.1 - Mid-level Fuel Costs, with Purchased Power Agreement 

Resuonse: 

Information responsive to this request has been submitted pursuant to a separate 
Notice of Intent to Request Confidential Classification. 

b. Scenario 1.2 - Low-level Fuel Costs, with Purchased Power Agreement 

Resuonse: 
Information responsive to this request has been submitted pursuant to a separate 
Notice of Intent to Request Confidential Classification. 

c. Scenario 1.3 - High-level Fuel Costs, with Purchased Power Agreement 

Resuonse: 

Information responsive to this request has been submitted pursuant to a separate 
Notice of Intent to Request Confidential Classification. 

d. Scenario 2.1 - Mid-level Fuel Costs, without Purchased Power Agreement 

Resuonse: 

Information responsive to this request has been submitted pursuant to a separate 
Notice of Intent to Request Confidential Classification. 

e. Scenario 2.2 - Low-level Fuel Costs, without Purchased Power Agreement 

Resuonse: 

Information responsive to this request has been submitted pursuant to a separate 
Notice of Intent to Request Confidential Classification. 
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f. Scenario 2.3 - High-level Fuel Costs, without Purchased Power Agreement 

Response: 

Information responsive to this request has been submitted pursuant to a separate 
Notice of Intent to Request Confidential Classification. 
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Customer Bill Impact @ 1,200 kWhlMonth 
For Each Scenario 

($/month) 
I I I I 

Scenario 1.2 
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I ,.,.-*, 
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21. Please explain the rationale for the variations in the confidential Capacity Reservation Rate Per 
Month, for 2009 through May 2014, shown in the PPA, Exhibit 4.1. 

Resuonse: 

For the period prior to June 2014, the average Capacity Reservation Rate Per Month is as shown 
on Exhibit 4.1 ofthe PPA for the period June 2010 through May 2014. The monthly values for 
the first year (June 2009 through May 201 0) are different because they have been shaped to match 
the weighted value of capacity across the different months. This shaping was necessary because 
the First Contract Year of the agreement is likely to be less than twelve months. Capacity is more 
valuable to Gulf Power during the summer months, and this is reflected by the first year’s 
Capacity Reservation Rate Per Month values being higher for the summer months. 

22. Please confnm that the confidential Capacity Reservation Rate Per Month, for June 2014 and each 
Month thereafter, shown in the PPA, Exhibit 4.1, is not a typogaphical error. 

Resuonse: 

All data shown in Exhibit 4.1 is correct and reflects the agreement negotiated between the parties. 

23. Please explain the rationale for Gulf Power being responsible for providing the natural gas to 
operate the generating unit rather than the generating unit owner/operator. 

Resuonse: 

Gulf structured the agreement with Shell to take advantage of the economies of scale associated 
with managing this facility to fully integrate the natural gas transportation and commodity needs 
of Gulfs and the SES fleet of natural gas generators. This intent was consistent with Shell’s intent 
to offer the unit in a tolling agreement where the purchaser would deliver fuel for conversion to 
electrical energy. The possibility of Shell supplying the natural gas was never offered or 
discussed. Therefore, Gulf cannot determine the variable energy rate that Shell would seek from 
Gulf if Shell were to provide the natural gas needed for the unit’s operation. 

24. Please prepare a chart similar to the one in the PPA, Exhibit 4.1, that shows the Variable Energy 
Rate if the owner/operator of the generating unit provided the natural gas for operation. 

Resuonse: 

See response to Question 23. 
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25. Referencing Gulf Power’s Ten Year Site Plan, 2009-2018, Schedule 9, please confirm that the 
proposed generating facility shown is the Crist combined cycle plant mentioned several times in 
the Petition. 

Response: 

The combined cycle generating facility shown on Schedule 9 of Gulfs 2009 Ten Year Site Plan is 
not Plant Crist site specific. The installed cost was developed from cost data also used in the Crist 
combined cycle analysis that was used in evaluating the cost effectiveness of the PPA compared to 
Gulfs self-build alternative, but the costs on Schedule 9 do not include the gas lateral cost and 
other costs specifically related to the Crist combined cycle plant that is referenced in the Petition. 
Also, the fured O&M and variable O&M rates in the Ten Year Site Plan result fiom the latest 
system O&M engineering analysis of a generic “ G  Combined Cycle unit. 

26. Again referencing Gulf Power’s Ten Year Site Plan, 2009-2018, Schedule 9, please confirm that 
the following cost projections for the facility indicated are still as accurate as possible: 

a. Total installed cost (In-service year $kW): $1,132.00 

Reswnse: 

The installed cost above is based on the most accurate engineering, procurement and 
construction costs that are currently available to Gulf. These costs were used in the Crist 
combined cycle analysis, but do not include the gas lateral cost and other costs specifically 
related to the Crist combined cycle plant. 

b. Fixed O&M (’14 $kWh): 8.1 1 

Resoonse: 

The Fixed O&M cost of 8.11 $kW-Yr shown on Schedule 9 is based on the most accurate 
engineering data that is currently available to Gulf. 

c. Variable O&M (‘14 $iMWH) 1.71 

Resoonse: 

The Variable O&M cost of 1.71 $iMWH shown on Schedule 9 is based on the most 
accurate engineering data that is currently available to Gulf 
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27. Should the two plants referenced in Question 25 not be one in the same, please provide the cost 
projections shown in Question 26 for the Crist combined cycle plant. 

ResDonse: 

Total installed cost (In-service year $kw: 1,279 
Fixed O&M (’14 $kW-Yr): 8.82 
Variable O&M (’14 $iMWH) 0.59 

28. Paragraph 5.2 of the PPA discusses Requests for Energy by Gulf. Under what circumstances 
would Gulf not request the full energy output of approximately 880 MW? 

Response: 

Gulf as part of the SES, uses economic dispatch to help ensure customers receive the benefit of the 
most economical resources available at any given point in time. The Central Alabama combined 
cycle unit will be economically dispatched along with the other SES generating units. Gulf would 
not request the full energy output of the Central Alabama unit if other more economical resources 
in the SES fleet are available. 

29. Paragraph 5.7 of the PPA discusses actions to be taken when Shell is unable to meet Gulfs 
Request for Energy. For each year of the PPA term, please provide a projection of the cost to Gulf 
of “as-available” energy to replace the shortfall if Shell is unable to provide the energy in Gulfs 
Request for Energy compared to any payments to Gulf by Shell resulting kom an unscheduled 
outage, as specified in paragraph 5.7. 

Resoonse: 

The actual cost that Gulf Power will incur when replacing requested energy that Shell is unable to 
deliver will vary, depending on the year, the month, the day of the week the hour of the day, 
weather conditions, and market conditions. Payments that Shell might make to Gulf Power due to 
unscheduled outages are determined on an annual basis in accordance with the terms of the 
contract. The multitude of variables on which these payments are dependent makes any attempt to 
provide a specific analysis for each year of the PPA term difficult to complete in a meaningful 
foml. 

The protections Gulf receives when Shell is unable to meet scheduled energy requests are detailed 
in Section 5.7 of the PPA. Shell could elect a Cover Payment, a Financial Settlement, or provide 
energy from an Alternate resource. Each of these options is designed to provide protection to Gulf 
and its customers in the event of an unscheduled outage. If Shell should choose not to select one 
of these options, the undelivered energy could have a negative impact on their Availability Factor 
which could result in a penalty paid by Shell to Gulf. This has the effect of reducing Shell’s 
capacity payment. It is important to note that any of these options provides greater protection to 
customers than an outage event on a self owned plant. In the case of a forced outage event on a 
self owned plant, Gulf would either take energy fiom the SES pool or go to the market. 
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In developing the contract, Gulf was focused on ensuring the owner (Tenaska) had incentives to 
make the unit perform reliably, and for Gulf to be compensated if the unit does not perform 
reliably. Given the fact that determining the particular cost associated with unscheduled outages is 
very case specific based on many variables, Gulf evaluated scenarios in which the factors 
associated with the penalty payments each fall short of their respective target by one percent, and 
the Bonus Availability Factor exceeds its target by one percent. The conclusion of the 
unscheduled outage analysis was that the PPA does provide reasonable incentives to the Seller to 
make the unit perform reliably, and the contract does provide Gulf Power and its customers with 
an adequate level of protection. 

S&P Credit Rating 

Moody’s Credit Rating 
Fitch Credit Rating 

SheU Energy North 
Gulf Power America (US), L.P. 
A A- 
A no rating available 
A2 A2 

31. Reference Article 10 of the PPA. If Shell were to default on the PPA for failure to deliver the 
expected capacity and energy, what would Gulf have to pay for replacement of that capacity and 
energy from another source during the following periods: 

a. Effective date through May 3 1,20 13; 

Res D o n s e : 

In the event of a “default” by Shell, no further payments would be made by Gulf to Shell 
and Gulf would be entitled to actual damages from Shell as outlined in Article 11 of the 
PPA. 

b. June 1,2013throu&May31,2018; 

Resuonse: 

In the event of a “default” by Shell, no further payments would be made by Gulf to Shell 
and Gulf would be entitled to actual damages from Shell as outlined in Article 1 1 of the 
PPA. 

c. June l,2019throughMay31,2021;and 

Response : 
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In the event of a “default” by Shell, no further payments would be made by Gulf to Shell 
and Gulf would be entitled to actual damages from Shell as outlined in Article 1 1 of the 
PPA. 

d. June 1,202 1 through May 3 I, 2023? 

Res u o n s e : 

In the event of a ‘‘default’’ by Shell, no further payments would be made by Gulf to Shell 
and Gulf would be entitled to actual damages from Shell as outlined in Article 1 1 of the 
PPA. 

32. Reference Table 10.1. Please explain the rationale for how the listed confidential amounts were 
determined. 

Resuonse: 

The listed confidential amounts in Table 10.1 were set at a level that would provide a high degree 
of confidence that, in the event of a Default by the Seller (Shell), the Eligible Collateral posted by 
the Seller would cover the Buyer’s (Gulf) damages. Article 11 of the PPA contains the provisions 
detailing how these damages (the Termination Payment) would he determined. 

33. Reference PPA paragraphs 10.1 and 10.2. Please provide the following information about the 
Eligible Collateral Amount for each party, Gulf and Shell: 

a. What is the form of asset being used as collateral, i.e. cash, bond, letter of credit, secured 
or unsecured note, etc.; 

Resuonse: 

Eligible Collateral for either patty may be in the form of (1) a Letter of Credit, (2) cash, or 
(3) a guaranty. Eligible Collateral is only required to be posted in the event a Rating 
Agency lowers Gulfs or Shell’s Credit Rating to the applicable level specified in Table 
10.1. Based on their current Credit Ratings, neither party is currently required to post 
Eligible Collateral 

b. If a debt instrument, who is the lender, what are the terms, and when does the instrument 
mature? 

Resuonse: 

A debt instrument is not an acceptahle form of Eligible Collateral. 
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c. If a letter of credit, who is the issuing financial institution, and what is the collateral for the 
letter of credit? 

Resuonse: 

The letter of credit would be issued by a financial institution meeting the criteria set 
forth in the purchased power agreement, which states that the issuer must be a U. S. 
commercial bank or a U. S. branch of a foreign bank that meets minimum asset and 
debt rating requirements. The collateral for the letter of credit would be a determined 
between the issuing financial institution and the party entering into the letter of credit. 

d. Who will hold the Eligible Collateral Amounts provided by each party? 

Resuonse: 

Gulf would hold the Eligible Collateral provided by Shell. Shell would hold the Eligible 
Collateral provided by Gulf. If the Eligible Collateral is in the form of cash, it would be 
deposited into a Gulf Power Security Account or a Shell Security Account, as the case 
may be. Definitions of these Security Accounts are found in Article 1. 

34. Please answer the following general questions about the Tenaska generating plant: 
a. Who previously purchased the capacity and energy from the Tenaska generating plant? 

Response: 

Shell entered into an agreement with Tenaska in 2000 to take the capacity and energy 
output of the Tenaska generating plant beginning in May 2003 when the unit went 
commercial. The Shell Tenaska agreement ends on May 24,2023. 

b. What was the duration of the last purchasing agreement? 

Resuonse: 

See response to 34 a. above. 

c. Why did the previous purchaser quit? 

Resoonse: 

See response to 34 a. above. 

d. Was Shell a part of the previous purchasing agreement? 

Resuonse: 

See response to 34 a. above. 
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