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February 26,2001

BY OVERNIGHT DELIVERY

Mr. David P. Boergers, Secretary
Federal Energy Regulatory Commission
Office of the Secretary

888 First Street, N.E.

Washington, D.C. 20426

Re:  Order No. 614 Compliant Tariff Sheets for Rate Schedules
FERC Nos. 66, 67 and 68 in Docket No. ER01-602

Dear Mr. Boergers:

Enclosed for filingplease find an original and six (6) copies of Order No. 614 compliantrate
schedule sheets for Southern Operation Companies Rate Schedules FERC Nos. 66, 67 and 68 as
required by the Commission Order of January 24,2001 in Docket No. ER01-602. These Order No.
614 compliant sheets are restatementsof three 1988 Unit Power Sales (“UPS”) Agreements between
Southern Companiesand Florida Power Corporation (No. 66), Florida Power & Light (No. 67), and
Jacksonville Electric Authority (No. 68) consistent with Order No, 614, FERC Stats & Regs. §
31,096 (2000), as amended over the years. Also enclosed are two (2) confirmation copies of each
of the three (3) restated UP S Agreements. Please date stamp these and return them to us in the
enclosed self-addressed Federal Express envelope provided herein.

If you have any questions about this filing, please contact either of the attorneys below.
Sincepgly yours,

A

LyleD. Larson
Attorney for Southern Operating Companies

LDL/1t
Enclosures
1710 SIXTH AVENUE NORTH 190! SIXTH AVENUE NORTH 2 DEXTER AVENUE 655 GALLATIN STREET 1275 PENNSYLVANIA AVENUE. N.W,
IRMINGHAM.ALABAMA 35203 BIRMINGHAM. ALABAMA 35203 MONTGOMERY, ALABAMA 36104 HUNTSVILLE. ALABAMA 35801 WASHINGTON, DC. 20004
(2058) 151-8100 (2085) 251-8100 (334) 834-6500 (256) 8510171 (202) 347-6000
1310 TWENTY FIFTH AVENUE 226 NORTH PRESIDENT STREET |l HARDY STREET 841 HIGHWAY 80
GULFPORT, MISSISSIPPI 39501 JACKSON. MISSISSIPP! 39201 HATTIESBURG. MISSISSIPPI 39403 BAY 5T. LOUIS, MISSISSIPPI 39520
(228) 864-9900 (801) 961-9900 (801} 544-1215 (228) 466-9905
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February 26,2001

BY OVERNIGHT DELIVERY

Mr. David P. Boergers, Secretary
Federal Energy Regulatory Commission
Office of the Secretary

888 First Street, N.E.

Washington, D.C. 20426

Re:  Order No. 614 Compliant Tariff Sheets for Rate Schedules
FERC Nos. 66, 67 and 68 in Docket No. ER01-602

Dear Mr. Bocrgcrs:

Enclosed for filing please find an original and six (6) copies of Ordcr No. 614 compliant rate
schedule shects for Southern Operation Companics Rate Schedules FERC Nos. 66, 67 and 68 as
required by tlic Commission Ordcr of January 24,2001 in Docket No. ER01-602. These Ordcr No.
614 compliant shects arc restatcments ofthrec 1988 Unit Powcr Sales (“UPS”) Agrecments between
Southern Companies and Florida Powcr Corporation (No. 66), Florida Power & Light (No. 67), and
Jacksonville Electric Authority (No. 68) consistent with Order No. 614, FERC Stats & Regs. §
31,096 (2000), as amended over the years. Also enclosed are two (2) confirmation copies of each
of the three (3) restated UPS Agreements. Please date stamp these and return them to us in the
enclosed self-addressed Federal Express envelope provided herein.

If you have any questions about this filing, please contact either of the attorneys below.

Since@iy yours,
Lyle D. Larson

Attorney for Southern Operating Companies

1710 SIXTH AVENUE NORTH 190t SIXTH AVENUE NORTH 2 DEXTER AVENUE 655 GALLATIN STREET 1275 PENNSYLVANIA AVENUE. N.W.
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12051 251-8100 (205) 151-8100 (334) 034-6500 (256! 55(017§ (202) 347-6000
1310 TWENTY FIFTH AVENUE 226 NORTH PRESIDENT STREET 119 HARDY STREET 841 HIGHWAY 90
GULFPORT, MISSISSIPPI 3850 JACKSON, MISSISSIPPI 39201 HATTIESBURG, MISSISSIPPI 39403 BAY ST. LOUIS. MISSISSIPPI 39520
(2281 064-9900 {601) 961-9900 (601) 544-1219 (228) 466-9905
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UNITED STATES OF AMERICA
FEDERAL ENERGY REGULATORY COMMISSION

Southern Company Services, Inc. Docket No. ERO 1-602-000

NOTICE OF FILING

Take notice that on February 26, 2001, Southern Company Services, Inc., as agent for
Alabama Power Company, Georgia Power Company, Gulf Power Company, Mississippi Power
Company and Savannah Electric and Power Company (collectively, Southern Companies),
tendered for filing rate schedule sheets compliant with Commission Order. No. 6 14 for Southein
Operating Companies Rate Schedules FERC Nos. 66, 67, and 68 pursuant to the letter order in
Docket No. ER01-602, dated January 24, 2001. The three Order No. 614 compliant rate
schedules tendered for filing concern 1988 Unit Power Sales agreements between Southein
Companies and Florida Power Corporation, Florida Power & Light, and Jacksonville Electric
Authority.

Any person desiring to be heard or to protest such filing should file a motion to intervene
or protest with the Federal Energy Regulatoiy Commission, 888 First Street, N.E., Washington,
D.C. 20426, in accordance with Rules 211 and 214 of the Commission's Rules of Practice and
Procedure (18 C.F.R.§§ 385.211 and 385.214). All such petitions and protests should be filed
on or before , 2001. Protests will be considered by the Commission to
deteimine the appropriate action to be taken, but will not serve to make protestants parties to the
proceedings. Any person wishing to become a party must file a motion to intervene. Copies of
this filing are on file with the Commission and are available for public inspection.

David P. Boergers,
Secretary
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UNIT FOMR SALES AGREEMENT
BETWEEN
FLORIDA POWER & LIGHT QGOVPANY
AND
ALABAMA FOMER COMPANY,
GEORGIA PFOMER COMPANY,

GULF POWER COMPANY,
MISSISSIPPI FOMER COMPANY,
SAVANNAH ELECTRIC AND FOAMER QOVPANY
AND SOUTHERN COMPANY SERVICES., INC.

THIS Unit Power Sales Asreement ("UPS Agreement'"), made
and entered into as of the 20™ day of J.\u , 1988, by
and between FLORIDA POMR & LIGHT CGOVRPANY ("FPL"), a Florida
corporation, and ALABAMA FOAMER QOVPANY, ("apc"), an Alabama
corporation, GEORGIA PFOMR QIOVPANY ("Gapc"), a Georgia
corporation, GULF POWER COMPANY, ("GuPc"), a Maine corpora-
tion, MISSISSIPPI POMER QOVRPANY ("MPC"), a Mississippi
corporation, and SAVANNAH ELECTRIC AND POMER QOVPANY
("SEpPcCO") , a Georgia cor?oration (APC, GaPC, GuPC, ML and
SEPCO being sometimes collectively referred to as "Southern
Companies") and SOUTHERN QOVMPANY SERVICES, INC. (“scs"), an
Alabama corporation.

WITNESSETH:

WHEREAS, southern Companies are all affiliates by virtue
of the ownership of the common stock of such companies by The
Southern Company, a registered public utility holding company
under the Public Utility Holding Company Act of 1935; and

WHEREAS, APC, GaPC, GuPC and MPC, together with SCS and
FPL, are parties to an Interchange Contract dated October 18,
1979, as amended, ("Interchange Contract™) which provides for
certain points of interconnection between the parties, and,
pursuant to the terms of which the parties have constructed
and maintained points of interconnection which provide and
improve system reliability of each of the systems and can
accommodate transactions under this UPS Agreement as well as

other agreements between the parties; and

WHEREAS, APC, GaP¢, GuPC, and MPC, together with SCS and
FPL are parties to an Amended and Restated Unit Power Sales
Agreement dated February 18, 1982, as amended, ("1982
Agreement”) which provides for unit power sales from APC,

GaPC, GuPC, and MRC to FPL through May 31, 1995; and

WHEREAS, FPL desires to purchase and APC, GaPC and GuPC
desire to sell unit power capacity from designated coal-fired
steam electric generating units of their J. H Miller, Jr.
Steam Electric Generating Plant ("Miller Plant") and Robert w.

Issued by: William L. Marshall, Jr., Vice President Effective Date: December 6,2000
Issued on: February 26, 2001 Filed to comply with letter order in Docket No. ER01-602,
dated January 24,2001
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Scherer Steam Electric Generating Plant ('scherer Plant') in
designated amounts during the periods specified herein: and

WHEREAS, Southern companies are joining in this UPS
Agreement to provide, among other things, nhecessary
transmission s:rvices, substitute capacity and energy in the
event commercial operation of certain generating units of the
Miller Plant is delayed or cancelled and supplemental energy
when any designated unit of the Miller Plant or Scherer Plant
is unavailable or derated: all as set forth herein.

NOW, THEREFORE, in consideration of the premises and the
covenants and agreements of the parties hereinafter set forth,
the parties hereto agree as follows:.

ARTICLE 1
IERM OF AGREEMENT

1.1 Term: This UPS Agreement shall become effective as
of the date of the latest signature on the signature page
hereof and shall continue in effect through May 31, 2010.

1.1.1 It is understood by the parties hereto that this
ups Agreement will be filed by Southern Companies with the
Federal Energy_Regulatory Commission ("FERC") OF Its successor
in interest within sixty (©60) days from the effective date
hereof. _ FPL agrees to cooperate and assist Southern
Companies in securing conclusion of any initial review by FERC
of this UPS Agreement without significant change, 1in _an
expeditious manner. 1t is further understood by the parties
that timely FERC apc)I)roval or acceptance of this UPS Agreement
is important in order to facilitate capacity planning on the
art of both FPL and Southern Companies. Accordingly, if FERC
as not approved or accepted for Ffiling this UPS Agreement on
or _by June 1, 1989, the parties hereto agree that their
representatives will meet to determine how to expedite the
filing and review process.

ARTICLE 11
UNIT POWER CAPACITY

2.1 Units from which capacity Will be Made Available:
Except as specifically provided for in this Article 11, the
capacity entitlement will be made available from Units 1, 2, 3
and 4 of the Miller Plant located in Jefferson county, Alabama
and Unit 3 of the Scherer Plant located in Monroe County,
Georgia. Exhibit A, which is attached hereto_and incorporated
herein by reference, sets forth the projected date for
commercial operation of each unit: and the amount of the

Effective Date: December 6,2000

Issued by: William L. Marshall, Jr., Vice President ) ) g
Issued on: February 26,2001 Filed to comply with letter order in Docket No. ER01-602,
' dated January 24,2001
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Expected Capacity of each unit owned .by APC, GuPC and GaPC
which is made available for sale hereunder to FPL.

2.2 capacity to be Purchased and Sold: Subject only to
adjustments as provided .n this Article 11 and without

amending or altering the unit power sales provided for under
the 1982 Agreement, APC, GaPC and GuPC hereby agree to sell
and rpr. hereby agrees to purchase capacil¥ entitlement from
the units specified in 2.1 above, in the following aggregate
amounts: (i) 300 megawatts ("Mw") of unit power (*'300 MW
sale"y during the period June 1, 1993 to May 31, 2010, which
unit power will not be subject to cancellation or termination
by any party to this UPS Agreement; (ii) an additional 50 MW
of unit power (‘tadditional 50 MW sals") during the period June
1, 1994 to May 31, 2010, which additional 50 Mw sale will not
be subject to cancellation or termination by any party to this
ups Agreement; (iii) an additional 1Jo wmw of unit power
("additional 100 ¥W sals") during the parisd June 1, 1994 to
May 31, 2010 which additional 100 MW sale will be subject to
termination by FPL on or after May 31, 2000 (but in no event
earlier), provided that FPL gives at least three (3) years
advance written notice to APC, GaPC and GuPC that it desires
to terminate the additional 100 W sale, or any portion
thereof, on such date or thereafter: and (iv) an additional
450 MW of unit power ("additional 450 MW sale'™) during the
period June 1, 1995 to May 31, 2010, which additional 450 Mw
sale will be subject to termination by FPL on or after May 31,
2000 (but in no event earlier), provided that FPL gives at
least three (3) years advance written notice to APC, GaPC and
GuPC that it desires to terminate the additional 450 MW _sale,
or any portion thereof, on such date or thereafter. Exhibit A
sets forth the amount of Expected Capacity to be purchased by
FPL and sold by APC, GaPC and GuPC from each designated unit
of the Miller Plant and Scherer Plant during the above-
specified periods assuming FPL does not exercise its right to
terminate the additional 100 ww sale or the additional 450 mw
sale, or any portion thereof. In the event FPL elects to
terminate all or a portion of the additional 100 mw sale or
the additional 450 MW sale on or after May 31, 2000, the
remaining sale (not less than 350 Mw) will be allocated
equally among the units specified in Section 2.1 above. In
the case of Unit 3 of the Scherer Plant, the remaining sale
will be allocated on a basis of 2 MW out of Gurc!'s ownership
portion of such unit to each 1 »w out of GaPC"s ownership
portion of such unit. For example, if the remaining sale 1is
350 MW, the sale to FPL will be allocated as follows: 70 MW
out of Units 1, 2, 3 and 4 of the Miller Plant; 47 Mw out of
Gupc’s portion of Unit 3 of the Scherer Plant: and 23 Mw out
of GaPC"s portion of Unit 3 of the Scherer Plant.

The parties hereto recognize that long-range plans and

Issued by: William L. Marshall, Jr., Vice President Effective Date: December 6, 2000
Issued on: February 26, 2001 Filed to comply with letter order in Docket No. ER01-602,
dated January 24,2001
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forecasts which provide the basis for such sales and purchases of
capacity are affected by many factors. Therefore:

2.2.1 In addition to the above rights and obligations, FPL
shall have the option to commence taking a portion of the unit power
sale on a date as early as January 1, 1993, provided that advance
written notice is given to Southern Companies at least twenty-four
(24) months prior to such take (“earlyoption®). FPL shall have the
right to commence taking a maximum of 750 MW of unit power under
this early option during the period January 1, 1993 to May 31, 1993,
and a maximum of 184 MW during the period June 1, 1993 to May 31,
1994, after which period this early option will terminate as to FPL.
Further, the parties hereby agree that the early option will not be
applied to allow the total of sales of unit power capacity under
this UPS Agreement and ownership entitlements under the ownership
Agreement In any month to be less than the total of such sales and
ownership For any previous month during the period January 1, 1993
to May 31, 1994. It is the intent of the parties hereto that
additional unit power sales under the early option to FPL and
contemporaneous parties (as defined in Section 10.10) will be
supplied in equal amounts from the four units of the Miller Plant
and the one unit of the Scherer Plant; however, it is recognized
that in some time periods there will not be sufficient unsold
capacity in Unit 4 of the Miller Plant and/or Unit 3 of the Scherer
Plant to meet the one-fifth (1/5) allocation from each unit of the
early option to contemporaneous parties. During such time periods,
the additional unit power sales will be supplied first from Unit 4
of the Miller Plant and/or Unit 3 of the Scherer Plant to the extent
unsold (inno event more than one-Fifth (1/5) of the early option)
with the remainder supplied equally from Units 1, 2 and 3 of the
Miller Plant. All sales from Unit 3 of the Scherer Plant will be
allocated on the basis of 2 MW from capc’s ownership in that unit
to the extent capacity is unsold. Without regard to the timing of
the notice to exercise this early option by FPL and other
contemporaneous parties, FPL and other contemporaneous parties will
be supplied additional unit power sales from the units specified in
Section 2.1 in accordance with the foregoing principles and in
proportion to the amount of unit power sales advanced by FPL and
each of the other contemporaneous parties. Due to the complicated
nature of this early option, the parties hereto have agreed to
examples of the operation of the early option under different
assumptions and have attached such examples to this UPS Agreement
as a part of Exhibit A. In the event of any disputes concerning the
operation of the early option, the principles illustrated by the
examples will govern. It i1s understood, however, that this
Amendment reduces the amount of early option available to FPL from
that illustrated in Exhibit A.

2.2.2 Further, FPL shall have the right to take Long Term
Power as provided for in Exhibit B, which is attached hereto and

incorporatedhereinby reference, in substitution for any unit power

Issued by: William L. Marshall, Jr., Vice President Effective Date: December 6. 2000
Issued on: February 26, 2001 Filed to comply with letter order in Docket No. ER01-602,
dated January 24,2001
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that FPL had a right to advance pursuant to the early option (set
forth in Section 2.2.1). In no event, however, will Southern
Companies, APC, GPC, GUPC or FPL be allowed to substitute Long Term
Power for the 300 mw sale or the additional 50 ¥W sale or the
additional 100 MW sale or the additional 45o0MW sale or any unit
power advanced under the early option.

2.2.3 IF, however, Southern Companies have an opportunity to
sell unit power or Long Term Power during the period January 1, 1993
to May 31, 1994 to third party utilities, Southern Companies shall
give notice to FPL of such opportunity and FPL will have sixty (60)
days in which to exercise the early option as to that amount of
capacity which Southern Companies has an opportunity to sell during
the period. Any such unit power or Long Term Power offered to third
parties will be offered to FPL and other contemporaneous parties (on
a pro rata basis) at equal or improved terms. In the event FPL does
not elect to exercise the early option (or purchase the newly-
offered unit power capacity or Long Term Power) at the end of such
sixty (60) day period, the earlﬁl option shall expire as to such
amount of capacity. However, such option shall not expire as to any
amount of capacity under the early option which remains unsold. As
to such remaining amount of capacity, each contemporaneous party
shall retain the early option for its pro rata share of such amount
of capacity based on a ratio of its full unit power sale to the sum
of the TfTull unit power sales of all contemporaneous parties.
Notwithstanding the above, an opportunity of Southern Companies to
sell capacity to third party utilities for the period January 1,
1993 to May 31, 1993 shall not cause rrL’s early option for the
period June 1, 1993 to May 31, 1994 to expire as to such amount of
capacity which FPL, in 1ts sole discretion, determines that it
cannot take under the early option due to transmission limitations
on iIts electric system. A contemporaneous party exercising an early
option does not trigger the early option provision for the other
contemporaneous parties. For purposes of this provision, capacity
purchases in addition to those incorporated in the contracts with
contemporaneous parties shall be treated as purchases by third

parties.

2.2.4 In order for this UPS Agreement, the other
contemporaneous unit power sales contracts, and the 1982 Agreement
to operate in concert and without conflict, FPL agrees that the
early options incorporated in this UPS Agreement and other
contemporaneous unit power sales contracts are superior to the
rights of first refusal incorporated in the 1982 Agreement. Thus,
other contemporaneous parties will have a right to exercise early
options and FPL"s rights of first refusal in the 1982 Agreement will
be waived with respect to exercise of such early options.

2.2.5 In the event that Southern Companies, prior to
1993, offer to sell unit power capacity from coal-fired

generating resources during the period January 1, 1998 through

Issued by: William L. Marshall, Jr., Vice President Effective Date: December 6. 2000
Issued on: February 26,2001 Filed to comply with letter order in Docket No. ER01-602,
dated January 24, 2001
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May 31, 2010, to third party utilities located outside the
geographical areas served by Southern Conpanies, FPL and other
contemporaneous parties shall each have the right of first
refusal for the purchase of any part or all of its pro rata
share_ of such capacity: provided, however, such right must be
exercised within ninety (90) days after written notice from
Southern Companies intorming FPL of such capaci being made
available for sale and the terms and conditions of each offer.
Furthermore, in the event that Southern Companies, after 1992,
offer to sell unit power capacity from coal-fired generating
resources during the period June 1, 1995 through May 31, 2010
to third parlal utilities located outside the geographical
areas serve by Southern Companies, FPL and other
contem[ljoraneous parties shall each have the right of first
refusal for the purchase of any part or all of its pro rata
share of such capacity; provided, however, such right must be
exercised within ninety (90) days after written notice from
Southern Companies informing FPL of such capacity being made
available for sale and the terms and conditions of each
offer. In the event FPL exercises its rights under Section
2.2 to terminate any portion of the additional 100 ¥« sale or
the additional 450 #w sale, all rights of first refusal szt
forth in this Section 2.2.5 shall immediately tsrminats and be
void as of the date of the notice to Southérn Companies from
FPL terminating all or any portion of such additional sales;
however, Southern Companies shall inform FPL of theilr intent
to seek offers for additional sales of unit power capacity or
Long Term Power. For purposes of this Section 2.2.5, ro rata
share shall be computed as the ratio of rpL's unit power
purchases under this UPS Agreement to the total unit power
purchases by all contemporaneous parties on June 1, 1995. Any
contemporaneous party which exercises iIts rights to terminate
under sections similar to Section 2.2 shall be excluded from
the calculation of pro rata share.

2.2.6 In the event the rate for transmission charges (as
such rate may be revised from time to time pursuant to Article
111 of the Unit Power Sale Manual incorporated by reference
in Section 5.1 of this UPS Agreement) is rejected or modified
by FERC, Southern Companies shall have the right, upon thirt
(30) days written notice, to make a unilateral filing wit
FERC under Section 205 of the Federal Power Act, and FPL shall
have the right to file a complaint under Section 206 of the
Federal Power Act, to amend Exhibit A to reallocate the
capacity sales specified in Section 2.2 among all of the units
specified iIn Section 2.1 so as to restore the economic
positions of the parties hereto, to that held prior to FErC's
action. IT FPL determines that it cannot, in good Taith,
support Southern Companies” TfTiling for such reallocation, it
may oppose_ the TFTiling before FERC; but it shall limit any
participation in any FERC proceeding concernin the
reallocation of the unit power sales to questions of whether

Effective Date: December 6, 2000
Filed to comply with letter order in Docket No. EROI-602,
dated January 24,2001

Issued by: William L. Marshall, Jr., Vice President
Issued on: February 26,2001
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the reallocation correctly restores the economic position of
the parties hereto.

2.2.7 It is understood that the unit power sales
providad For in this UPS Agreement are in addition to sales by
apc, GaPC, GUuPC and wpc to FPL under the 1982 Agreement and
nothing in this UPS Agreement is intended to alter oOr modify
the amount or terms of those sales.

2.3 Determination of capacitv Available fromn Each Unit:
The amount of capacity to be made available from each unit
specified in Section 2.1 to constitute the total capacity to
be sold by APC, GaPC and GuPC and purchased by FPL hereunder,
will vary from time to time during the tsrm of this UPS
@greemer]t. The nominal schedule of units, b%/ time period,
rom which sales will be made is set forth in Exhibit A, such
Exhibit A representing an agreed allocation to FPL of capacity
under this UPS Agreement from each of the units specified in
Section 2.1 by time period based on Expected CapaC|tdy. It is
recognized by the parties hereto and expressly provided for in
Section 2.3.4 that the actual units from which sales will be
made, and the total capacity to be sold and purchased, may
vary from that set forth in Exhibit A and any such variance
shall be based on the following principles:

2.3.1 On or before September 15, 1992 and September 15
of each year thereafter during the term hereof, the Net
Dependable Capacity will be established for each unit which
has theretofore been declared available for commercial
operation or which is expected to be declared available for
commercial operation during the ensuing calendar year. Net
Dependable Capacity for each unit shall be determined in
accordance with the procedure specified in Article | of the
Unit Power Sale Manual described in Section 5.1 hereof.

. 2.3.2 If the Net Dependable Capacity established for a
unit from which capacity is "to be sold to FPL during the
ensuing year is equal to the Expected Capacity of such unit as
set forth in Exhibit A, the amount of capacity scheduled to be
furnished from such unit during the ensuing year shall be as
specified in Exhibit A.

2.3.3 IT the Net Dependable Capacity established for the
ensuing year for a unit from which capacity is to be sold to
FPL is more than or less than the Expected Capacity of such
unit as specified in Exhibit A, the capacity to _be sold and
purchased during each period identified in Exhibit A for the
ensuing year shall be rrprL's pro rata share of the Net
Dependable Capacity determined by multiplying the amount of
capacity sale shown for such unit in Exhibit A for each
period by the ratio of the Net Dependable Capacity of the unit

Effective Date: December 6,2000

Issued by: William L. Marshall, Jr., Vice President Filed to comply with letter order in Docket No. ER01-602,
Issued on: February 26, 2001 dated January 24,2001
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to the Expected Capacity of such unit ,asset forth in £xhibit
A.

2.3.4 In the event Net Dependable Capacity for any unit
is less than the Expected Capacity, Southern Companies shall
include in their notice of determination of Net Dependable
Capacity under Section 2.3.1 information as to capacity which
is available, consistent with Prudent Utility Practices (as
defined iIn Section 10.5 hereof), from any remaining Net
Dependable Capacity in units specified in Exhibit A then owned
py apc, GaPC and GuPC or other coal-fired steam electric
generating resources owned or operated by any of the Southern
Companies, including the estimated additional capacity costs
expected from any such other resources. Within fifteen (15)
days OF such notice, FPL shall notify Southern Companies, iIn
writing, whether it wishes to purchase a pro rata share, or
any portion thereof, of such additional capacity. It is
understood that FPL"s pro rata share shall be computed on the
basis of all salszs of unit power capacity from the unit under
existing, contemporaneous and future unit power sales from
that unit. 1f{ any other purchaser of unit power capacity
from the unit refuses to purchase such additional capacity,
the refused amount of such capacity will be offered to FPL on
a pro rata basis with other purchasers of unit power capacity
from the unit. To the extent capacity is made available
pursuant to the above procedure from a unit other than those
designated in Section 2.1, such unit shall be considered to be
a unit specified in Exhibit A for the period capacity fron
such unit is made available.

2.35 To the extent, notwithstanding the above efforts,
capaci in the total amount specified in Section 2.2 hereof
cannot made available to FPL during any year (or portion
thereof) because the Net Dependable Capacity determination for
one or more units specified in Exhibit A is less than the
Expected Capacity of such unit or units, the sole obligation
of Southern Companies shall >z to offer to sell additional
capacity to FPL in the amount determined in accordance with
Sections 2.3.1 through 2.3.4.

2.4 Delav in Commercial operation OF Units: Notwith-
standin? the schedule of sales set forth In Section 2.2 above,
the obligation of APC to make capacity from the units
specified in Exhibit A available to FPL may further be
subject to delays in the projected dates for commercial
operation of Units 3 and 4 of the Miller Plant. Construction
of such units and any delays therein shall be governed by the
following principles:

2.4.1  APC agrees to use best efforts consistent with
Prudent Utility Practices to design and construct, or to have
designed and constructed, Units 3 and 4 of the Miller Plant so

Effective Date: December 6, 2000
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that such units shall have been declared available for
commercial operation as of the date set forth in Exhibit A.
Southern Companies shall not be liable to FPL for any loss or
damage for delays or failures to have such units declared
available for commercial operation as of such dates due to
causes not reasonably within their control including, but not
limited to, acts of civil or military authority (e.oc., courts
or administrative agencies), acts of Cod, war, riot or
insurrection, inability to obtain any required permits or
licenses, blockades, embargoes, sabotage, epidemics, fires,
floods, strikes, lockouts or other labor disputes or difficul-
ties, unusually severe weather conditions, breakdowns of
machinery or equipment, inability to obtain necessary
materials or equipment, and economic constraints such as
inability to secure adequate capital on reasonable terms for
continued construction. In the event of any delay resultin
from such causes, the time for performance shall be extende
for a period of time reasonably necessary to overcome the
effect of such causes. APC shall keep FPL informed of the
construction schedules and any changes which alter the
anticipated dates for commercial operation of the units,
together with the reasons for such changes. The dates
established 1in Exhibit A as the 1_projected dates for
commercial operation of Units 3 and 4 of the Miller Plant are
based on the present plans of APC, and information available
to it. It is recognized that the ability to predict such
dates with exactness does not exist. In the event any of the
dates for commercial operation are not met and the delay does
not exceed one year from the projected date for commercial
operation as set forth in Exhibit A, then it shall be
conclusively ;Izlresumed that the delay 1in the commercial
operation of the unit resulted from events beyond the control
of APC. In the event such delay extends beyond one (1) year,
such presumption shall be revoked retroactive to the projected
date for commercial operation set forth in Exhibit A.

2.4.2 Southern Companies agree that, in the event Unit
3 or 4 of the Miller Plant is not available for commercial
operation by the date on which unit power sales are scheduled
to commence under this UPS Agreement as a result of the type
of delay or failure described in Section 2.4.1, Southern
Companies shall use their best efforts, consistent with
Prudent Utility Practices, to make the amount of ca aCitI¥ from
such unit which was scheduled to be made avallablg to FPL as
specified in Exhibit A, available from other coal-fired steam
electric generating resources owned or operated by any of the
Southern Companies, including those resources specified in
Section 2.1. To the extent such capacity is made available
from a unit other than those designated in Section 2.1, such
unit shall be considered to be a unit specified in Exhibit A
for the period capacity from such unit is made available.

Issued by: William L. Marshall, Jr., Vice President _ _ Effective Date: December 6, 2000
Issued on: February 26,2001 Filed to comply with letter order in Docket No. ER01-602,
dated January 24,2001
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2.4.3 In the event Unit 3 or 4 of the Miller Plant is
delayed due to reasons not excused under Section 2.4.1 but is
available for commercial operation by the date on which unit
power sales are scheduled to <ommsnce under this UPs
Agreement, Southern Companies shall make adjustments in the
capacity rates in accordance with the ;i)rocedures specified iIn
Article 11 of the Unit Power Sale Manual.

2.4.4 In the event Unit 3 or 4 of the Miller Plant is
not available for commercial operation by the date on which
unit power sales are scheduled to commsncs under this UPS
Agreement, due to reasons not excused under Section 2.4.1,
then iIn such event, as the sole obligation arising out of such
delay, southern Companies, shall (gl) make available to FPL
unit power capacity from other coal-fired steam electric
enerating resources equal to the amount of capacity to have
een furnished from the delayed unit as specified in Exhibit A
with the understanding that capacity ad ener?y rates of the
units substituted for the delayed unit shall not in total
exceed the combined capacity and energy races for the delayed
unit calculated on the basis of the delayed unit being
completed on the date stated in Exhibit A (a seventy-five
percent (75%) capacity factor and a seventy-five percent (75%)
load point on the average heat rate curve will be utilized in
calculating the cost from the Miller Plant unit and the
substitute unit): and (ii) make adjustments in the capacity
rates in accordance with the procedure specified in Article I
of the Unit Power Sale Manual, when and if the delayed unit
becomes available for commercial operation. To the extent
such capacity is made available from units other than those
designated in Section 2.1, such units shall be considered to
be units specified in Exhibit A for the period capacity from
such units is made available and the Expected Capacity of such
units shall be defined as the nameplate rating less station

service.

2.5 character of Sale: The sale of unit power pursuant
to this UPS Agreement shall not constitute a sale, lease,
transfer or conveyance of an ownership interest in such units
to FPL, nor a dedication of ownership interest in such units
to FPL or any other party. Energy associated with capacity
from units made available hereunder shall, however, be devoted
to FPL and the delivery of such energy to FPL shall not be
subject to preemption by Southern Companies for any other
use. Except for capacity which is substituted during a year
for capacity which was expected to be available, in accordance
with Sections 2.4.2 or 2.4.3 or 2.4.4, the portion of such
units to which FPL and others have a contractual capacity
entitlement, shall not be included in the determination ot .
capacity grlcmg for the purposes of power sales made by
Southern Companies to FPL pursuant to any other power sales
under contracts between Southern Companies and FPL.

Issued by: William L. Marshall, Jr., Vice President Effective Date: December 6, 2000
Issued on: February 26,2001 Filed to comply with letter order in Docket No. ER01-602,
dated January 24,2001
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ARTICLE III

ENERGY AVATIABIIITY

3,1 Enerav: During each year specified in Section 2.2
(or portion thereof), FPL will "be entitled to schedule for
delivery to the interconnzction points identified in Section
4.1, energy in amounts up to a maximum of the capacity amount
to which FPL is entitled in the particular time period, as
determined in accordance with Article Ii, subject to the
principles and determinations set forth 1in Sections 3.2
through 3.10. All scheduling times specified herein are based
on established practices and procedures between the parties
hereto and are subject to change upon mutual agreement of the
parties hereto. _AlIl  times specified herein shall be
prevailing Central Time unless otherwise agreed.

3.2 Scheduling Ene : By 11:00 a.m. on the day prior
to commencement of energy aeliveries under this UPs Agreement,
and each day thereafter, Southern Companies will provide FPL
with an estimated hourly schedule of available energy for the
following day. For Saturday, Sunday and Monday of each week
such estimates, however, will be provided on the preceding
Friday. Each estimate provided to FPL will include, on a unit
by unit basis, projected availability, together with the
estimated applicable Base Energy Rates, Alternate Energy
Rates, Supplemental Energy Rates, and Discretionary Energy
Rates. By 1:3¢ p.m., oOn each day that FPL receives an
estimate of available energy, FPL will provide_ Southern
Companies with an estimated hourly schedule of capacity usage,
and Southern Companies will provide FPL, by 3:00 p.m,, an
estimate of energy rates associated with FPL's estimated
capacity usage. FPL nay not alter its hourly schedule of
capacity usage, for each unit, on less than four (4) hours
prior notice, unless otherwise mutually agreed upon by the
Operating Representatives (as defined in Section 8.1) of FPL
and Southern Companies. The Operating Representatives will
make a bona fide attempt to accommodate TFlexible energy
schedulin? (shorter than four (4) hours) and neither party
hereto will unreasonably restrict or demand energy schedulin
without sound operating reasons. In addition, FPL wil
schedule total hourly capacity usage in amounts which are

whole megawatts.

3.3 Unavailapility or Rating Chanse of Units: Except as

provided in Section 3.8, FPL shall not be entitled to energy
associated with any unit which has been made available under
Article II, or portion_of any such unit, at any_time when and
to the extent such unit, or portion thereof,” is unavailable

for service because of _scheduled maintenance, forced outage or
any other non-discretionary cause, or Is partially derated

Issued by: William L. Marshall, Jr., Vice President Effective Date: December 6, 2000
Issued on: February 26,2001 Filed to comply with letter order in Docket No. EROI-602,
dated January 24,2001
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from the Net Dependable Capacity of such unit 32tsrminsd 1iIn
accordance with Section 2.3.1. In the event such a unit is
derated but still capable of meeting the energy schedule of
all utilities purchasing unit power from such unit, the energy
will be scheduled from the unit provided that the deratln% is
less than seven 87% days duration and ten (ﬂj)gercent or less
of the Net Dependable Capacity of the unit. ITf a derating 1is
greater than ten (10) percent or a derating extends beyond
seven (7)) dags or the unit is incapable of meeting the energy
schedule, FPL shall have the right to schedule ener?y
associated with such unit, or to receive energy previously
scheduled, up to a maximum of the capacity amount determined
by the following tormula Ffor whatever period the derating may

continue:

MUPC = ypc X AOC
NDC

Where :

MUPC = Maximum Unit Power Capacity
entitlement of FPL from
such unit after a rating
change.

UPC = Unit Power Capacity
entitlement of FPL from
such unit determined in
accordance with Article
II.

Net Dependable Capacity of such
unit as determined iIn Section

2.3.1.

NDC

AOC = Actual Operating Capability
after a rating change as
determined by the _compan
responsible for operating suc
unit.

In the event the Actual Operating Capability of a unit is
greater than the Net Dependable Capacity, FPL will be entitled
to schedule the energy associated with the increased Actual
operating Capability in accordance with the above formula for
MUPC provided that the increased output is greater than ten
percent (10%) or the output increase extends beyond seven (7)
days. . FPL will not be entitled to the_ additional energy
associated with the Actual Operating Capability above the Net
Dependable Capacity if the output increase is less than seven
(7) days duration and ten percent (10%) or less of the Net

Dependable Capacity.

Effective Date: December 6,2000

Filed to comply with letter order in Docket No. ER01-602,
dated January 24, 2001
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3.4 Allocation of Enerav Schedules to Generation Units:
Schedulles for hourly capacity usage provzded by FPL subject %o
Sections 3.1 and 3.2 above will be deemed to be ragussts for
energy to be delivered from the generating units from which
FPL has a capacity entitlement, as determined under Article 11
and as modified by Section 3.3 for units unavailable or
aerated. FPL may, upon four (4) hours notice, in accordance
with Section 3.2, schedule energy from each generating unit
for each hour in any amount, subject to Section 3.6, up to
FPL's maximum capacity entitlement from that generating unit.
The energy so scheduled by FPL and delivered by Southern
Companies from_the scheduled unit, is hereinafter called "Unit
Energy." Unit Energy shall be supplied to all parties
urchasing unit power from a generating unit on a pro rata
asis based on the energy scheduled from that unit. Unit
Energy sup;lzllied to FPL shall be the lesser of (1) an amount
eqgual to the total net generation of that unit multiplied by
the ratio of the energy scheduled by FPL to the total energy
scheduled by all parties purchasing unit power from that unit,
or (ii) the energy scheduled by FPL. IT the Unit Energy so
supplied to FPL ¥s less than the energy scheduled from that
unit In accordance with this Section 3.4, the balance of the
energy scheduled shall be supplied as Alternate Energy
pursuant to Section 3.7.

. 3.5 Minimum Fnerav scheduling: Subject to the provi-
sions of Sections 3.3 and 3.4, FPL agrees to schedule energy
made available from the units designated in Article 11 1In
excess of a FTifty percent (60%) "output Factor” on an annual
basis for each calendar year through the year 2000. Output
Factor is defined as the amount of Unit Energy (includin
Alternate Energy sugplied in lieu of Unit Energy) an
Replacement Energy scheduled by FPL divided by the amount of
energy made available by Southern companies from the
generating units designated in Article 11, including
Alternate Energy made available to FPL. FPL may reduce the
fifty percent (50%) Output Factor for the calendar year 2001
and subsequent calendar years if it gives written notice to
Southern Companies at least one year in advance stating the
amount of the requested reduction. If FPL so elects to reduce
the Output Factor, Southern Companies obligation to use
reasonable efforts to make energy available on the basis of _a
ninety percent (90%) target capacity factor on an annual basis
(as referenced In Sections 3.8, 3.8.4, 3.9, and 4.2) will be
reduced by one percent (1%) for each percentage point of
reduction requested by FPL (s.a., Torty-five percent (45%)
Output Factor will result in an eighty-five percent (85%)
target capacity factor). Once Southern Companies have met the
target capaci factor for a calendar year, they shall be
under no obligation to supply Supplementa Energy,
Discretionary Energy or any Replacement Energy supplied in

Effective Date: December 6,2000
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lieu of Supplemental Energy during the remainder of that
calendar year.

3.6 Minimum oozration CaDacitv Obliuation: During all
periods when a unit made available to FPL under Article II is
operating at '"#inimum Operating Conditions,” FPL shall accept
delivery of the energy associated with the Minimum Operation
Capacity Obligation (*Moco") of FPL for such unit. For the
purpose of this UPS Agreement, Minimum Operating Conditions
shall mean the periods of (&) ramping to a unit"s minimum load
point required for stable operation of the unit as determined
from time to time by the entity responsible for operation of
the unit; (p) operation at the minimum load point required for
stable operation; or (c) operation at a point above the

minimum load point.

FPL shall be required to take energy from a unit when
such unit is at the Minimum Operating Conditions pursuant to
this Section 3,s(a) and (b) for any of the following reasons:

(1) Unit_ operation based on economic unit
commitment practices;

(an Unit operation to manage fuel stockpiles;

(i) Unit operation for freeze protection;

(iv) Unit operation for precipitator warm-up;
and

v) Unit operation for non-discretionary tests
(¢.2., environmental and performance
tests).

FPL shall be required to take energy from a unit when such
unit is at the Minimum Operating Conditions described in this
Section 3,8(c) for aq¥ of the reasons set forth in (iii?,
(iv) and (v) above. outhern Companies agree that they will
make best efforts to provide at least twenty-four (24) hour
notification to FPL of any planned non-discretionary unit
tests or changes in unit operations to manage fuel stockpiles.
When applicable, rpL's Minimum Operation Capacity Obligation
for each unit shall be determined by the following formula:

MOCO = upc X MC
NDC
Where :
MOCO = Minimum Operation Capacity

Obligation of FPL from such unit.

Effective Date: December 6,2000

Filed to comply with letter order in Docket No. ER01-602,
dated January 24,2001
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UPC = Unit Power Capacity entitlement of
FPL from such unit determined in
accordance with Article 11.

NDC = Net Dependable Capacity of such unit
as determined in Section 2.3.1.
MC = Loading required for Minimum

Oﬁc_arating_ Conditions as defined in
this Section 3.6.

Southern Companies further agree that they will promptly
notify FPL if at any time the Minimum Operating Conditions of
a given unit have changed and the reasons for such change.

3.7 option to Furnish Scheduled Eneruv_from Alternate
Resources: Energy requested by FPL, and deemed to be
scheduled from specific units, as determined iIn Section 3.4,
may be provided by Southern Companies from other resources
owned or operated by Southern Companies. Such _ energy,
delivered from resources other than those from which such
@ner%y was scheduled pursuant to Section 3.4, during periods
in which such specific units are available for operation, is
called "alternats Energy.v An¥ Alternate Energy delivered by
southern Companies in lieu of_ energy from a specific unit
shall be delivered to all parties purchasing unit power from
such unit on a pro rata basis to each party based on energy
scheduled from that unit.

Alternate Energy may be supplied by Southern Companies
from an assigned unit or from the units in economic dispatch
on the systems of Southern Companies at the time, at the sole
option of Southern Companies. However, it 1S agreed that
Alternate Energy will normally be supplied from units in
economic dispatch except when system operating conditions
indicate otherwise. Southern Companies will notify FPL of the
amount of Alternate Energy to be made available, the selected
ener%y sources, and the estimated energy rates at the times
set Torth in Section 3.2.

3.8 sSupplemental Enerav Scheduling: APC, GaPC and GuPC
agree to use reasonable efforts to malfe energy available to
FPL from each unit to which FPL has a capacity entitlement
pursuant to Article II on the basis of a ni_netg percent (90(@
target capacity factor on an annual basis Or such targe
capacity factor which may be in effect for the calendar year
2001 and subsequent calendar years as a result of " the
ogeration of the provisions of Section 3.5. It Is recognized
that such efforts to achieve such target may be frustrated by
forced outage of the units, needs for repair or maintenance of
the units, governmental restrictions or other non-discretion-

Issued by: William L. Marshall, Jr., Vice President Effective Date: December 6,2000
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ary reasons. The sole obligation of xpc, GaPC, GuPC and
Southern Companies for the Tailure to achieve such targec
capacity factor for each unit shall, where due to <the
aforesaid reasons, be as follows:

3.8.1 During periods in which a unit to which FPL has a
capacity entitlement under Article 1I is unavailable for
service, Southern Companies shall use their best efforts,
consistent with Prudent Utility Practices, to make available
supplemental energy from other coal-fired or comparably-priced
generating resources available to Southern Companies equal to
one hundred percent (100%) of rrL's entitlement in such unit
under Article 11.

3.8.2 During periods in which a unit to which FPL has a
capacity entitlement under Article Ir is partially derated,
Southern Companies shall use their best efforts, consistent
with Prudent Utility Practices, to make available
supplemental energy from other coal-fired or comparably-priced
generating resources available to Southern Companies equal to
one hundred percent (100%) ofF FpL's entitlement in such unit
under Article II less rpL's entitlement to schedule energy
from such derated unit pursuant to Section 3.3. Energy made
available to FPL pursuant to this Section 3.8.2 and Section
3.8.1 1is called "Supplemental Energy."

3.8.3 In the event the Supplemental Energ?/ provided for
in Sections 3.8.1 and 3.8.2 cannot be provided from coal-fired
or comparably-priced generating resources, Southern Companies
agree to use their best efforts, consistent with Prudent
Utility Practices, to make energy available from higher-priced
generating resources of Southern Companies in amounts equal to
the Supplemental EnergE\; provided for in such sections. such
energy made available by Southern Companies and scheduled for
delivery, at rpi's election, shall be deemed Supplemental
Energy.

3.8.4 Southern Companies will not be obligated to
provide FPL any additional Supplemental Energy Tfor the
remainder of any xear from and after the date on which
Southern Companies have made available to FPL for scheduling
under this UPS Agreement (except for energy made available
under Sections 3.8.3 and 3.9 but not taken by FPL and for
energy made available but not deliverable because of southern
Companies®™ inability to deliver due to transmission
contingencies of less than two (2) weeks duration pursuant to
Section 4.2) energy in the aggregate equal to the target
capacity factor percentage of rpi's total capacity entitlement
for such year, as determined iIn accordance with Article 11,
multiplied by the number of hours in such year. To the extent
any energy requested by FPL during the remainder of any such
year is not available from units to which FPL has a capacity

Effective Date: December 6, 2000
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entitlement, such energy and associated capacity shall be
furnished, if at all, under other rate schedules between the

parties hereto.

3.8.5 Supplemental Energy shall mean energy available on
the systems of Southern Companies, not needed at that time on
thelr own systems to meet their own systems®™ requirements
(including power used for pumping at pumped storage hydroelec-
tric projects) and other power sale commitments taking
precedence before delivery under this UPS Agreement. The only
power sale commitments taking precedence over the availability
of Supplemental Energy are: (1) any seasonal energy or
capacity exchange agreements now existing or entered into in
the future: il) any tirm power interchange sales to other
utilities or third parties now existin? or entered into in the
future: (iii) any other unit power sales with other utilities
or third parties now existing (including, but not limited to,
provisions for Unit Energy, Alternate Energy and Supplemental
Erlerg?/):_ (iv) any future unit _power sales with other utilities
(including provisions for Unit Energy and Alternate Energy%;
and (v) any short-term power being supplied under the
provisions of a now existing contract with Alabama Electric
Cooperative, Inc. After Supplemental Energy has been made
avarlable 1i1n accordance with the 1982 Agreement and a
contemporaneous unit power sales agreement with JEA executed
in 1982, it is understood that Supplemental Energy made
available for delivery by Southern Companies pursuant to this
UPs Agreement will "be  made available to FPL and other
contemporaneous parties on a pro rata basis based upon each
contemporaneous party"s capacity entitlements under its
respective contemporaneous unit power sales contracts in the
unit unavailable for service.

Supplemental Energy, if available, will be supplied from
the units in economic dispatch on the systems of Southern
companies at the time. Southern Companies will notify FPL of
the _amount of Supplemental Energy to be made available and the
estimated energy rates at the times set forth in Section 3.2.

3.9 Discretionarv Enerav Scheduling: [In addition to the
energy made available pursuant to Sections 3.8.1, 3.8.2 and
3.8.3, 1If requested by FPL, Southern Companies will make
available, after meeting all other obligations of Southern
Companies and any energy sales of opportunity, energy from
other coal-fired generating resources owned Or operated by
Southern Companies, up to ten percent (10%) in excess of FPL"s
total capacity entitlements. Ener%y made available to FPL
pursuant to this section is called "Discretionary Energ¥-" If
at FpL's election such Discretionary Energy is scheduled for
delivery, i1t will be considered as energy delivered in an

Effective Date: December 6, 2000
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effort to achieve the target capacity .factor provided for in
Section 3.8.

3.9.1 Discretionary Energy shall mean energy available
on the systems of Southern Companies, not needed at that time
to meet thelr own systems® requirements and needs, any power
sale commitments now existing or entered into in the future
and any other energy sales of opportunity under agreements
with FPL and other utilities (or third parties) now existing
or entered into in the future. Discretionary Energy under
this uPs Agreement shall have precedence over Discretionary
Energy provisions in future unit power sales agreements.

3.9.2 After Discretiona? Energy has been made available
in_accordance with the 1982 Agreement and a contemporaneous
unit power sales agreement with JEA executed 1In 1982,
Discretionary Ener%y made available for delivery by Southern
Companies will e made available to FPL and other
contemporaneous parties on a pro rata basis based upon each
such party"s capacity entitlements under its respective
contemporaneous unit power sales contract for the term of
this UPS_Agreement. Discretionary Energy, if available, will
be supplied from the units in economic dispatch on the systems
of Southern Companies at the time. _Southern Companies will
notify FPL of the amount of Discretionary Energy to be made
available and the estimated energy rates at the times set

forth in Section 3.2.

3.10 Fgglgggmﬁnz Elne rav__Scheduling: In addition to
Supplementa Energy, Alternate E_nergiy and Unit Energy,
Southern Companies shall make available replacement energy
called “replacamant Energy." _ Replacement Energy will be made
available %y Southern Companies to FPL from the lowest energy
cost generating resources that can be made available_ after
priorities under Section 3.10.1 are satisfied, to permit FPL
to substitute such energy for Alternate Energy, Supplemental
Energy and Unit Energy (but rot including energy associated
with Minimum Operation Capacity Obligation as defined in
Section 3.6). Southern Companies will Tfurnish information
with respect to generating capacity available on their
electric systems which might be made available to supply
Replacement Energy at the times as set forth iIn Section 3.2.
This information will include (i) the incremental Cost, as
set forth in Section 6.9, of the Replacement Energy that can
be made available; and (ii) the quantity and period of time
such energy is expected to be available. Southern Companies,
in the sole discretion of SCS, shall determine if capacity is
available on their systems for Replacement Energy.

3,101 Replacement Energy shall be supplied to
contemporaneous parties from generating units in economic
dispatch on the systems of Southern Companies after serving

Effective Date: December 6, 2000
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Southern Companies® own system requirements and the following
transactions which shall have priority: (i) any seasonal or
capacity exchange agreements now existing or entered into in
the future: (ir) any firm power interchange sales to other
utilities or third parties now existing or entered into in the
future; (iii) any unit power sales agreements for the sale of
capacity and energy from a specific unit or units (including
any Unit Energy or Alternate Energy furnished under provisions
similar to that specified in this UPS Agreement) now existing
or entered into in the future: (iv) any Long Term Power sales
with other utilities or third parties which were executed
rior to the date of this UPS Agreement: (v) any sales of
gupplemental Energy under the provisions of unit power sales
agreements (now existing or entered into in the future)
similar to the provisions of this UPS Agreement; (vi) any
Replacement Energy sales under the 1982 Agreement and a
contemporaneous unit power sales agreement with JEA executed
in 1982; and (viil) any short term capacity sales under the
existing interchange agreement between APC and Alabama

Electric Cooperative, Inc.

3,10,2 Each Replacement Energy transaction shall be
agreed upon by the parties hereto prior to commencement of

delivery of such energy. It is anticipated that, after
Southern Companies have supplied the information pursuant to
Section 3.10, the parties will establish a preliminary

schedule for energy deliveries hereunder for the next day.
Apﬁroxmately thirty (30) minutes before the transaction is
scheduled to commence, Southern Companies shall quote the
price in dollars per megawatt hour ($/1wH) Tor Replacement
Energy for the next hour and will provide similar quotes for
each subsequent hour during the period of the transaction. As
soon as practicable after the time of each price quote for the
next hour, FPL shall dztsrmine whether or not to take
Replacement Energy during that next hour. |If after the time
of the price quote for the next hour and prior to the time of
the price quote for the subsequent hour Southern Companies
datarmin2, In their sole judgment, that all or a portion of
the_then scheduled Reé)lacem_ent Energiy to FPL can no longer be
delivered, Southern Companies shall give as much notice as
possible of the need for FPL to change its schedule of
Replacement Energy to energy that may be available under other
provisions of this UPS Agreement at the next scheduling time
for the subsequent hour. The delivery of Replacement Energy
during the next hour may be continued at the option of FPL
subject to the pricing provisions of Section 6.9.

_ 3.10.3 Replacement Ener%/_ is not intended and shall not
be interpreted to change or modify the obligations, rights and

duties of the parties under other provisions of Article 111 of
tll"ﬁs UpPs Agregment except that Rgp(iacement Energy scheduled

Effective Date; December 6, 2000
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hereunder will be deemed to satisfy the provisions of Section 3.5.

3.11

Capacity: Southern Companies intend, under emergency conditions, to
operate certain of their generating units, including some of the
units identified in Exhibit A to this Agreement, to obtain Increased
Peak Capacity (“1pc”). In addition to the energy supplied to FPL
by Southern Companies pursuant to Sections 3.4, 3.7, 3.8, and 3.9
of this Agreement, FPL will be entitled to energy associated with
the IPC (»1pC Energy”) of ¥PL’s capacity entitlement under the terms
of this Agreement based on the following conditions:

3.11.1 southern Companies in their sole discretion will
determine €or the next calendar year, based upon unit testing of IPC
capability, the amount of IPC associated with the -capacity
identified in Exhibit A to the Agreement and the annual maximum
hours of operation for the IPC. rrL‘s annual energy entitlement of
1pc Energy is calculated by summing its pro rata shares of IPC
capability of the units identified in Exhibit A (based upon the
proportional amount of unit power capacity purchased out of the unit
by FPL) multiplied by the annual maximum hours of operation for IPC.
On or before November 1 of each year during the term hereof,
Southern Companies will inform FPL of its annual IPC Energy
entitlement for the following contract Year.

3.11.2 Southern Companies expect to obtain IPC for certain of
their generating units by operating the units at a higher output
than the Net Dependable Capacity of the units for up to a maximum
of 263 hours during a calendar year. It iIs anticipated that IPC for
the units specified in Exhibit A will be obtained by operating the
units with valves wide open at design throttle pressure with all
feedwater heaters in service. Southern Companies do not intent to
operate the units identified in Exhibit A on overpressure to obtain
IpC,

3.11.3 In the event Southern Companies determine that the IPC
associated with a unit is zero for the next calendar year, they
shall have no obligation to supply FPL and IPC Energy in any amount
during such year.

3.11.4 Southern Companies and FPL agree that IPC will not be
included as part of the Net Dependable Capacity for each unit or any
other component of the formula rate for the determination of the
monthly production capacity charge rate (ins/xkW-month) set forth
in Article 11 of the Unit Power Sale Manual and will not be included
in the calculation of the monthly capacity charges as provided in
Section 6.2 of this Agreement.

3.11.5 During periods when FPL desires to schedule IPC Energy,
FPL will supply Southern Companies with a requested schedule for
each hour of the period. FPL will be entitled to schedule IPC

Issued by: William L. Marshall, Jr., Vice President Effective Date: December 6. 2000
Issued on: February 26,2001 Filed to comply with letter order in Docket No. ER01-602,
dated January 24,2001
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Energy in an amount up to twenty-five (25) megawatts per hour
limited by its annual entitlement to IPC Energy (inmegawatt hours),
as determined in accordance with Section 3.11.1. Southern Companies
will, upon receipt of a requested schedule, determine the amount of
IPC Energy available for scheduling by FPL. After determining the
availability of IPC Energy, Southern Companies will promptly notify
FPL if the requested schedule can be accommodated. The IPC Energy L
will be scheduled to the extent that Replacement Energy is available /
under the priorities and conditions as specified under Section 3.10 ‘

4
[

hereof. Southern Companies will inform FPL of the amount of IPC ¢
Energy to be made available and th estimated energy rates at the
time of FrL's requested schedule. !1

3.11.6 IPC Energy may be supplied from generating units in
economic dispatch on the systems of Southern Companies.

3.11.7 Southern Companies will not be obligated to supply FPL
any additional IPC Energy for the remainder of any year from and
after the date on which Southern Companies have provided IPC Energy
equal to FPL"s annual energy entitlement to IPC, as determined in
accordance with Section 3.11,1. Further, any portion of FPL"s
annual energy entitlement to IPC that has not been scheduled and is
remaining at the end of each Contract Year will not be carried over
and made available for scheduling in the following year.

Issued by: William L. Marshall, Jr., Vice President Effective Date: December 6. 2000
Issued on: February 26, 2001 Filed to comply with letter order in Docket No. ER01-602,
dated January 24,2001
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ARTICLE 1V

ESTABLISHMENT OF DELIVERY POINTS
AND PROVISION FOR TRANSMISSION CONTINGENCIZS

4.1 Points of Delivery: Southern Companies shall
deliver the power and energy purchased by FPL hereunder to the
roints OF Delivery specified in Article 111 of the Interchange

Contract.

4.2 Transmission cenejinsencies: In the event energy
scheduled to be delivered hereunder cannot be delivered oOr
received because of contingencies of any nature affecting
transmission facilities of elther party hereto, there shall be
no reduction in capacity charges hereunder: provided, however,
where such inability to deliver energy hereunder continues for
more than twe (2) weeks because of a Tailure of Southern
companies o remedy problems within their systems, then
southern Companies shall waive capacity charges for periods
during which such deliveries continue to be affected in excess
of two (2) weeks.

During the period of a transmission contingency of less
than two (2) weeks in duration within Southern Companies'
systems, energy which could not be delivered to FPL shall not
constitute energy made available toward the target capacity
factor provided for in Section 3.8. Energy which cannot be
delivered due to such transmission contingencies will not be
considered as energy made available to FPL for determination
of the Output Factor provided for in Section 3.5. During the
period of a transmission contingency of more than two (2)
weeks in duration, the parties hereto acknowledge and agree
that certain ad]ustments in operating and accounting
procedures will be necessary and that such adjustments will be
made iIn an equitable manner consistent with principles set
forth in this UPS Agreement. Such adjustments will be
referred to the Operating Representatives for resolution.

To the extent the occurrence of a contingenc is
controllable, Southern Companies shall use their best efforts
consistent with Prudent Utility Practices to prevent the
occurrence of contingencies which would result in restricted
scheduled deliveries of power and energy hereunder and if not
prevented shall promptly exert best efforts consistent with
Prudent_Utility Practices to restore the affected facilities
to provide for deliveries as scheduled.

Effective Date; December 6,2000

Issued by: William L. Marshall, Jr., Vice President . . .
Issued on: February 26,2001 Filed to comply with letter order in Ea?&'ﬁe}aﬁﬁar%%lé%%zi
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4.3 Limitation of_ Transmission Facilities: Southern
companies and FPL recognize and acknowledge that transmission
facilities pursuant to this UPS Agreement and other
interconnections now existing or which nay be constructed in
the future between Southern Companies and other electric
utilities in Florida are ?overned by principles and guidelines
set forth in the Reliability Coordination Agreement effective
July 1, 1980 between Southern Companies and the Florida
Electric Power Coordinating Group ('rRci"). Southern Companies
and FPL agree that in order for the full benefit of this UPS
Agreement to accrue to the parties hereto while preserving the
reliability of their systems, such principles and guidelines
must be observed throughout the duration of existing power
purchase and sale agreements, this UPS Agreement, and any and
all power purchases and sales contemplated in the future.

Southern Companies and FPL hereby agree to observe
"Transfer Limit» between Southern Companies and Florida
(excluding GuPC). Transfer Limit has been defined by the
Executive Council of the RCA as the Tfirst contingency
transfer capability utilizing the criteria established by the
Executive Council. In_the "event the RCA or 1its successor
agreement expires or fails to define Transfer Limit, Transfer
Limit will be defined for this UPS Agreement by the criteria

set forth below:

4.3.1 Transfer Limit:_ The Southern-Florida (excluding
GUPC) Transfer Limit is defined as the total amount of power
that can be transferred from Southern Companies to Florida
(excluding GuPC) for periods up to several days with an
assurance of adequate system reliability, based on the most
limiting of the following:

(@ Wwith all transmission facilities in service, all
facility loadings are within normal ratings and all
voltages are within normal limits.

(b) The bulk power electrical system is capable of
absorbing the dynamic power swings without separa-
tion between Southern Companies and Florida
ﬁ$xcluding GuPC) and of remaining stable following
the 1loss of any single transmission circuit,
breaker, or transformer in Southern Companies'
systems including the Southern-Florida interconnec-
tion circuits, or following the loss of the largest
generating unit 1in Florida or 1in Southern

Companies® systems.

(e¢y After the dynamic power swings following a distur-
bance contemplated under (b), but before spzrator-
directed system adjustments are made, all transmis-

Issued by: William L. Marshall, Jr., Vice President Effective Date: December 6, 2000
Issued on: February 26,2001 Filed to comply with letter order in Docket No. ER01-602, .
dated January 24, 2001
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sien facility loadings are within emergency ratings
and all voltages are within emergency limits.

4.3.2 The parties hereto agree that, with the exception
of the period January 1, 1993 through May 31, 1993, the total
capacity and energy to be delivered to Florida (except GuPC)
under the 1982 Agreement, a contemporaneous unit power sales
agreement with SEA executed in 1982, this UPS Agreement
(including capacity and energy which may be taken under early
option provisions), contemporaneous unit power sales
contracts with other contemporaneous parties (including
capacity and energy which may be taken under early option
provisions), and an existing contract providing for Long Term
power sales to the City of Tallahassee can be accommodated
under the now-existing Transfer Limit and should such Transfer
Limit be reduced so as to limit Southern Companies' ability to
deliver energy as a result of actions by FPL or conditions on
the electric system of FPL, there will not be a reduction in
capacity charges under this UPS Agreement except in instances
caused by actions of Southern Companies or conditions on the
electric systems of Southern Companies and such reduction in
Transfer Limit continues for more than two (2) weeks. With
respect, however, to the period January 1, 1993 through May
31, 1993, FPL and Southern Companies recognize that the
Transfer Limit may be exceeded as a result of the exercise by
FPL and other contemporaneous parties of early option
provisions similar to the early option incorporated in
Section 2.2.1 of this UPS Agreement. In such event, the
capacity to be sold under the early options will be prorated
among FPL and other contemporaneous parties (based upon the
total wunit power capacity sales to FPL and other
contemporaneous parties on June 1, 1995) so as not to exceed
the Transfer Limit: provided, however, that with respect to
such early option capacity, FPL shall only pay for that amount
of capacity it is entitled to receive under the early option
after any proration.

4.3.3 IT either party hereto desires to schedule
transfers between Southern Companies and Florida (excluding
GuPC) in excess of the level of transactions under the 1982
Agreement, a Contemporaneous unit power sales agreement with
JEA executed in 1982, this UPS Agreement (including capacity
and energy which may be taken under early option provisions),
contemporaneous unit power sales contracts with other
contemporaneous parties (including capacity and energy which
may be taken under early option provisions), and an existing
contract providing for Long Term Power Sales to the City of
Tallahassee so as to exceed the then existing Transfer Limit,
then such party, in conjunction with any other third parties
in interest, shall install facilities on their system or take
any actions which are necessary to permit the desired transfer
in conformance with this Section 4.3.

Effective Date: December 6, 2000

Issued by: William L. Marshall, Jr., Vice President . . .
Issued on: February 26,2001 Filed to comply with letter order in Ea?glée}awgér%/%%-z%%zl’
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4.3.4 Schedules of power by Southern Companies to
Florida (except cupc) 1In excess ¢ the level of transactions
under the 1982 Agreement, a contemporaneous unit power sales
agreement with JEA executed in 1982, this UPS Agreement
(including capacity and energy which may be taken under early
option provisions), contemporaneous unit power sales contracts
with other contemporaneous parties (including capacity and
energy which may be taken under early option provisions), and
an existing contract providing t-r Long T=rm Power Sales to
the City of Tallahassee may create an undue burden on the
transmission system of rpr, even though such schedules are
within the Transfer Limit established under this Section 4.3,
To the extent Southern Companies propose to make any
additional sales of power, or delivery of ener%y for others,
in excess of such amounts to utilities in Florida for periods
of onse year or more, Southern Companies shall notify FPL of
such proposal and FPL agrees to notify Southern Companies,
within sixty (©60) days after receipt of notice of such
proposal whéther, in 'Its judgment, based on a good Taith
evaluation by FPL, a reasonable probability exists that such
sale Will result in the imposition of an undue burden on the
transmission system of FPL. In the event FPL fails to
identify any such burden within such time, the agreement for
such sale by Southern Companies shall not be prohibited by
this UPS Agreement. . To the_ extent FPL identifies any
potential burden on its transmission system resulting from
such sale, FPL agrees to meet with Southern Companies and the
party or parties to whom such sale is to be made to discuss in
good faith what facilities or o%eratlng procedures are
necessary to avoid such burden. In the event no agreement can
be reached as to methods of avoiding such burdens, Southern
Companies shall not enter into such sales.

In the event Southern Companies schedule transfers to
Florida (except GuPC) in excess of the level of transactions
identified above under schedules involving sales, or delivery
of energy for others, of less than one year duration, then, to
the extent such scheduled transfers together with other sales
do not exceed the Transfer Limit established under Section 4.3
above, such schedule of power shall not be prohibited by this
UPS Agreement unless FPL notifies Southern Companies that, in
its reasonable judgment made in good faith, a burden on its
transmission system has been created by such schedule.
Southern Companies shall upon receipt of such notice reduce
its schedule of such transfers to an acceptable level.

Effective Date: December 6,2000

Issued by: William L. Marshall, Jr., Vice President Filed t v with letter order in Docket No. ER01-602
) iled to comply with letter order in Docket No. -602,
Issued on: February 26, 2001 dated January 24,2001
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ARTICLE V
PROCEDURE FOR CAPACITY AND ENERGY RATES

5.1 Unit Power Sale Periodic Rate computation Procedure:
FPL _and Southern Companies recognize that the cost of
ﬁrowdlng the unit power and electric services contemplated
erein_may cnange during the term of this UPS Agreement.
Thus, in order €or Southern Companies to be compensated fairly
and_adequately, it will be necessary to revise or update, on a
periodic basis, the cost, expense, and investment figures
utilized in the derivation of the capacity charges and certain
components of the energy charges provided for in this ups
Agreement.

In order to Tfacilitate revisions or updates of the
charges calculated under the basic procedure and methodology
outlined in this UPS Agreement, Southern companies have
adopted a Unit Power Sale Periodic Rate Computation Procedure
Manual ('Unit Power Sale Manual'") which is attached hereto as
Exhibit C to this UPS Agreement and incorporated herein by
reference. The Unit Power Sale Manual describes in detail the
methodology and procedure to be utilized iIn the periodic
calculation of charges provided for in this UPS Agreement.

The Unit Power Sale Manual, together with this UPS
Agreement shall serve as a formulary rate allowing periodic
revisions of the charges to reflect changes in costs of
providing the services contemplated by this UPS Agreement.
The capacity charges and certain components of the ener?y
charges calculated in accordance with the Unit Power Sale
Manual will be shown on the Unit Power Sale Informational
Schedule further described in Section 5.2 herein.

5.2 Unit Power Sale Informational Schedule: The Unit
Power Sale Informational Schedule for Southern Companies
showing estimated charges for the unit power sales con-
templated by this UPS Agreement is attached hereto as Exhibit

or example purposes only and will be replaced with an
updated Unit Power Sale Infornational Schedule showing the
initial charges for the unit power sales on or before November
1 of the year preceding the first calendar year in which the
unit power sales occur. The Unit Power Sale Informational
Schedule will be revised for each calendar year during the
continuation of unit power sales hereunder. Revisions of
charges contained in the Unit Power Sale Informational
Schedule shall follow the methodology and procedure set forth
in this UPS Agreement and the Unit Power Sale Manual. A
revised Unit Power Sale Informational Schedule shall be
submitted by Southern Companies to FPL on or before November 1
of each year for application on January 1 of the following
year. This time period will allow FPL and Southern Companies

Effective Date: December 6, 2000

Filed to comply with letter order in Docket No. ERC1-602,
dated January 24,2001
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to verify that the charges contained in the revised Unit Power
Sale Informational Schedule have been computed in accordance
with this UPS Agreement and the methodology and procedure set
forth_in the Unit Power Sale Manual. Since the charges
contained in the vrevised Unit Power Sale Informational
Schedule will be computed iIn accordance with formulary rate
method and procedures described in this UPS Agreement and the
Unit Power Sale Manual, it is the intent of Soucnern companies
and FPL that such revisions will not be changes in rates which
would require a filingI and suspension under_the Federal Power
Act and the applicable rules and regulations of FERC. A
revised Unit Power Sale Informational Schedule will be filed
with FERC, or 1its successor iIn interest, for informational
purposes to show the application of -the formulary rate method
and procedure and the resulting charges provided for in this
UPS Agreement and the Unit Power Sale Manual.

5.3 Unilateral Revision of capacitv and Ensrev Rates
and/or Uni€ Powsr Sale PeriodiCc_Rate cComoutaticn Procedure
anual: In addition to the right to change the charges as
escribed iIn Sections 5.1 and 5.2 above, Southern Companies
shall have the ri?ht to amend the formulary capacity and
energy rates established in this UPS Agreement, Unit Power
Sale Manual, and Unit Power Sale Informational Schedule. This
right shall be limited to the following changes in the
formulary capacity and energy_rates: = (i) changes In provision
for percentage return on equity cainltal; and (ii) changes in
provisions establlshln? capacity losses and energy losses.
Southern_companiss shall have the right to unilaterally make
aﬁpllcatlon to FERC for a change in rates under Section 205 of
the Federal Power Act and pursuant to rerc's rules and
regulations promulgated thereunder with respect to the
SEecific matters identified above. In all such events, FPL
shall be free to support or contest such amendment or raise
any objection it may have to such amendment before FERC. As
to the two above-identified subjects over which Southern
Companies retain the right to unilateral filing under Section
205, FPL shall have the right to seek changes under Section
206 under a Jjust and reasonable and non-discriminatory
standard, as oplposed to a public interest standard. Southern
Companies shall further have the right to file unilateral
changes in the capacity and energy rates to the extent, at any
time, any additional Tegitimate cost not now in existence, is
incurred with respect to charges for capacity and energy
(including government impositions), which such cost is not
recouped under the capacit)éI and energy rates set forth herein.
FPL will support any such change and cooperate and assist
Southern Companies 1In securing approval by FERC of such
additional charges to the extent the additional charge can

reasonably be defended FPL F has e right to, oppose
any sucR %ost or part thereot) wh E)Ic-h ?t, t{'n goo%h fa‘ith,pgoes

Issued by: William L. Marshall, Jr., Vice President Effective Date: December 6, 2000
Issued on: February 26, 2001 Filed to comply with letter order in Docket No. ER01-602,
dated January 24,2001
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not consider to be an additional or legitimate cost not now in
existence.

5.4 Unilateral Chanses Resultins from Requlatory Action: In
addition to the rights set forth iIn Section 2.2.6, Southern

Companies shall further have the right to file one or more
unilateral changes in the capacity and energy rates under this UPS
Agreement if the rates provided €or in this uUPS Agreement are
disapproved or modified by FERC, or its successor. FPL agrees to
support any such change and cooperate and assist Southern Companies
in securing approval by FERC of such change to the extent the change
by Southern Companies would not result in the imposition of higher
estimated charges to FPL than those which would have been produced
under this UPS Agreement prior to the action taken by FERC;
provided, however, that rpPL’'s support is contingent upon its
determination that it can reasonably defend such change otherwise.
IT FPL determines that it cannot, in good faith, support such change
nothing herein will prevent it from opposing the change before FERC.

5.5 Establishment of Initial Return on Common Egquitv and

Provisions €or Chanse in Return on Common Eauitv: The initial return
on common equity to be included in the formula rates to establish
production and transmission capacity costs for unit power purchased
and sold from the Miller Plant and Unit 3 of the Scherer Plant shall
be determined as follows:

(i) 1Ff, prior to or after the commencement of sales
under this Agreement, the current return on common
equity component (13.75%) iIn the Agreement 1is left
unchanged as a result of a final order of the court of
appeals in Case No. 81-1595 or the ultimate resolution
of the investigation in Docket No. EL91-29-000
(including any order on rehearing and judicial review),
the initial return on common equity to be observed
beginning June 1, 1993 will be 13.751, with no refund
obligation;

(ii) 1F, prior to the commencement of sales under this
Agreement, the current return on common equity component
in the Agreement is changed by order of the FERC in
Docket No. EL91-29-000, the initial return on common
equity to be observed beginning June 1, 1993 will be the
return established by the FERC in that order; and

(iii) 1f, at the time of commencement of sales under
this Agreement the FERC has not issued its order in
Docket No. EL91-29-000, the initial return on common
equity component to be observed beginning June 1, 1993
will be 13.75%, subject to refund (with interest) from
the commencement of service, pending the establishment
of a return by the FERC.

Issued by: William L. Marshall, Jr., Vice President Effective Date: December 6. 2000
Issued on: February 26,2001 Filed to comply with letter order in Docket No. ER01-602,
dated January 24,2001
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any reduction in the return on common equity ordered by the FERC
will be made subject to the ultimate resolution of the investigation
(includingany order on rehearing or judicial order). In any event,
during the three (3) month period following the issuance of a
decision of the Court of Appeals in Case No. 91-1595 invalidating
the investigation or an order of the FERC in Docket No. EL91-28-000,
representatives of Southern Companies and FPL shall meet to discuss
whether such return on equity remains appropriate for use. If the
parties hereto agree upon a new return on common equity to be
incorporated in this UPS Agreement, Southern Companies will make an
appropriate filing with the FERC within Ffifteen (15) days of such
agreement. In the event the parties hereto are unable to agree upon
an appropriate return on common equity within the three (3) month
period, southern Companies will Tile, with fifteen (15) days
subsequent to the expiration of the three (3) month period, a return
on common equity to be Incorporated into this UPS Agreement and Unit
Power Sale Manual together with a request that the FERC establish
an appropriate return on common equity to be observed by the parties
hereto under the just and reasonable and non-discriminatory
standard. With respect to any return on common equity reflected in
a Filing by Southern Companies following the three (3) month period,
charges attributable to such return on common equity shall be
subject to refund from the filing date ot any pleading. The return
on common equity established by the FERC in the event of failure to
agree upon such return shall be subject to subsequent change by
unilateral filing of Southern Companies under Section 205 of the
Federal Power Act and regulations thereunder or by order of the FERC
under Section 206 of the Federal Power Act upon complaint by FPL.
As to any such subsequent changes, in the event that the FERC sets
the return on common equity for hearing under Section 206, (i) the
FERC"s determination of the return on equity shall be rendered under
the just and reasonable and non-discriminatory standard rather than
under the public interest standard; and (ii) only in the event of
a proceeding initiated by complaint of FPL, charges attributable to
the return on common equity shall be subject to refund from the
filing dated of any pleading requesting such proceeding.

Issued by: William L. Marshall, Jr., Vice President Effective Date: December 6.2000
Issued on: February 26, 2001 Filed to comply with letter order in Docket No. ER01-602,
dated January 24,2001
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ARTICLE VI
CHARGES FOR SERVICE

6.1 Rates: FPL shall pay each month for the capacity and
energy furnished hereunder and transmission losses associated
therewith on the following bases:

6.2 Capacity Rates: With respect to each unit from which
capacity is made available to FPL pursuant to Article 11, the
capacity charge shall be the sum of the dollar per kilowatt-month
charge produced by the applicable formulary rate set forth in
Article 11 of the Unit Power Sale Manual for each unit plus the
dol lar per kilowatt-month charge produced by the formulary rate set
forth in Article 111 thereof for associated transmission capacity.
The dollar per kilowatt-month charge for each unit produced by the
formulary rate shall be multiplied by the number of Kkilowatts of
capacity from such unit made available to FPL pursuant to Article
11 hereof each month and the sum of the charges for all units during
each month shall be paid by FPL in accordance with Section 7.1
hereof (Billing and Payment). In the event the Net Dependable
Capacity of any unit from which capacity sales are to be made to FPC
is determined to be zero for any year, FPL shall be responsible for
the dollar per kilowatt month charge for such unit produced by the
formulary rate assuming such Net Dependable Capacity equaled the
Expected Capacity and multiplying such charge by the capacity to
which FPL would have been entitled in such circumstance. FPL shall
not be responsible for capacity charges for any such unit to the
extent the Net Dependable Capacity for such unit is zero for any
year due to causes within the reasonable control of the Company
responsible for operating the unit, as governed by Prudent Utility
Practices. Southern Companies shall true-up the capacity charge,
on a periodic basis (not less freqguently than annually), to reflect
actual costs. Such true up will be performed in accordance with
Article IX of the Unit Power Sale Manual .

6.3 Base Enersv Rates: For Unit Energy supplied to FPL during
each month from the units specified in Exhibit A pursuant to Section
3.4, FPL shall pay an amount per #wh (hereinaftercalled Base Energy
Rate) delivered from each unit equal to the sum of the following
items (expressed in $/Mwh) -

(a) Fuel Cost for each unit, which is defined in Article IV
of the Unit Power Sale Manual, together with the
procedure for determining this component of the energy
charge.

(b) The variable operation and maintenance expenses for the
unit. The procedure for determining the component of
the energy charge is described in Article V of the Unit
Power Sale Manual.

(¢) The in-plant fuel handling expenses for the unit. The
procedure for determining this component of the energy

Issued by: William L. Marshall, Jr., Vice President Effective Date: December 6,2000
Issued on: February 26, 2001 Filed to comply with letter order in Docket No. ER01-602,
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charge is described in Article V of the Unit Power Sale

Manual .

(d) Compensation for transmission losses, based on the
average transmission loss percentage (%L.). The
procedure for determining “sL.,” s set forth in Article
viI of the Unit Power Sale Manual. Using (a), (b) and
{c) above,

(d) = [(a) + (b) + (c}] (5L, + 100)
1- (%L, + 100)

6.4 Alternate Energy Rates: For energy supplied to FPL at any
time from alternate sources owned or operated by Southern Companies,
in accordance with Section 3.7, FPL shall pay an amount per MWH
delivered which is the least of (i) the Base Energy Rate as
determined in Section 6.3 for the unit €or which Alternate Energy
is provided; (ii) the Normalized Energy Rate as determined 1In
Section 6.6 for the unit for which Alternate Energy is provided; or
(iii) one-half (0.5) the sum of the Base Energy Rate for such unit
and the cost of such Alternate Energy determined by the following

principles:

For Alternate Energy whether supplied from an assigned unit of
Southern Companies, or from the units in economic dispatch on the
systems of Southern Companies, the cost of such energy (s/MwH) shall
be the iIncremental expense of the assigned unit of the units in
economic dispatch, such energy shall be considered as having been
delivered at the incremental cost of Southern Companies after
serving their own systems® requirements (includingenergy used for
pumping at pumped storage hydroelectric projects) and other power
sale commitments taking precedence before delivery of such energy.
The only power sale commitments taking precedence before delivery
of such Alternate Energy are: (i) any seasonal energy or capacity
exchange 1_greements now existing or entered into in the future; and

(ii) any firm power interchange sales to other utilities or third
parties now existing or entered into in the future. The expense
from assigned units or units in economic dispatch shall include only
the incremental cost of fuel, variable operation and maintenance
expenses, emission allowance replacement costs, change in system
transmission losses, and other such energy related costs which would
otherwise not have been incurred.

6.5 Supplemental Enerqv Rates: For energy supplied to FPL at
any time pursuant to Section 3.8, FPL shall pay an amount per MWH
delivered which is the greater of (i) the Base Energy Rate for the
unit for which Supplemental Energy is provided, as determined in
Section 6.3; provided, however, such Base Energy Rate shall be
limited to a value no greater than the Normalized Energy Rate as
determined in Section 6.6 for such unit; or (ii) the incremental
cost of the units in economic dispatch incurred by Southern
Companies after serving their own systems! requirements (including

Issued by: William L. Marshall, Jr., Vice President Effective Date: December 6. 2000
Issued on: February 26, 2001 Filed to comply with letter order in Docket No. EROI-602,
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energy used for pumping at pumped storage hydroelectric projects)
and other power sale commitments taking precedence before delivery
of such Supplemental Energy as defined in Section 3.8.5. The
expense from assigned units or units in economic dispatch shall
include only the incremental cost of fuel, variable operation and
maintenance expenses, emission allowance replacement costs, change
in system transmission losses, and other such energy related costs

which would otherwise not have been incurred.

6.6 Normalized Enerav Rates: The Normalized Energy Rate each

month for each unit specified in Exhibit A shall be equal to the sum
of the following item (expressed in $/MWh):

{a) Normalized Fuel cost for the unit, which is defined in
Article rv of the Unit Power Sale Manual.

(b) The variable operation and maintenance expenses for the
unit as described in Article v of the Unit Power Sale
Manual .

(c) The in-plant fuel handling expenses for the unit as
described in Article V of the Unit Power Sale Manual.

{(d) Compensation €or transmission losses, based on average
transmission loss percentage (sL,) set forth in Article
vii of the Unit Power Sale Manual. Using (@), (b), and
(c) above,

(d) = [(a) + (b) + (&)} (3L, + 100)
1-(3L, + 100)

6.7 Station Service charges: For station service energy
required each month for a unit specified in Exhibit A during the
hours in which the net electrical output of such unit is equal to
or less than zero, FPL shall pay an amount per MWH, for a pro rata
share of such station service energy based on the ratio of FPL"s
capacity entitlement in such unit pursuant to Article 11 to the Net
Dependable Capacity of such unit, equal to the Base Energy Rate of
such unit as determined in Section 6.3; provided, however, such Base
Energy Rate shall be limited to a value no greater than the
Normalized Energy Rate as determined in Section 6.6 for such unit.

6.8 Discrstionary Enersv Rates: For energy supplied to FPL
at any time pursuant to Section 3.9, FPL shall pay an amount per MWH
determined which is the greater of (a) Weighted Average Ener?){ Rate

for rrL' s pro rata share of all units as determined by the following
formula:
WAER = UPC, x ER, +. ..t UPC, x ER,
UPC, + UPC, t+ ... UPC, upc, + UPC, + ... t UPC,
Issued by: William L. Marshall, Jr., Vice President Effective Date: December 6. 2000
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Where :
WAER = Weilghted Average Energy Rate for FPL's
pro rate share of all units.
N = Total number of units to which FPL has
capacity entitlement.
Uec, = Unit Power Capacity entitlement of FPL

from such unit determined in accordance
with Article 11.

ERy = Unit"s respective Energy Rate which is
lesser of (1) the Base Energy Rate of
such unit as determined in accordance
with Section 6.3; or (2) the Normalized
Energy Rate o such unit as determined
in accordance with Section 6.6.

or (b) the incremental cost of the units in economic dispatch
incurred by Southern Companies after serving their own systems”
requirements and needs, and any other energy sales taking precedence
before delivery of such Discretionary Energy as defined in Section
3.9.1. The expense from assigned units or units in economic
dispatch shall include only the incremental cost of fuel, variable
operation and maintenance expenses, emission allowance replacement
costs, change in system transmission losses, and other such energy
related costs which would otherwise not have been incurred.

6.9 Replacement en=rgv Rates: For Replacement Energy supplied
to FPL pursuant to Section 3.10, FPL shall pay an amount per MWH
equal to the hourly quoted rate agreed upon by the parties hereto
prior to commencement of delivery of such energy for the next hour.
The incremental cost quoted by Southern Companies for each hour
(determined in accordance with the priorities established in Section
3.10.1) shall be based on the estimated incremental cost of fuel;
estimated iIncremental maintenance cost; estimated iIncremental
emission allowance replacement cost; estimated incremental change
in system transmission losses attributable to the transaction; and
other costs, directly attributable to the transaction. If FPL
elects to continue receipt of Replacement Energy during the next
hour after being notified that Southern Companies, in their sole
Judgment, can no longer make available Replacement Energy at the
quoted price, the price of such energy shall be the greater of the
quoted price for such Replacement Energy or the Weighted Average
Energy Rate for FPL"s pro rata share of all units (WAER) as
determined in Section 6.8.

6.10 IPC Energy Rate: The rate (s/Mwn) Tor IPC Energy
supplied to FPL pursuant to Section 3.11 will be determined In
accordance with the method and procedure established for Replacement
Energy under Section 6.9 hereof.

Issued by: William L. Marshall, Jr., Vice President Effective Date: December 6. 2000
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ARTICLE vII
BILLING AND PAYMENTS

7.1 ills Capacitv
Charues: Capacity charges iIn the amounts dzterminsd 1IN
accordance with Article VI for each month shall be stated in
an invoice presented by Southern Companies to FPL on or before
December 1 of each year stating the amount due each month
during the ensuing year. To the extent the monthly capacity
charges specified in any such invoice change as a result of
causes specified in this UPS Agreement, an amended invoice
shall be presented to FPL by Southern Comganies as soon as
practicable after such change occurs. n or before the
fifteenth day of each month of the ensuing year, FPL shall
make payment to Southern Companies in accordance with the
invoice or amended invoice in immediately available funds
through wiring of funds or other mutually agreeable methods of
payment. Payments of capacity charfg_es not made when due shall
accrue interest, at one hundred five percent (105%) of the
prime rate quoted on the date due by Manufacturers Hanover
Trust Company in New York, New York, from the due date to the
date of payment (a day shall equal 1/30 of a month). Any
adjustment due to be made as a result of the procedure set
forth in Section C2.2.18 or Article IX of the Unit Power Sale
Manual shall o< added to Or subtracted from the invoice due to
be paid in the month next following the date on which FPL 1is
notified by Southern Companies (by mail and telecopy on the
same day) of such adjustment. Such payment shall also include
any amounts theretofore invoiced by Southern Companies and not
paild_by FPL associated with the administration of the true-up
provision as specified in Article IX of the Unit Power Sale
Manual. Payments of capacity and transmission charges which
are in excess (or deficient) of amounts which would have been
due based upon actual trued-up costs shall be credited (Or

Effective Date: December 6, 2000
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debited) to FPL together with interest thereon from the date
payment was due on the budgeted amount to the date payment is
made Tfor credit (or debit) resulting from the true-up.
Interest on the excess or deficient amount shall be accrued at
one hundred percent (100%) of the prime rate quoted by
Manufacturers Hanover Trust Company in »ew York, New York, on
the date payment of the budgeted amount was due. Said prime
rate shall be applicable until the next succeeding payment
date, at which time interest shall accrue at one hundred
percent (100%) of the prime rate quoted by Manufacturers
Hanover Trust Company on the date such next succeeding payment
was due. This interest accrual procedure shall be repeated
monthly until such time as the excess (or deficient) amounts

are credited (or debited) to FPL.

7.2 Presentation and Pavment of Sills for gnsrav and
Other charges: As promptly as practicable after the Tirst of
each month during the term hereof, an invoice shall be sent by
southern companies by mail and by telecopy on the same date
stating the charges determined in accordance with Article VI
for energy sold and delivered to FPL hereunder during the
preceding month together with any other charges then due by
FPL to Southern Companies pursuant to the terms of this UPS
Agreement. All such invoices shall be due and payable within
ten (@0) days from the date of mailing (as determined by
postmark) by Southern Companies, or by the twentieth (20th)
day of the month, whichever is later. FPL shall make payment
to Southern Companies in accordance with such invoices on or
before the date due in iImmediately available funds through
wiring of funds or other mutuall agreeable methods “of
payment. Bills not paid when due shall accrue interest, at
one hundred five percent (105%) of the prime rate quoted on
the due date by Manufacturers Hanover Trust Company in New
York, New York, from the due date to the date of payment (a
day shall equal 1/30 of a month). With each monthly invoice,
Southern Companies will provide FPL a monthly statement to
show the energy transactions and the basis for the settlement
pertaining thereto, including the fuel cost components of
energy charges. To expedite submission of invoices, the most
recently available cost data will be used for the initial
invoice. An adjusted invoice, if required to reflect the
actual charges due Tfor energy, shall be included in the
monthl invoice iImmediately following the initial invoice,
together with accrued interest on overpayments (or
un erpayment?) at one hundred percent (100%) of the prime rate
as provided for in Section 7.1.

7.3 Disputed Invoice: In case any portion of an invoice
submitted pursuant to Sections 7.1 and 7.2 is in bona fide
dispute, the undisputed amount shall be payable when due; and
the remainder shall be paid promptly, upon determination of
the correct amount, iIn accordance with Sections 7.1 and 7.2

Effective Date: December 6, 2000
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including interest at one hundred percent (100%)of the prine
rate as provided for in Secticn 7.1. Upon request by fpL,
Southern Companies shall provide copies of supporting
documentation and records necessary to verify invoices whether
disputed or undisputed.

7.4 Audit Riahts and Finalitv of Bills: FPL shall, upon
written notice, have the right to audit any and all books and
records of Southern Companies which relate to and are
necessary for verification of charges and costs included in
invoices or amended 1invoices rendered under this UPS
Agreement. Such audit rights shall extend for a period of
three (3) calendar years prior to the calendar year in which
FPL gives written notice to Southern Companies of its
intention to perform an audit or have an audit performed. All
charges and costs billed or_invoiced to FPL during a subject
calendar year shall become final and not subject to adjustment
after the expiration of three (3) calendar years after the end
of the subject calendar year if FPL has " not given written
notice to southern companies of audit Findings and any request
for adjustments to Dbills or invoices rendered by Southern
companies during the subject calendar year (=.g,, 1995
calendar year charges and cost billed or invoiced will be
final If a notice and request for adjustment is not received
by Southern companizs by December 31, 1998). Audits shall, at
the option of FPL and at FPL's sole expense, be performed by
FPL, or a nationally recognized accounting firm experienced In
utili acﬁ)untinl%_ﬁr ctices.._ on r(i uest, . _Southern
companies will be entitled to review the complete audit report
and any supporting material.

After Southern Companies have been advised by written
communication of the audit findings, the perating
Representatives will be responsible for arranging meetings
between representatives of the parties hereto to discuss and
resolve all audit findings in an expeditious manner. It is
contemplated that any adjustments to invoices or bills as a
result of the audit will be resolved within a six (6) month
period from the date of receipt of written communication from
FPL of the audit Findings and request for billing adjustment.
IT the parties hereto are unable to resolve audit findings
within such six (©) month period, interest on any adjustments
made as the result of such audit after the close of such
period _shall accrue at one hundred and five percent (105%) of
the prime rate quoted by Manufacturers Hanover Trust Company
from the date of the receipt of written communication from
FPL, instead of the one hundred percent (100%) prime interest
rate provided for in Section 7.1.

~In the case of internal audits or other audits psrformed
by or for Southern Companies, any adjustments to correct
previous invoices or bills rendered under this UPS Agreement

Effective Date: December 6, 2000
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shall only be permitted for a period of three (3) calendar
ears prior to the date FPL is rendered an adjusted invoice or
ill. Upon request, FPL will be entitled to review the
complete audit report and any supporting materials.

ARTICLE VIII
OPERATING COMMITTEE;

8.1 Establishment of opsrating Committee: FPL and scs,
acting as agent for Southern Companies, shall each appoint one
representative (“"Operating Representativet) to act for 1t iIn
matters pertaining to detailed operating arrangements for
delivery of power hereunder, and FPL and scs may_each appoint
an alternate to act for It in the absence of its Opepgtlng
Representative. The two Operating Representatives, or their
alternates so appointed, shall comprise and be referred to as
the Unit Power Sales Operating Committee. Evidence of such
appointment shall be given by written notice to each of the
parties, and such appointments may be changed at any time by
similar notice.

8.2 Rasponsibilitias of the Unit Power Sales operatin

Committee: POW ee, In
addition to matters specifically referred to elsewhere in this

UPS Agreement, shall be responsible for the following:

(a) Establishment of procedures for communications
with respect to energy availability and
scheduling under Article 111.

(b) Establishment of arrangements for metering,
telemetering, computer data link,
telecommunications, data acquisition, etc.,
associated with the delivery and receipt of
power and energ% hereunder to the extent not
provided for by the Operating Committee
established under the Interchange Contract.

(c) Communications with respect to the construction
and schedule for commercial operation of the
units specified in Section 2.1.

(d) Establishment of control and_operating
procedures to the extent not provided for by
the Operating Committee under the Interchange

Contract.

(e) Establishment of methods and procedures for
accounting and billing hereunder.

Issued by: William L. Marshall, Jr., Vice President Filed ¢ Wwith | ttEffe(Ejtive_ Dgte:kDf(ﬁemkffégi 26%020
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(£) communications with respect to determination of
capacity available from each unit under Section
2.3 including adjustments to Net Dependable
Capacity as may be necessary to reflect changed
conditions or anticipated conditions.

(g) Development of forecasts by month of energy
availability, demand and pricing, including
capacity costs for use in planning by the
parties.

(hy <communications with respect to the maintenance
of the units specified in Section 2.1 including
the review and coordination of annual main-
tenance schedules for the upcoming five (5)
year period.

(iy Communications with respect to Minimum
Operating Conditions when it becomes necessary
to manage fuel stockpiles under Section 3.6.

(3) Such other duties as may be conferred upon it
by mutual agreement of FPL and Southern
Companies.

Both FPL and Southern Companies_shall cooperate in providing
to the Unit Power Sales Operating committze all information
required in the performance of its duties. If the Unit Power
Sales Operating committez @S unable to agree on any matter
falling under i1ts jurisdiction, such matter shall be referred
by the Operating Representatives to their principals for
decision. Failure of the principals to agree on any matter
referred to them shall not constitute a basis for cancellation
of this ups Agreement. All decisions and aglreements made by
the Unit Power Sales Operating committzz shall be evidenced in
writing.

8.3 Unit Power Sales Queratins Committee Meetinss: The
Unit Power Sales Operating Committee shall hold an annual
meeting at a time and place agreed qun by its members and
review the duties set forth herein. When requested by either
FPL or Southern Companies, the Unit Power Sales Operating
Committee shall also meet at the earliest opportunity for
consideration of matters under its jurisdiction.

Effective Date: December 6, 2000
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ARTICLE 1IX

AGENCY OF SOUTHERN COMPANY SERVICES. iyc. FOR
SOUTHERN COMPANIES

9.1 Role of s¢s: scs joins in the execution of this
UPS Agreement for the sole purpose of serving and acting as
agent for Southern Companies jointly and severally. Southern
Companies may desi%nate a new agent from time to time under
this UPS Agreement by giving FPL ten (10) days" written notice
in which event the authority of SCS, as agent, shall cease and
the newly designated agent shall be substituted for the sole
purpose of serving and acting as agent for Southern Companies

jJjointly and severally.

9.2 Pavments to Agent: FPL shall be entitled to make
all payments due to made in accordance with this UPS
Agreement to SCS, or such other agent of Southern Companies as

desi?nated under Section 9.1, and the making of such payments
shall discharge FpL's obligation hereunder notwithstanding the

fact that such payments shall be due to be paid to one or more
of Southern Companies.

ARTICLE X
MIscerLaMzous PROVISIONS

10.1 Interrelationshin wWith Interchanse Contract: It is
recognized by the parties hereto that the TInterchange Contract
as of the date hereof governs the interconnected operations of
the parties hereto necessary for conduct of the transactions
contenmplated hereunder. To the extent _not inconsistent
herewith, such Interchange Contract, including any amendments
thereto, shall govern the operations of the parties hereunder.
In the event such Interchange Contract is tarminatsd OF
cancelled during the term of this UPS Agreement, the
provisions of such Interchange Contract which are essential
for the continuation of transactions hereunder shall survive
the termination or cancellation of such Interchange Contract.

10.2 Provisions of Interchanae Contract soscifically

%p%%EQQLaLaQ_DM_BQIerere: The parties hereto agree that_the
ollowing provisions of the Interchange Contract are specifi-
cally incorporated herein by reference as though fully set
forth herein:

(&) Section 5.4 Xjlovar Supply,

(d) Section 5.5 Determination of Amounts
of Power sSupplied,

Effective Date: December 6, 2000
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[ransfer of Power _and Eneruv

(c) Section 5.6 ]
Throush Other Svstems.

(d8) Section 6.2 Hetﬁi' g and Metering

(e) Section 6.3  Inspescting and Testing of
Meters.

() Section 6.4 Billing Adjustment,
(g) Section 7.1 Records.

(h) Section 10.1 Third Parties.

(i) Section 10.3 Rssponsibpility and

Indemnification.

(j) Section 10.5 Notices.
(k) Section 10.6 Waivers.
(1) section 10.7 Successors and Assians.

10.3 spe2cification OF Sole opligation or Sole Remedy:
With respect to the matters provided Tor herein where this UPS
A%r@emeqt specifies an obligation or remedy as being the sole
obligation or remedy, it is the agreement and intent of the
parties hereto that such obligation or such remedy IS the
exclusive obligation or_ remedy. _ No expansion of such
obligation or réemedy shall be provided iIn any sult, gction or
proceeding of any nature whatsoever, whether the claim
underlying such suit, action or proceeding 1is based on
contract, tort (including strict liability) or otherwise.

10.4 Standard of Performance of obligations: In
connection with the operation and maintenance of units from
which FPL 1is entitled to capacity, other Tacilities
(including transmission) referenced in this UPS Agreement and
other facilities required in support of Southern Companies”
obligations under this UPS Agreement, Southern Companies®
standard of management and performance during the term of this
UPS Agreement shall be at least equal to the standard which
they would use if_such units and Tacilities were solely for
their own territorial customers.

10.5 _Definition of '"prudent Utilitv Practices": For
purposes of This UPS Agreement, nprugant Utility Practicss" at
a particular time shall mean any of the practices, methods and
acts engaged In or approved by a significant portion of the
electric utility industry prior to such time, or any of the

Issued by: William L. Marshall, Jr., Vice President Effective Date: December 6, 2000
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practices, methods and acts which, . in the exercise o:
reasonable judgment in light of the facts known at the tine
the decision was made, could have been expected to accomplish
the _desired result at a reasonable cost consistent with good
business practices, reliability, safety and expedition,
“Prudent Utility Practices” are not intended to be limited to
the optimum practice, method or act to th: exclusion of all
others, but rather to be a spectrum of »ossiple practices,
methods or acts expected to accomplish the -desired results.

10.6 Limitation of Liability: In no event shall any

party hereto be liable (in contract or in tort, including
negligence) to any other party hereto for incidental or
consequential loss or damage Tresulting from performance,
nonperformance or delay in performance of obligations under
this UPS Agreement, except where such loss or damage results
from intentional tort or fraud.

10.7 General Cost princioles: Charges for electric
servicaes provided for in this UPS Agreement consist of and

include both direct and indirect costs incurred by Southern
companies attributable to activities required for the
construction, operation and maintenance of transmission and
generation fTacilities nsces:ary o meet their obligations
hereunder. FPL and Southern Companies have agreed upon
certain formulary descriptions of methodology and procedure as
contained in the Unit Power Sale Manual and this UPS Agreement
which shall be used in computation of charges.

It is recognized that the derivation and computation of
such charges will include costs both directly and indirectly
incurred by Southern Companies and that in the case of costs
indirectly incurred it will be necessary to apply certain
allocation methods and procedures to assign such costs to the
appropriate facilities.  Such costs shall be allocated by
using the allocation methods and procedures set forth in the
Unit Power Sale Manual. If no allocation methods or procedu-
res have been specified herein for a particular cost or cost
component, Southern Companies shall apply fair and equitable
allocation methods and procedures consistent with Prudent
Utility Practices. Further, Southern Companies agree to
notif¥1 FPL of such newly-developed allocations or procedures
and the parties hereto will make a good faith effort to agree
on such allocations or procedures within a six (6) month
period following notification to FPL. IFf the parties hereto
are unable to agree within such six (6) month period, the
matter will be resrfarrsd to the Operating Representatives in
accordance with Section 8.2.

) It is the intent of the parties hereto that the account-
mg for Southern Companies” costs, both direct and_indirect,
and allocations thereof shall be pursuant to assessing actual

Issued by: William L. Marshall, Jr., Vice President ) . Effectivg Date: December 6 2000
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costs incurred, and charges to FPL shall not include duplica-
tion or allocations of greater than one hundred percent (100%)

of such costs.

10.8 Section References: References herein to articles
shall be interpreted to mean all sections of the article
referenced. References herein to ssctions shall »e
interpreted to mean all subsections of the section referenced.

10.9 ) y portunity civilt Ri : The
parties hereto hereby certify that they Will comply with
Section 202, Paragraphs 1 through 7 of Executive Order 11246,
as amended, and applicable portions of Executive Orders 11701
and 11758, relative to Equal Employment Opportunity and the
Implementing Rules and Regulations of the Office of Federal
Contracts Compliance which are incorporated herein by this
reference.

10.10 Contemooraneous Parties Defined: For purposes of
this UPS Agreement, contemporaneous parties will mean
Jacksonville Electric Authority ("Jea") and/or Florida Power
Corporation ("“cCorporationt)y 1f either or both of those
utilities execute new unit power sales contracts for the
purchase of capacity from the units specified in Section 2.1
within forty-five (45) days of the execution of this UPS
Agreement. Execution by sSeAa shall mean upon_approval and
acceﬁ)tance by the Jacksonville Electric Authority Board but
shal not mean Ffinal approval by the City Council of
Jacksonville. The term '‘contemporaneous parties"™ as used in
this ups Agreement may include FPL, JEA and Corporation if
the context so 1indicates and the above conditions are
satisfied. The term "other contemporaneous parties" as used
in this UPS Agreement will include SEA and Corporation if the
context so indicates and the above conditions are satisfied.

10.11  Additional Riahts: Except as to differences
(including but not limited to amount of capacity purchased
and time periods of purchases) selected by the contemporaneous
parties 1iIn initial unit power sales contracts, Southern
Companies will offer any revisions or changes to the initial
contracts (including but not limited to the return on equity,
early options and associated Long T=rm Power sales) to all
contemporaneous parties on non-discriminatory terms,
conditions and rights. It Is recognized, however, that the
contemporaneous parties may exercise their early options in
different amounts and time periods and_that the exercise of
such options can result iIn capacity and energy cost
differences between the contemporaneous parties. If either of
the other contemporaneous parties Tails to execute a
contemporaneous unit power sales contract but later (before
June 1,1995) executes a contract to purchase unit power,
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Southern_Companies will offer _to amend this ups Agreement with
FPL to insure that it contains equal and non-discriminatory

terms, conditions and rights.

10.12 QOther Aareements: The parties hereto agree that
this UPS Agreement, together with all exhibits and
attachments hereto, constitute a contractual arrangement and
agreement separate from and independent of all other existing
agreements between Southern Companies and FPL.

[The next page is the signature page 1

Effective Date: December 6, 2000

Filed to comply with letter order in Docket No. ER01-602,
dated January 24,2001
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IN WITNESS WHEREOF, the parties hereto have caused this
UPS Agreement to be executed by their duly authorized officers
effective as of the date set forth in Section 1.1.

ATTEST ¢ FLORIDA POMER & LIGHT COMPANY
Z /7 Byﬁ‘é/é{‘% L7
Y /a J. Hudiburg, Chairfan
f the Board and
Chief Executive Offjicer
-~ D B —
ATTEST : SOUTHERN COMPANY SERVICES, INC.
By o N S ..
,-37»; R. 0. Usry, Yicg/Prasident
'45;7#{ Date: Cz,géy /9 gyggg
ATTEST : ALABAM COMPANY

By R. E. Huffmani Vice Prasisent
Date: _(lg” AP £968

ALTEET: GEORGIA POWER COVPANY
sz %
Quble /9 /758

Lt & o e

ATTEST :

sy ezl B /’WQ

L%ST.#WT E. B. Parsons, Jr., Vice @resident
:’ Date: 5% CZ 42&

Vg el
)/km N2

», e
‘RobertY C. Pierce

Dscrtrrvet ice President
v - J Date: (9 /(789
ATTEST: SAVANNAH ELECTRIC AND POMER GOVPANY
. Az r/%ﬁé
re 72y H. W. Kraft, Vicé& President
,Q‘SST& Date: 2 Ve 4 /708

Effective Date: December 6, 2000
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EXUISIT A Pace :

ALLOCATION OF EXPECTED CAPACITY
FOR UNIT POWER SALES TO FPL
UNDER THIS UPS AGREEHENT -

(H¥)
GEORGIA GULF
POAER POWER
ALABAHA POVER COHPANY COHPANY COHPANY
(APC) (GaPC) (GUPC)
Kil Mil Mil Mil APC Scherer Scherer
Year Period =4 2= 3= -5 Total 3 3 Total
1293 Jan-Hay - - - - - - - -
Jun-Dec 80 80 80 - 240 19 41 300
1994 Jan-Hay 87 87 87 - 261 13 26 300
Jun-Dez 92 91 91 92 366 27 57 450
1995 Jan-Hay 96 95 95 96 382 22 66 450
Jun-Dec 180 180 180 180 720 59 121 900
1996 Jan-Dec 180 180 180 180 720 59 121 900
2010 Jan-Hay 180 180 180 180 720 59 121 900
Jun-Dec - - - - - - - -
TOTAL CAPACITY AVAILABLE TO
FPL AND OTRER CONTEMPORANEOUS PARTIES
TO HEET THE EARLY OPTIONS
(HW)
GEORGIA GULF
POMER POVER
ALABAMA povER COHPANY COHPANY COHPANY
(APC) (GapC) (GuPC)
Mil Mil Hil Mid APC Scherer . Scherer
Year Period 4 2= 3 4 Tetal 3 - 3 Total
1993 Jan-Hay 453 453 453 - 1359 106 35 1500
Jun-Dec 300 30O 300 - 900 209 16 1125
1994 Jan-Hay 247 246 247 - 740 . 169 16 925
Jun-Dec 140 140 140 140 560 106 34 700
1995 Jan-Hay 100 100 100 100 400 66 34 500
Notes: Hil 1 - Hiller 1, “Expected Capacity'': 666 HV
Mil 2 = Hiller 2, "Expected Capacity'': 666 MV
4il 3 - Hiller 3, Expected Commercial Operation 5-1-89,
i “"Expected Capacity'': 666 ®¥
Mil 4 - Hiller ¢, Expected Commercial Operation 3-15-91,
“"Expected Capacity: 666 HV
Scherer 3 “"Expected Capacity'’: 808 HV
Issued by: William L. Marshall, Jr., Vice President Effective Date: December 6, 2000
Issued on: February 26, 2001 Filed to comply with letter order in Docket No. ER01-602,
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Governing Examples COr Interpretation of Early optron

Under Section 2.2.1

Example 1

FPL. JEA, and Corporation give proper notice to exercisa tho Cull amounts
of their cespective early optlons beginning 1/1/91.
such eacly options will bo taken from tho designated units in tho amounts

shown below:

Yaar Poriod—

1991 Jan-Hay
Jun-Doc

1994 Jan-Hay
Jun-pDec

1995 Jan-Hay

Yaic Peclod

1991 Jan-Hay
Jun-Dec

1994 Jan-Hay
Jun-~-Dec

1995 Jan-Hay

139) Jan-Hay
Jun-Dec

1994 Jan-Hay
Jun-Doc

1995 Jan-May

Ml

(3
1)

i3
10

10

nil

121
107

54

nil
61
14

33
10

nil
121
106

51
i0

Florida Powver & Light Company

APC GaPC
nil nil  apc schetar
2o 14 Total I
m = 815 64
160 - 480 112
160 - 480 110
90 90 160 [13
90 90 160 59

Jacksonville Electric Authority

The capacity lor

APC i GapC
nil nil  apc Scherer
3 4  Total } ]
60, = 18% 14
3 100 23
4 -7 100 21
10 10 40 L
0 10 " 40 1

flocida Power Corporatlon

APC GaPC
nil nil  Apc Schacer
< 4 Total 1
121 - 161 28
107 120 N
53 - 160 36
40 0 160 10

EXIIBIT A Page 2

urs Total FPL One Fifth
GUPC Schoror Advanced Advanced by All Percent Of urs
Scharer 3 Total Contesmpotanaous 01 Total Advanced
_1 Jotal— by FPL Parties Advanced oy FPL
21 85 900 1500 60.01 Ino
] 120 600 125 SI.n 120
10 120 600 925 64.91 120
22 90 450 700 64.11 90
3t 90 450 500 90.01 90
UPS Total JEA One Fifth
CUPC Scherec Advsanced Advancod by All Parcent Of UPS
Scherer ) Total Contemporanegus of Total Avanced
1 Total by JEA Pacties Advanced Oy JEA
5 19 200 1500 11.11 40
2 15 125 1125 11.11 25
2 15 125 925 11.51 25
2 10 50 700 7.11 10
1 10 50 500 10.0% 10
ues Total Corporatlon One ritth
CUPC Schoror Advanced Advanced by a1t Psrcent of ups
Scherer ] Total py Contemporansous ot Total Advancod by
—— Fotat— Corporatlon Parties Advanced Corporation
9 17 400 1500 26.7% EO
6 80 400 1128 35,6\ L1
4 40 200 225 11 .67 A0
i0 40 200 700 28.6% 10
- 500

L9 "ON D¥d4 3[npayds ey
satuedwo) Supelad wayinog
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Governing Examples tor Interpretation of cacly option EXNIBIT A Page )
Under Section 2.2.1

Exarple 2
FPL gives propat notice to exsrcise its early optlon lor tho full 900 ted
beginning 1/1/91. Neither of the other contempotaneous pattiss exescises
any portion of its marly optlons. The capacity lor FPL'S eacly option
will be tsken from tho designated units in the amounts shown below:

Florida Power & Light Eonpany

100T ‘97 Alerugs, :uo panss]

JUaPISaLd IDIA “if ‘JIRYSIEIA T WeRl[Ip, :AQ panss|

UPS Total FPL One Fitth
MC GaPC GuPC Scharer Mvanced Advanced by All Parcent 01 UPS
nil il nil nil  aec Schoror Scherer b} Total cContemporanscus ot Total Advancod
Year Petiod = = ] =4  Total— ) ) Total by FPL Parties Advanced 8y FPL
1991 Jan-Hay 253 151 253 = 159 106 35 141 900 900 100.0% 180
Jun-Dec 160 160 160 = 410 104 16 120 . 600 600 100.0% 120
1994 Jan-Hay 160 160 160 ~ 180 104 16 120 600 600 100.0% 120
Jun-Dec 90 90 90 90 360 56 14 90 450 450 100.0% 90
1995 Jan-Hay 90 90 90 90 360 56 34 90 450 450 100.0% 90
Jacksonville Electric Authority
UPsS Total JEA One Fifth
GapC GUPC Scherec Advancod Advancod by All Petcent ot UPS
nil nil nil nil apc Scherer Scherer 3 Total  Contemporaneous of Total Advanced
Year Pariod 1l 2 3 4 Total ] ) Total by JEA Parties Advanced Ay JEA
T3
% 1991 Jan—ay - - - - - - - - - 900 -
a. Jun-Dec ~- -~ - . - - - - - 600 - -
o)
o 1994 Jan-nay - - - - - - ~ - - 600 - -
o Jun-Dec - - - - - - - - - 450 - -
3 .
= 1995 Jan-tay - - - - - - - - aso - -
Y
£
=
=2
@
= Florida Power Corporatlon
1 E UPS Total Corporatlon  one Fifth
o & APC GaPC GuPC Schoror Advanced Advanced by NI Percent of UPS
a [} nil #il nil nil arc Scheter Scherer 3 Total by Contsmporansous ot Total Advanced by
g < Vst Pesiad A2 3 4 Total 3} ) Total Cetporation Parties Musneed—  Cocrporation
— @
=]
lw] n? 1993 Jan-May - - - - - 900
o 7 Jun-Dec - -~ - - - 600
(K)‘ .
8y 1994 Jan-tay - - - - - - 600 -
Zz 0 Jun-Dec - - - - - - 450 -
so
i'ﬂ g— 1995 Jan-May - - - - - - 4150 -
a
-
OuO\
13
N
=
S
M

100Z ‘pz Atenuer pajep
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Effective Date: December 6,2000

Filed to comply with letter order in Docket No. ER01-602,

Issued by: William L. Marshall, Jr., Vice President

Issued on: February 26,2001

dated January 24,2001
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EXHIBIT C

UNIT POWER SALE manuar

Section ¢o.0 Description and »?urpes: =f Unit ?rower Sale
Manual: 'hrs Unit Power Sale Manual conrains a tormulary
description of the methodology and procedure used :=
calculate the charges for each Contract vzar for the unit
power sales provided for 1In the UPS Agreement and is
attached to the UPS Agreement between 7?2t and Southern
Companies. Contract Year shall be defined to be the
calendar year for which charges for unit power sales are
being established. The Unit Power Sale Manual 1is divided
into nine (9) basic articles as follows:

Article 1 - Derivation of Net Dependable Capacity
Ratings for Electric Generating Units

Article 11 - Derivation of Capacity Charge for
Coal-Fired Electric Generating Units

Article 111 - Derivation of Capacity charqs for
Transmission Facilities

Article 1V - Derivation of Fuel Costs and Normalized
Fuel Costs for Electric Generating Units

Article V = Derivation of Fixed Operation and
Maintenance and Variable Operation and
Maintenance Expenses for Electric
Generating Units

Article VI - Derivation of Return on Common Equity

Article vii - Derivation of Average Transmission Loss
Percentagss

Article viir - Unit Power Sale Informational Schedule
and Support Schedules and Monthly Report
of Energy Transactions

Article IX - Adjustments for Actual Cost

Section CO.1 Allocation Methods and Procedures: The
alTocation methods and procedures set Torth 1n this Unit
Power Sale Manual have been developed with reference to
Southern Companies present _accounting practices; 1if such
accounting practices change In the future s» as to make the
allocation methods and procedures specified in this Unit
Power Sale Manual inappropriate, the allocation methods and
procedures shall be deleted or changed to meet the new
accounting practices of Southern Companies, provided such
changed allocation methods and procedures are fair and

equitable.
Issued by: William L. Marshall, Jr., Vice President Effective Date: December 6. 2000
Issued on: February 26, 2001 Filed to comply with letter order in Docket No. ER01-602,

dated January 24,2001
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Section C0.2 "Uniform Svstem of Accounts”: The FIRC Accouncs
sert forth 1tn =tnis Unit Power Sale Manual are current??
prescribed in fFERC’'s “Uniform System c¢Z Acccunts Prescribed
for Public Utilities and Licensees (Class A and Class 8)" :n
effect as of <«he date of the UPS Agreement, If these
frere  Accounts are amended, then this unit Power Sale Manuai
shall be construed to reflect the amended accounts prescribed
by fZRC or its successor agency.

Issued by: William L. Marshall, Jr., Vice President Effective Date: December 6, 2000
Issued on: February 26, 2001 Filed to comply with letter order in Docket No. ER01-602,
dated January 24,2001
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ARTICLE 1

DERIVATION OF NET DEPENDABLE CAPACITY
RATINGS FOR ELECTRIC GENERATING UNITS

This article of this Unit Power Sale Manual establishes the
definition and methodology for the yearly derivation of Net
Dependable Capacity ratings used iIn the computation of capacity
charges and for such other purposes as specified in the UPS
Agreement. The definition and methodology for the derivation of Net
Dependable Capacity ratings specified in this article are also used
in the computation of capacity charges in other contracts of
Southern Companies, including contracts with third parties and
between one operating company of Southern Companies and another
operating company of Southern Companies. Southern Companies may be
referred to individually as an "operating company* .

Section ¢1.0 Net Dependable Capacity: For the purpose of deriving

the Net Dependable Capacity of each electric generating unit for the
ensuing Contract Year, the net generation in Kilowatt hours (kwh)
of each unit will be determined for the highest four (4) continuous
hours during the peak-period hours (with peak-period defined to be
the eight (8) hours between 11:00 a.m. and 7:00 p.m. prevailing
Central Time of each weekday, excluding holidays) without
overpressure, for five (5) different days during June, July and
August of the calendar year preceding the Contract Year. The Net
Dependable Capacity of a unit for the Contract Year is defined as
the average of the net generation for such twenty (20) hours,
subject to the principles 1n Sections C1.1 and C1.2 below. Southern
Companies will use best efforts, consistent with Prudent Utility
Practice, to maximize the Net Dependable Capacity rating for each

unit.

Section ¢1.1 Adjustments for Unusual Circumstances: In the event

unusual circumstances occur during the months of July and August in
the calendar year preceding the Contract Year (or June, July, and
August as per the then current practice of Southern Companies in
rating their generating units for intercompanyuse) or circumstances
during the Contract Year are expected to be significantly different
from those during such July and August (or June, July, and August
as per the then current practice of Southern Companies in rating
thelr generating units for intercompany use), in the sole opinion
of the operating company responsible for operating the unit, such
operating company will determine the Net Dependable Capacity for
such unit for the Contract Year and will provide a statement giving
the resason(s) Ffor not using the value for Net Dependable Capacity
determined in Section c1.0 and the method used to establish the Net
Dependable Capacity for the Contract Year.

Issued by: William L. Marshall, Jr., Vice President Effective Date: December 6. 2000
Issued on: February 26,2001 Filed to comply with letter order in Docket No. ERQ1-602,

dated January 24,2001
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Section ci.2 Units 8e2ing Declared Commercial: The Net
bapsndable Capacity for a unit decrared commercial after :hs
month of August in the calendar year preceding tne Contrac:

Year will be determined from :ne turbine manufacturer®s
design gross generation capability at valves wide open,
adjusted for station service and further adjusted by tne
historical vratio of Net Dependable Capacity to design
generation capability for similar units on the systems cf
Southern Companies.

Section C1.3 Data to Be ?roviged: The data used 1in the
determination of tne Net Dependable Capacity for each unit
each Contract Year, pursuant to Sections ¢i.0, Cl1.1, and
C1.2 above, will be provided to purchasers of unit power in
accordance with Article vii1 of this Unit Power Sale Manual.

Issued by: William L. Marshall, Jr., Vice President Effective Date: December 6, 2000
Issued on: February 26,2001 Filed to comply with letter order in Docket No. ER01-602,
dated January 24,2001
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ARTICLE II

DERIVATION OF CAPACITY cgarée FOR
COAL-FIRED ELECTRIC GengraTING UNITS

This article of this Unit rpower Sale Manual establishes the
formulary methodology for deriving capacity cost and chargss
related to coai-fired electric generating units dedicated :»
unit power sales under the UPS Agreement. The formulary
methodology will be used to derive both estimated capaci:y
cost Tor preliminary billing and actual capacity cost fz¢
corrections to such preliminary billing.

Section C2.1 Capacity cost of Unit Power Sales: The
computation oT the capacity cost of unit power sales tor
each month of the Contract Year will be accomplished in the
following manner. The monthly capacity cost ($/kw-month) OF
each coal-fired electric generating unit participating in
the unit power sales is multiplied by the portion (xw) of
the unit aﬁflicable to the sale in each month to obtain tne
total monthly capacity dollars ($3). The total monthly unit
power sales capacity dollars are then summed and to this sum
will be added an amount equal to the total MW applicable t»
the unit power sales multiplied by an amount (fixed at a
rate of $0.08/kxW-monch), as agreed to by the parties hereto,
to compensate for scheduling, coordination and other
difficult-to-quantify cost applicable to the transactions
under the UPS Agreement. This capacity cost for each month
will constitute the charge for capacity sold by Southern
Companies under the UPS Agreement. This charge for each
month of the first Contract Year will be shown on the Unit
Power Sale Informational Schedule, and will be revised in
accordance with this Unit Power sale Manual in subsequent

calendar years.
Section C2.2 Derivation of Estimated Monthly Capacity
e

Tharge of Coal-Fired ElTectric Generatinu Units:  IThe
dertvation of the estimated monthly capacity _charge of the

coal-fired electric generating units participating in the
unit power sales is based on the capacity (determined in
Article 1 of this Unit Power Sale Manual) and the projected
investments and expenses related to production and generator
step-up substation facilities of each such unit during the

Contract Year. The derivation of the monthly capacity
charge of each applicable unit is expressed in the following
formula:
R -1 % [(CM + IT)/100) + Ef 100
C x 12 lOO—LC
where:
R = Monthly production capacity charge for operating

company owned capacity ($/kx¥-month),

Issued by: William L. Marshall, Jr., Vice President Effective Date: December 6. 2000
Issued on: February 26, 2001 Filed to comply with letter order in Docket No. ER01-602,
dated January 24,2001
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Total 2 the net investment associated with =he
operating company"s portion of the unit (3s).

cH = The weighted average c2st of capital associated wizh
the operating company®s cost cf construction cf =ns

unit (%).

IT . The income tax requirement associated with the
preferred stock and common equity weighted cost of
capital associated with the operating company®s cos:
of construction of the unit (3%).

E - Total of the annualized fixed expenses assoc: :24d
with the operating company®s portion of the unit
($).

C = Net Dependable Capacity of the operating company®s
portion of the generating unit (kW).

L o= Average transmission capacity loss percentage of
c Southern Companies as determined in Article vIi cf
this Unit Power Sale Manual (%).

The source of the capacity, investment, and expense data
incorporated in the above formula for coal-fired electric
generating units (including FERC Account numbers and
escription of allocation procedures and calculation of the

cost of capital) is as follows:

Section C2.2.1: Net Dependable Capacity is the rating in kw
of the coal-Tired elTectric generating unit as determined in
Article 1 of this Unit Power Sale Manual. ?he value of "c*
in Section C2.2 is determined by multiplying the percent
ownership of the operating company by the unit's Net

Dependable Capacity.
Section C2.2.2: Gross Generating Unit Investment for a unit

owneda. an__operating company 1s the Dbook cost of the
coal-fired electric generating- unit and its associated
generator step-up substation. The cost of these facilities
Is recorded in FERC Accounts 310-316 for the generating unit
and FERC Accounts 352 and 353 for the step-up substation at
the end of each month of the Contract Year. The amount of
booked Allowance for Funds Used During Construction
("AFUDC™) shall have added to it an amount to reflect the
effect of Construction Work In Progress ("cwIip") in retail
rate base. The amount of AFUDC to be added, if any, shall
be calculated on a monthly basis for the construction period

of the unit using the following formulae:

DA = I{(AR - BR) x AB]
DA = Dollar amount to be added to booked AFUDC

Issued by: Willian L Marshall,Jr., Vice Presidat Effective Date: December 6 2000
Issuedon: February 26,2001 Filed 1 complywith letter order in DocketNo. ER01-602,
dated January 24,2001
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AR + The monthly AFUDC rats pcescriped Dy the applicable
state public service commission.

8R = The actual monthly AFUDC rate applied by the
operating company (this rate being affz<zed by cuwrp
in the operating company®"s retail rate base).

AB = ?he actual monthly AFUDC base used by the operating
company in computing booked AFUDC.

AlIl coal properties and coal handling equipment :hat are
recorded at the end of each month of the Contract v:ac in
FERC Accounts 389, 398, and 399 that are directly associated
with the generating unit are included in the gross generating
unit investment summation, Where allocations to the
generating unit are required, such allocations shall be based
on the usage of the property and equipment.

the common Tfacilities of the plant site and the step-up
substation yard are allocated equally among the units at the

plant site.
Section C2.2.3: .Accumulated Depreciation is associated with
the gross production investmen efined in Section C2.2.2.

The accumulated depreciation for generating units is adjusted
to include the amount of AFUDC determined in Section C2.2.2.

If the depreciation records of the operating company do not
allow for the identification of the accumulated depreciation
.of the specific coal-fired unit"s step-up substation, a
portion of the accumulated depreciation associated with the
transmission plant will be allocated to the unit"s generator
step-up substation. The amount _allocated to the generator
step-up substation facilities will be on the basis of the
ratio of the ross investment 1in the generator step-up
substation facilities to the total gqross investment in the

transmission function excluding land.

Section C2.2.4: Net Generatinu Unit Investment is  the
difference  Dbetween _section. CZ.2.2 Gross_ Generatins Unit
Investment) and Section C2.2.3 (Accumulated Depreciation).

Section C2.2.5: General Plant (Net) includes the investment
In _FERC Accounts 333 through 399 at the end of each month of
the Contract Year, excluding amounts directly assigned to
production as listed 1in Sections (€2.2.2 and C2.2.3. Net
general plant, excluding the direct assignments, is allocated
to the specific coal-fired generating unit and I1tS generator
step—ug substation on the basis of salaries and wages as
described 1In Section ¢2.2.17.

Section C2.2.6: Working Capital 1is the summation of cash

working capital, prepayments, deposits if anK), and
materials and supplies, and is computed for each month of the

Contract Year.

Issued by: William L. Marshall, Jr., Vice President Effective Date: December 6, 2000
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The cash working capital for the specific coal-fired
generating unit is calculated by taking one-eighth (45/350)
of the sum of the annualized operating and maintenance (os¥;*
expenses (including fuel bucn} and administrative and general

(A&G) expenses. The Tfixed o:¥ expense 1is developed in
Section C2.2.9 and the s:¢ expense is developed in_ Section
c2.2,19, The cash working capital for the specific unit’s

generator  step-up substation is calculated by taking
one-zightn (45/360) of the sum of the annualized fixed osx
and &G expenses. The fixed osd and »x:G expenses are
developed in Sections C2.2.9 and C2.2.10, respectively.

prepayments are computed on the basis of a thirteen (13)
monch average and are directly assigned to production,
transmission, general plant functions, and the specific
coal-fired generating unit. The amount assigned to the
transmission” function is allocated to the specific coal fired
unit"s generator step-up substation on the basis of net
transmission investment less land. Prepayments associated
with general plant are allocated to the specific coal-fired
generating unit and its step-up substation on the basis cf
salaries and wages as described in Section C2.2.17.

Materials and supplies are computed on the basis of a
thirteen (13) month average and consist of two parts: (L)
fuel stock recorded in FERC Account 151, and (ii) plant
materials and operating suEplies recorded in FERC Account 154
that are related to the production function and the
transmission function. The fuel stock recorded in FERC
‘acedunt 151 is allocated to the specific unit at the plant
site based upon the nameplate ratings of the respective
units. The plant materials and operating supﬁlies, FERC
Account 154, if not directly identifiable with the plant and
associated generator step-up substation, are allocated to the
specific coal-fired generating unit and its associated
generator step-up substation on the basis of the ratio of the
respective gross investment of the specific coal-fired
generating unit and its associated generator step-up
substation to the gross 1investment in the fossil steam
production function and  the associated generator step-up
substations. The plant material and operating supplies, FERC
Account 154, directly identifiable with the plant are

allocated equally among the units.

Deposits are included as working capital requirements to
reflect the operating agreements that exist between one
operating company and another operating company for the

operation of jointly owned generating units. It should be

1. 0&q _expenses as used in this Unit Power Sale Manual do not
include as¢ expenses.

Issued by: William L. Marshall, Jr., Vice President Effective Date: December 6, 2000
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noted that while these deposits increase "the working capital
requirements of one operating company, they have a corresponding
reduction in the working capital requirements of the other operating
company .

Sectionc2.2.7: Accumulated Deferred Income Taxes are developed for
each applicable generating unit for each month of the Contract Year
and is the net total of FERC Accounts 190, 281, 282 and 203,
including amounts previously recorded in such accounts and
reclassified as a result of the adoption of SFAS No. 109, and
excluding amounts recorded in such accounts as a result of the
adoption of SFAS No. 109, such that the required adoption of SFAS
No. 109 will have no impact on the amount of the capacity charge.
Accumulated deferred income taxes related to general plant for both
the generating unit and its step-up substation are allocated in
accordance with the general plant assignments for the unit and its
step-up substation described in Section c2.2.5. The accumulated
deferred income taxes related to transmission plant are allocated
to the specific coal-fired unit"s generator step-up substation on
the basis of net investment in coal-fired unit"s generator step-up
substation Ffacilities to total transmissionnet investment excluding
land.

Section c2.2.8: Total Net Generating Unit Investment represents the
direct and allocated investments that are associated with the coal-

fired electric generating unit and its generator step-up substation
facilities and is the summation of Section c2.2.4 (Net Generating
Unit Investment) through Sectionc2.2.7 (AccumulatedDeferred Income
Taxes) and is the value for »1# for capacity in the formula in
Section c2.2 for each applicable generating unit.

Section c2.2.9: FEixed Operation and Maintenance Expense is the
total of the Fixed expenses associated with the coal-fired electric
generating unit recorder in FERC Accounts 500 through 514, excluding
501. The definition of fixed and variable as defined in these FERC
Accounts is shown in Article V of this Unit Power Sales Manual. the
0&M expenses in FERC Accounts 562, 569, and 570 associated with the
generator step-up substation facilities of such generating unit are
added to the generating unit®s fixed expenses. Where 08 expenses
of the generator step-up facilities are not directly identifiable,
they will be allocated on the basis of the ratio of the gross
investment in the specific coal-fired unit"s generator step-up
substation to the total gross substation investment.

Section c2.2.10: Administrative and General Expesnsss, FERC Account
920 through 935, excluding FERC Account 924 (Property Insurance),

are allocated to the specific coal-fired generating unit and its
step-up substation based upon salaries and wages as described in
Section C2.2.17. The property insurance is developed and assignhed
to the specific coal-fired generating unit. The property insurance
specifically assigned to the transmission function iIs allocated to
the unit"s step-up substation based upon the net transmission
investment excluding land.

Issued by: William L. Marshall, Jr., Vice President Effective Date: December 6,2000
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Section c2,:.%t: pepreciation EZxpense I2r the <oal-firsd
slecrnrc generating unit .5 nhasea oOn  straignt Line
depreciation with the exception of tnhz Scherer Plant units :a
which case the expense is based on units of production during
the first six (s) months of operation and the remaining li‘e
on straight line depreciation. The depreciation expense :o:
generating units Is adjusted to reflect the AFUDC determined
in Section C2.2.2. The depreciation expense associated with
the generator step-up substation facilities is determined cn
the basis of the gross investment 1in Generator step-up
substation Tfacilities and the associated depreciation rates.
the depreciation expense associated with general plant is
allocated to the specific coal-fired electric gsnecating unit
and Its step-up Substation in the same manner as the genera:

plant allocations described in Section C2.2.5.

Section C2.2.12:  Amortization of Investment Tax Credits
("AITC") 1S computed for each coal-fired electric generating
unit. AITC associated with the transmission plant is
allocated to the generator step-up substation facilities on
the basis of the ratio of the depreciation expense of the
generator step-up substation facilities to the depreciation
expense of the transmission plant. The AITC associated with
qeneral plant is allocated to the specific coal-fired
electric generating unit and its step-up substation in the
same manner as the general plant allocations described in

Section C2.2.5.

Section C2.2.13: Real and Personal Property Taxes are
computed Tor the specific coal-fired eiectric generating unit
and 1its associated step-up substation in a manner which
equitably relates the pro rata share of such taxes to each
facility with regard to iIts value for tax purposes and which
is consistent with computation of such taxes for the
respective operating company. The real and personal property
taxes associated with general plant are allocated in
accordance with the ?eneral plant allocation described in
section C2.2.5. Detailed documentation of computation of the
real and personal property taxes for each unit in accordance
with the computation of such taxes for the operating company
will be prepared, and if requested, will be made available.

Section C2.2.14: Payroll Taxes applicable to a specific
coal-Tired electric generating unit and its step-up
substation are computed in the following manner. The
expected payroll tax rates are applied to the budgeted
salaries and wages developed in Section C2.2.17. The payroll
taxes reflect the use of the taxable wage base and the
maximum payroll tax payable during each month of the Contract

Year.
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Section C2.2.13: Total Production Fixed Expenses represen:

ine 2irect ana allocated fixed expenses associated with zne
coai—fired -eilectric generating unit and Generator step-up
facilities and are the summation of Section (2.2.9 (Fixed
Operation and Maintenance Expense) through Section C2.2.14
(Payroll Taxes) and is the value for "g" for capacity in the
formula in Section (2.2 for each applicable coal-fired
electric generating unit.

Section €2.2.158: 7The <os- =£ Capital and Associated lIncome
Taxes are computed In the .:llowing manner:

CM = [(DR X i) + (PR x p} + (ER x ¢}
Where: DR + PR + ER = 1.0

IT = T % {(PR x p) + (ER x ¢)]

1 -T
Where: T=F+ S - 2FS (federal income taxes
1= rs deductible for state
income tax purposes)
oF
T=F + S - FS (federal income taxes not

deductible far state income
tax purposes)

CM = Weighted average cost of capital associated with the
operating company®"s cost of construction of the unit
(%).

IT = Income tax requirement associated “with the preferred
stock and common equity weighted cost of capital
associated with the operating company’s cost of
construction of the unit (%).

T = Combined state and federal income tax rate.

F = Federal income tax rate.

S = State income tax rate.
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DR = Ratio of debr capital'.

5
Pz = Ratio of preferred stock'.

£z « Ratio of common equityz.

C Return on common equity of southern Companies as
ﬂeterpined in Article VI of this Unit Power Sale
anual .

2. The components of the capital structure of the o eratin?
company will be determined from the most recent Buarter y
Report on Form 10-Q (2t i@n event such report ceases to be
required to be filed by an operating company, such other
report to a governmental agency containing the operating
company"s capital structure) at the time the unit goes into
commercial operation; except the capital structure for
Miller Plant Unit I which will be determined by calculating
the simple arithmetical averages of each of the components
as determined by the capitalization as recorded on Form
10-K (or uss where 10-K is not applicable) for end of year
capitalization for each year 1972 through 1978. 1In the
case of a unit which will go into commercial operation
during the Contract Year, the components of the capital
structure may change between the information available at
the time the estimated capacity charges are developed and
the time the applicable Form 10-Q is available. This one
time change in capital structure will be recognized as soon
as practicable.

Issued by: William L. Marshall, Jr., Vice President Effective Date: December 6, 2000
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= The cast of debt capitals, which shall be determined
as of ¢he date the unit goes into cemmercial opera-
tion, shall be the weighted average percent rate of
first mortgage bonds issued during the construction
sf the uniz, which shall be calculated bty applying
the annual percent interest rate of the most recent
issue of first mortgage bonds prior to the incur-
rence of each monthly capital expenditure on the
unit. The cost of debt capital shall be modified
after <he date of commercial operation to account
for additional monthly capital expenditures to the
unit by applying the annual percent interest rate of
the most recent issue of first mortgage bonds prior
to the incurrence of such monthly capital
expenditure. Such costs of debt capital shall be
modified to include the amount and the cost of
pollution control bonds specifically related to the
unit.

3. In the case of Miller Plant Unit 1 only, the cost of debt
capital will be adjusted to account for the period during
construction of the unit exceeding twelve months when no
first mortgage bonds were issued. Adjustment for such
periods will be as follows: The monthly capital expendi-
tures occurring after the twelve-month period will have
applied to them the annual percentage rate of first
mortgage bonds issued up to six months subsequent to such
expenditures. If no such bond issue were made in the
six-month period subsequent to the monthly capital
expenditure, the rate of the most recent previous bond
issue will continue to be applied to such expenditures
incurred up to six months prior to the next bond issue.

Issued by: William L. Marshall, Jr., Vice President Effective Date: December 6,2000
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o = The cost ofF prefecced stock®, which shall be
determined as of the date the unit goes into
commercial operation, shall be the weighted average
dividend percentage rate of.such stock, which suen
percent rate shall be calculated by applying the
annuai dividend percentage rate of the most recent
issue of ﬁreferred stock prior to the incurrence of
each monthly capital expenditure on the unit.

The cost of preferred stock shall be modified after
the date of commercial operation to account for
additional monthly capital expenditures to the unit
by applying the annual percentage interest rate of
the most recent issue of preferred stock prior to
the incurrence of such monthly capital expenditure.

Section C2.2.17: Salaries and wages are budgeted and
accounted Tor on an actual basis by each operating company
for each functional group and the specific coal-fired
electric generating unit for the Contract Year. The budgeted
salaries and wages account for changes in wage rates and
number of employees.

The salaries and wages associated with the administrative
and eneral classification are allocated to the functions
including the specific coal-fired electric generating unit
based upon the ratio of the functional group’s salaries and
wages to the total salaries and wages less the administrative
and general classification®s salaries and wages. The
salaries and wages associated with the transmission function,
including the allocated administrative and general salaries
and wages, are allocated to the transmission plant®s
substations based upon the labor in FERC Accounts 562, %359,
and 570 and are further allocated to the unit"s generator
step-up substation facilities on the basis of the ratio of

4. In the case of Miller Plant Unit 1 only, the cost of
preferred stock will be adjusted to account for the period
during construction of the unit exceeding twelve months
when no issues of preferred stock were issued.
Adjustments for such periods will be made as follows: The
monthly capital expenditures occurring after the
twelve—month period will have applied to them the annual
dividend percentage rate of preferred stock issued up to
six months subsequent to such expenditures. If no such
stock issue were made In the six months subsequent to the
monthly capital expenditure, the rate of the most recent
previous preferred stock issue will continue to be applied
to such expenditures incurred up to six months prior to
the next preferred stock issue.

Issued by: William L. Marshall, Jr., Vice President Effective Date: December 6,2000
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the gross investment 1in  the specific unit’s step-up
substation to the gross investment in <:the <:ransmission
substations unless a direct assignment OF salaries ana wages
is available from the operating company®s records.

The salaries and wages for a specific unit which is jointly
owned are computed for one hundred percent (100%)of the
unit. The total salaries and wages for such jointly owned
units are allocated on the basis of percent ownership.

For a unit which does not have a historical basis of salaries
and wages, the most recent vintage and similar csal-fired
unit that does have a historical basis will be used for the
first yszar’'s estimate.

Section C2.2.18: Adjustment <€or Delayed Unit Subject to
Sections  2.4.3 or_ 2.4.4 of _the UPS _ Agreement: The
development of the capacity charge Tor a unit delayed subject
to the provisions of Section 2.4.3 or Section 2.4.4 of the
UPS Agreement will be made in accordance ,with the above
described methodology subject to the following:

The increased amount of AFUDC attributable to the delay of
the wunit will not be included in the gross investment of the
unit except as this increased amount of AFUDC is offset by
savings made available through the substitution of less
expensive capacity during the period of the delay. The
amount of savings as may be available will be determined from
the difference between the estimated cost of the unit as if
it had not been delayed and the actual cost of the

substituted unit.
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Issued on: February 26,2001 Filed to comply with letter order in Docket No. ER01-602,
dated January 24,2001

160186-Staff-POD-58-635



Southern Operating Companies .
Rate Schedule FERC No. 67 Original Sheet No. 64

i i ities: The cost of
capital calculation provided in Section C2.2.16 is impacted when
security issues are retired or redeemed in any of the following
ways: (i) a security issue is completely redeemed at one time; (ii)
the outstanding balance of a security issue iIs redeemed in its
entirety; (iii) a security issue is partially redeemed in the amount
of $10 million, or more; or (iv) a security issue is partially
redeemed in an amount less than $10 million, but the cumulative
total redemption of the security redeemed meets or exceeds a $10
million increment.

Section C2.2.19:

Adjustments to the cost of capital calculations resulting from
retirements or redemptions (including subsequent generation
refundings) shall be as follows:

1 Determine the existence of a refunding security, The

refunding security will be the last like security issued by
the applicable Operating Company within the three-month period
immediately preceding the retirement or redemption. A "like
security" shall include: (@) taxable-debt for taxable-debt;
(b) tax-exempt debt for tax-exempt debt; or (c¢) preferred
stock for preferred stock. Other characteristics will not
distinguish securities for purposes of identifying like
securities.

If no like securities have been issued during the three-month
period immediately preceding the triggering retirement or
redemption, the Ffirst like security issued within the three-
month period immediately after the retirement or redemption
will be identified as the refunding security.

a) IT the security being retired or redeemed is a long-term
taxable security (thatis, with a maturity of 30 years or
more) and no taxable debt securities have been issued
within three months prior or subsequent to a triggering
retirement or redemption, the last like security iIssued
(regardless of issuance date) will be used; provided,
however, that its coupon rate falls within an acceptable
range of security yields.

The range of acceptable security yields will be determined
by selecting from Part 11 - Table 4 of the Salomon
Brothers publication entitled Analytical Record of Yields
and Yield Spreads (or a similar publication acceptable to
both parties), the new utilities issue long-term yields
under the applicable debt rating for the period beginning
three months prior to the triggering retirement or
redemption through three months after the retirement or
redemption (i.e., a total of seven monthly readings). If
the current long-term taxable debt rating for the

:zzﬂgg 2%/ \é\éulrljgp LZ.GMZB%hla”l Jr., Vice President ) ) Effective Date: December 6,2000
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applicable Operating Company is not shown, the appropriate
rates will be obtained iIn writing from a nationally
recognized investment bank reasonably acceptable to both
FPL and the applicable Operating Company, and one who
regularly participates in the sale of securities of
investor-owned utilities. The low end of the acceptable
yield range will be the lowest yield during the seven
months and the high end of the range will be the highest
yield during the seven months. If no like security was
issued within the seven month range and the last like
security issued Talls outside the range established
hereby, the range will be adjusted pursuant to paragraph
(e) below. The low and high end of the acceptable yield
range may be adjusted a maximum of 10 basis points.

b) If the security being retired or redeemed is a taxable
security with an original maturity of less than 30 years
(i.e., a "non-long term taxable debt security’”) and no
taxable debt securities have been issued within three
months before or after a triggering retirement or
redemption, the last like security issued (regardlessof
issuance date) will be acceptable; provided, however, that
its coupon rate falls within an acceptable range of
security yields. The range of acceptable security yields
will be determined by identifying the non-long term
taxable debt securities issued by electric utilities
(having the same debt rating as the applicable Operating
Company as of the triggering event) for three months
immediately before and three months after a triggering
retirement or redemption. The rates will be obtained, in
writing, from a nationally recognized investment bank
reasonably acceptable to FPL and the applicable Operating
Company, and one who regularly participates in the sale
of securities of investor-owned utilities. The low end
of the acceptable yield range will be the lowest yield
during the seven months and the high end of the range will
be the highest yield during the seven months. If no like
security was issued within the seven month range and the
last like security issued falls outside the range
established hereby, the range will be adjusted pursuant
to paragraph (s) below.

c) IF the security being retired or redeemed is a long-term
tax-exempt security (i.e., maturity of 30 years or more)
and no tax-exempt debt securities have been issued within
three months before or after a triggering retirement or
redemption, the last like security issued (regardlessof
issuance date) will be acceptable; provided, however, that
its coupon rate falls within a range of acceptable

securltyc}/lelds. The range of acceptable security yields
will be determined by selecting from Part 111 - Table 7
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of the Salomon Brothers publication entitled Analytical
Record of Yields and Yield Spreads, under the column
entitled "vew Issue A-rated Elec. Rev. 30 Years," (or a
similar publication acceptable to bothparties), for three
months Immediately before and three months after the
retirement or redemption. If the current tax-exempt debt
rating for the applicable Operating Company is not shown,
the range of acceptable securityyields will be determined
by identifying the long-term tax-exempt debt securities
issued by electric utilities (having the same debt rating
as the applicable Operating Company as of the triggering
event) for three months before and three months after the
retirement or redemption. The rates will be obtained in
writing from a nationally recognized investment bank
reasonably acceptable to FPL and the applicable Operating
Company and one who regularly participates in the sale of
securities of investor-owned utilities. The low end of
the range will be the lowest yield during the seven months
and the high end of the range will be the highest yield
during the seven months. |If no like security was issued
within the seven month range and the last like security
issued falls outside the range established hereby, the
range will be adjusted pursuant to paragraph (e) below.

d) If no like preferred stock securities have been issued
within three months prior or three months subsequent to
a triggering retirement or redemption, the last like
security issued will be acceptable; provided, however,
that its dividend rate falls within an acceptable range
of security yields. The range of acceptable yields will
be determined by selecting from Part v - Table 3 of the
Salomon Brothers publication entitled Analytical Record
of Yields and Yield Spreads (or a similar publication
mutually acceptable to FPL and the applicable Operating
Company), for the three months immediately before and
three months after the month of the triggering retirement
or redemption. IFf the current preferred stock rating for
the applicable Operating Company 1is not shown, the
appropriate rates will be obtained in writing from a
nationally recognized 1investment bank reasonably
acceptable to both FPL and the applicable Operating
Company, and one who regularly participates In the sale
of securities of investor-owned utilities. The low end
of the range will be the lowest yield during the seven
months and the high end of the range will be the highest
yield during the seven months. ITf no like security was
issued within the seven month range and the last like
security 1issued falls outside the range established
hereby, the range will be adjusted pursuant to paragraph

(e) below.
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e) If no like long-term taxable debt security, non-long-term
taxable debt security, long-term tax-exempt security, or
preferred stock issues, as the case may be, have occurred
within three months immediately before or three months
after a triggering retirement or redemption, and the last
like security issue falls outside of the range established
by these guidelines, the low and high end of the
acceptable yield range may be adjusted in increments of
10 basis points and the last like security that falls
within the range will be used, regardless of the issuance
date. A previously identified refunding issue (debt and
preferred stock, respectively) may be identified as the
refunding issue for a subsequent retirement or redemption.
Following triggering partial retirements or redemptions,
the replacement rate used for the principal amount that
triggers the adjustment will also be used for the partial
retirements and/or redemptions which have occurred but did
not meet the $10 million increment.

£) The applicable Operating Company will notify FPL, in
writing, of any adjustments made to the cost of capital
pursuant to this Section C2.2.19 and will include with
such notice all appropriate supporting documentation.
Such notice and documentation shall be provided in
conjunction with the first invoice which reflects such

adjustment.

2) Treatment of premium. Whenever a security is retired or
redeemed and the affected Operating Company purchases all or
part of the security from the holder at a premium, the
unamortized discount and expense and the premium expense of a
redeemed 1issue will be included in the cost of capital
calculation for the replacement issue for unit power sales
capital costs. The calculation will use the following

methodology:

a) The net proceeds of the replacement issue will be reduced
by the amount of the unamortized debt discount and expense
of the redeemed issue, the call expense, and the premium
expense. The expenses, discounts, call premiums and net
proceeds will be prorated as appropriate to reflect
differences in the amounts of the refunding and the
refunded issues and in the calculation of the replacement
rates; and

b) The yield to maturity of the replacement issue will be
calculated using the adjusted net proceeds.

The costs of debt and preferred stock shall reflect actual

cost experienced by each Operating Company. To the extent
unanticipated financial circumstances arise in the future,
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exceptions to the methodology for treatment of a premium
will be evaluated jointly by the parties hereto on a case-
by-case basis.

3) Treatment of Multiple Securitv Sales. When more than one

‘ security sale occurs on the same day, the cost to the
applicable Operating Company with regard to each security
issue will be calculated based on the net proceeds from the
issue. A weighted average rate, based on the principal amount
issued and the cost to the applicable Operating Company of
each individual issue, will be determined. The individual
securities bearing the rate closest to the weighted average
rate will be used for purposes of this Manual.

Issued by: William L. Marshall, Jr., Vice President .
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ARTICLE 11:

DERIVATION OF CAPACITY CHARGE FOR
TRANSMISSION FACILITIES

This article of this Unit Power Sale Manual establishes the
formulary methodology for aeriving the capacity chacge foc
transmission facilities for unit power sales under the ups
Agreement,

Section ¢3.1 Transmission Cauacitv chacgs: 7Th: computation
of the Tgansmissien  <Capaciiy cnhargs £27 <ransmission
facilities is based on the investment, expenses, and load
related to transmission lines rated 115 kv and above and
associated substations. This capacity charge excludes the
investment and expenses assocliated with the generator
step-up  substations and the investment, expenses, and
associated load iIn transmission owned by Oglethorpe Power
Corporation ("orc"), Municipal Electric Authority of Georgia
("Mzac")y, and City of Dalton, Georgia ("Dalton™). The
transmission capacity charge for unit power sales under the
UPS Agreement from x?¢’s Miller Plant Units 1, 2, 3, and 4
to FPL will be the sum of &2¢’s transmission capacity charge
(§/kH-month) and GaPC"s transmission capacity charge
($/kW-month). The transmission capacity charge for unit
power sales under the UPS Agreement from GaPC"s and Gu?cC’s
ownership in Scherer Plant Unit 3 to FPL will be the GaPC
transmission capacity charge ($/xW-monthn),

The computation of the transmission capacity charge IS made
for each period of the Contract Year. For purposes of ,this
Article of this Unit Power Sale Manual, the Ccntract Year is
divided 1into two distinct periods, January through May, and
June through December. This division of the Contract Year
into two periods 1is necessary in order to recognize that
Southern Companies consider an operating year +to be June 1
through May 31 of the following year.

The transmission charges for each period of the Contract
Year will be shown on the Unit Power Sale Informational
Schedule and will be revised in accordance with the UPS
Agreement in subsequent calendar years.

Section C3.2 Derivation of Transmission Capacity Charge of
APC and GaPC: The derivation of the transmission capacity
charge of APC and GaPC 1is based on the investments,
expenses, and load related to transmission lines and
associated substation facilities rated 115 kv and above
(excluding generator step-up substations) of each such
company during the Contract Year and the cost of capital and
associated income taxes in each period of the Contract Year.
This derivation excludes the 1investment, expenses, and
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D x 12 .lO‘LcJ
Transmission capacity charge for January
through May ($/kw-month).

Transmission capacity charge for June through
December ($/kw-month).

The weighted average cost of capital
associated with the January through Hay period
of the Contract Year (%).

The weighted average cost of capital
associated with the June through December
period of the Contract Year (%).

The income tax requirement associated with the
preferred stock and common equity weighted
cost of capital associated with the January
through May period of the Contract Year (%).

The income tax requirement -associated with the
preferred stock and common equity weighted
cost of capital associated with the June
through December period of the Contract Year
(%).

The twelve-month average investment in trans-
mission lines and associated substation
facilities (excluding generator step-up
substations) rated 115 kv and above (s).

The annual expenses for transmission lines and
associated substation facilities (excluding
generator step-up substations) rated 115 kv
and above (s).

The five-day average estimated load (kw).

Average transmission capacity loss percentage.
of Southern Companies as determined in
Article viz of this Unit Power Sale Manual.

Effective Date: December 6, 2000
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The source of the load, investment, ana expense data
incorporacad in the above formulae foc¢ APC and GaPC
(including FERC Account numbers and description =¢
allocation procedures and caiculation oOF the <ost cf
capital) is as follows:

Section C3.2.1: Five-Day Averaoe Load is the estimated peak
one-nour Toad (x%) at the generator adjusted 2 a five-da
average load based on the preceding calendar year®"s actua

loads. asc’s and GaPC"s one-hour peak net territorial 1sa4d
(kW) _is the sum of the following: (1) generation, (2)
associated companies”™ @ ool receipts, (3) associated

companies® pool deliveries, (4) non-associated companiss’
receipts, (%) non-associated companies®™ deliveries, and (6)
any known loads associated with the transmission services
that a:e responsible for revenues which are not credited to
operating expenses. The generation owned and retained by
07¢, #gaG, and Dalton and their partial requirements load at
the generator bus are excluded for the GaPC Iload
calculation. Also the investment and expenses associated
with 0rC, MEAG, and oalton ownership in transmission

facilities are excluded.

The TFive-day average estimated load will be adjusted to the
actual five-day average load for APC and GaPC pursuant to
Article 1x of this Unit Power Sale Manual.

Section C3.2.2: Gross _ Transmission Investment is the
summation of FERC azcounts 350, 354, 355, 356, 357, 358 and
359 associated with 115 xv and higher voltage lines plus
FERC  Accounts 350, 352, and 353 associated with the
transformation and switching between 115 kv and the higher
voltages (generator step-up substations are excluded).

Section €3.2.3: Accunulated Depreciation is that
depreciation associated with the gross transmission
investment defined above and is allocated to FERC Account
based on investment and depreciation rates by EERC Account.
The allocation to voltage level is based on Qgross
investment.

i ; issi is the
1fference etween Section C3.2.2 (Gross Transmission
Investment) and Section C3.2.3 (Accumulated Depreciation).

Section C3.2.5: General Plant (Net) includes the investment
in FERC Accounts 389 through 399.  All coal properties and
coal handling equipment carried 1In FERC Accounts 389, 398
and 399 are directly assigned to production plant as
described in Sections C2.2.2 and C2.2.3. The allocation of
net general plant to_transmission facilities [excluding the
direct assignments) IS done on the basis of salaries and
wages as described In Section C3.2.17.
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After net general plant has been allocated to transmission plant,
it is allocated to the 115 kv and above facilities based on the
ratio of the total net investment in the 115 kv and above facilities
to the total net transmission plant investment.

Section C3.2.6: Working Capital is the summation of cash working
capital, prepayments, deposits (ifany), and materials and supplies,
and is computed for each month of the Contract Year. The cash
working capital for the transmission facilities rated 115 kv and
above i1s calculated by taking one-eighth (4s/360) of the sum of the
annualized fixed O and ARG expenses. The Tfixed ocaM and AzG
expenses are developed in Sections C3.2.9and ¢3.2.10, respectively.

Prepayments are computed on the basis of a thirteen (13) month
average and are directly assigned to production, transmission,
general plant functions, and the specific coal-fired generating
unit. Prepayments associated with general plant are allocated to
the transmission function on the basis of salaries and wages as
described in Section C3.2.17. The amount allocated and assigned to
the transmission function is allocated to the facilities rated 115
xy and above on the basis of 8 expenses as described in Section

c3.2.8,

Materials and supplies are computed on the basis of a thirteen (13)
month average and consist of plant materials and operating supplies
recorded in FERC Account 154 that are related to the transmission
function. The plant materials and operating supplies, FERC Account
154, are allocated to the transmission facilities rated 115 kv and
above on the basis of the ratio of the gross investment excluding
land of the facilities rated 115 kv and above to the gross
investment excluding land in the transmission plant.

Deposits are included as a working capital requirement to reflect
the operating agreements that exist between one operating company
and another operating company for the operation of transmission
facilities. It should be noted that while these deposits increase
the working capital requirements of one operating company, they have
a corresponding reduction in the working capital requirements of

another operating company.

Section C3.2.7 Accumulated Deferred Income Taxes are the net total
of FERC Accounts 190, 281, 292, and 283 which have been analyzed and
allocated by APC and GaPC in accordance with each FERC Account's
functional use, including amounts previously recorded in such
accounts and reclassified as a result of the adoption of SFAS No.
109, and excluding amounts recorded in such accounts as a result of
the adoption of SFAS No. 109, such that the required adoption of
"SFAS No. 109 will have no impact on the amount of the capacity
charge. The portion related to general plant is allocated to the
transmission function as described in Section C3.2.5. The
allocation to facilities rated 115 kv and above is on the basis of

net plant less land.
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seceisn C€2.:2.8%: Total Net Transmission Investaent represents

the direct and allocarea Investments :hat are associated
with the facilities rated 115 kv and above and 1is the
summation of Section C(C3.2.4 Net Transmission Investment)
through C3.2.7 (Accumulated Deferred income Taxes) and s
the value for "z" in the fsrmulaes in Section <32,

Section C3.2.9: Transmission _ Operation and  Haintenanaes
txoenses, FERC Accounts 560 _through 573 are_ arlocated In
refation to the net transmission plant associated with the

facilities considered herein _unless more detailed
assignments can be made from _existing operating company
records. The 0sX expenses will be adjusted =:o r2flact

actual osd expenses pursuant to Article IX of this Unit
Power Sale Manual.

Section C3.2.10: Administrative and General EXxpenses, fEZR¢
Accounts 920 through 935, excluding FERC Account 924, are

allocated to the transmission function based on salaries and
wages and to facilities rated 115 kv _and above on the basis
a2f net investment. FERC Account 924 1is directly assigned to
function a2<¢ 2nd GaPC and allocated within function based on
net investment.

Section ¢3.2,1Li: Depreciation Expense and Amortization of
Investment Tax Credit (AITC) are gevelopea as follows. The
depreciation expense for transmission plant is taken
directly from the-records of Apc and GaPC. the depreciation
expense associated with the 115 kv and above facilities is
determined on the basis of the gross investment in 115 kv
and above facilities and the associated depreciatiog rates.
The depreciation expense and related AITC associated with
general plant are allocated to transmission plant in
accordance with the general plant allocations as described
in Section C3.2.5. The general plant depreciation expense
allocated to transmission function IS further allocated to
the 115 kv and above facilities on the basis of depreciation
expense related to the 115 kv and above facilities and the
total transmission plant.

The AITC associated with the transmission plant is allocated
to the transmission facilities rated 115 kv and above on the
basis of the ratio of the depreciation expense of the®
transmission facilities rated 115 kv and above to the
depreciation expense of the transmission plant.

Section C3.2.12: Real and Personal Property Taxes are
assigned directly to the transmission plant,. These taxes
are allocated to the 115 v and above facilities based on
the ratio of the net investment in the 115 kv and above
facilities to the net transmission plant. The real and
personal property taxes associated with general plant are

Issued by: William L. Marshall, Jr., Vice President Effective Date: December 6, 2000
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allmcared <o e transmission  fupction 90 the basis of
salaries ana wages as described 1in Secticn <3.2.17 and
within transmission to the facilities rated 1.5 kv and above
on the basis of net investment.

Section ¢3.2.13: 2avrell Taxes applicable to the 1.5 xv and
above transmission facilities are computed in the following

manner . The expected payroll tax rates are applied to the
budgeted salaries and wages developed in Section ¢3.2.17 to
¢btain each function’s payroll taxes. ?he pavrell taxes

reflect the use of the taxable wage base and the maximum
payroll tax payable during each month of the Contract Year.

Section C3.2.14: Credits (2c Debits) to Operating Expenses:
The Trevenues classified as "Other Operating Revenue™ 1In
apc’s and capcC’'s budget will be credited to the operating
expenses If the transmission facilities considered herein
werce responsible for such revenues (z.3., such revenues
associated with Long Term Power sales, Short Term Power
sales, and unit power sales). IT the revenues for
transmission service are not credited, the estimated demands
associated with the revenues will be added to the demand of
the affected operating company for the transmission rate
calculation. Because an operating company may have
operating agreements with third parties with respect to the
transmission facilities considered herein, there may be
revenues Or expenses associated with the facilities rated
115 xv and above that will be appropriately credited or
debited to the operating expenses for the affected operating
company. In addition, revenues associated with the
transmission facilities rated 115 kv and above that appear
in the "Purchased Power sccount® in a2C’s and GaPC"s budget
{2.¢9,, such revenues from Long Term Power sales, Short Term
Power sales, and unit power sales) will be credited to the
operating expenses for these transmission facilities.

Section C3.2.15: Total Transmission Expenses represent the
direct and allocated fTixed expenses associated with the
facilities considered herein and are the summation of
Section C3.2.9 (Transmission Operation and Maintenance
Expenses) through Section C3.2.14  (Credits (or Debits) to
Operating Expenses) and is the value for "E"™ in the formulae
in Section C3.2.

Section C3.2.16: The Cost of Capital and Associated Income
Taxes are computed in the following manner:

CHs [(DRx i) + (PRX p) + (ER x <))

Where: DR + PR + ER = 1.0

IT - X ((PR X p) + (ER X ¢}
l1 -7
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where : T = F + § ~ 2FS {£ederal Income taxes deductibie
i-7Fs for state inccme tax purposes,
or
T=F+ 5 - rs { federal income taxes not

deductible for state income
tax purposes)

CM = weignted average cost of capital (3%).

IT « Income tax requirement associated with preferred
stock and common equity weighted cost of capital

(%).

DR = Ratio of debt capital (target ratio; includes first
mortgage bonds® pollution control obligations, and

capitalized leases).
PR = Ratio of preferred stock (target ratio).
ER = Ratio of common equity (target ratio).

Embedded cost of debt capital (%).

%
"

Embedded cost of preferred stock (%).

o
| ]

Return on common equity as specified in Article VI
of this Unit Power Sale Manual.

(@]
[ ]

Combined state and federal income tax rate.

—
| ]

F Federal income tax rate.

S = State income tax rate.

Section C3.2.17: Salaries and Wages are budgeted and
accounted Tor on an actual Dbasis by Apc and GaPC for each
functional group. The budgeted salaries and wages account
for changes iIn wage rates and number of employees.

The salaries and wages associated with the administrative
and general classification are allocated to the functional
groups based wupon the vratio of the functional group®s
salaries and wages to the total salaries and wages less the
administrative and general classification®s salaries and

wages.

The transmission plant salaries and wages which include the
allocated asG, are allocated to the 115 kv and above
facilities based on the ratio of the net investment in the
115 kv and above facilities to the total net transmission

plant investment.
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ARTICLE 1V

DERIVATION OF FUEL COSTS
AND NORMALIZED FUEL COSTS
FOR ELECTRIC GENERATING UNITS

This article of this Unit Power Sale Manual establishes :he
definition and provides the procedures for determining ctne
Fuel Costs and Normalized Fuel Costs for the computation of
charges for unit power sales under the UPS Agteement,

Section C4.0 Fuel Costs: The Fuel Cost ($/mih) for a unit is
defined as the Cost ($1 of the fuel issued from the wsightzg-
average stockpile for the unit divided by the net electrical
output (mwhs) of the unit during operation periods of the unit
during_the month energy was delivered under the ups Agreement.
Operation periods as used herein include all hours 1n which
the net electrical output of the unit is greater than za:»,
tne cost ofF fuel issued for the unit will be the actual
monthéy cost of fossil fuel issued from FERC Account 151,
including the actual monthly cost of gaseous fuels charged
directly to FERC Account 50L. In the event that there were no
OEeration periods of a unit during a month, the Fuel Cost for
the unit for such month will be equal to the Fuel Cost for the
unit In the Tirst preceding month 1in which there were
operation periods.

Section C4.1: Normalized Fuel Costs: The Normalized Fuel
Cost ($/a%nh) for a unit 1S defined as the average net heat
rate (millions of 3tu’s per awh) of such unit at a specified
generation level multiplied by the actual monthly cost ($) of
foosil fuel issued from FERC account 151, including the actual
monthly cost of gaseous fuels charged directly to FERC Account
501, and divided by the heat content (millions of gtu‘s) of
such fuel issued for the month. In the event the cost of fuel
issued 1is zero for a unit during a month, the cost of fuel
issued and the associated heat content for other similar
unit{s) receiving fuel from the same stockpile in that month
will be used In the calculation of the Normalized Fuel Cost.
Furthermore, 1In the event there was no fuel issued from such
stockpile In that month, the cost of fuel issued _and the
associated heat content for the first preceding month In which
there was fuel issued will be used in the calculation of the
Normalized Fuel Cost. The specified generation level at which
the average net heat rate is determined shall be sixty-five
percent (5%5%) of the Net Dependable Capacity of each unit,
unless otherwise mutually agreed by the parties hereto. This
generation level will be reviewed periodically by the Unit
Power sales Operating Committee to determine if it shall be
revised to more accurately represent the normal historical or
projected output factor for each unit. The average net heat
rate, as used herein, shall be calculated for each unit from
the net heat rate equation which IS used in the economic
dispatch for Southern Companies.
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ARTICLE V

DERIVATION OF FIXED OPERATION AND MAINTENANCE,
VARIABLE OPERATION AND MAINTENANCE, AND IN-PLANT
FUEL HANDLING EXPENSES FOR ELECTRIC GENERATING UNITS

This article of this Unit Power Sale Manual establishes the
formulary method for deriving Tfixed operation and maintenance,
variable operation and maintenance, and in-plant fuel handling
expenses for the computation of charges for services under the

Agreement.

Section c5.0 Fixed ODeration and Maintenance Expenses: The fixed

operation and maintenance expense ($) for a unit is based upon the
following components budgeted for the unit for the Contract Year:
(i) all operation supervision and engineering charged to FERC
Account 500, (ii) the total expenses charged to FERC Accounts 506
and 514, (iii) operational labor (includingovertime labor) charged
to FERC accounts 502 and 505, (iv) rent charged to Account 507, (v)
all maintenance supervision and engineering charged to Account 510,
(vi) all maintenance expenses charged to Account 511, and (vii)
maintenance labor (includingovertime labor) charged to Accounts 512
and 513.

Section C5.1 Variable Operation and Maintenance Expenses: The

variable operation and maintenance expenses ($/vwh) Ffor a unit shall
be based upon the following components budgeted for the unit for the
Contract Year: (i) all contract labor, (ii) all operating material
charged to Accounts 502 and 505, and (iii) all maintenance material
charged to Accounts 512 and 513. The variable operation and
maintenance expenses for the unit shall be the sum of the components
listed above ($) divided by the budgeted net electric output of the
unit (in Mwhs) For the Contract Year.

Section C5.2 In-Plant Fuel Handling Expsnsz=s: The in-plant fuel
handling expenses (s/Mwh) For a unit shall be the in-plant fuel
handling costs (dollars)budgeted in FERC Account 501 divided by the
budgeted net electric output (Mwhs) For the unit during the Contract
Year. The in-plant fuel handling expenses shall include all
expenses in Account 501 except the cost of fuel which includes
freight, switching, demurrage and other transportation charges.

Section C5.3 Data to be Provided: The date used in the determination
of the fixed and variable operation and maintenance expenses and the
in-plant fuel handling expenses for each unit each Contract Year,
will be provided to the purchasers of unit power in accordance with
Article VIIIL.

Issued by: William L. Marshall, Jr., Vice President Effective Date: December 6, 2000
Issued on: February 26, 2001 Filed to comply with letter order in Docket No. ERO1-602,
dated January 24,2001

160186-Staff-POD-58-649



Southern Operating Companies Original SheetNo. 78
Rate Schedule FERC No. 67

ARTICLE V1

DERIVATION OF
RETURN ON COMMON EOUITY

This article of this Unit Power Sale Manual establishes the return
on common equity used in the computation of capacity charges for
unit power sales under the UPS Agreement.

Section C6.0 Return on Common Equity: For the purposes of
determining charges for unit power and transmission, as set forth
in this Unit Power Sale Manual and the UPS Agreement, the return on
common equity (c) TFor Southern Companies shall be eleven percent
(11 .00%). This return on common equity will be reviewed
periodically to determine if revisions are required. Any such
revisions shall be made in accordance with the provisions of Section
5.3 and Section 5.5 of the UPS Agreement.
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ARTICLE v:z

DERIVATION OF
AVERAGE TRANSMISSION LOSS PERCENTAGES

This article of this Unit Power Sale Manual establishes t:ne
average transmission loss Percentages used in the computation
of capacity and energy charges under the UPS Agreement.

Section C7.0 Averaae Transmission Loss Percentages: For the
purposes of determining cnarges fTor capacity and energy, as
set Tforth 1in this Unit Power Sale Manual and the UPS
Agreement, the average transmission Jloss percentage of
Southern Companies associated with capacity (%L _ ) and +the
average transmission loss percentage of Southerfl Companies
assocrated with energy (%L, ) shall each be three percent
(3%). These average loss “percentages will be reviewed
periodically from annual power supply statistical reports and
from load-flow studies to determine if any revisions are
required. Any such revisions shall be made 1in accordance
with the provisions of Section 5.3 of the UPS Agreement.
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ARTICLE VIIZ

UNIT POWER SALE
INFORMATIONAL SCHEDULE awno-suz?ofT SCHEDULES
AND MONTHLY REPORT ¢r ENERGY TRANSACTIONS

Section ¢38.0 Support Schedules: The development of =zost
components for the sale of unit power will be provided on
formats mutually agreed to by t:the parties hs2t2te, such
support schedules will describe the source sf the data with
reference to the applicable articles and sections of this
Unit Power Sale Manual and will show how the data is used in
the computation of cost components shown on the Unit Power
Sale Informational Schedule.

Section C8.1 Unit ®owvec Sale Informational Schedule: The
results of the formulary methodalogy set Torth in this Unit
Power sale Manual shall  be displayed on a Unit Power Sale
Informational Schedule for the Contract Year in a format
mutually agreed to by the parties hereto.

section ¢8,2 Schedules for Estimated and Actual Charses: The
support  schedules described 1n Section ¢8.0 shall be
recomputed to i--<lude actual cost data as contemplated in
Article 11X of tris Unit Power Sale Manual and supplied to
unit power sales purchasers.

Section C8.3 Monthly Report of tnscray Transactions: Monthly
reports shall be supplied to unit power sales purchasers,
which reports will list the hourly energy transactions and
the energy rates which are applicable to each hourly
transaction. The energy rates used in the calculation of the
energy charge for each unit during each hour will also be
identified. Both preliminary and actual cost data will be
supplied as provided for in Section 7.2 of. the ups Agreement.
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ARTICLE IX
ADJUSTMENT FOR ACTUAL COST

This article of this Unit Power Sale Manual establishes the
formulary components of the unit power capacity charge and the
transmission capacity charge which are subject to adjustment for
actual cost. Such adjustments for actual cost pursuant to Section
6.2 of the UPS Agreement will be made using the applicable
procedures described in Article 11, Article 111, and Article V of
this Unit Power Sale Manual.

i ‘ : The monthly capacity
charges computed under Article 11 of this Unit Power Sale Manual fo
each unit participating in sales of unit power for the Contract Year
will be recalculated using the formula specified in Section C2.2 and
the actual cost data for the unit. All cost items contained in
Article 11 of this .Unit Power Sale Manual will be adjusted to
reflect their actual costs. The adjustment will be made as soon as
practicable following the end of the month, but shall be made within
three (3) months of the monthly rendered bill. The capital
structure and cost of debt capital and preferred stock will be
modified as described in Section C2.2.16 and further as provided for
in Section c2.2.13,

Section (9.1 Capacity Cost for Transmission Service: The
transmission capacity cost computed under Article 111 of this Unit

Power Sale Manual for the Contract Year will be recalculated using
actual cost and load data and the formulae specified in Section
¢3.2. Southern Companies shall make this adjustment on a periodic
basis, but not less frequently than annually as soon as practicable
following the end of the Contract Year.

Section (C9.2 Variable operation and Maintenance Exuenses: The

variable operation and maintenance expenses and the in-plant fuel
handling expenses, as defined and computed in accordance with
Article v, will be recalculated using actual data. The adjustment
for variable operation and maintenance expenses and the in-plant
fuel handling expenses will be handled separately from the energy
billing. This adjustment will be made annually (or for such lesser
periods as mutually agreed by the parties hersto) using the actual
data for expenses and net electrical output of each unit. Such
annual adjustment will be made for the Contract Year as soon as
practicable following the end of the Contract Year.

Section C9.3 Administrative Cost for Adjustment Procedure: FPL as

a purchaser of unit power shall reimburse Southern Companies for its
equal share of all costs incurred by Southern Companies directly in
administering this Article IX of this Unit Power Sale Manual. Such
costs shall be accumulated by Southern Companies at standard rates
of each operating company and SCS for the services performed and
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shall include, but not be limited to, charges for computer time
associated with the calculation of capacity charges based on actual
data, personnel engaged in administering this Article IX of this
Unit Power Sale Manual based on time actually spent, and materials
and supplies consumed in connection with administration of this
Article IX of this Unit Power Sale Manual. Such administrative
charges will not be included in the development of capacity charges
in Section C2.2.10.
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Southem Company Senaces inc
800 Shaces Creex Parxway
Post Otthce Box 2625
Birmingnam, Aacama 35202
Teiapnone 205 870-6287

R. O.Usry
Vice Presoent
e sovthern pipcme svsie~

April 25, 1990

Mr. J.W. Williams, Jr.
Senior Vice President
Florida Power & Light Company
Post Office Box 029100

Miami, Florida 33102-9100

Re: Adoption of Marginal Replacement Fuel Cost in the
1982 and 1988 Unit Power Sales Agreements between
Florida®Power & Light Company and Southern Conpanies

Dear Mr. Williams:

As previously discussed with representatives of Florida Power
¢ Light Company ("rpL"), Alabama Power c¢ompany, Georgia Powar
Company, Gulf Power Company, Mississippi Power Company, Savannah
Electric and Power Company and Southern Company Services, Inc.
(hereinafter ""Southern electric system" or "Southern Companies')
propose to :dzpt a new fuel cost methodology for use in dispatch-
ing generating units on the Southern electric system. Under the
proposed procedure, units will be dispatched based on the "marginal
replacement fuel cost." The guidelines for. dstsrnining the
marginal replacement fuezl cost for use in dispatch are attached
hereto as Attachment 1. This letter agreenent is intended to
explain and clarify the proposed practice and its effects on the
Unit Power Sales ("UPS") Agresenents between Southern Cocpanies and

FPL.

FPL and Southern Cocpanies have entered ints two UPS Agree-
ments. On February 18, 1982, the#)arti'esexecuted a UPS Agreenent
(*'1982 Agreement') that provides for sales from Southern Companies
to FPL through May 31, 1995. FPL and Southern Companies entered
into another agreement on July 20, 1988 ("1988 agrzement'), whereby
FPL will purchase additional unit power from Southern Companies
during the period June 1, 1993 through May 31, 2010.

Currently, the Southern electric system utilizes "blended
replacement fuel cost" to dztermins the order of dispatch of the
generating units on the system and to price off-system energy
transactions. Blended replacement fuel cost is defined as the
weighted average cost «¢ fuel receipts for the previous month (both
long-term csnzrace: and spot-aarket receipts) and the projected fuel
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receipts for the current rontn, For incrementally priced o¢¢-
system energy transactions (such as Alternate, Supplemental,
Discretionary, Replacement, Schedule R and the Long-T2rm Power
Option), specific increments of unit generation are identified "as
sources of supply, and the fuel component is #)riced using the
blended replacement fuel cost of each increment of unit generation.

Because spot-market fuel prices are presently lower than Leong-
tetm prices, units with fewer long-term fuel supply commitments
have a distinct advantage in dispatch over units with higher levels
of long-term contract fuel supplies. Units with small quantities
of l»ng-term fuel supplies can obtain substantial amounts of spot-
market fuel thereby resulting in a lowsr blended fuel cost wnich,
in turn, causes the units to be dispatched first and consume more
fuel. The increased loading of these units allows procurement of
additional spot-market fuel that further reduces their blended
replacement fuel cost and starts a spiral effect of decreasing cost
and increasing generation. On the Southern electric system, these
units with fewer long-t=cm commitments are generally the older,
less efficient units that should primarily provids ressrvz
generation.

In contrast., units witn higher levels of long-t2rm contracts
and, hence, higher costs have decreased onortunities to generate
and to improve their order in dispatch by procuring more spot-
narket fuel. Generall¥, these units are the never, mnorz efficient
units that should supply neor= base load energy. 2ased on studies,
Southern Companies believe that the continued use of blended
replacement Ffuel cost nay not result in the rost efficient
cperating and pricing signals being provided for future fuel
crocursment decisions or the desired burns at the most efficient
slants,

To resolve any problems associated with dispatching units
vasad on blended resiacement Tuel cost, the Southern electric
system proposes t> utilize marginal replacement fuel cost to
dispatch system generating units. Although units will be dis-
patched based on marginal replacement fuel cost, off-system energy
transactions will continue to be priced based on blended rzplace-
nent fuel cost. This is necessary because marginal replacement
fuel cost at some plants represents only a small percentage of the
total ¢23t of the fuel ¢onsuned. Therefore, a different methodolo~
gy must be used in the pricing_process to recover all fuel expenses
incurred in operating the unit. The use of blended replacement
fuel cost for pricing is a proven and rslizblz methodology for
ensuring that all fuel costs are recovered and, thrraterz, that
pzthodology will be retained In pricing off-system energy transac-
tions.

Issued by: Willllan L. Marshall,Jr., Vice President .

sed o 20701 e Effective Date: December 6,2000

! on: Febnary 26, Filed ©o complywith letter order in Docket No. ER01-602,
dated January 24,2001

160186-Staff-POD-58-657



Southern Operating Companies Original Sheet No. 85
Rate Schedule FERC No. 67
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Using the proposed procedure, specific unit increments for ci=
agg_regate of oic-systam energy transactions will be identified by
a dispatch simulation using marginal replacement fuel cost. once
identified, the specific unit iIncrements will be assigned their
blended replacement fuel cost and reordered in ascending order of
cost for pricing each off-system energy transaction. The change
to this proposed method of dispatch and fuel pricing should result
in decreased production cost, thereby providing savings to all
customers. It should also provide appropriate fuel procurement
signals to nminimize the cost of fuel purchases under changing
market conditions.

Because the proposed fuel pricing methodology results in the.
use of a different fuel cost for dispatch and pricing off-systen
energy transaciions, energy rates that include the incremental
generating cost of the Southern electric system as a component of
the pricing methodology could be affected. These energy rates
include the following: Alternate, Supplemental and Discretionary
Energy under the 1982 and 1988 Agreements: Replacement Energy under
the 1988 Agreement; Schedule R to the Interchange Contract: and the
Long T=rm Power Option provided under Exhibit B of the i3s3
Agre2emant, The proposed procedure will not change the methodology
used in d=t2rmining UPS Base and Normalized Energy Rates.

Over tine, as units are dispatched differently, the fuel cost
and variable operation and maintenance ("ogM") expense at each unit
nay change. The Southern electric system will not revise the os¥
expense shown in the 1990 Informational Filings, but future
informational Filings will reflect any such changes. The proposed
methodolegy may also have an effect on the fuel stock ccnponent of
working capital which, iIn turn, affects the calculationof capacit
cnarge rates. As more spot-market fuel is procured and the fue
szock changes, the contract capacity charge rateswill rz¢lz<cz this
change. he adoption of marginal replacement fuel cost for
dispatch nay also result in a change in unit operations, including
the operation of certain units at ninimum output levels.

The adoption of the new method OF dispatch will necessitate
the amendment of a number of rates that Southern Companies have
filed with the Federal Energy Regulatory commission ("FERCY) .
Because recalculating dispatch would be extremely impractical, if
not impossible, the mar?inal replacement fuel <¢os:z procedure will
not be izplem2nted until it is accepted for use under The Southern
Company sysz=2m Intercompany Interchange Contract and all other
wholesale and4 r2tail rates of Southern Companies. In any event,
the use of marginal replacement fuel cost for dispatch will ret be
implamentad if t£ns FERC orders that such implementation IS subject

to refund.
Issued by: William L. Marshall, Jr., Vice President Effective Date: December 6.2000
Issued on: February 26,2001 Filed to comply with letter order in Docket No. ER01-602,

dated January 24,2001

160186-Staff-POD-58-658



Southern Operating Companies .
Rate Schedule FERC No. 67 Original Sheet No. 86

Mr, J.W. Williams, Jr.
April 25, 1990 .
Page 4

Please indicate your agreement vith the tzrms of this letter
agreement by signing below and returning it to the writer.
Southern Company Services, Inc., on behalf of the Southern electric
system, will file this letter agreement with the FERC as"a change
in a practice under a rate schedule, and will notify you of the
date that the marginal replacement fu:l cost procedure will be
implemented.

Sincerely,

Robert ©. Usry

Accepted by: %

Date: L3 Fo =

Issued by: William L. Marshall, Jr., Vice President .
é:ﬂgd 0?1/' Felbrluaanr]y 26 Zacr)sma r ST, Viee FTesIden ) ) Effective Date: December 6,2000
' : Filed to comply with letter order in Docket No. ERO1-602,

dated January 24,200 |
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Guidelines for bDeterminatisn Of

Marginal Replacement #uvel Prices

Independent

Oversight

Frequency

Price

Tornage

True Cost

Gas/0il

Timing

Exception

Forecast Team

The Forecast Team will have the )
responsibility and ruthorrty to establish
marginal replacement fuel prices.

At least one operating company representative
should be present at the price forecast teanm
meetings. _The responsibility te attend these
meetings will be rotated between operating
companies on a monthly basis. '

Marginal replacemens fuel prices will be |
developed monthly.

The marginal replacement fuel price will be
on a delivered $/MMBtu basis, rounded to the
nearest cent, that reflects the Cost of
replacing the desired tonnage.

The desired tonnage used to determine
marginal replacesent fuel pricing will be
twenty percent of the preiected monthly burn
or the equivalent of a ten percent capacity
factor, whichever IS greater.

Marginal reslacemans fuel prices will include
true variable cost and should not include any
sunk cost.

Marginal replacement fuel prices «ill be based |
on the volume of gas/eil necessary t¢ satisfy
100% of the projected monthly burn. Karginmal
gas/oil prices may be changed during the month
If a significant actual price change ecscurs.

Monthly marginal replacement fuel prices for \
all plants will -be developed by the 3rd Friday [
of each month (15th - 2isz), |

The Southern Company Services Price Forecast
Team will have the authority to decide on any
exceptions as they arise.

The Manager of Southern Company Services ,
Procurement and Planning will have the
responsibility to wtilize the resources of his l
orgamization and produce the monthly marginal
replacement fuel grice forecast given the

above gquidelines,

Issued by: William L. Marshall, Jr., Vice President
Issued on: February 26,2001
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Southern Company Services. Inc.
Post Office Box 2625
Birmingham, Alabama 35202
Telephone (205) 870-6462

Willlam K. Newman
Vice President the southem electric sysrem

Operating and Planning Services
May 25, 1994

Mr. M. W. Yackira

Senior Vice President
Florida Power & Light Company
700 Universe Boulevard

Juno Beach, Florida 33428

RE: REVISION IN FUEL ACCOUNTING PROCEDURES AT PLANT SCHEERER

Dear Mr. Yackira:

As you know, Florida Power & Light Company ("rPL") and the
other co-owners of the Robert W. Scherer Steam Electric Generating
Plant ("Plant Scherex"), in an effort to reduce plant fuel costs,
have decided to burn sub-bituminous coal in certain units at the
plant. As a result of this decision, certain fuel accounting
grocedures are being revised to allow the use of both sub-

ituminous and bituminous coal at Plant Scherer. Under the new
procedures, fuel at Plant Scherer is accounted for on a BTU basis,
and a generation equivalent BTU (*GesTu") Ffactor is applied to sub-
bituminous coal to reflect differences in thermal efficiency
between bituminous and sub-bituminous coal. On behalf of Alabama
Power Company, Georgia Power Company, Gulf Power Company,
Mississippi Power Company, and Savannah Electric and Power Company
(collectivelyreferred to as "Southern Companies'™), we are writing
to clarify and explain the effect of these procedures on the
Amended and Restated Unit Power Sales Agreement dated February 18,
1982 ("1982 Ups") between FPL and Southern Companies (with the
exception of Savannah Electric and Power Company), the Unit Power
Sales Agreement dated July 20, 1988 (v1988 UPS') between FPL and
Southern Companies, and the Transition Energy Agreement dated as of
December 31, 1990 ("TEA") between FPL and Southern Companies.

The need to adopt BTU accounting and the GEBTU factor arose
out of the decision to burn sub-bituminous coal at Plant Scherer.
The Plant Scherer co-owners, including FPL, decided to continue
burning bituminous coal in Units 1 and 2 and to begin burning sub-
bituminous coal in Units 3 and 4. Although only two units will
burn sub-bituminous coal, the Plant Scherer co-owners decided that
all plant participants will share in the benefits and burdens of
that coal. To this end, the Plant Scherer co-owners will share the
cost savings resulting fromthe use of sub-bituminous coal and will
share the Investment carrying costs of modifying Units 3 and 4 to
allow them to burn such coal. The co-owners will also share
various incremental operation and maintenance costs resulting from
the use of sub-bituminous coal, as necessary to accomplish an
equitable cost sharing.

Issued by: William L. Marshall, Jr., Vice President Effective Date: December 6. 2000
Issued on: February 26,2001 Filed to comply with letter order in Docket No. ER01-602,
dated January 24,2001
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The heating characteristics of sub-bituminous and bituminous
coal are significantly different, with bituminous coal having more
BTUs per pound. In ‘addition, sub-bituminous coal has a higher
moisture content and thus burns less efficiently than bituminous
coal. This additional moisture content results in: (i) losses due
to increased latent heat evaporation (the additional BTUs required
to convert the moisture to steam that goes up the stack); (il
losses in boiler efficiency due to slagging characteristics o
fuel; and (iii) additional station service required for pulverizers
and fans to move more of the coal to the burner. Testing at Plant
Scherer indicated that, primarily due to the higher moisture
content of the sub-bituminous coal, burning a given amount of sub-
bituminous coal produced about 95% of the energy output as burning
bituminous coal with an equivalent amount of BTUs. ese different
heating characteristics require that fuel at Plant Scherer must be
accounted for on a BTU basis and that sub-bituminous BTUs must be
discounted to be made equivalent to the energy output of bituminous
BTUs.

In order to equate the thermal efficiency of sub-bituminous
and bituminous coal, a GEBTU factor has been developed. This GEBTU
factor represents the additional amount of sub-bituminous BTUs
necessary to equal the thermal efficiency of bituminous BTUs (i.e.,
approximately 5%). The GEBTU factor will be reviewed periodically
and, if aplprc%Pfriate, adjusted prospectively to reflect differences
in thermal efficiencies. discounting the BTU content of sub-
bituminous coal by the CGEBTU factor, the two types of coal
effectively have equal thermal efficiencies.

When sub-bituminous coal is received, the BTUs are discounted
b% the GEBTU factor. The discounted sub-bituminous BTUs are then
charged to the purchasing Plant Scherer co-owner’s respective fuel
account. The cost of the discounted sub-bituminous BTUs receipts
and the cost of the bituminous BTUs receipts are used to develop
each stockpile participant’s Plant Scherer weighted average cost
per BTU ($/3TU). Thus, the cost of fuel (s/87uU) for all the Plant
Scherer Units reflects the lower sub-bituminous coal costs and all
Plant Scherer co-owners share in the savings.

When the sub-bituminous coal is actually burned, the burn
analysis éBTUs consumed) 1s discounted by the GEBTU factor. The
discounted BTUs are used to determine burn expense and are deducted
from the Plant Scherer co-owner’s respective fuel account. Without
this adjustment, the burn expense related to the Plant Scherer
Units burning sub-bituminous coal would be overstated. The Plant
Scherer co-owners have adopted the above-described fuel accounting
procedures effective October 1, 1993.

I':gﬂgg 2?1/ \é\ég:ﬁ;: L2.6M2a0rghlall, Jr., Vice President ) ) Effectivq Date: December 6, 2000
: y 20, Filed to comply with letter order in Docket No. EROI -602,
dated January 24,2001
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The adoption of the revised fuel accounting procedures will
have an impact on the fuel accounts from which energy prices are
determined. The Plant Scherer Common Coal Stockpile will continue
to be used for determining Base Energy Rates ("BgRs") and
Normalized Energy Rates ("NERs") under the 1982 UPS, 1988 UPS, and
TEA (8ers only). With respect to the BERs under the 1982 UPS, 1988
ups, and Tea, the fuel cost component for a unit will be calculated
using the Plant Scherer Common Coal Stockpile weighted average cost
per 31U based on the cost of bituminous BTU inventory and the cost
of sub-bituminous GEBTU inventory. The fuel cost component for a
unit Of the ¥Ers under the 1982 UPS and 1988 UPS will also be based
upon the plant Scherer Common Coal Stockpile weighted average cost
per BTU reflecting the cost of bituminous BTU inventory and the
cost of sub-bituminous GEBTU inventory. The heat content of the
fuel used iIn the calculation of the NERs will be based upon the
actual z1tUs consumed, either bituminous or sub-bituminous. It would
be Incorrect to discount the burned sub-bituminous BTUs by the
GEBTU factor because the lower thermal efficiency is reflected in
the higher heat rates of the units burning sub-bituminous coal used
in the calculation of the NERs.

IT you agree with this proposed revision, please indicate your
aﬂreement by signing below and returning this letter agreement to
the undersigned.

Sincerely,

William IC. Newman, Vice-president
Operating and Planning Services

ACCEPTED BY:

_ira, Senior Vice President
ene €197

::;ljgg gﬁ \é\ég::]a;rwyLz.GMzaéghlall, Ir., Vice President ) . Effective Date: December 6, 2000
) ' Filed to comply with letter order in Docket No. ER01-602,
dated January 24,2001
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Southern Company Service "¢,
Post Office Box 2625
Birmingham. Alabama 35202
Telephone (205) 870-6462

Willism K Newman
V i President the southem electnc system

Operating and Planning Services
July 10, 1995

Mr. Paul J. Evanson
President

Florida Power & Light Company
700 Universe Boulevard

Juno Beach, Florida 33428

RE: REVISION OF FUEL ACCOUNTING PROCEDURES AT PLANT MILLER

Dear Mr. Evanson:

Alabama Power Company_ ("APCo"), the majority owner and
operator of the James H. Miller, Jr. Steam Electric Generating
Plant ("plant Miller"), in an effort to reduce plant fuel costs,

has decided to burn sub-bituminous coal in Plant Miller®s Unit 4.
Sub-bituminous coal is a less expensive fuel source than bituminous
coal. Due to its physical characteristics, however, sub-bituminous
coai should be stored and burned separately from bituminous coal.

Because sub-bituminous coal is less expensive than bituminous
coal, and because sub-bituminous coal will be burned initiallyonly
at Plant Millers Unit 4, certain fuel accounting procedures are
being_revised to allocate the benefits and costs of the lower cost
sub-bituminous coal equally across all units at Plant Miller. If
market conditions in the future so dictate, APCo may take further
advantage of sub-bituminous coal and, thus, may convert additional

units to sub-bituminous capability. In such an event, the
?:cc%gntlng procedures set forth herein would apply in an analogous
ashion.

Under the new procedures, fuel at Plant Miller is accounted
for_on a BTU basis, Instead of on a tonnage basis, and a generation
equivalent BTU ("GEBTU") factor is applied to sub-bituminous coal
to reflect differences in thermal efficiency between bituminous and
sub-bituminous coal. On behalf of Alabama Power Company, Georgia
Power ComEany, Gulf Power Company, Mississippi Power Company, and
Savannah Electric and Power Company (collectively referred to as
"Southern Companies'™), we are writing to clarify and explain the
effect of these procedures on the Amended and Restated Unit Power
Sales Agreement dated Februar)(I 18, 1982 (w1382 UPS Agreement™)
between Florida Power & Light Company ('FPL") and Southern
Companies (with the exception of Savannah Electric and Power
Company), and the Unit Power Sales Agreement dated July 20, 1988
(v1933 UPS Agreement™) between FPL and Southern Companies.

Issued by: William L. Marshall, Jr., Vice President
Issued on: February 26,2001 . ) Effective Date: December 6, 2000
Filed to comply with letter order in Docket No. ER01-602,

dated January 24,2001
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The need to adopt 2TU accounting and the GEBTU factor arose
out of the decision by Alabama Power Company ("APCo") to burn sub-
bituminous coal at Plant Miller. APCo has selected Plant Miller™s
Unit 4 _initially to burn sub-bituminous coal for various
engineering and operational reasons. Although only one unit
inttially will burn sub-bituminous coal, APCo believes that the
reduced fuel cost resulting from that burn should be allocated
evenly across all Plant Miller units. Such an allocation
recognizes that, absent the special characteristics of agub-
bituminous coal, the benefits of lower price_coal acquisitions
ordinarily would be spread evenly across all units. To this end,
all plant Miller units will be allocated a fair share of the cost
savings resulting from the use of sub-bituminous coal and,
correspondingly, will_be allocated a fair share of the investment
costs of- modifying Unit 4 to burn such coal. All units will also

- - share various 1ncremental operation and maintenance costs ("0 & M")
resulting from the use of sub-bituminous coal at Unit T, as
necessary to accomplish an equitable cost sharing among units. On
an ongoing basis, Plant Miller personnel will evaluate all O &« M
BrOJ@cts to determine iIf the prp#ect is primarily attributable to

urning sub-bituminous fuel or iT the project is considered normal

unit operation cost. If a project is determined by Plant Miller
Personnel to be primarily attributable to burning sub-bituminous
fuel, the cost of such project will be allocated to all units at
Plant Miller. Therefore, F?L's share of these costs will be based
on a capacity entitlement allocation of its share of Plant Miller
Unit 4 as a function of the total capacity at the plant.

The heating characteristics of_sub-bituminous and bituminous
coal are significantly different, with sub-bituminous coal having
less BTUs per pound. Sub-bituminous coal also has a higher
moisture content and thus burns less efficiently than bituminous
coal. This additional moisture content results in: (i) losses due
to increased latent heat evaporation (the additional BTUs required
to convert the moisture to steam that goes up the stack); (ii)
losses in boiler efficiency due to slagging characteristics of
fuel; and (iii) additional station service required for pulverizers
and fans to move more of the coal to the burner. Testing at Plant
Miller indicates that, primarily due to the higher moisture content
of the sub-bituminous coal, burning a given amount of sub-
bituminous coal produced about $5% of the energy output as burning
bituminous coal with an equivalent amount of BTUs. These different
heating characteristics require that fuel burned at Plant Miller be
accounted for on a BTU basis and that sub-bituminous BTUs must be
discounted to be made equivalent to the energy output of bituminous
BTUs .

In order to equate the thermal efficiency of sub-bituminous
and bituminous coal, a GEBTU factor has been developed. This GEBTU
factor represents the additional amount of sub-bituminous BTUs

Y

Issued by: William L. Marshall, Jr., Vice President

Issued on: February 26,200] ) ) Effective Date: December 6,2000
Filed to comply with letter order in Docket No. ER01-602,

dated January 24,2001
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necessary to equal the thermal efficiency of bituminous. BTUs
(approximatelyss) . The GEBTU factor will be reviewed periodically
and, if apf)rqgfr_la_te, adjusted prospectively to reflect differences
in thermal efficiencies. By discounting the BTU content of sub-
bituminous coal by the GEBTU factor, the two typss of coal
effectively have equal thermal efficiencies.

_ When sub-bituminous coal is received, it is segregated from
bituminous coal and _positioned for utilization at Unit 4. The
amount of coal received will continue to be accounted for on a
tonnage basis and will betﬁrlced_for a total_plant burn cost at an
average cost per ton for the designated providing stockpile. When
the sub-bituminous coal is actually burned, the burn analysis_(8TUs
consumed_in generation) is discounted by the GEBTU factor prior to
determining the total BTUs consumed by  all plant units. Without

- this adjustment, the burn expense related to Unit 4 (burning sub-
bituminous c_oa!i) would be overstated. The total BTUs consumsd 1S
then determined by adding bituminous and adjusted sub-bituminous
BTUs consumed by each unit. The resulting total BTUs consumed iIs
then divided into the previously determined total plant burn cost.
The resulting cost per BTU is then applied to the BTUs consumed
each unit, as adjusted by the GEBTU factor, which results in a cos
per unit or "Unified BTU Cost." The Unified BTU Cost will equal
the total cost formerly determined by utilizing an average cost per
ton. The total of the Unified eTu COst €or each unit will serve as
the "cost" of fuel under the 1982 ups Agreement and the 1988 UPS
Agreement. APCo has adopted the above-described fuel accounting
procedures effective January 1, 1995.

The _adoption of the revised fuel accounting procedures will
have an impact on the fuel accounts from which en@rqy prices are
determined. The combined Plant Miller stockpile will continue to
be used for determining Base Energy Rates (*BERs") and Normalized
Energy Rates ("NErsv) under the 1982 UPS Agreement and 1988 UPS
Agreement. With respect to the BERs under the 1982 UPS Agreement
and 1988 UPS Agreement, the fuel cost ccmponent for a unit will be
calculated using the Plant Miller Unified BTU Cost based on the
cost of bituminous BTU burned and the cost of sub-bituminous GEBTU
burned. The fuel cost component for a unit of the NERs under the
1982 UPS Agreement and 1988 UPS Agreement will also be based_upon
the Plant Miller Unified 81U Cost_reflecting the cost of bituminous
BTU burned and the cost of_sub-bituminous GEBTU burned. The heat
content of the fuel used In the calculation OF the NERs will be
based_upon the actual BTUs consumed, either bituminous or sub-
bituminous. It would be incorrect to discount the burned sub-
bituminous BTUs the GEBTU factor because the lower thermal
efficiency is reflected in the higher heat rates of the units
burning sub-bituminous coal used in the calculation of the NERs.

Issued by: William L. Marshall, Jr., Vice President

Issued on: February 26,2001 ive DSte: December 6, 2000

. . Effec
Filed to comply with letter or(}er in Docket No. ERQ1-602.
dated January 24,2001"
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Based on an analysis we have conducted, the net impact of
these changes for use of sub-bituminous coal should result in an
economic benefit to FPL. This analysis is based on simulation and
estimates of future costs, and as these factors change, the overall
results will be affected.” To take full advantage of this benefit,
it is hecessary to implement the fuel accounting procedures we have
described herein.

IT you agree with this proposed revision, please indicate your
%ﬁreement by signing below and returning this letter agreement to
e undersigned.

Sincerely,

william ¥, Newman, Vice-president
Operating and Planning Services

ACCEPTED BY:

N e —

Seul s Bvansom, Presidents w.&. Wal kev

DATED: 742;_/2{ vV P—Re% ALl s

Issued by: William L. Marshall, Jr., Vice President

Issued on: February 26,2001 ) ) Effective Date: December 6, 2000
Filed to comply with letter order in Docket No. ER01-602,

dated January 24,2001
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Southern Company Services. Inc.
Post Office Box 2625
Birmingham, Alabama 35202
Telephone (205) 870-6462

Willlam K. Newman
Yice President the southern eiectric system
Operating and Planning Services

July 19, 1995

Mr. Paul J. Evanson

President

Florida Power & Light Company
700 Universe Blvd.

Juno Beach, FL 33428

Re: Closure of UPS Capacity Audits and Settlement of Certain Cost of Capital Issues,
Dear Mr. Evanson:

As you know, Florida Power & Light Company ("FPL") purchases capacity from
Alabama Power Company, Georgia Power Company, Gulf Power Company, Mississippi
Power Company, and Savannah Electric and Power Company (collectively referred to as the
"Operating Companies") by and through their agent, Southern Company Services, Inc. ("SCS")
under the Amended and Restated Unit Power Sales Agreement dated February 18,1982, which
agreement has been amended from time to time ("1982 UPS Agreement™), and the Unit Power
Sales Agreement dated July 20, 1988, which also has been amended from time to time ('1988
UPS Agreement") (collectively, the "UPS Amendments")." FPL has conducted numerous
audits of capacity charges under the UPS Agreements, the last completed audit being that
which commenced in calendar year 1993 (the "1993 Audit"). With the 1993 Audit, FPL has
audited all capacity billings under the UPS Agreements through 1991.

In connection with the 1993 Audit, FPL has raised an issue concerning the practices
and methodologies used by the Operating Companies' to recognize partial redemption of
securities in the derivation of cost of capital under the UPS Agreements. The Operating
Companies, on their own accord, also have reconsidered their past practice of not reflecting
the results of subsequent generation refundings in cost of capital calculations. After numerous
meetings and studies, FPL, the Operating Companies, and SCS wish to settle and close all
capacity billings through 1991 under the UPS Agreements completed through and including
the 1993 Audit concerning the inclusion of partial redemption of securities in cost of capital
calculations. The parties hereto also wish to come to agreement on the means by which
subsequent generation refundings will be reflected in cost of capital calculations under the UP S
Agreements.

! Savannah Electric and Power Company was not a party to the 1982 UPS Agreement, but is a party to the
1988 UPS Agreement. For the purposes of this letter agreement, the term 'Operating Companies" shall include
Savannah Electric and Power Company only in relation to the 1988 UP S Agreement.

Issued by: William L. Marshall, Jr., Vice President

Issued on: February 26,2001 Effective Date: December 6,2000

Filed to comply with letter order in Docket No. ERO 1-602,
dated January 24,200]

160186-Staff-POD-58-668



Southern Operating Companies -
Rate Schedule FERC No. 67 Original Sheet No. 96

July 19, 1995
Page 2

Partial Redemption of Securities and Subsequent Generation Refundines

Under the 1982 UPS Agreement as originally executed, cost of capital was determined
as of the date the applicable UPS Units went into commercial operation and was the weighted
average percent rate of the debt and preferred stock issued during UPS Unit construction. The
1982 UPS Agreement did not explicitly set forth procedures for recognizing retirement or
redemption of securities. In February of 1987, FPL, the Operating Companies and SCS
reached agreement to adopt "Guidelines for Retirement of Outstanding Securities"
("Redemption Guidelines") which provided a basis for "substitution security rates” as
applicable to redemptions or retirements. The methodologies and procedures for redemptions
or retirements of securities contained in the Redemption Guidelines were incorporated into
the 1988 UPS Agreement. The Operating Companies have applied these methodologies and
procedures since 1987 to the redemption or retirement of securities in their entirety and not
to partial redemptions or retirements.

In connection with the 1993 Audit of capacity billings under the UPS Agreements, FPL
took exception to the Operating Companies' treatment of partial redemption of securities.
FPL believes that the effects from partial redemptions of securities, in addition ko "complete"
redemptions of securities, should have been recognized in calculating cost of capital under the
UPS Agreements.

Upon their own review of methodologies and procedures applied to calculate cost of
capital under the UP S Agreements, the Operating Companies have reconsidered their practice
(dating to 1992 for Georgia Power Company and Gulf Power Company and 1993 for Alabama
Power Company) of not reflecting subsequent generation refundings in cost of capital
calculations." The Operating Companies have determined that the effect of subsequent
generation refundings should be reflected in cost of capital calculations under the UPS
Agreements.

In resolution and closure of the above-described partial redemption or retirement of
securities and subsequent generation refunding issues, the Operating Companies will issue a
credit to FPL. Said credit shall be based upon and will be the sum of the following: (i) the
fixed sum of $482,157 (as of October 31,1994); (ii) an amount that reflects the effects of partial
redemption or retirement of securities and subsequent generation refundings occurring on or
after February 12,1987 recalculated as of January 1,1989 under the UPS Agreements; and (iif)
interest on said amounts accrued in accordance with the UPS Agreements. The total amount
of the credit, including interest, is estimated to be $7,465,562, as of October 31, 1994. Said
recalculations shall follow the methodologies set forth in an Amendment to the 1988 UP S
Agreement, as discussed below.

* "Subsequent generation refundings' are securities issued to retire or redeem securities that themselves
represented refundings of prior issues.

Issued by: William L. Marshall, Jr., Vice President Effective Date: D ber 6.2000
. ective Date: December 6,
Issued on: February 26, 2001 Filed to comply with letter order in Docket No. ER01-602,

dated January 24,2001
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Further, in final resolution of the abovedescribed partial redemption and subsequent
generation refunding issues, the parties shall execute an amendment to the 1988 UPS
Agreement setting forth revised methodologies for retirement and/or redemption of securities
and subsequent generation refundings. Said amendment shall set forth revisions to the 1988
UPS Agreement's Manual, Section C2.2.19. The amendment is attached hereto, incorporated
herein by reference, and shall be made effective prospectively on the condition that it is
accepted without material modification. For purposes of this letter agreement, any FERC
modification shall be deemed a "Material Modification" if it changes the amendment In a way
that has any monetary consequence or if either FPL or the Operating Companies determines,
in its sole discretion, that such modification is material. The amendment shall be filed by SCS
on behalf of the Operating Companies for review by FERC under the "just and reasonable"
standard of Section 205 of rhe Federal Power Act. FPL agrees to actively support FERC
acceptance of the amendment as filed and without material modification in pleadings filed with
FERC.

In the event FERC accepts the amendment without material modification, no party
hereto will seek to change the terms of the agreement under any provision of the Federal
Power Act, including under the "public interest” standard of Section 206 thereto. Inthe event
FERC fails to accept the Amendment without Material Modification, by its terms it will not
become effective and will be null and void. If the amendment is made null and void due to
a Material Modification by FERC, the credit described in this section of the letter agreement
will be withdrawn.

Release of Claims and Closure of Audits

Upon FERC acceptance without Material Modification, the Operating Companies will
credit charges under the UPS Agreements, as detailed above and will make their best efforts
to reflect the credit in their next issued invoice to FPL for capacity under the UPS
Agreements. Interest shall accrue on said sum in accordance with the applicable UPS
Agreements. Said amounts, together with the obligations detailed in the preceding paragraphs,
also shall be in full and complete settlement of all actual or potential claims related to cost of
capital calculations arising out of capacity billings under the UP S Agreements through 1991.
Said amount and commitments shall further be in exchange for FPL’s closure of any and all
audits of billings under the UPS Agreements conducted for capacity hillings through December
31, 1991, with regard to cost of capital calculations. FPL will not raise any issue and hereby
waives all claims with regard to cost of capital in any capacity bill issued through December
31, 1991, under the UPS Agreements; provided, however, that FPL shall have the right to
audit and confirm that the credits due to FPL are properly computed.

Issued by: William L. Marshall, Jr., Vice President ]
Issued on: February 26,2001 ) ) Effective Date: December 6,2000
Filed to comply with letter order in Docket No. ER01-602,

dated January 24,2001
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FPL commits to audit the credit to ensure amounts are properly computed in
accordance with this agreement within twelve (12) months following the date of the invoice
containing the credits issued to FPL,

If you agree with the content of this letter, please indicate your agreement by signing
below and returning this letter agreement to the undersigned.

Sincerely,

Ll - oo

William K. Newman, Vice President
Operating and Planning Services

ACCEPTED BY:

é &/g, %’24»4('/\

Paul J. Evansgn
President
Florida Power & Light Company

—
Gy

Daced: (0,19

Issued by: William L. Marshall, Jr., Vice President .
Issﬂed 0?1/' Felbrluary 26.2001 o VI ! ) ) Effective Date: December 6,2000
' ' Filed to comply with letter order in Docket No. ER01-602,

dated January 24,2001
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CERTIFICATE OF CONCURREMNCE

This is to certify that Alabama Power Company, Georgia Power
Company, Gulf Powsr Company, Mississippi Power Company, and
Savannah Electric and Power Company (collectively referred to as,
"Southern Companies™) assent to and concur in the filing described
below, which southern Company Services, Inc. has filed, and hereby
file this Certificate of Concurrence in lieu of TFfiling the

documents specified:

1. Amendments to the following agreements:

UPS Agreement Between Southern Companies and
Florida Power & Light Company (1988) (SCSINo. 67)

UPS Agreement Between Southern Companies and
Jacksonville Electric Authority (1988)(SCSI No. 68)
SOUTHERN COMPANY SERVICES,

W%%W

Senior Vice President

As the Representative of:

ALABAMA POWER COMPANY

GEORGIA POWER COMPANY

GULF POWER COMPANY

MISSISSIPPI POWER COMPANY

SAVANNAH ELECTRIC axD POWER COMPANY

pated: Aor. &, /225"

Issued by: William L. Marshall, Jr., Vice President
Issued on: February 26,2001 . ) Effective Date: December 6,2000
Filed to comply with letter order in Docket No. ER01-602,

dated January 24,2001

160186-Staff-POD-58-672



Southern Operating Companies Original SheetNo. 100
Rate Schedule FERC No. 67

Southern Company Services. Inc.
Post Office Box 2625
Birmingham, Alabama 35202
Telephone (205) 870-6462

willlam K. Newman

Vice President "
Operating and Planning Services ihe southern electre system

July 19, 1995

Mr. Paul J. Evanson

President

Florida Power & Light Company
700 Universe Blvd.

Juno Beach, FL 33428

Re: Closure of UPS Energy and Capacity Audits and Settlement of Audit Issues.

Dear Mr, Evanson:

Asyou know, Florida Power & Light Company ("FPL") purchases capacity and energy
firan Alabama Power Company, Georgia Power Company, GUfPower Company, Mississippi
Power Company, and Savannah Electric and Power Company (collectively referred to as the
"Operating Companies") by and through their agent, Southern Company Services, Inc. ("SCS")
under the Amended and Restated Unit Power Sales Agreement dated February 18,1982, which
agreement has been amended from time to time ("1982 UPS Agreement™), and the Unit Power
Sales Agreement dated July 20, 1988, which also has been amended from time to time (1988
UPS Agreement") (collectively, the "UPS Amendments")." FPL has conducted numerous
audits of capacity and energy charges under the UPS Agreements. As of FPL's 1993 Audit of
capacity charges under the UP S Agreements, which commenced in calendar year 1993, FPL
has audited all capacity billings under the UPS Agreements through 1991 and all energy
billings under the UPS Agreements through 1990. In connection with its 1993 Audit, FPL
has raised several issues regarding the practices and methodologies used by the Operating
Companies to calculate capacity and energy charges under the UPS Agreements.

After numerous meetings and studies, FPL, the Operating Companies, and SCS wish
to settle and close all audits of billings under the UPS Agreements up to and including the
1993 Audit, as well as all issues raised by FPL in connection with all such audits. With the
limited exception ofthe reflection of subsequent generation refundingsand partial redemption
and retirement of securities in cost of capital calculations, the parties intend for this letter
agreement to resolve and close permanently all audits conducted by or under the direction of
FPL completed through the 1993 Audit. That is, with execution of this letter agreement, FPL
and the Operating Companies agree that all capacity billings through 1991 (with the limited
exception of subsequent generation refundings and partial redemption of securities) and all

! Savannah Electric and Power Company was not a party to the 1982 UPS Agreement, but is a party to the
1988 UP S Agreement. For the purposes of this letter agreement, the term "Operating Companies" shall include
Savannah Electric and Power Company only in relation to the 1988 UPS Agreement.

issued by: William L. Marshall, Jr., Vice President Effective Date: December 6. 2000
Issued on: February 26,2001 Filed to comply with letter order in Docket No. ER01-602,
dated January 24, 2001
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energy billings through 1990under the UPS Agreements shall be closed permanently and shall
not be subject ko further audit. This letter agreement is intended to clarify and explain the
terms and conditions under which FPL will close all audits completed through the 1993 Audit,
as limited above. Closure of all audit issues involving cost of capital calculations under the
UPS Agreements will be handled through a separate letter agreement between the parties.

Materials and Supplies Accounting

Prior to 1983, Alabama Power Company (“"APCo") recorded materials and operating
supplies ("M&S") in FERC Account 154, as purchased. A ruling by the Internal Revenue
Service of the United States Department of the Treasury in 1983 disallowed for tax purposes
the taking of expense deductions for the cost of M&S items when they are purchased, and
required expenses ko be recognized when such items are issued from inventory. Instead of
continuing use of the "expénse-as-purchased” method of tax accounting for M&S items, APCo
changed in 1983to an "expense-as-consumed" method of tax and book accounting for M&S.
For purposes of calculating cost of service under the 1982 UP S Agreement, however, APCo
"added back" the cost of pre-1983 M&S items. Because the pre-1983 M&S items did not flow
through FERC Account 154 at the time of issuance, FPL raised an exception to charges which
were found to have been "added back." FPL has raised no exception to the M&S accounting
methodologies and procedures utilized by Georgia Power Company, QUHF Power Company,
and Mississippi Power Company and has found the accounting methodologies and practices
used by those companies with regard to M&S accounting ko be in accord with the UPS

Agreements.

FPL, the Operating Companies, and SCS wish to settle and close the abovedescribed
M&S issue as it relates to APCo. Specifically, for purposes of the UPS Agreements, APCo
will modify its accounting procedures retroactively to eliminate the practice of "adding back"
the cost of pre-1983 MES items.

SCS, as agent for APCo, will issue a credit ko FPL's account for purchases under the
UPS Agreements. The credit amount will be the result of recalculating charges payable by
FPL under the UPS Agreements based upon the following: (i) for the years 1986 through
1988, one-half of any amount "added back,"” by APCo ko recover revenues for M&S items
issued during such years; (i1} for the years 1989 through 1994, a sum equal to the full dolar
amount "added back," by APCo te recover revenues for M&S items issued during such years;
and (iif} interest on said amounts accrued In accordance with the UPS Agreements. An
estimate of the credit amount as of October 31, 1994 is $1,973,712. For the period beginning
January 1,1995, no amounts have been or will be "added back." It is understood and agreed
that the accounting methodologies and practices used by the Operating Companies with regard
ko M&S accounting (including APCo's methodologies and practices, as modified) are in accord
with the UPS Agreements.

:zzﬂgg 2?1/ \F/Zglrl?:: L2.6M2a(;8hlall, Jr., Vice President . _ Effective_ Date: December 6,2000
: Yy 5, Filed to comply with letter order in Docket No. ER01-602,
dated January 24,2001
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. il lassificat

The 1982 UPS Agreement provides for the sale of base energy out of designated units
of the James H. Miller, Jr. Steam Plant (“Plant Miller"), majority owned and operated by
APCo. Before May of 1992, APCo allocated substation investment at Plant Miller exclusively
on a unit-specific basis. As a result of internal reviews of accounting practices used in
connection with unit power sales activities by APCo, it has become apparent that a portion
of the substation investment at Plant Miller has common utility to all four units and should
not have been allocated on a unit-specific basis. APCo has revised its accounting practices to
include a pro rata allocation of such common substation facilities among the four units
comprising Plant Miller.

FPL has concurred that it is appropriate to reallocate the substation investment at Plant
- Miller to reflect reclassification of the common substation facilitiesamong all four units.. The
capacity revenue requirements will be recalculated for such reallocation and reclassification for
the May 1985 capacity hill through the May 1992 capacity bill. As a result of this recalculation,
the amount of $1,496,298 (estimated with interest as of October 31, 1994), plus interest accrued
after October 31, 1994 in accordance with the UPS Agreements, shall off-set the total amount
of credits issued to FPL under this letter agreement, FPL further concurs with APCo’s
adoption of such reallocations and reclassification on a permanent basis for application to ail
capacity billings beginning June 1, 1992, and thereafter, under both UP S Agreements.

Georpia Power workforce Reduction Program

Georgia Power Company ("GPCo") implemented a Workforce Reduction Program

("WRP") in 1992 as a savings measure for all its business activities. The WRP consisted of

three phases: Phase | involved the "Early Retirement Program;" Phase I involved the "1992

Voluntary Workforce Reduction Severance Plan;" and Phase III involved the "1992

Involuntary Workforce Reduction Severance Plan." FPL notified SCS in February of 1992

that it was not in concurrence with the February 1992 Unit Power Sales Capacity Charge

« Invoice, issued to FPL by SCSunder the 1982 UPS Agreement, which included costs accrued

in connection with GPCo's WRP. For purposes of this settlement, FPL has acknowledged

that inclusion of costs implementing GPCo's WRP are not prohibited by the 1982 UPS
Agreement.

Issued by: William L. Marshall, Jr., Vice President Effective Date: December 6. 2000
Issued on: February 26, 2001 Filed to comply with letter order in Docket No. EROf—602, '
dated January 24,2001
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Other Jssues ino From FPL’s Audits

Prior to closure of all billings under the 1982 UPS Agreement for energy billings
through 1990 and capacity billings through 1991, adjustments for the following additional
issues raised by FPL during audits will be completed:

ADIT Associated with Debt Reacouisition Cost. The deferred taxes associated

with the premiums paid on reacquired long term debt recorded in FERC
Accounts 190, 281, 282, and 283 and actualized to tax returns will be included
in the capacity charge calculations from January 1989 forward.

Donation Included in A&G. Costs incurred by APCo to fund an Economic

- - Development (Partnership) Council for the State of Alabama will be excluded _
from the A&G (Administrative & General) computation from January 1990
forward.

Non-UPS Related ADITs Were Included in the General Plant Allocator. APCo

will exclude certain items from FERC Accounts 190 and 283 from the General
. Plant ADIT (Accumulated Deferred Income Tax) for UPS purposes from
January 1989 forward.

Property TaX Allocations Overstated. A true-up of property taxes to actual

property taxes incurred by APCo will be calculated from January 1989 forward.

Common Facility Reclassification. APCo will true-up the reclassification of
common facilities (other than substation facilities referred to above) related to
Plant Miller Units 1 and 2 that were included in Plant Miller Units 3 and 4 to
reflect the costs in the month in which they were incurred.

Fuel Stock Averaee Computation upon Unit In-Service. GPCo will adjust the
average balance calculation of the fuel stock for its Plant Scherer Unit 4 capacity

charges from March 1989to February 1990. For March 1989, a 6-month fuel
stock average of October 1988 to March 1989 balances will be used in the
capacity charge. Each following month’s fuel stock average will increase by an
additional month until reaching a 13-month average in October 1989.

Exclusion of Coal Transportation ADIT. APCo will exclude the FERC
Account ADITs forcoal transportation included in General Plant ADIT from
January 1989 forward.

Ilggﬂgg 2?1/ \é\églrhag: L2.6M2a6%hlall, Jr., Vice President ) ) Effective Date: December 6,2000
- y b, Filed to comply with letter order in Docket No. ER01-602,
dated January 24, 200]
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Delav in Recording of Plant Retirements. APCo will appropriately adjust the

recording of plant retirements to reflect the retirements in the month in which
they occurred.

ission. Accumulated depreciation related to
transmission will be properly allocated to correct the understated dollars for the
generator step-up substations from January 1988 forward.

Other Adjustments:

Prior to closure of all billings under the 1982 UPS Agreement for energy billings
through 1990 and capacity billings through 1991, adjustments for the following additional
- - issues also will be completed: -

Nuclear Function Costs Included in the UPS A&G Computation. Southern
Nuclear Operating Company A&G costs will be included in the computation
of APCo's UPS A&G allocation for January through November 1991.

Reassienment of Preferred Stock Refunding of Tune 1991. A preferred stock

refunding effective June 1991 assigned a 9.35% preferred rate to the incorrect
months. The 9.35% will be reassigned to the correct months.

. GPCo will correct property taxes assigned to
General Plant for 1989 to 1991 using corrected allocators that include taxable
property in the denominator (i.e., GPCo's Piedmont Forest Corporation).

Scherer Buvback. GPCo will adjust 1991 Plant Scherer Units 1 and 2 buyback
capacity to use cost of funds from the final buyback settlement with Oglethorpe
Power Corporation in August 1994 for that year.

Administrative and General Exoenses. GPCo's July 1991 Administrative and
General Expenses stated without the effect of the Plant Scherer Unit 4 sale will
be used for July 1to 10, 1991, capacity pricing (when GPCo owned all of Unit
4),

Since being capitalized in September 1989,
Plant Scherer Warranty Period Costs have been excluded from UPS billings.
From July 1991to December 1991, Scherer Unit 4's accumulated depreciation
was not properly reduced prospectively for the July 10, 1991 asset sale. GPCo
will revise its July 1991 through December 1991 billings to use the correct
Scherer Unit 4 Warranty Period amounts.

Issued by: William L. Marshall, Jr., Vice President

Issued on: February 26, 2001 Effective Date: December 6, 2000

Filed to comply with letter order in Docket No. ER01-602,
dated January 24,2001
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Scherer Electric Plant Acquisition Adjustment. Since GPCo repurchased Plant

Scherer Common Facilities from Oglethorpe Power Corporation in October
1989, GPCo’s Plant Scherer costs used in billings have contained related Electric
Plant Acquisition Adjustment (“EPAA”) amounts. Scherer’'s EP M for
accumulated depreciation used in billings for July 1-10, 1991, did not reflect
GPCo”scorrect ownership for that period and will be revised accordingly.

Scherer Equipment Transfers. GPCo’s equipment transfers correcting the
investment in Plant Scherer Units 1 through 4 and Common Facilities are
reflected in 1983 to 1991 adjustments on September 1993 and December 1993
invoices. Inadvertently, Plant Scherer Unit 3’s find amounts for accumulated
depreciation and depreciation expenses from January 1987 forward were not

used and the adjustments will be revised. -

In resolution and closure of the above-described additional issues, the Operating Companies
will adjust UPS billings to reflect issues listed above.

Release of All Claims and Closure of Audits

With the limited exception bf partial redemption of securities and subsequent
generation refundings, it is understood and agreed that all adjustments of billings under the
UPS Agreements, together with the commitments and understandings detailed in the preceding
paragraphs, shall be in full and complete settlement of all actual or potential claims arising out
of billings under the UPS Agreements (up to and including 1991 for capacity billings and 1990
for energy billings). With the limited exception of partial redemption of securities and
subsequent generation refundings, said credits, commitments, and understandings (including
all issues or exceptions raised in connection therewith) shall further be in exchange for FPL’s
closure of all audits of billings under the UPS Agreements (including all issues or exceptions
raised in connection therewith) conducted for capacity billings through December 31, 1991,
and for energy billings through December 31, 1990.

For each audit issue discussed in this letter agreement for which adjustments to billings
under the UPS Agreements will occur, the Operating Companies will make their best efforts
to reflect the adjustments in the next issued invoice to FPL for energy and capacity under the
UPS Agreements following both parties’ execution of this letter agreement. Correspondingly,
FPL will make its best efforts to audit the credit to ensure amounts are properly calculated in
accordance with this agreement by December 31, 1995, but in no event later than twelve (12)
months following the date of the invoice containing the adjustments set forth above.

Issued by: William L. Marshall, Jr., Vice President

Issued on: February 26,2001 Effective Date: December 6, 2000

Filed to comply with letter order in Docket No. ER01-602,
dated January 24,200
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If you agree with the content of this letter, please indicate your agreement by signing
below and returning this letter,agreement to the undersigned.

Sincerely,

William K. Newman, Vice President
Operating and Planning Services

.. ACCEPTED BY:

/4 4/ /@{%ﬂ

Paul J. Evarlson
President
Florida Power & Light Company

Dated: (Jﬁtw[[/, / ‘/‘/f

Issued by: William L. Marshall, Jr., Vice President

. Effective Date: December 6,2000
Issued on: February 26, 2001 Filed to comply with letter order in Docket No. ER01-602,

dated January 24,2001
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RECOVERY OF SULFUR D : D! ALLOWANCE COSTS
LFE ENERGY 3L SR  COMMISSION RATES

1. INTRODUCTION

This background paper explains how and why, after January 1,
1995, the Southern Companies (Alabama Power Company, Georgia Power
Company, Gulf Power Company, Mississippi Power Company, and
Savannah Electric and Power Company) will recover the replacement
cost' OF sulfur dioxide allowances used in association with the
generation and sale of electric energy for resale. After reviewing
the requirements of Title IV of the Clean Air Act Amendments of
1990 ("caa Amendments' or the vAct") and explaining the impact of
the CAA Amendments on the Southern Companies, this paper will
briefly describe the Southern Companies®™ CAA Amendments compliance

plan.

This paper also provides information concerning the methods by
which the Southern Companies will reflect the value of sulfur
dioxide emission allowances used in each of three types of
transactions subject to Federal Energy Regulatory Commission

["FERC") jurisdiction: 1) intercompany power exchan%es governed by
the Southern Company System Intercompany Interchange Contract
(v1ccty; 2) coordination power sales made with non-affiliated

neighboring electric _utilities ("Coordination Sales™); and, 3)
power sales under unit power sale agreements ("UPS Agreements")
with several Florida utilities.

In keeping with the intent of the caa Amendments to create a
free and open market for SO, emission allowances and to foster
least-cost compliance with Title 1V, the Southern Companies are
proposing that all purchasers of incremental energy reimburse the
seller either by paying in cash the replacement cost of expended
emission allowances or by returning equivalent emission allowances
to the seller of energy under a FERC jurisdictional agreement.

' As used in this paper, "replacement cost™ connotes the
potential incremental cost of replacing an allowance at the time of
an energy transaction. As noted by the Edison Electric Institute
in its recent Petition for Statement on Ratemaking Treatment of
Emission Allowances in Coordination Transactions, Docket No. PL$5-
1-000, the Commission has accepted incremental cost as the correct
method to determine cost where any other method would result in
over or under recovery, or an inefficient outcome. For the reasons
set forth herein, the Southern Companies believe that the
consistent use of the "replacement cost" of emission allowances in

incremental energy pricing is an economically and environmentally
efficient result.

::zldgg 2?1/ \é\ég:ﬁ:: Lz'é\/l;(r)%hla”’ Jr., Vice President ) ) Effective Date: December 6,2000
: y 20, Filed to comply with letter order in Docket No. ER01-602,
dated January 24, 2001
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11. BACKGROUND ON THE CIEAN AIR ACT AMENDMENTS OF 1990

In 1990, the Congress enacted the Clean Air Act Amendments.?
Long anticipated and much debated, the Act 1is the most
comprehensive and far-reaching environmental statute ever

enacted. While the goal of the acid deposition title (TitlelIV) --
to reduce emissions of SO, -- is not novel, the marketable
allowance system instituted in that title ties the electric utility
industry together in entirely new ways. In the past, the industry
may have shared common concerns about clean air regulations, but,
in the end, each electric utility faced the costs and consequences

of clean air regulation alone.

Under the regime established by the caa Amendments, it is
difficult to concerve of any electric utility transaction that will
not be affected by the new sulfur dioxide emission allowance
provisions of the acid deposition title. A power producer may not
be able to meet the emission reduction requirements without taking
into account the plans and activities of other utilities or power

producers. In power sales, in pool operations, in sales of
facilities, and in serving existing customers, a utility will have
to take 1into account the Act"s allowance requirements. In

addition, just as _under the Clean Air Act Amendments of 1977, a
large number of utilities may have to install and operate pollution
control devices or, In many cases, purchase lower sulfur fuel.

A. Summary of Title 1v

Title IV is intended to reduce annual emissions of sulfur
dioxide in the 48 contiguous states and the District of Columbia by
ten million tons from 1980 emission levels. Under the Act,
emissions of SO, are ultimately controlled so that emissions from
all utilities do not exceed an annual aggregate of 8.9 million
tons. To accomplish this goal, the Act provides a two phased
program of reductions.

For Phase I, the Act identifies 110 plants -- those emitting
over 2.5 pounds of sulfur dioxide per #atu of fuel heat input_ --
and mandates that by January 1, 1995, annual sulfur dioxide
emissions from the plants be reduced by approximately 2.5 to 4.5
million tons. The emissions limitations in Phase 11, on the other
hand, capture virtually every existing and new steam-electric
utility unit in the 48 contiguous States and effectuate the 19
million ton reduction in annual sulfur dioxide emissions.

_In general, affected utility units in Phases | and 11 have
emissions [limitation obligations, monitoring and reporting

2 Clean Air Act Amendments of 1990, S. 1630, 101ist Cong., 2nd
Sess., 104 Stat. 2399, P.L. No. 101-549.

Issued by: William L. Marshall, Jr., Vice President Effective Date: December 6. 2000
Issued on: February 26,2001 Filed to comply with letter order in Docket No. ERO1-602,

dated January 24, 2001
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requirements, permitting requirements, allowance allocations, and
excess emissions liabilities.

B. The Allowance System

A wycility unit" can be an "affected unit" and, therefore,
subject to the SO, caps of the Act.” To comply with the Act, a
power producer has a range of options. It can shut-down or reduce
the output from a high emitting unit, install emission control
technologies, switch to "cleaner" fuels, and/or rely upon the
emission allowance system to provide offsets for emissions at a

facility.

A power producer must hold emission allowances equal to the
tons of SO, emitted from each of its units. Through the system of
marketable allowances, the SO, reduction program is intended to
maximize the range of choices that operators have in complying with
the emissions limitation requirements. To reduce compliance costs
and increase flexibility, electric utilities across the country are
relying upon the sulfur dioxide emission allowance trading system
to obtain additional emission allowances and to meet the compliance

goals of the Act.

As noted, the Act specifies that an emission allowance is a
limited authorization to emit, during or after a specified calendar
year, one ton of SO,." Once created, an annual allowance does not
expire until used. Thus, for example, an allowance allocated to an
existing unit under the Act in 1996 may be "banked" and used to
offset one ton of SO, emissions during the year 2001.

Emission allowances are issued to the owners and operators of
existing utility units. The Act specifically states that an
emission allowance does not constitute a property right and may be
limited or terminated without compensation from the government.®
At the same time, emission allowance transfers are supposed to
carry out the "full msnu" of prerogatives enjoyed by parties to
conventional commercial contracts. In other words, parties will be
able to transfer emission allowances between and among themselves
through commercial arrangements such as sales agreements and
exchanges of emission allowances for electric power or ca acity.
The Act contemplates that emission allowance holders will be able
to transfer them freely:

Allowances, once allocated to a person by the
Administrator, may be received, held, and

* Title 1v, Section 402(17) (A), 42 USC 7651a.
* Title 1V, Section 4¢02(3), 42 USC 76513,
5 Title 1V, Section 403(f), 42 USC 7651b,

Issued by: William L. Marshall, Jr., Vice President Effective Date: December 6. 2000
Issued on: February 26,2001 Filed to comply with letter order in Docket No. ERO1-602,
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temporarily or permanently transferred in
accordance with this title and the regulations
of the Administrator. . . .f

The freedom granted the designated representative to transfer a
given unit"s emission allowances is indicative of the fact that
Congress intended emission allowances to be transferred at their

market value:

.o the allowance system is intended to
maximize the economic efficiency of the
program both to minimize costs and to create
incentives for aggressive and iInnovative
efforts to control pollution. In formulating
regulations the Administrator should be
mindful that to exploit the efficiencies
afforded by the allowance system, parties will
transfer them between and among themselves
pursuant to a wide variety of commercial
arrangements such as under leases, sales
agreements and exchanges between emissions and
electric power or capacity. Ownership of
allowances by brokers, investors and other
market makers will maintain fluidity in the
allowance market, link ultimate buyers with
original sellers and facilitate rational
pricing.

150 Cong. Rec. S16980 (daily ed. October 27, 19%0) (statement of
Sen. Baucus) (emphasis added). Utilities to whom emission
allowances are issued are thus sup?osed to be "market makers.*
While EPA will allocate emission allowances to utilities at no
cost, the actual price of emission allowances is determined in part
by the cost of available control alternatives to affected sources.
Thus, "affected sources unable to install pollution control
equiﬁment or other control options for less than the cost of
purchasing allowances will be potential buyers of allowances."’
' Because emission allowances are a valuable commodity that can be
bought and sold in a national market, federal regulators should
permit utilities to recover from wholesale customers the price of
replacing emission allowances used in energy transactions.

¢ Title 1V, § 403(f),

? woverview and Discussion of the Key Regulatory lIssues in
Implementing the Electric Utility Provisions of the Clean Air Act
Amendments of 1990," An_ Interim Repori:, The National Regulatory
Research Institute, p. iii, (June 1991).

Issued by: William L. Marshall, Jr., Vice President Effective Date: December 6,2000
Issued on: February 26, 2001 Filed to comply with letter order in Docket No. ERO1-602,
dated January 24,2001
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c. Nitrogen Oxides Control and “substitution Unit"
Background

Title 1V of the ¢aa Amendments, in conjunction with other caa
requirements, also calls for a nationwide 2-million ton reduction
in NO, emissions by the year 2000. A significant portion of this
reduction will be achieved by Title 1v-affected coal-fired electric
utility boilers. These boilers will be required to meet new
emission requirements that will be implemented in two phases €or
two groups of boiler types.

In 1995, annual NO, emission rates must be met, individually
or on average, by all coal-burning Phase I dry bottom, wall _fired
and tangentially fired boilers, which are known as Group 1 boilers.
Compliance with the annual SO, and NO, limits will be determined by
continuous emissions monitoring systems ("CegMs"), which must have
been in service by November 15, 1993. The Act requires
installation of this new technology to measure SO, emissions along
with other emissions at the stack of each affected unit.

All coal-fired Phase 11 units larger than 25 MW also must meet
a yet to be determined NO, emission rate by January 1, 2000, and
have cevs installed by January 1, 1995. The caA Amendments require
EPA to set the Phase 11 NO, rates by January 1, 1997 for so-called
Group 2 electric utility boilers (wet bottom, wall-fired, cyclone,
cell-burners and all other unit types). In 1997, EPA may revise
the NO, limits for Group 1 boilers based on the availability of
more cost-effective NO, burner technology. |If Group 1 limits are
revised, the new limits will affect only Phase 11 Group 1 boilers
and will not be retroactive to Phase | Group 1 boilers.

The Act permits intra- and intercompany averaging of NO,
emissions from affected boilers based on annual input per boiler
and total annual NO, emissions. Companies may also grandfather
Phase 1 Group 1 boilers under the lower Phase I NO, limitations by
designating that unit as a Phase | substitution unit, which also
makes the unit subject to Phase 1 SO, requirements. Thus, many
Phase l-affected utilities are considering which of their Phase 11
units can be brought into the acid rain program early on a cost-
effective basis.

_ Typically, the central reasons for the use of the substitution
units ‘as a part of a compliance strategy are to minimize oOr

eliminate SO, allowance surrender resulting from Phase 1 unit
reduced utilization®™ or more importantly to assure NO, compliance

* The 1990 amendments do not impose a cap on aggregate
utility SO, emissions during Phase 1 (1995-2000). 1n the course of
the legislative debate, however, a number of groups were concerned
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at least cost in Phase 1. Substitution units that were in
operation during the so-called baseline gears (1985-87) are granted
emission allowances based on historical baseline emissions and will
consume emission allowances during the years that they are deemed
to be substitution units. Some newer substitution units (those
that were not in operation during the baseline years) will not be
allocated any emission allowances and will have to secure emission
allowances from other sources in order to operate.

IrT. SOQUTHERN COMPANY COMPLIANCE WITH THE CIEAN AIR ACT AMENDMENTS

As hoted above, the CAA Amendments mandate SO, and NO, emission
reductions from fossil fuel-fired generating units. These
reductions are to be implemented in two phases. Phase I begins on
January 1, 1995, and continues until December 31, 1999, when Phase
11 begins. Of the 110 plants named in Phase 1, 8 plants are owned
and operated by the Southern Companies. All other fossil fuel
fired generating units owned by the Southern Companies will be
included in Phase 11

As discussed above, one option available to Southern Companies
to aid it in attaining "least-cost compliance"” is to bring Phase I1
units into compliance with Phase I emission standards five years
early. This 1is called rsubstitution" and exercise of the
substitution option does not release the specially-identified Phase
I affected units from their compliance obligations. Instead, by
substituting Phase 11 units in Phase I, Southern Companies ensure
that units that would be costly to bring into compliance are
included in the least stringent phase of compliance, which is Phase
I. The use of substitution units will also eliminate the allowance
surrender requirements associated with reduced utilization.

For NO, compliance, the Southern companies efforts are
concentrated on installation of low-NO, burner systems as the
preferred method of achieving compliance at minimal costs. The
Southern Companies have filed applications with EPA to substitute
32 Phase 11 units as Phase |1 units. If the applications are
approved, the units become Phase 1 units for NO, control purposes
and will be grandfathered for life, thereby, avoiding possible
stricter NO, regulations that EPA may impose in the future.
Moreover, by bringing some units into Phase 1, the Southern
Companies will be able to meet the Act"s NO, requirements through
averaging emissions for the five Operating Companies through three
NO, averaging plans. The three Phase 1 NO, averaging plans for 1995

utilization of "affected" units during Phase 1. As a result,
Congress inserted the "reduced utilization® provision into the
compliance plan requirements of the Act that requires utilities
designate so-called compensating units or to surrender allowances
that result from reduced utilization.
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include a plan for Alabama alone, a plan for Georgia and Savannah
and a plan for Gulf and Mississippi. The EPA rules allow for
separate averaging plans in each year of Phase I.

For SO, compliance in Phase 1, the Southern Companies
generally have <chosen to switch to Jlower sulfur coal.
Sﬁecifical ly, Southern Companies®™ SO, compliance plan was developed
through systematic consideration of various options, including fuel
switching to natural gas, purchasing SO, emission allowances, flue
gas desulfurization, and unit retirement. 1In fact, as a part of
the Strategy development a least-cost base strategy and three
alternate cases were developed.

The selected base strategy allows SO, emission allowance
transactions internal and external to the Southern Companies as
necessary in an unrestrained market to allow a minimum-cost
solution. Thus, one of the key assumptions of the least-cost
strategy chosen by Southern Companies is that there will be a
viable emission allowance market from which to purchase emission
allowances, if necessary.

The projected selling price of emission allowances will
determine .the maximum cost that the Southern Companies will be
willing to incur before purchasing emission allowances from the
market. For this reason, the base strategy only included those
compliance options that had a value less than the projected market
value of emission allowances. The least-cost compliance plan for
the Southern Companies 1is composed of fuel switching to lower
sulfur coals, supplemented by allowance purchases by each operating
company in Phase 11I.

As noted, for Phase II Compliance, the Southern Companies
project further fuel switching and the purchase of s¢, emission
allowances will be the least-cost compliance options. The current
projected cost of <Aa Amendment compliance for the Southern
Companies is $2.054 billion (1992 Net Present Value) in revenue
requirements between 1992 and 2016. _ (Clean air revenue
requirements are defined as all costs associated with implementing
the compliance strategy).

IV. INTERCOMPANY INTERCHANGE CONTRACT

The 11¢ is the mechanism through which the individual Southern
Companies share temporary surpluses or deficits of capacity that
occur over time and account for energy transactions resulting from
centralized economic dispatch of their generating units. Energy
transactions among the constituent Southern Companies are
accounted for on an hour-to-hour basis. The day-to-day operation
of the Southern Companies pool is based upon the economic energy
dispatch, which assures, through on-line computer control that
available generation 1is dispatched so as to choose the most

::zﬂgg 2?1/ \é\ég:ﬁ::yLz'(sM%%hla”’ Jr., Vice President ) ) Effective Date: December 6,2000
) ' Filed to comply with letter order in Docket No. EROI-602,
dated January 24, 2001

160186-Staff-POD-58-686



Southern Operating Companies Original Sheet No. 114
Rate Schedule FERC No. 67

economical marginal generation available to serve the total system
obligation at any given time.

Under the provisions of the 11c, each of the Southern
Companies is able to retain its lowest-cost energy resources _to
serve its own native load customers, plus whichever of its
resources that may have been operating out of economic dispatch for
purposes such as, but not limited to, unit or area protection or
voltage control. To the extent one of the individual Southern
Companies” generation exceeds its native load, that energy is sold
to the pool under the 11C for purchase by another company whose
generation is less than its native load. Each individual Southern
Company sells energy to the pool and purchases energy from the pool
based upon the Southern electric system®s territorial incremental
cost of those generating resources providing such energy to the
pool. This incremental cost _is currently composed of incremental
fuel cost, variable operation and maintenance expenses, fuel
handling expense, and a provision for losses.

Again, the operation of Phase | affected units requires the
consumption of SO, emission allowances. @ Although specified
allotments of emission allowances will be issued annually by the
EPA to the operators of fossil-fired generating units, emission
allowances used to produce energy available to the Southern
Companies® pool will have an effective opportunity cost or value to
each company because they can be bought, sold and traded on an open
allowance market.

State regulators, including the Georgia Public Service
Commission in 1ts recent examination of Georgia Power Company®s CA2
Amendments compliance efforts, properly characterized a transfer of
emission allowances between sister companies without adequate
compensation would represent the provision of a subsidy from one
operating comgany to another. Consumption of an emission allowance
in the generation of electric enerﬂy would cause a sister operating
company at some point in time either to purchase another emission
allowance, to forego the sale of emission allowance on the market,
or take further emission reduction emission allowances elsewhere on
its system. In other words, the consumption of emission allowances
eventually causes an increase in revenue requirements vis-a-vis
nonconsumption. Thus, the Kevstone centzr's Interim Report, the
"KeYStone Dialogue On Staté‘ﬂ?égUTﬁtTﬁﬁ‘Tif‘7Trrawaﬁﬁéég%?%ﬂ|ng,"
published in February, 1992, concluded that regulators:

(slhould recognize that a cost of compliance
will need to be incorporated into the economic
dispatch of a utility"s generating resources.
30, emissions represent a true cost of utilit

operation. Compliance costs for dispatc

should be based on the market price of
allowances unless there are significant
distortions in the allowance markets. The
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commission should recognize that there is a
need for consiscancy oF treatment across
company and state lines to facilitate economic
power pool operacions and other bulk power
transactions.

3

Keystone Interim Report, p. 11.

. Keystone’s recommended approach 1is _consistent with the
principles of economic dispatch. |If the variable cost of emission
allowances 1is ignored in economic dispatch for the Southern
Companies, then a sub-optimal dispatch would result; that is, total
revenue requirements would be higher than the minimum that could be
achieved. Thus, beginning January 1, 1995, an SO, emission
allowance replacement cost will also be included in the economic
dispatch algorithm to account for the cost of SO, emission
allowances consumed with each Mwh of generation. The SO, emission
allowance replacement cost for Phase 1 will be calculated as
provided in Section VvII herein. In that regard, both the SO0?
emission rate and the heat rate are unit-specific values. A single
market value will be wused for the SO, emission allowance
replacement cost on all units.”

Applying this emission allowance replacement cost to the
system dispatch algorithm will operate clean units more and high-
emitting units less. As long as the emission replacement cost
accurately reflects the value of an emission allowance, the total
production costs, including costs of emission allowances, are
reduced. Application of the emission costs in dispatch will
capture all emission reductions that can be achieved at or below
the emission allowance replacement cost applied. Based on these
principles, the replacement cost of emission allowances associated
with Phase | units will be included in the energy price for a
transaction under the 11cC.

* The Keystone Center 1is a non-profit organization that
convenes and facilitates policy dialogues addressing complex and
contentious public policy issues. In this Dialogue consensus was
achieved regarding an overriding goal and principles and a
recommended _review process for state regulation of utility
compliance with acid rain legislation. Participants represented:
utilities, the consuming and environmental communities, and state

and federal regulators.

2 In Section vir of this paper, the_ Southern Companies
outlined the standard procedure they will utilize to determine the
monthly SO, replacement cost that will be used in system dispatch

as

as well as for determining replacement costs In FERC-jurisdictional
transactions.
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Since proper valuation of equivalent allowances ensures that
Southern Companies will be indifferent as between receiving dollars
or allowances, the Southern Companies also propose to amend the 11C
to provide that equivalent emission allowances can be traded among
companies along with energy sales resulting from the 11C. Thus,
for example, if Company A sélls generation from an affected unit to
Company B8 and consumes emission allowances through its generation,
then Company B may give emission allowances associated with Phase
I units to Company A for all emission allowances consumed to

provide energy.

v. COORDINATION AGREEMENTS

The Southern Companies currently maintain coordination
relationships with twelve neighboring utility systems. Agreements
among and between Southern Companies and these neighbors provide an
ongoing framework whereby the parties may, often on short notice,
engage in transactions that enhance the reliability of their own
service (suchas emergency or short term purchases) or inure to the
mutual benefit of the parties (such as economyfpurchases). The
"coordination agreements" describe the points of interconnection
between the parties®™ electrical systems and provide for their
continued operation and maintenance. They also describe the terms
and conditions of power supply, including provisions related to
metering, billing and payment, responsibility and indemnification,
inadvertent interchange, control of system disturbances,
establishment of operating committees, and other matters involvin
the administration of the interconnected and coordinate

operations.
Since passage of the Act, utilities must take allowance usage
into account as they plan and operate their systems. In other

words, when determining its dispatch, a utility shall attempt to
minimize the sum of operating costs and emissions-related costs.
The National Economic Research associates’ paper, entitled 'The
Effects of the 1990 Clean Air Act on System Dispatch and Marginal
Costs," discusses how coordination customers should bear cost
responsibility for clean air compliance:

First, the criterion €or determining system dispatch must
change to include emissions-related as well as oFerating
costs if a utility is to minimize its overall costs.
Second, the marginal costs must take into account the
emissions-related costs as measured by allowance prices.
Finally, projections of prices for tradable emissions
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allowances become as important as fuel price forecasts
for determining system dispatch.""

For these reasons, as well as the reasons discussed with
respect to the 11C, the Southern Companies will amend their
coordination agreements with non-associated companies to include a
component for all Phase 1 affected units in the dispatch procedures
and incremental energy cost determination for emergency power
sales, short-term power sales, and economy energy sales.
Specifically, those provisions in each of the Southern Companies”
coordination agreements will be amended (or procedures changed) to
provide that the incremental cost of energy will include an
"emission allowance replacement cost™ In addition to incremental
fuel costs, system transmission losses and other such energy
related costs.

Provisions also will be made for allowing purchasers under the
coordination agreements to provide compensation in the form of
equivalent emission allowances on a monthly basis. Providing a
pqwerogurchaser the option of providing equivalent allowances in
lieu dollars ensures that the power purchaser in a coordination
arrangement is not obligated to pay the replacement cost of
emission allowance determined by the power seller.

VI. UNIT POWER SALES AGREEMENTS

The Southern Companies®" UPS Agreements involve the sale of
capacity from specific generating units along with an entitlement
to schedule energy from the unit whenever the unit is available for
operation. (The sale of unit power does not constitute a sale,
lease, transfer, or conveyance of an ownership interest). Under
the Southern Companies®™ UPS Agreements, energy must be supplied if
the designated units are available and cannot be interrupted even
if needed to serve territorial customers. Currently, there are six
UPS Agreements between Southern Companies and Florida Power & Light
Company two agreements, executed 1in 1982 and 1988), the
Jacksonville Electric Authority (two agreements, executed in 1982
and 1988), Florida Power Corporation (agreement executed in 1983),
and the City of Tallahassee (contractexecuted in 19%0). Southern
Companies have also entered into transition energy agreements with

¥ Wile, Ambrose, and Parmesano, n/e/r/a Working Paper #12,
"The Effects of the 1990 Clean Air Act Amendments on System
Dispatch and Marginal Costs," 7 (October, 1991).

**  As noted in_footnote 7, supra, Section vii sets forth the
standard procedure The Southern Company will utilize to determine

the monthly S0,, replacement cost that will be used in coordination
agreements as emission _allowance as €or determining replacement
costs in other FERC-jurisdictional transactions.
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rpL and JEA related to the sale of Georgia Power Company®"s Scherer
Unit No. 4 ("Scherer 4 Transition Energy").

Currently, The Southern Companies UPS units are Alabama Power
Company®s Miller Units #1-4; Georgia Power Company*s and Gulf Power
Company®s Scherer Unit #3; and Georgia Power Company®s Scherer Unit
#4. The various UPS agreements contain a number of rate schedules.
The complete list of such schedules is described below. Every UPS
Agreement contains a_base energy provision _that recognizes the
dedication of generation capacity to the particular purchaser, but
not every UPS Agreement contains each of the other energy schedules
outlined below. (For example, the City of Tallahassee agreement
does not include a discretionary energy provision.)

Al UPS Base Energy Sales

Base energy constitutes energy scheduled from the UPS unit by
an off-system customer.

B. Unit Power Sales - Alternate

Alternate energy is energy scheduled by the UPS customers from
a ues unit, but delivered from other sources available to the
Southern Companies. Alternate energy is supplied whenever the
economic dispatch procedures of Southern Companies determine that
there are more economical resources to operate than the UPS unit.
These “alternate" resources are then utilized by the Southern

Companies to supply the energy.
c. Unit Power Sales - Supplemental

Supplemental energy is energy scheduled by the UPS customers
from a UPS unit, but delivered from other sources available to the
system. When a UPS unit is unavailable®, due to scheduled
maintenance or a forced outage, supplemental energy 1iIs made
available from other generating units owned or operated by the
Southern Companies.

D. Unit Power Sales - Discretionary

Discretionary energy is energy that is made available under
the UPS agreements for up to 10% of the capacity purchased and is
delivered from other sources available to the Southern Companies.
Therefore, discretionary energy allows the customer to schedule
110% of their capacity purchase at a given price it Southern
Companies have the energy available.

E. UPS Replacement Energy

UPS Replacement Energy entitles UPS customers_ the option to
purchase replacement energy at a lower cost in substitution for UPS
energy that they might otherwise schedule under the base,
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alternate, and supplemental -energy provisions of the UPS
agreements. UPS Replacement Energy is priced at the incremental
energy cost of the Southern Company®s generating units. Moreover,
any UPS Replacement Energy is credited toward the UPS customers”
minimum annual utilization under the UPS agreements.

F. Phase | Effects on UPS Agreements

Each of the UPS units are Phase 11 affected units that would
not be affected until 2000.*' Thus, purchasers of power from the
units would not normally be expected to provide emission allowances
or compensation for emission allowances associated with the
purchase of UPS Base Energy. Several of the Phase II UPS units
have been identified, however, as potential "substitution™ units.

Among the units under consideration as substitution units are
Alabama Power Company®s Miller Unit #¢ and Georgia Power Company
and Gulf Power Company®"s Scherer Unit #3, both of which are
committed to providing service to Southern Companies wholesale unit
power customers in Florida. Because these units were not in
operation durin% the so-called baseline years, they would not be
allocated any Phase | emission allowances. Thus, if these units
are designated "substitution units," they will have to consume
allowances obtained from other sources. 1In all likelihood, these
units would serve as substitute units only for the year of 1995,

After careful consideration of the matter and after
discussions with its UPS customers, the Southern companies have
decided to bear the replacement costs of emission allowances
associated with the decision to include these UPS units in the 193¢
substitution plan. fTheSouthern Companies have made this decision
even though they believe they are otherwise entitled to recover
such costs from the UPS customers.) This concession on the part of
Southern Companies to i1ts UPS customers 1is based on several
considerations:

1) inclusion of these units as substitution units
would contribute to reducing the cost of NO,
compliance through a possible Southern Companies*®
NO, averaging Plan, which would provide an economic
benefit to all customers, not just UPS customers;

2) the choice of substituting in certain Phase 11
units was a NO,-related decision made solely by the
Southern Companies; and,

3 We would note that prior to January 1, 2000, further
amendments with regard to the treatment of the Southern Companies®
Unit Power Sales units will be necessary before those units become
"affected units" under Phase 11 of the Act.
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3) the substitution rules were developed late in the
regulatory process and the Ffinal decision on
whether any UPS units will be included as
substitute units in the Southern Companies®™ NO,
averaging plan will not be made until mid-1995.

Thus, in this specific case, the Southern Companies plan to exclude
the emission allowance replacement cost component from the Base

i for Miller Unit #4 and Scherer Unit #3, if
such units are designated as "substitution" units during Phase 1.

with respect to ern=rav sales other than UPS base erergv
however, the incremental sn=ygv cost for sales of UPS Replacemsnt
E Alt te E E . Di i E

componaent to recover emission allowance rzplacement cosSts

associated with producing the enersv. In particular, ups customers
may experience changes in the cost of fuel due to the use of low

sulfur coal at Phase | affected units and substitute units. As
with all other customers, UPS customers will be given the option of
providing equivalent emission allowances on a monthly basis or
dollars to compensate for the use of allowances by Southern
Companies to support incremental energy sales.

During Phase 1, the southern Companies® UPS customers of
course will pay for some capital expenditures associated with
compliance at the UPS units. For example, UPS customers are
currently paying increased capital and o«M costs due to
installation of continuous emission monitors at the UPS units. UPS
customers also face potential iIncreases in capital and osM costs at
the Scherer units due to NO, controls under Title | of the c wm
Amendments.

VII. PROCEDURE FOR DETERMINING THE MONTHLY SO, ALLOWANCE
REPLACEMENT COST

A. Method for Determining a Monthly SO, Allowance
Replacement Cost

As discussed extensively, the caa Amendments create a new
o?erating input for all FERC-jurisdictional sales --_ the SO,
allowance. hile Southern Companies propose to allow affiliates,
coordination sales customers, and UPS customers to provide
equivalent emission allowances to support energy transactions, the
Companies recognize that customers will need a“dependable measure
of the replacement cost that each constituent company will use if
an affiliate or customer chooses not to provide an actual
replacement allowance. Thus, the Southern Companies have developed
an auditable and initial procedure €or determining the "Monthly SO,
Allowance Replacement Cost." That cost will be used to determine
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the incremental SO, costs of operating those units that are
affected by the CAA Amendments.

The rocedure  for determinin an emission _ allowance
replacement cost will be approved by Southern Companies®™ Operating
Committee and is subject to revision as appropriate based on
operational and market experience. The incremental SO, cost of
operating an affected unit will be calculated from three
components: the replacement cost of the allowances, the heat rate
of the unit and the SO, rate of the fuel being burned. The
emission allowance replacement cost will be measured in
$/allowance, the heat rate in Bcu/kwh, and the fuel SO, rate in lbs
s0,/MBru. Using the following definitions,

EC = Total Incremental SO, cost; $/dWh

AC - Allowance Cost; $/allowance (one allowance is equal
to one ton of SO,)

HR = Heat Rate, Brtu/kwh

SR = SO, Rate for fuel, lb s0,/MBtu

the incremental so, emission allowance cost for a particular unit
will be computed as

EC = AC * (HR/1000) ® (SR/2000)

As can be seen, certain components such as the heat rate (4r) and
the SO, rate for fuel (srR) must be inputs to the economic dispatch
methodology 1n order to calculate the incremental so, cost (&¢) .
The Southern_Companies plan to use an estimate of the SO, rate for
fuel (sSr) being burned in a given unit based upon the fuel contract
specifications of the fuel delivered to a given plant. This data
will be cross-checked against actual continuous emission monitoring
data. When appropriate, the results of the cross-check will be
factored into the determination of a unit"s emission rate (sr), on
a prospective basis.

The calculation above yields the incremental SO, cost
component of producing the next megawatt hour of energy at a given
unit. Again, the purpose of this procedure is to define the
methodology for determinin? the Monthly SO, Allowance Cost
component of the incremental SO, emission allowance replacement
cost. The Monthly SO, Allowance Cost component will be computed
from the average cost of purchasing an emission allowance from
within a test block of 2500' emission allowances usable in the

current year.

1 Approximately equal to the amount of emission allowances
needed to support wholesale transactions under the 11c,
Coordination Sales, and UPS Agreement.
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The Southern Companies believe that emission allowance
exchange markets provide the best source for determining a Monthly
so, Allowance Cost. At least one emission allowance exchange
currentlr is operatln? with distribution lists reaching over 300

otential emission allowance traders. By bringing together many
uyers and sellers, the exchange i1s able to truly approximate the
actual replacement cost of an allowance. Because an exchange
compiles many bids at once, no buyer in the market pays more than
the market will bear. The opportunity to trade emission allowances
instantly, and anonymously, through an exchange Is less costly than
orchestrating a sophisticated trade through bilateral negotiation.
Further, by providing instant access to a market, the exchange is
able to eliminate 1iInter-temporal subsidies among consumers b

promoting transactions that occur closest to the time of actua

need. Replacement cost can be applied to allowances by reference
to the prices for emission allowances listed on a market index,
such as the Cantor Fitzgerald Environmental Brokage Services (EBs™)
computerized trading screens which show binding bids and offers,
not mere indications.

Cantor Fitzgerald is the most established market maker in this
area. Established in 1945, Cantor Fitzgerald is the world‘s
largest fixed income screen broker of U.s. government _securities.
With over 1300 employees in 16 offices world-wide, Cantor
Fitzgerald transacts more than $7 trillion worth of financial
assets annually. Cantor Fitzgerald £35™ is recognized by most as
the leading national source of information on current so, allowance
market clearing prices. Southern Companies believe that the
electronic brokerage service that Cantor Fitzgerald has developed
to trade emission allowances 1is the product of its extensive
experience and technological expertise In the brokerage industry.
Cantor Fitzgerald does not buy or sell emission allowances for its
own account nor does it have any interest in any associated
markets. The company“s only role is to provide a conflict free
intermediary to help effectuate emission allowance trading.

Thus, the southern Com?anies propose to develop a purchase
cost based on offers to sell emission allowances available for
immediate settlement as quoted by Cantor Fitzgerald £3s5™ on the 5th
working day prior to beginning of the month in which the emission
allowance cost will be applicable. The offers will be ranked from
lowest per allowance price to the highest per emission allowance

price. If the lowest priced offer does not have sufficient volume
to supply the 2500 test emission allowance block, the unsatisfied

quantity will be served from the second lowest priced offer. Each
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succeeding offer will be used until the entire 2500 test allowance
block is costed. Consider the example given in Table A.
Table A: Monthly Allowance Cost Calculation8
Cantor Fitzge: 114 Offers:
Price Volume Test Purchase Average
Per of Quantity Cost of Test | Monthly
al lowance Allowances | used by sCs | Quantity Cost Used
Available for Monthly | (Co. 4) for
(Col.1) {Col. 2) Cost al lowance
(Col., 3) Pricing
= col 1 x = col 4/
col 3 col 3
$148.00 1,000 1,000 $148,000.00
5152.50 155 155 S 23,637.50
$155.00 2,143 1,345 $208,475.00
$160.00 10,000 0 s -
$180.00 550 0
TOTAL 2,500 $380,112.50 $152.05
Assume that on August 25, 1994, Cantor Fitzgerald E£85™ shows

current allowance volumes and offers for sale displayed in columns
1 and 2 of Table A for immediate settlement.!* Column 3 shows how,
under a theoretical approach, replacement allowances from
immediately available quantities of allowances (at fixed prices)
would be.used to meet satis a 2500 test block of allowances.
Note that it takes several offers to make up the entire 2500 test
block used in computing the monthly cost of emission allowances.

In other words, for purposes of determining the appropriate
replacement cost of an allowance, the Southern Companies would
assume that it could immediately purchase 1,000 allowances at
$148.00 per allowance, 155 allowances at the next highest offer of
$152.50 per allowance and 1,345 allowances at $155.00. BK totaling
the cost of purchasing all 2500 allowances and dividing that dollar
figure ($380,112.50) the test allowance quantity of 2,500, the
average allowance replacement cost for dispatch and pricing in

September would be $152.05.

While there are

i er pros and cons to any method of determining a
single prevailing price

for allowances, the Southern Companies

is The offers used here were available through Cantor
Fitzgerald =2s5™ as of September 1, 1994.

Issued by: William L. Marshall, Jr., Vice President

Issued on: February 26, 2001
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believe that for_ the moment the approach outlined above has a
number of attractive features:

e first, a monthly test procedure is frequent enough to
account for changes in allowance values over time and
infrequent enough to minimize the administrative burdens
involved in a weekly or daily assessment;

e second, a monthly test 1is sufficient because_ the
allowance market to date has not proven to be highly
volatile on a weekly or daily basis;

° third, by using a fairly large test sample of allowances
(2500) and a weighted averaging approach, the methodology
eliminates'Uuapossibility that a tiny block of low-cost
allowances will skew the replacement cost price for a
potentially large number of transactions; and,

e fourth, reliance on Cantor Fitzgerald =z35™ will provide
energy purchasers with a _ready means of verifying the
replacement cost calculation.

Again, the derived replacement cost would be used consistently
for system dispatch and energy pricing under the 11¢, for
incremental energ¥ cost under all non-associated coordination
agreements, and for incremental energy pricing under the UPS
agreements.

B. Provision of Allowances in Lieu of Replacement Cost
Payment

As discussed, The Southern Companies also propose to allow
affiliates, coordination sales customers and uprS customers alike
the option of providing equivalent allowances instead of paying the
replacement cost of allowances used in a particular energy
transaction. Such an approach is possible because the Southern
Companies have the capability to identify which units serve
specific customers and, thus, the ability to determine the
incremental so, output of a particular unit operating for the
benefit of a particular customer. The Southern Companies utilize
an economic dispatch methodology for dispatching generation
resources and for pricing off-system energy sales and energy
transactions among the Southern Companies.

With respect to emission allowances as a production variable,
all of the Southern Companies®™ FERC-jurisdictional agreements
provide for bill payment by any mutuallg agreeable method. Since
proper valuation of allowances ensures Southern Companies will be
indifferent as between vreceiving payment 1in dollars or in
equivalent emission allowances, the Southern Companies intend to
allow uUPs and coordination Sales Customers, as well as each

Issued by: William L. Marshall, Jr., Vice President Effective Date: December 6,2000
Issued on: February 26,2001 Filed to comply with letter order in Docket No. EROI -602,
dated January 24, 2001
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o?erating company under the 1IC, tofproviQe equivalent emission
allowances in lieu of cash payments for emission allowances used

under the agreements.

This alternative settlement procedure will function as
follows: Before each month the Southern Companies will notify each
customer of the Monthly SO, Allowance Cost that will be applied to
emission allowances used during that month. Within five (5) days
of receiving that notification, each customer will be required to
make its binding selection of payment method for that month. If a
customer elects to provide cash in payment for allowances used
during that month, the customer shall make Tfull payment in
accordance with the billing procedures of the aﬂFIicable agreement.
IT a customer chooses to provide allowances in lieu of cash for the
portions of the char%es reflecting emission allowance replacement
cost, the customer shall settle its outstanding allowance balance
at any time, but shall transfer allowances to the Southern
Companies through the EPA SO, Allowance Tracking System ("a2Ts“) no
later _than five (5) working days prior to January 20 of the year
immediately following the year for which such emission allowances
are required.'* Once a payment method is selected for a given
month, the customer is bound by that election for that month. This
process will be repeated monthly.

The equivalent amount of emissions allowances for each service
schedule or transaction type will be calculated as follows:

llowances Due «
Monthly SO, Allowance Cost ("ach)
For administrative simplification, Southern Companies will round-
off the amount of "Allowances Due" to the nearest whole number.
The "Allowances Due" shall be the same vintage year as those
used."" The billing notice sent to a customer at the end of each

16

_ " The cash balance due will be payable in accordance with the
billing procedure of the applicable agreement.

_ 17 Southern Companies are required to have emission allowances
resident in the unit-specific ATS accounts by January 30 of each
year immediately following the year for which emission allowances
are used. EPA requires five working days in order to effectuate a
transfter of allowances between accounts. Under the organizational
structure of the Southern Companies for purposes of transactions
affected by this procedure, two levels of transfers must occur
before the January 30 compliance deadline. First, Southern Company
Services, Inc. must transfer allowances received from customers to
the affected Operating Companies. Then, each Operating. Compan
must place the allowances in the appropriate unit-specific AT
accounts. It is noted that failure to comply with the January 30
compliance deadline carries substantial penalty to Southern

Issued by: William L. Marshall, Jr., Vice President Effective Date: December 6. 2000
Issued on: February 26,2001 Filed to comply with letter order in Docket No. ER01-602,
dated January 24,2001
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month will include a calculation for the applicable billing period
showing the amount of emission allowances utilized during the
billing period, the corresponding Monthly SO, Allowance Cost.

Moreover, at the beginning of each year, customers will be
asked to inform the Southern Companies whether they intend to the
use the "in-kind" emission allowance settlement oprion in lieu of
cash payment. Once a customer +“default® 1is established, the
Southern Companies will use the default information provided by
customers for administrative purposes to assist in gauging the
number of allowances it may be called upon to secure on its
customer®s account. The default chosen will not bind the customer
to elect that option in any given month, but instead is provided
for informational purposes only. 1t is noted, though, that once a
customer makes its monthly election of payment options as detailed
above, that election is binding.

VIII. Conclusion

By providing its wholesale ene(?y customers the option of
paying either the replacement cost of emission allowances or of
providing equivalent emission allowances to support a particular
energy sale, the Southern Companies believe they are acting in
conformance with Congressional intent 1in enacting the CRA
Amendments. That intent is to encourage the development of a
lightly regulated and active national market 1in emission
allowances. The Southern Companies believe that both the FERC and
state regulators will find this approach consistent with prudent
and careful management of a new, yet valuable asset -- sulfur
dioxide emission allowances.

At various times during the course of the legislative debate
leading to %assage of the caa Amendments, Congress considered and
rejected other approaches to cost-sharing in the form of broad
based taxes and emissions fees to pay for the cost of reducing
emissions under Title 1V. Instead, the Congress devised the
emission allowance trading system to reduce the cost impact of acid
rain control. Congress concluded that the flexibility created by
the emission allowance trading system could produce a nationwide
cost-savings of fTifty percent in Phase | of the program, fourteen
percent to twenty percent when the program is Ffirst fully
implemented at the beginning of Phase 11 and twenty percent cost-
savings in 2010,

These savings were predicated on an economically competitive
and dynamic_emission allowance market ian which cash revenues from
the sale of emission allowances would create an incentive for

Companies.
Issued by: William L. Marshall, Jr., Vice President Effective Date: December 6. 2000
Issued on: February 26,2001 Filed to comply with letter order in Docket No. ER01-602,

dated January 24,2001
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utilities to make cost-effective reductions in sulfur dioxide
emission allowances. To date, the experience of the Southern
Companies confirms the wisdom of the approach that Congress took.
Emission allowances are currently marketable, Phase 1 compliance
costs are significantly lower than originally thought possible and
Phase 11 compliance will be made easier because emission allowances

are marketable.

To lessen cost impacts on native load customers (both retail
and wholesale) the Southern Companies have devised a strategy in
which native load customers will directly benefit from the
availability of emission allowances. _In other words, the
compliance plan for the Southern Companies is based upon ths use of
the value of emission allowances as a proxy €or determining the
prudent and least-cost range of acceptable compliance expenditures.
In turn, native load customers of each operating company will not
bear the cost of using allowances initially allocated to their

particular operating company by the EPA.

On the other hand, each set of customers within the Southern
Company states will pay for the use of emission allowances that
were initially allocated tO another system operating company. This
approach.avoids the cross-subsidization of one state’sconsumers by
another. |In addition, each operating company will seek recompense
for all emission allowances used to meet the energy demands of off -
system wholesale arrangements, such as UPS and coordination-tyﬁe
sales. In this WaY, the Southern Companies will provide the
correct environmental signal to off-system purchasers of power and
will ensure that all incremental purchasers of power are treated

equally.
Issued by: William L. Marshall, Jr., Vice President Effective Date: D ber 6.2000
. ective Date: December 6,
Issued on: February 26,2001 Filed to comply with letter order in Docket No. ER01-602,

dated January 24,2001
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Joe Connor Southern Company Services, Ine.
Vice President 600 North 18th Street
SouthernWholesale Energy ~ P.0. Bax 2625

Birmingham. Alabama 35202

Tel 205.257.5700
Fax 205.257.5703
SOUTHERN A
COMPANY
Energy to Serve YourWorld”

April 22, 1998

Mr, Paul 3. Evanson

Florida Power & Light Company
700 Universe Blvd.’

Juno Beach, FL 33428

RE: Revision to 1988 UPS Agreement Cost of Capital Calculation
Dear Mr_Evanson:

Florida Power & Light Company (“FPL") purchases capacity and energy from
Alabama Power Company, Georgia Power Company, Gulf Power Company,
Mississippi Power Company, and Savannah Electric and Power Company
(collectively referred to as the “Southern Companies”) by and through their agent,
Southern Company Services, Inc. (“*SCS”) under the Unit Power Sales Agreement
dated July 20, 1988, which ‘has been amended from time to time (“1988 UPS
Agreement”).

Section €2.2.19 of the manual to the 1988 UPS Agreement, “Adjustment to Cost of
Capital Resulting From Retirement or Redemption of Outstanding Securities,” was
amended on August 9, 1995 with an effective date of November I, 1994 (the #1995
Amendment”).  This amendment documented our mutual agreement on the
methodology for determining the proper adjustments for the cost of capital
calculations under the 1988 UPS Agreement resulting from full and/or partial
retirement or redemption of debt and preferred stock securities, and of full and/or
partial retirement or redemption of securities that have been used to retire or redeem
prior-issued securities (subsequent generation refundings).

Subsequent to the 1995 Amendment, the Southern Companies have issued a series of
new securities. The Securities are referred to as “Tax-Deductible Preferred
Securities” and “Junior Subordinated Notes”. These securities were not specifically
addressed in the 1995 Amendment.

Tax-Deductible Preferred Securities are structured to allow the issuing company the
ability to deduct (for federal income tax purposes) interest payments equal to the
dividends paid to investors, while receiving equity credit from the rating agencies.
The equity characteristics of this security, therefore, make it proper to be recognized
as preferred stock. The “after tax” cost of Tax-Deductible Preferred Securities
accordingly should be treated like Preferred Stock in UPS cost of capital
calculations.

Issued by: William L. Marshall, Jr., Vice President

Issued on: February 26, 2001 Effective Date: December 6,2000

Filed to comply with letter order in Docket No. ER01-602,
dated January 24,2001

160186-Staff-POD-58-701



Southern Operating Companies

Rate Schedule FERC No. 67 Original Sheet No. 129

M. Paul Evanson
April 22, 1998
Page 2

Junior Subordinated Notes are unsecured obligations of the issuing company, and are
subordinate and junior in right of payment to the Senior Indebtedness of the
company. This security exhibits characteristics of long-term debt and should be
treated like a First Mortgage Bond in UPS cost of capital calculations.

The Southern Companies anticipate that these securities have been and will be used
to redeem preferred stock and/or debt. The Southern Companies, on their own
accord, recommend and agree that Tax-Deductible Preferred Securities and the
Junior Subordinated Notes be recognized and treated in accordance with the
methodology adopted in the amended UPS Agreement Cost of Capital calculations.
The Southern Companies further recommend and agree that capacity refund
adjustments will be calculated from January 1, 1995, forward in order to recognize
these securities.

This Letter Agreement shall be filed by SCS on behalf of the Southern Companies'
for review by FERC and shall be not be effective until FERC acceptance without
material . modification (as defined' by the 1995 Amendment). Upon FERC
acceptance without material modification this letter agreement shall become
effective and the Southern Companies will credit charges under the UP S Agreement,
as detailed above. Interest shall accrue on said sum in accordance with the UPS
Agreement. FPL shall have the right to audit and confirm that the credits due to FPL
are properly computed.

If you agree with the content of this letter, please indicate your agreement by signing
below and returning this letter agreement to the undersigned.

Sincerely,

A Lo

A. J. Connor, Vice President
Wholesale Market Planning and, Services

AC(?];’D;YZ/

Paul J. Evanson//, President
Florida Power & Light Company

Dated: %.722 4/0'/‘2

Issued by: William L. Marshall, Jr., Vice President Effective Date: December 6. 2000
Issued on: February 26,2001 Filed to comply with letter order in Docket No. EROI-602,
dated January 24,2001
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THE SOUTHERN COMPANY

Operating Companies 2000 Actual and 2001 Projected SFAS NO. 106 Costs

(Millions)
Company Actual 2000 Proiected 2001
Alabama Power $14.10 321.68
Georgia Power $38.59 $44.43
Gulf Power $4.03 §4.47
Mississippi Power $3.25 $332
Savannah Electric $2.49 $2.65

Note:

The Operating Companies charge the annual FASB Statement No. 106 cost accrual to
FERC Account 926, Employee pensions and benefits. The companies’ formula rate
contract billings include Account 926, net of amounts capitalized and allocated to various
joint owners. Billings are based on budgeted data and reconciled during the year to.
actual data and also finalized at the end of each year. The 2000 actuarial studies for each
company are attached.

Issued by: William L. Marshall, Jr., Vice President Effective Date: D ber6. 2000
. ective Date: December 6,
Issued on: February 26,2001 Filed to comply with letter order in Docket No. ER01-602,

dated January 24,2001
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W. L Marshall. Je Southern Company Services, e,
Vers Prprader ¢ EWY boo il 1855 Qw7 018 R29%
et Opecaiions and Tradieg Pazi Ut Bae 2021

Sauthern \Whaitesaln Energy  Bumingtam, Alatuena 35291

Tel 2082576139

Fas 205257 4652

wimarsha@southemen com &

SOUTHERN &L
COMPANY

Fuecgyto Serve Your Warld *

Dcceniber 2, 1999

Mr. Paul J. Evanson

Florida Power & Light Company
700 Universe Blvd.

Juno Beacly, FL 33428

RE: Fucet Accownting Proccdurcr at Plant Miller
Deur Mr. Evanson:

Florida Power & Light ("FPL") porchases eapacity and encrgy from Alabama Power
Compuny, Georgin Powcr Company, Gulf Powcr Company, Mississippi  Power
Company, and Savanuah Cleeieic and Power Company (collectively referred to as tlic
“Southern Conipimies™) by amd through theie agent, Southern Company Scrvices. Ine,
¢*SCS"™) under thie Unit Power Sales Agreement dated July 20, 1988, which las been
antended (rom time o time (1938 UPS Agrecmuent”).

Qu July 10, 1335 FPL and Southern Companies entered info u Lelter Agreement that
revised certain fuel accounting procedures at Plant Miller efTective January 1, 1995, In an
¢ffort 10 reduce plunl fucl costs, Alabamu Powcr Campany (“"APCO"")dccided to burn
sub-bituminous coal in Plant Miller's Unil 4. The July 10, 1995, Letter Agrccnicnt
reviscd tlic fuel accounting proccdurcs applicable to the 1988 UPS Agrcecment by
allocaling tlic benelits and costs 0f the Jower cost sub-biluminous coal equally across all
units at Plant Miller. Mitler Units |. 2 and 3 continued to burn bituminous coal. Under
tlic rcviscd proccdurcs, fucl at Plant Miller has been accounted for on & BTU basis,
instead of on a lonnage basis, and a generation squivaient BTU factor is applied lo sub-
bituminous coal 1o reflect differences in thermal efTiciency between biluminous and sub-
bituminous coal. This approach was necessary to ensure FERC Accounting of the costs
of two different types of coal, each of which had different heal value per ton.

As contemplated in the July 10, 1995, Letter Agreement APCO has taken further
advantage Of sub-bituminous coal and converted Plant Miller Unit 3 te sub-bituminous
coal in 1998 and converted Plant Miller Units | and 2 to sub-bituminous coal during
1999. Currently all four units at Plant Miller are burning sub-bituminous coal.

Issued by: william L. Marshall, Jr., Viee President
Issued on: March 22, 2001 Effective Date: June 1, 2000
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In an effon 1o sireamiine the fuel accounting process at APCo, and in recognition of the
fact that all units ai Plant Miller now bum the same type of coal. FPL and Southern
Cornpanics agree to suspend the rcviscd ""BTU" fuel accounting procedures described in
the July 10, 1995 Letler Agreement, and revert to the fuel accounting process described
in Article 1V, Derivation of Fuel Costs and Nennalized Fuel Costs for Electric
Generating Units, of the 1988 UPS Agreement effective January |, 2000. ' There should
be Nno inpact in billings o5 a result of this ¢hange in accounting procedures for sub-
bituminous coal at Plant Miller.

FPL and Southem Cornpanics further agree that if al some time in the future it becomes
neeessury that APCO burns both bitumineus and sub-biluminous cod at Plant Miller, the”
secaunting procedurcs set forth in the July 10, 1995 Letier Agreenment would again apply
in an wnalogous Cashion. Southern Companies Will provide notification to FPL if this
change should occur.

This Lelter Agreement will be filed by SCS on behalf of the Southern Companics for
review by FERC and shull be not be effective untid FERC acceplance without maerind
modificution (as defined by tlic 1995 Amendment,

If you aprcc witlt the contemt of this leller, please indicate your acceplance by signing
below and reluming this letter agreement io mie, the wndersigned Southemn Company
Scrvices, hne. representalive,

Sinccrely,

ty 7 l’n"\f:w)[m&.} : )

W. L. Marshall, J¢,, Vice President
Southern Company Scrviccs, Inc.

ACCEPTED BY:

[oid N

Paul J. Evans?’
Florida Power“& Light Company

Daled; _B-22-29

Issued by: William L. Marshall, Jr., Vice President
Issued on: March 22,2001 Effective Date: June |, 2000
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W. L Marshalldde, Southers Company Setvicss, Inc.
Vice President 600 North 18th Stseet / GS-8259
fleet Operations and Trading  Post OfficeBox 2641

Southern Wholesale Erergy  Bitmingham, Alabama 35291

Tet 205 257.6139
fax 205.257 4652
wimarsha@southernco corn
SOUTHER N&-&
December2,1999 ’ COMPANY

Mr. Paul J. Evanson

Florida Power & Light Company
700 Universe Blvd.

Juno Beach, FL 33428

RE: Revision to 1988 UPS Agreement Materials and Operating Supplies (M&S)
Dear Mr. Evanson:

Florida Power & Light (“FPL™) purchases capacity and energy from Alabama Power
Company. Georgia Power Company, Gulf Power Company, Mississippi Power
Company. and Savannah Electric and Power Company (collectively referred to as the
“Southem Companies”) by and through their agent, Southern Company Services. Inc.
(*SCS™) under the Unit Power Sales Agreement dated July 20, 1988. which has been
amended fromtime to time (1988 UPS Agreement”).

Prior to 1983, Alabama Power Company (“APCo") recorded materials and operating
supplies (“M&S™) in FERC Account 154, as purchased. A ruling by the Internal
Revenue Service of the United States Departmentof Treasury in 1983 disallowed for tax
purposes the taking of expense deductions for the cost of M&$ items when they are
purchased, and required expenses to be recognized when such items are issued from
inventory. In a letter agreement dated July 19, 1995, APCo agreed (retroactively) not to
include the cost of pre-1983 M&S items in FERC Account 154, Plant Materials and
Operating Supplies, and therefore exclude the pre-1983 M&$ items fran the UPS
billings.

Recently. APCo irstalled a new inventory Acceounting, Materials and Purchasing System
(“AVPS). The installation of AMPS resulted in the pre-1983 M&S items being
included in the Plant Miller inventory. In Mardh 1999. APCe debited the inventory
account, FERC Account 154. with the value of the pre-1983 M&S$ items. During 1999.
APCowill credit FPL the value of the pre-1983 M&S items by recording these items asa
credit to FERC Account 506, Miscellaneous Steam Power Expense. As a result, FPL
would reeeive a credit for the pre-1983 inventory during 1999, but as issues from Miller’s
inventory occur. in the future. the credit will be offset incrementally as the pre-1983

http://rimsweb1.ferc.fed.us/rims.q?rp2~PrintNPick
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Mr. Evanson
December 2, 1999
Page 2

This Letter Agreement will be filed by SCS on behalf of the Southern Companies for
review by FERC and shall be not be effective until FERC acceptance without material
modification (3 defined by the 1995 Amendment). Upon FERC acceptance without
material modification this Letter Agreement shall become effective and the Southern
Companies Will credit charges under the UPS Agreement, as detailed above. Interest
shall accrue on said sum in accordance With the UPS Agreement. FPL shall have the
rightto audit and confirm that the credits due to FPL are properly computed.

If you agree with the content of this letter, please indicate your acceptance by signing

below and returning.-this letter agreement to me, the undersigned Southern Company
Services, Inc. representative.

Sincerely,

\;‘Jg* Y LW/L\_U (\

W. L. Marshall, Jr., Vice President
Southern Company Services. Inc.

ACCEPTEDBY:

fol o,

Paul J. Ev:
Florida Power & Light Company

Dated: §&-22-©0

http://rimsweb 1 .ferc.fed.us/rims.q?rp2~PrintNPick 4/4/2001
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UNITED STATES OF AMERICA
FEDERAL ENERGY REGULATORY COMMISSION

Southern Company Services, Inc, Docket No. ER00-325-00]

NOTICE OF FILING
(February 7,2001)

Take notice that on February 1,2001, Southern Company Services, Inc. (SCS), by
and on behalf of Alabama Power Company, Georgia Power Company, Mississippi Power
Company, Gulf Power Company and Savannah Electric and Power Company, tendered
for filing amendments to unit power sales agreements with Florida Power and Light
Company, Florida Power Corporation and Jacksonville Electric Authority, respectfully.
The purpose of the amendments is to include the cost of sulfur dioxide emission
allowances in the rates for Base and Normalized Energy under the unit sales agreements
between SCS and each of the identified customers.

Any person desiring to be heard or to protest such filing should file a motion to
intervene or protest with the Federal Energy Regulatory Commission, 888 First Street,
N.E., Washington, D.C 20426, in accordance with Rules 211 and 2 14 of the
Commission's Rules of Practice and Procedure (18 CFR 385.211 and 385.214). All such
motions and protests should be filed on or before February 22, 2001. Protests will be
considered by the Commission to determine the appropriate action to be taken, but will
not serve to make Protestants parties to the proceedings. Any person wishing to become a
party must file a motion to intervene. Copies of this filing are on file with the
Commission and are available for public inspection. This filing may also be viewed on
the Internet at http://wmw.ferc.fed.us/online/rims.htfcall 202-208-2222 for assistance).
Comments and protests may be filed electronically via the internet in lieu of paper. See,
18 CFR 385.2001(a)(1)(iii) and the instructions on the Commission's web site at
http://www.fercfed.us/efi/doorbell.htm.

David P. Boergers
Secretary

FIRC - DOCRETED

/)//)M 90’/ 75:// Frr BB
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BALCH & BINGHAM LLP OR |GINAL

ATTORNEYS AND COUNSELORS
POST OFFICE BCOX 306

BIRMINGHAM. ALABAMA 352Q}-0306 WRITER'S OFFICE.
1710 SIXTH AVENUE NORTH
t20%) 25)-8100 BIRMINGHAM. ALABAMA 35203.2015
OIRECY OIAL TELEPHONE, FACSIMILE {205} 226-8798

February 1,2001 ) =

Mr. David P. Boergers, Secretary ' ..
Docket Room ' '
Office of the Secretary, Room 1 A . e
Federal Energy Regulatory Commission -

888 First Street, N.E. . 5
Washington, D.C. 20426 S

Re:  Southern Company Services, Inc.
Docket No. ER(0-325-(0
Substitute Filing of Consensus Amendments

Dear Mr. Boergers:

On October 29,1999, Southern Company Services, Inc., by and on behalf of Alabama Power
Company, Georgia Power Company, Gulf Power Company, Mississippi Power Company and
Savannah Electric and Power Company (collectively, “Southern Company”)tendered for filing under
Section 205 of the Federal Power Act a series of unilateral amendments to certain unit power sale
agreements between Southern Company and Florida Power & Light Company (“FPL”), Florida
Power Corporation (“FPC”) and Jacksonville Electric Authority (“JEA™), respectively (.collectively,
the “UPS Agreements”). The purpose of the filing was to amend the rates for Base Energy and
Normalized Energy contained in the UPS Agreements to address recovery of new energy-related
costs to be incurred by Southern Company starting January 1, 2000. These costs relate to the
expenditure of emission allowances in connection with scheduled generation from designated coal-
fired units to ensure compliance with the Phase II sulfur dioxide emissions limitations of the Clean
Air Act Amendment of 1990 (“CAAA™).

On November 3,1999, the Commission issued public notice of Southern Company’sfiling,
inviting persons desiring to be heard or protest the filing to file on or before November 18, 1999.
On November 18, 1999, FPL filed a motion to intervene and FPC filed a motion to intervene and
protest. Under the Federal Power Act, the Commission had 60 days from the date of filing to review
the application and to act initially. See 16 U.S.C§ 824d. Under this requirement, the Commission
was initially required to act on Southern Company’s filing no later than December 28, 1999, or the
filing is deemed accepted. In response to the issues raised and the concerns expressed by FPL and

’annomm

478846.2 FEB 1 200
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FPC ,however, Southern Company, these two customers, and JEA (the only other purchaser of unit
power fromSouthern Companyunder a UPS Agreement) commenced discussions in an attempt to
amicably settle and resolve the differencesthat had arisen between the parties. On December 22,
1999, so that the parties adequately may explore potential settlement and to avoid unnecessary
proceedings, Southern Company first requested that the Commission extend the date by which it
must act. Southern Company continued that request periodically throughout the year 2000.

We are pleased to report that these discussionshave produced agreementbetween Southern
Company and the affected customers,which agreement is reflected in bilateral contract agreements
between Southern Company and each of its three unit power sales customers: FPL, FPC and JEA.
These bilateral contract agreementsparallel closely the unilateral amendments originally tendered
by Southern Company on October 29,2000, but contain several clarifications and revisions sought
by the customers. In accordance with the Commission’sregulations, six (6)copies of this letter, its
enclosures, and form of notice (hard copy and electronic) are enclosed herewith for filing.

Description Of and Reason for the Filing

Base Energy and Normalized Energy under the UPS Agreements are based on the costs of
generation at the base units. The base units are affected under Phase 11 of the CAAA. As such, it
has become necessary to amend the Base Energy and Normalized Energy rate schedulesto address
emission allowance costs. Under the enclosed bilateral amendments,each UPS customerwould be
entitled to a pro rata share of emission allowances allocated to each base unit based upon its
respective capacity entitlementshare of each such unit. The customerwould have an annual option,
which must be exercised in writing by the end of each year, to: (i) take possession and ownership
of its proportional share of emission allowances (“transfer option™); or (ii) have Southern Company
retain possession of its proportional share of emission allowances and hold such allowancesin a
segregated account for the benefit of the customer (“banking option”). Under either the transfer
option or the banking option, by the last business day of January for each followingyear, Southern
Companywould send the customera statementdetailingthe amountofemission allowancespayable
in connection with the prior years’ generation of base unit energy (“year end statement”). The
customer would then transfer to Southern Company the specified amount of emission allowances.

Southern Company has also entered into letter agreementswith each of the UPS customers
to clarify that the above-described amendments have been entered into solely to include the cost of
emission allowances in the rates for Base and Normalized Energy under the UPS Agreements and
to establish procedures related to that process, and for no other purpose. These letters are also

enclosed as part of this filing.
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Reauested Waiver Of Filing Reauirements

These amendments are submitted under the abbreviated filing requirements of Section
35.13(a)(2)(iXD). The infomation required by Section 35.12(b)2) and (5) and Section 35.13(0),
(c) and (h)(37) isenclosed to the extent that such information is relevant and available. Tothe extent
the enclosed materials and information does not meet the detailed requirements of the foregoing
regulations, it is respectfully requested that the Commission grant a waiver. Further, to the extent
that Commission Order No. 614 applies to this filing, waiver is requested. Good cause exists for
such waiver, if necessary, because Southern Company presently are developing revised UPS rate
schedule sheets that will revise the format of the existing agreements to comply with the
requirementsof Order No. 614, and will submitthoserate schedulesin compliancewith Commission
staff requests in Southern Company’s Docket No. ER01-602.

Requested Effective Date

As reflected in the tendered amendments, Southem Company, FPL, FPC and JEA have
agreed, and Southern Company now requests, that all amendments filed herewith be permitted to

become effective as of January 1,2000.

Document mitted with thi
The following is a list of the documents submitted with this filing:
(a)  Amendmentsto the following agreements and contracts:

UPS Agreement with Florida Power Corporation (1988) (SCS Rate Schedule No.
66);

UPS Agreementwith Florida Power & Light Company (1988) (SCS Rate Schedule
No. 67);

UPS Agreementwith JacksonvilleElectric Authority (1988) (SCS Rate ScheduleNo.
68);

b A form of notice suitable for publication in the Federal Register, as required by
Section 35.8 of the Commission’s regulations.

(c) Supporting materials showing the effects of the proposed amendments.
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Miscellaneous

Authority for the filing by SCS of the enclosed amendments and the related Certificate of
Concurrenceon behalf of the Southern Companies (except SavannahElectric and Power Company)

is evidenced by letterdated December 27, 1963 fiom the Secretaryof the Federal Power commission
to each of them. The authority for SCSto file on behalf of Savannah Electric and Power Company
wes acknowledged by Commission order dated June 16, 1988, in Docket No. ER88-366-000.
Should additional information be required, it is requested that the undersigned attorney be
contacted at the earliest possible date so that such information can be supplied expeditiously.

Respectfully yours,

%Q/

Lyle D. Larson
One of the Attorneys
for Southern Company

CC: Service List
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In addition to the foregoing items, there shall be SO, and NO, emissions allowance components,
as determined pursuant to Section 6.3.1.

6.3.1  The SO; and NO, emissions allowance component shall be determined by one of the
following methodologies, as appropriate:

(a) For purposes of determining the Alternate Energy Rate (Section 6.4), the Supplemental
Energy Rate (Section 6.5), the Station Service Charges (Section 6.7) and the
Discretionary Energy Rate (Section 6.8), the emission allowance component reflected in
the Base Energy Rate will be the SO; and NO, emission allowance replacement costs
used by Southern Companies for internal purposes in the month in which SO, and NO,
emission allowance costs are calculated, as adjusted for losses.

(b) For Unit Energy, this component is determined in accordance With the Unit Energy -
SO, Emission Allowance Procedure (as to SO?)and the Unit Energy — NO, Emission
Allowance Procedure (as to NO,), as adjusted for losses.

6.4 Alternate Energy Rates: For energy supplied to FPL at any time from alternate sources
owned or operated by Southem Companies, in accordance with Section 3.7, FPL shall pay an amount per
MWH delivered which is the least of (i) the Base Energy Rate as determined in Section 6.3 for the unit for
which Alternate Energy is provided; (ii) the Normalized Energy Rate as determined in Section 6.6 for the
unit for which Alternate Energy is provided; or (iii) one-half (0.5) the sum of the Base Energy Rate for
such unit and the cost of such Alternate Energy determined by the following principles:

For alternate Energy whether supplied from an assigned unit of Southern Companies, or from the
units in economic dispatch on the systems of Southern Companies, the cost of such energy (3/MWH) shall
be the incremental expense of the assigned unit of the units in economic dispatch, such energy shall be
considered as having been delivered at the incremental cost of Southern Companies after serving their own
systems' requirements (including energy used for pumping at pumped storage hydroelectric projects) and
other power sale commitments taking precedence before delivery of such energy. The only power sale
commitments taking precedence before delivery of such Alternate Energy are: (i) any seasonal energy or
capacity exchange agreements now existing or entered into in the future; and (ii) any fEm power
interchange sales to other utilities or third parties now existing or entered into in the future. The expense
from assigned units or units in economic dispatch shall include only the incremental cost of fuel, variable
operation and maintenance expenses, emission allowance replacement costs, change in system transmission
losses, and other such energy related costs which would otherwise not have been incurred.

6.5 Supplemental Energy Rates: For energy supplied to FPL at any time pursuant to Section
3.8, FPL shall pay an amount per MWH delivered which is the greater of (i) the Base Energy Rate for the
unit for which Supplemental Energy is
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provided, as determined in Section 6.3; provided, however, such Base Energy Rate shall be limited to a
value no greater than the Normalized Energy Rate as determined in Section 6.6 for such unit; or (ii) the
increment cost of the units in economic dispatch incurred by Southern Companies after serving their own
systems’ requirements (including energy used for pumping at pumped storage hydroelectric projects) and
other power sale commitments taking precedence before delivery of such Supplemental Energy as defined
in Section 3.8.5. The expense from assigned units or units in economic dispatch shall include only the
incremental cost of fuel, variable operation and maintenance expenses, emission allowance replacement
costs, change in system transmission losses, and other such energy related costs which would otherwise not

have been incurred.

6.6 Normalized Energy Rates: The Normalized Energy Rate each month for each unit
specified in Exhibit A shall be equal to the sum of the following items (expressed in $/MWh):

(a) Normalized Fuel cost for the unit, which is defined in Article IV of the Unit Power Sale
Manual.
(b) The variable operation and maintenance expenses for the unit as described in Article V of

the Unit Power Sale Manual.

(c) The in-plant fuel handling expenses for the unit as described in Article V of the Unit
Power Sale Manual

Compensation for transmission losses, based on the zverage transmission loss percentage

/AN

\4y
(%L.) set forth in Article VII of the Unit Power Sale Manual. Using (a), (b) and (c)
above:

(&) An SO, and a NO, emissions allowance component, as determined pursuant to Section
6.3.1(a).

(d) =((@) + () + () [ %E+100 ]
[ 1-(%L.+100) ]

6.7 Station Service Charges: For station service energy required each month for a unit
specified in Exhibit A during the hours in which the net electrical output of such unit is equal to or less than
zero, FPL shall pay an amount per MWH, for a pro rata share of such station service energy based on the
ratio of FPL’s capacity entitlement in such unit pursuant to Article II to the Net Dependable Capacity of
such unit, equal to the Base Energy Rate of such unit as determined in Section 6.3; provided, however, such
Base Energy Rate shall be limited to a value no greater than the Normalized Energy Rate as determined in

Section 6.6 for such unit.

6.8 Discretionarv Enerev Rates: For energy supplied to FPL at any time pursuant to Section
3.9, FPL shall pay an amount per MWH determined which is the greater of (a) Weighted Average Energy
Rate for FPL’s pro rata share of a1l units as determined by the following formula:

WAER=_ UPC, X ER, +... 7+ UPCy X ERy
UPC, + UPC, + ...UPCy UPC, +UPC, + .,. +UPCy
Issued by: William L. Marshall, Jr., Vice President Effective Date: February 27,2004
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In addition to the foregoing items, there shall be aa SO,_and NQ _emissions allowance
components, as determined pursuant to Section 6.3.1.

6.3.1 The SO,_and NO, emissions allowance component shall be determined by one of the
following methodologies, as appropriate:

(a) For purposes of determining the Alternate Energy Rate (Section 6.4), the Supplemental
Energy Rate (Section 6.5), the Station Service Charges (Section 6.7) and the
Discretionary Energy Rate (Section 6.8), the SO.—emissions allowance component
reflected in the Base Energy Rate will be the SO,_and NQ. emission allowance
replacement costs used by Southern Companies for internal purposes in the month in
which §9, and NOQ. emission allowance costs isare calculated, as adjusted for losses.

For Unit Energy, this component is determined in accordance with the Unit Energy —

(®)
SO, Emission Allowance Procedure_(as to SO-) and the Unjt Epergv - NQ, Emission
Allowance Procedure (as to NO,), as adjusted for losses.

6.4 Alternate Energy Rates: For energy supplied to FPL at any time from alternate sources
owned or operated by Southern Companies, in accordance with Section 3.7, FPL shall pay an amount per

MWH delivered which is the least of (i) the Base Energy Rate as determined in Section 6.3 for the unit for
which Alternate Energy is provided; (ii) the Normalized Energy Rate as determined in Section 6.6 for the
unit for which Alternate Energy is provided; or (iii) one-half (0.5) the sum of the Base Energy Rate for
such unit and the cost of such Alternate Energy determined by the following principles:

For alternate Energy whether supplied from an assigned unit of Southern Companies, or from the
units in economic dispatch on the systems of Southern Companies, the cost of such energy ($/MWH) shall
be the incremental expense of the assigned unit of the units in economic dispatch, such energy shall be
considered as having been delivered at the incremental cost of Southern Companies after serving their own
systems’ requirements (including energy used for pumping at pumped storage hydroelectric projects) and
other power sale commitments taking precedence before delivery of such energy. The only power sale
commitments taking precedence before delivery of such Alternate Energy are: (i) any seasonal energy or
capacity exchange agreements now existing or entered into in the future; and (ii) any firm power
interchange sales to other utilities or third parties now existing or entered into in the future. The expense
from assigned units or units in economic dispatch shall include only the incremental cost of fuel, variable
operation and maintenance expenses, emission allowance replacement costs, change in system transmission
losses, and other such energy related costs which would otherwise not have been incurred.

6.5 Supplemental Energy Rates: For energy supplied to FPL at any time pursuant to Section

3.8, FPL shall pay an amount per MWH delivered which is the greater of (i) the Base Energy Rate for the
unit for which Supplemental Energy is
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provided, as determined in Section 6.3; provided, however, such Base Energy Rate shall be limited to a
value no greater than the Normalized Energy Rate as determined in Section 6.6 for such unit; or (ii) the
increment cost of the units in economic dispatch incurred by Southern Companies after serving their own
systems’ requirements (including energy used for pumping at pumped storage hydroelectric projects) and
other power sale commitments taking precedence before delivery of such Supplemental Energy as defined
in Section 3.8.5. The expense from assigned units or units in economic dispatch shall include only the
incremental cost of fuel, variable operation and maintenance expenses, emission allowance replacement
costs, change in system transmission losses, and other such energy related costs which would otherwise not

have been incurred.

6.6 Normalized Enerev Rates: The Normalized Energy Rate each month for each unit
specified in Exhibit A shall be equal to the s um of the following items (expressed in $/MWh):

Normalized Fuel cost for the unit, which is defined in Article I'V of the Unit Power Sale

(@)
Manual.

(b) The variable operation and maintenance expenses for the unit as described in Article V of
the Unit Power Sale Manual.

(c) The in-plant fuel handling expenses for the unit as described in Article V of the Unit
Power Sale Manual

(d) Compensation for transmission losses, based on the average transmission loss percentage
(%L.) set forth in Article VI of the Unit Power Sale Manual. Using (a), (b) and (c)
above:

(e) An S0, and a NQ, emissions allowance component, as determined pursuant to Section
6.3.1(a).

(@) = (@) + (6) + (c)) [__%L.+100 ]
[ 1-(%L.+100) ]

6.7 Station Service Charges: For station service energy required each month for a unit
specified in Exhibit A during the hours in which the net electrical output of such unit is equal to or less than
zero, FPL shall pay an amount per MWH, for a pro rata share of such station service energy based on the
ratio of FPL’s capacity entitlement in such unit pursuant to Article 11to the Net Dependable Capacity of
such unit, equal to the Base Energy Rate of such unit as determined in Section 6.3; provided, however, such
Base Energy Rate shall be limited to a value no greater than the Normalized Energy Rate as determined in

Section 6.6 for such unit.

6.8 Discretionarv Enerev Rates: For energy supplied to FPL at any time pursuant to Section
3.9, FPL shall pay an amount per MWH determined which is the greater of (a) Weighted Average Energy
Rate for FPL’s pro rata share of all units as determined by the following forrnula:

WAER = UPCl X ERl +...+ IJ-PCNXEKN
UPC, + UPC, + ... UPCy UPC, +UPC, + ...+ UPCy
Issued by: William L. Marshall, Jr., Vice President Effective Date: February 27, 2004
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UNIT ENERGY- NOx EMISSION ALLOWANCE PROCEDURE

This procedure shall apply to the allocation of and the in-kind or cash payment for
nitrogen oxides (“NO,”) emission allowances (“Allowances”) under Section 6.3 of
the Unit Power Sales Agreement between Florida Power & Light Company (“FPL”)
and Alabama Power Company, Georgia Power Company, Gulf Power Company,
Mississippi Power Company and Savannah Electric and Power Company
(collectively, “Southem”) dated July 20, 1988, as amended (“1988 UPS

Agreement”).

Applicability:

Allocation - Each year that Unit Energy is to be made available to FPL by Southern
under the 1988 UPS Agreement, and for each unit contractually specified to generate
such Unit Energy (“base unit(s)”), Southern shall allocate to FPL a pro rata share of
Allowances allocated to Southern for each base unit pursuant to themulti-state NO,
air pollution control and emissions reduction program established by the United
States Environmental Protection Agency (“EPA”) pursuant to regulations
' promulgated under the Clean Air Act. FPL’s pro rata share will be based upon FPL’s
contracted percentage share of capacity at each base unit for the year of allocation.
That percentage share will then be multiplied by the Allowances allocated to
Southern for each base unit for that year to determine the number of Allowances
allocated FPL. Nothing herein shall prohibit FPL from entering into an agreement
with Southern, in combination or individually, to sell any or all Allowancesallocated

to FPL hereunder.

Procedure:

Allocation Options - FPL will have an annual option, which must be exercised by the
first business day of the month immediately preceding the Ozone Season of each
year, to: (i) take possession and ownership of its proportional share of Allowances
(hereafter referred to as the “transfer option™); or (ii) have Southern retain possession
of such Allowances and hold them in a segregated general EPA NO, Allowance
Transfer System (“NATS”) account for FPL’s benefit (hereafter referred to as the
“banking option”). In the event FPL does not select the transfer option on a timely
basis, the banking option will be deemed selected for the applicable Ozone Season.
FPL also may establish a standing designation under which FPL shall be deemed to
have exercised said election by the date(s) specified above. I FPL designates the
transfer option for a given Ozone Season, then by the tenth (10%) business day of the
first month of the Ozone Season, Southern will transfer FPL’s Allowance allocation
into an FPL designated EPA NATS account. Should FPL designate the banking
option for an Ozone Season, then by the last business day of the first month of the
Ozone Season, FPL’s Allowance allocation will be placed by Southern into a non-
investment general EPA NATS account established for the purpose of holding FPL’s
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banked Allowances. Representatives of Southern will be the authorized account
representative (“AAR") and alternative account representative for this account.

Calculation of Allowances Consumed - The procedure for determining the amount of
Allowances used to generate Base Energy under the 1988 UPS Agreement (and thus
the amount of any deficit Allowances that must be provided to Southern) will be as

follows:

Monthly Estimate - The total base unit emission quantity will be
estimated monthly (within the annual Ozone Season) based on a
calculation Of the total monthly MWHs of Base Energy taken multiplied
by a monthly NO, emissions per MWH rate. This monthly NOy
emissions rate will reflect the continuous emissions monitoring system
(“CEMS”)data most recently available for the applicable unit. Southern
will provide to FPL a monthly estimate not later than the twentieth (20"
business day of the successive month of the Ozone Season.

Ozone Season Reconciliation Report - No later than the tenth (0%
business day of the month following the Ozone Season, Southern will
submit to FPL a final report showing the total number of Allowances
associated with FPL’s Base Energy usage during the Ozone Season and
the total number of deficit or excess Allowances after application of any
Allowances banked for the benefit of FPL against the Allowances
required for FPL’s use of Base Energy. If a deficit is identified, then the
Settlement Procedures immediately set forth below shall govern.

Settlement Procedures for Deficit Allowance Balance - By the fifteenth (15%)
business day of the month immediately following the Ozone Season (the “Settlement
Period”), FPL will notify Southern of its intention to pay in-kind, in cash, or some
combination thereof. Southern will thereafter provide to FPL a written accounting
that details the number of Allowances payable to Southernas well as the cash amount

owed (if applicable).

In-Kind - IF in-kind payment is indicated, then by the twentieth
(20"™) business day of the month immediately following the close
of the Ozone Season, FPL will transfer to Southern the amount of
Allowances of appropriate vintage determined by Southern to be
payable in connection with the Base Energy taken by FPL during

the Ozone Season.

Cash - If cash payment has been indicated, then the
Reconciliation Report will also indicate a cash equivalent dollar
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amount due Southern for the number of deficit Allowances. The
cash equivalent dollar amount due shall be the product of the
Market Proxy Price times the number of deficit Allowances. The
Market Proxy Price shall be the average price of the most current
bid and offer prices for the tenth (10™) business day of the
Settlement Period for the Allowances for that vintage year as
published in the Evolution Express Market Price Report created
daily by Evolution Markets LLC, (as it may be replaced as
necessary or convenient, by a similar report that is agreed to by
both parties) together with all transaction costs (as detailed
below) associated with the purchase of such Allowances. FPL
will wire transfer this dollar equivalent amount into an account SO
designated by Southern by the twentieth (20") business day of the
Settlement Period.

Excess Allowances - If, after full settlement of any deficit Allowance balance due in
a Settlement Period, there are remaining Allowances in the banking account, then the
AAR or alternate AAR will, at the direction of FPL, either: (i) document the number
of excess Allowances remaining in the EPA ATS account and earmark these for
FPL’s future use in connection with Base Energy; (ii) transfer such remaining
Allowances into other EPA NATS account(s) specified by FPL; or (iii) transfer such
remaining Allowances to Southern. The parties may agree in advance that FPL shall
transfer remaining allowances to Southern, under terms and conditions separately

negotiated between the parties.

Remedy: FPL has assumed the responsibility to deliver to Southern all Allowances (or their
cash equivalent) to satisfy any deficit Allowance balance identified by Southern in
the Ozone Season Reconciliation Report described above. To the extent Southern
fails to receive such Allowances (or their cash equivalent) from FPL by the appointed
date, then Southern shall obtain the deficient quantity of Allowances from external
and/or internal sources (at their discretion). With respect to external sources,
Southern may purchase such Allowances by any commercially reasonable means
available to them. In that event, Southern will invoice FPL and FPL shall promptly
pay Southern the sum of the following: (i) the cost of purchasing a sufficient quantity
of Allowances to cover the deficiency; and (ii) transaction costs (including, without
limitation, commissions, legal fees, administrative expenses incurred in connection
with the transaction) and any other expense that would not otherwise have been
incurred. If Southern is unable to secure the necessary deficient Allowances in the
open market or otherwise chooses to rely on their internal sources of Allowances (if
any) to cover the deficit amount, then Southern will calculate a then-current market
price for such Allowances and use it in item (i), above, and FPL agrees to promptly
pay Southern the same together with any transaction costs and other expenses
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incurred by Southern in connection therewith. In the event FPL fails in any two
consecutive years to provide all required in-kind Allowances (or their cash
equivalent), then Southern may require FPL to use the banking option for the

remaining terms of the 1988 UPS Agreement.

day of Febrwrsf ,2004.

Florida Power & Light Company

By: Q)RO?( v—C Ukt
e )

Is:/  Neefden €

Agreed to this 2"=J
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