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ORIGINAL
BEFORE THE FLORIDA PUBLIC SERVICE COMMISSION

IN RE: Fuel and Purchased Power Cost )
Recovery Clauses and Generating ) Docket No.: 990001-EI
Performance Incentive Factor. ) Filed: July 6, 1999

GULF POWER COMPANY'S FILING ADVISING COMMISSION THAT ACTUAL
CAPACITY COSTS WILL BE AT LEAST 10 PERCENT GREATER THAN

PROJECTED AND REQUEST FOR MIDCOURSE REVIEW AND/OR ADJUSTMENT
OF CAPACITY COST RECOVERY FACTORS

GULF POWER COMPANY ("Gulf Power," "Gulf," or "the Company"), by and through

its undersigned counsel, and pursuant to the policy of the Florida Public Service Commission

("Commission") regarding midcourse corrections articulated in Order No. 13694, issued

September 20, 1984 and reaffirmed in Order No. PSC-98-0691-FOF-PU, issued May 19, 1998,

hereby advises the Commission that Gulf has become aware that its actual purchased power

capacity costs for the recovery period ending December 31, 1999 will be at least ten percent

greater than the Company's projected purchased power capacity costs for the recovery period.

Gulf further requests that the Commission review this matter and allow recovery of the expected

variance through the established true-up mechanism or in the alternative, if a midcourse

correction or adjustment to the Company's currently authorized purchased power capacity factors

is determined to be appropriate and should be approved, to authorize such adjustment effective

either September 1, 1999 or August 1, 1999. In support hereof, the Company states:

1. Notices and communications with respect to this petition and docket should be
addressed to:

Jeffrey A. Stone
Russell A. Badders
Beggs & Lane
P.O. Box 12950
Pensacola, FL 32576-2950

Susan D. Ritenour
Assistant Secretary and Assistant Treasurer
Gulf Power Company
One Energy Place
Pensacola, FL 32520-0780

DOCUMENT NUMBER-DATE



2. Gulf is a corporation with its headquarters located at 500 Bayfront Parkway,

Pensacola, Florida 32501. The Company is an investor-owned electric utility operating under

the jurisdiction of this Commission. The Company's purchased power capacity costs are

recovered from customers through rate factors established after review during the Commission's

continuing fuel and purchased power cost recovery proceedings. Gulf's current purchased power

cost recovery factors were approved by the Commission in Order No. PSC-98-1715-FOF-EI,

issued December 18, 1999. The next scheduled review of the Company's purchased power

capacity cost recovery factors will occur in November 1999 with any resulting adjustment to the

recovery factors to be effective January 1, 2000.

3. In Order No. 13694, issued September 20, 1984, the Commission placed the

responsibility for seeking a mid-course correction on the utility if it became aware that its actual

costs are ten percent greater than or less than its projected costs during a recovery period. The

Commission reaffirmed this policy in Order No. PSC-98-0691-FOF-PU, issued May 19, 1998.

Based on circumstances discussed in Attachment A to this filing, Gulf now projects that the

over/under recovery balance related to its Purchased Power Capacity Cost Recovery Clause at

the end of the current recovery period (January 1999 through December 1999) will be an under-

recovery that is in excess of the 10% threshold.

4. In its October 12, 1998 projection filing, Gulf estimated its committed market capacity

purchases, IIC capacity costs, and capacity payments to QFs for the January 1999 - December

1999 recovery period to be $7,007,984. With actual data for January 1999 through May 1999

and revised data for June 1999 through December 1999, Gulf now estimates the committed

market capacity purchase payments, IIC capacity payments, and capacity payments to QFs for
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the January 1999 - December 1999 recovery period to be $9,369,621. A discussion of these

changes is set forth in Attachment A to this filing.

5. Attachment B to this filing contains documents showing the projected incremental

impact on the Company's purchased power capacity cost recovery factors if recovery of the

increased capacity costs described above is made through factors effective during the next 12-

month recovery period (January 2000 through December 2000). Attachment C to this filing

contains documents showing a possible adjustment to the Company's purchased power capacity

cost recovery factors effective September 1, 1999 to recover the increased capacity costs

described above over the remainder of the current recovery period ending December 1999. A

comparison of these two alternatives is set forth in Attachment D and shows that the lowest rate

impact on Gulf's customers is achieved by deferring recovery of the described increase in

purchase power capacity costs until the next recovery period.

6. In order to minimize the rate impact on Gulf's customers and in lieu of a midcourse

correction to the Company's purchased power capacity cost recovery factors, Gulf requests that

the Commission allow recovery of the increased capacity costs described herein through the true-

up mechanism already in place with the result to be reflected in new factors beginning in January

2000. This would allow for Commission review of these expenses as part of the regularly

scheduled cost recovery hearings to be held in November 1999. In the alternative, Gulf requests

that the Commission authorize implementation of new purchased power cost recovery factors set

forth in Attachment C, effective September 1, 1999 for the remainder of the current recovery

period ending December 31, 1999.
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7. Due to the possible need to implement midcourse changes to the Company's

purchased power capacity cost recovery factors, Gulf requests that the Commission consider this

filing at the Commission Conference scheduled for July 27, 1999.

WHEREFORE, Gulf respectfully requests that the Commission accept this filing as

notice of an expected variance between the actual capacity costs and the projection of greater

than 10%. The Company further requests that the Commission consider recovery of the

increased capacity costs through the true-up mechanism and without a midcourse correction or

adjustment to Gulf's purchased power capacity cost recovery factors. In the alternative. Gulf

requests that the Commission approve new purchased power capacity recovery factors for the

remainder of the current recovery period ending December 31, 1999, effective September 1,

1999, or grant the Company such other relief as the Commission determines to be just and

reasonable. Finally, the Company requests that the Commission consider this matter at the

Commission Conference to be held on July 27, 1999.

Respectfully submitted the 2nd day of July 1999.

JEFFREY X. S ONE
Florida Bar No. 325953
RUSSELL A. BADDERS
Florida Bar No. 7455
Beggs & Lane
P.O. Box 12950
Pensacola, Florida 32576-2950
(850) 432-2451
Attorneys for Gulf Power Company



Attachment "A"

Gulf now projects that the over/under recovery balance related to its Purchased Power
Capacity Cost Recovery Clause at the end of the current recovery period (January 1999 through
December 1999) will be an under-recovery that is in excess of the 10% threshold. The total
variance results primarily from the cost of additional market capacity purchases made by Gulf
and the Southern electric system (SES) to meet load requirements for the months of June 1999
through September 1999 and an update to Gulf's projected Intercompany Interchange Contract
(IIC) capacity costs for June 1999 through December 1999. The remainder of the total variance
is due to the differences between the originally filed IIC and market capacity purchase costs and
the actual costs of those power purchases that were incurred during January through May of the
current recovery period.

In its October 12, 1998 projection filing, Gulf estimated its committed market capacity
purchases, IIC capacity costs, and contracted capacity payments to QFs for the January 1999 -
December 1999 recovery period to be $7,007,984. With actual data for January 1999 through
May 1999 and revised data for June 1999 through December 1999, Gulf now estimates the
committed market capacity purchase payments, IIC capacity payments, and contracted capacity
payments to QFs for the January 1999 - December 1999 recovery period to be $9,369,621.

The variance related to Gulf's market capacity purchases results from Gulf's need for
short-term market capacity for the 1999 summer months, June through September. At the time
of its October 12, 1998 projection filing, Gulf projected market capacity purchases for the
summer of 1999 to be $1,593,516. Gulf now projects that the summer 1999 market capacity
purchases will be $3,948,590.

Preliminary projections at the time of our October 1998 filing showed that Gulf would
need to make additional market capacity purchases in 1999. At the time of that filing, a
commitment for these additional purchases by Gulf Power and the SES had not been made, and
the cost of such purchases was not known. As a result, there were no dollars associated with
these additional purchases included in the market capacity purchase projection. It was expected
that the costs for such short-term summer capacity purchases would be similar to those
experienced by Gulf in summer 1998 (the actual costs of June 1998 through September 1998
market capacity purchases were only $315,290), and therefore Gulf planned to include the
resulting market capacity variance in a future true-up filing.

The variance related to Gulf's IIC capacity purchases results from updated SES owned
capacity resources, demand-side options (DSO) capacity, load forecasts, and generating unit
availability rates that are contained in the latest SES budget for 1999. These capacity, load, and
unit availability changes are projected to increase Gulf's IIC capacity purchase costs for the
remainder of the current cost recovery period. At the time of the Company's October 1998
projection filing, Gulf projected its net IIC capacity costs for June 1999 through December 1999
of the recovery period to be $315,406. Gulf now projects that its net IIC capacity costs for June
1999 through December 1999 of the recovery period will be $485,013.

Attachment "A" Page 1 of 3



Subsequent to the Company's October 1998 projection filing for the January 1999-
December 1999 recovery period, Gulf's 1999 owned capacity resource projections, as well as
those of other system operating companies, have decreased. Gulf's peak demand forecast has
also increased. As a result of these changes, Gulf and the SES have been required to make
additional summer capacity purchases to ensure adequate reserve margins for the anticipated
summer load. In addition, the market price for short-term capacity has increased substantially
since the summer of 1998. These three factors explain why our projections have experienced this
significant increase.

The primary reason for the decrease in Gulf's 1999 owned capacity resource projections
is the lower demonstrated performance of Gulf's generating units during the summer of 1998.
Each summer, Gulf's actual generating unit performance is used to predict the generating
capacity the company will have to meet its total load for the following year. During the summer
of 1998, when hot weather lasted for a number of consecutive days on many occasions, Gulf's
units were not able to sustain their 1998 capacity ratings. Also, an expected increased capacity
rating at Plant Daniel due to fuel modifications was partially offset by a capacity derating at Plant
Crist following a scheduled maintenance inspection this past spring. Therefore, the 1999
capacity ratings for Gulf's owned generating units have decreased by 50 MW since the October
1998 projection filing. In addition to the 1999 rating decreases, planning updates show that
Gulf's active DSO capacity projections have decreased by 5 MW, while Gulf's peak demand
forecast increased by 36 MW. All of these changes have required Gulf to obtain additional
capacity through the short-term market to meet its customers' power requirements through the
summer months.

In addition to the changes in capacity resource and load projections at Gulf, there were
other changes to projected capacity resources of the SES have occurred since Gulf's October
1998 projection filing. For example, by January 1999, it became evident that new cogeneration
capacity in Alabama would not be ready for the summer peak. Also, in March 1999, the SES
projected an additional decrease in owned capacity in order to recognize that an older 40 MW oil
unit on the SES would not be available for the summer of 1999. These changes have resulted in
a greater need for SES market purchases of capacity than was projected at the time of Gulf's
October 1998 filing. Because Gulf is temporarily short of capacity in 1999, the Company's
capacity need allocation has increased to reflect the capacity and load changes through March
1999. Gulf's current total share of market purchased summer capacity is 119 MW. This
increased allocation offsets the changes to Gulf's owned capacity resources and forecasted load
discussed in the previous paragraph.

As stated earlier, the SES (including Gulf) has seen a significant increase in the price of
short-term market capacity subsequent to preparation of Gulf's October 1998 projection filing.
For example, late in 1998, the SES operating companies (including Gulf) made their first capacity
purchase commitment for additional June through September 1999 capacity. The price of this
capacity (50 MW) was $15/kW-month. Earlier this year, the SES operating companies
(including Gulf) committed to additional short-term purchases for June through September 1999
capacity at prices in the range of $19-$221kW-month. The prices for these purchases were

Attachment "A" Page 2 of 3



significantly higher than the $1-$2/kW-month price range the system experienced for June
through September1998.

Since April 1996, Gulf's short-term capacity supply strategy, as indicated in its Ten-Year
Site Plan process, has been one of acquiring capacity through market purchases. Gulf and the
SES are committed to obtaining the best value for capacity purchases that the market can
provide. Past efforts made by SES to obtain this type market capacity have been very beneficial
to Gulf and its customers, as relatively cheap short-term capacity helped meet the extremely high
demands experienced in the summer of 1998. Once again in 1999, Gulf and the SES have
pursued the same strategy and have gone to the short-term capacity market to supplement owned
capacity resources in order to ensure that territorial customers will have an adequate and reliable
supply of electricity. Gulf's current level of purchases is anticipated to continue in 2000 and
2001. When Gulf's Smith Unit 3 is completed in 2002, the need for short-term market capacity
purchases will be eliminated based on today's forecast.

Attachment "A" Page 3 of 3
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Attachment D

Gulf Power Company

Comparison of Impact to Customers Due to Increase in Capacity Costs

Rate Class Jan - Dec 2000 Sept - Dec 1999

Incremental Impact Incremental Impact

RST, RST, RSVP 0.035 0.097

GS, GST 0.034 0.096

GSD,GSDT 0.028 0.079

LP, LPT 0.023 0.065

PX, PXT, RTP, SBS, GSA 0.020 0.056

OS-I, OS-II 0.008 0.023

OS-III 0.021 0.059

OS-IV 0.056 0.158
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