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PROCEERBDINGES
(Transcript continues in sequence from Volume 6.)
CHAIRMAN CLARK: Ms. Brousseau.
LINDA D. BROUSSEAU.
was called as a rebuttal witness on behalf of Florida Power
Corporation and, having been duly sworn, testified as follows:
DIRECT EXAMINATION

BY MR. McGEE:

Q Would you give us your name and business address for
the record, please?

A My name is Linda Brousseau. My address is P. 0. Box
14042, St. Petersburg, Florida.

Q What's your capacity with Florida Power?

A I'm the Manager of Power Supply at Florida Power's
Energy Control Center.

Q Do you have before you a document entitled,
“Rebuttal Testimony of Linda D. Brousseau”?

A Yes, I do.

Q And is that a document consisting of 27 pages and
twe attached exhibits?

A Yas, sir.

Q Was the prepared rebuttal testimony prepared by you

as your rebuttal testimony for this proceeding today?

A Yen.

FLORIDA PUBLIC SERVICE COMMISSION
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Q Do you have any additions or corrections that you'd
like to make to your prepared rebuttal testimony?

A No, I do not,

Q If you were tec ask you the questions today that are
contained in your prepared testimony, would your answer be the
same?

A Yes, it would.

MR, McGEE: Madam Chairman, ve ask that
Ms. Brousseau's prepared testimony be inserted into the record
as though read.

CHAIRMAN CLARK: Ms. Brousseau's rebuttal testimony
will be insertad into the record as though read.

MR. McGEE: The two exhibits that are attached to
your testimony as LDB-1 and LDB-2, were those prepared by you
or under your direct supervision and control?

A Yes, they were.

Q Do you have any additions or corrections that you
would like to make to either of those exhibits?

A There are none.

MRt. McGEE: Madam Chairman, we'd ask they be marked
for identification.

CHAIRMAN CLARK: They'l]l be marked as Exhibit 16.

{(Exhibit No. 16 marked for identification.)

FLORIDA PUBLIC SERVICE COMMISSION
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FLORIDA POWER CORPORATION

DoCKeT No. 941101-EQ

REBUTTAL TESTIMONY OF
LINDA D. BROUSSEAU

I. INTRODUCTION AND PURPOSE

Please state your name and business addrass.
My name is Linda D. Brousseau. My business address is Post Office

Box 14042, St. Petersburg, Florida 33733.

By whom ars you employed and in what capacity?
| am employed by Florida Power Corporation ("Florida Power® or "the

Company”) as Manager of Power Supply.

Please describe your duties as Manager of Power Supply.

| am responsible for the day-to-day scheduling of generation and bulk
power interchange resources to meet Florida Power’s system demand
in a reliable and economic manner. | represent Florida Power as a
member of the Operating Committee of the Florida Elactric Coordinating
Group on which | am the designated State Capacity Emergency
Coordinator. | also participate in the Operating Committae of ths
Southeast Electric Refiability Council as the Fiorida Power alternate
member. In these capacities | also serve on various subcommittess and

task farces as needed.
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/ﬁ_o_gree_;in Chemical Engineering from

2| A. 1receivad a Blchﬂfofo

3 the Unive,rsiiy‘ of South ﬁﬁﬁggflh '51 985,
4 _
B During the 1981-1 986 time-period, | was a Co-operative Education
8 student at Florida '.éow-r. 1 performed a varisty of assignments in
7:1 Florida Power’s Fofssil.Enﬁlnooring Department end also worked at
8 Florida Powaer’s Anclote Plant.
9 .
10 Upon graduation in 1985, | retumed to Florida Power as an Engineer 1
11 in the Engineer in Orientation Program (E{0). | worked again in Fossil
12 Engineering and at the Bartow Plant. My duties included preparation of
13v enginaorinﬁ studies and related activities. At the Bartow Plant, |
14 coordinated and supervised two major projects during a wnit
15 maintenance outage.
16
17 In 1986, [ became a Test Enginesr in Florida Power’s Plant Performance
18 Department. My duties included the coordination, preparation and
18 testing of fossil steam unit performance.
20
21 In 1987, | was promoted to the position of Energy Efficiency Programs
22 Coordinator in Florida Power’'s Customer Service and Marketing
23 Department. | provided staff support to field angineers on all of Florida
24 Power’s residential and commaercial conservation programs.
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in 1988, | was promoted to Project Engineer at Florida Power’s Energy

Control Center. My primary responsibilities were to perform daily
operational and short-term planning studies to support the activities of

the Power Supply Departrnent.

| was promoted in 1991 to Supervisor of Power Supply Scheduling at
Florida Power’'s Energy Control Center. In that capacity | was
responsible for the development of the daily system generation and

interchange schedules.

In 1992, | was promoted to Supervisor of Power Supply at Florida
Power’s Energy Control Centar. The responsibilities in that position
were the same as those | have today; however, | was namad Manager

of Power Suppiy in 1995,

Do you hold any professional certifications or licenses?
I am a registered Professional Engineer in the State of Florida. | became

registered in 1991.

Are you sponsoring any exhibits with this rebuttal testimony?

Yes. | am sponsoring Exhibits Ua {LDB-1) and U;(LDB-Z).

What is the purpose of your rebuttal testimony?
I will respond to the supplemental testimony filed on April 25, 1995 by

Mr. Kenneth Slater on behaif of Orlando Cogen, L.P. and Pasco Cogen,
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Ltd. {jointly "OClL/Pasco®). Mr. Slater's testimony questions the Unit
Commit simulations which Florida Power developed for each of the first
seven curtailment events and the conclusion that negative avoided costs
would have existed during each event in the absence of curtailments.
The resuits of those simulations were discussed in the direct testimony
of Florida Power witness Henry I. Southwick. Mr. Slater advances his
own interpretation of what the Unit Commit runs should have shown,
in an effort to establish that negative avoided costs would not have

existed for the seven events.

| will respond to Mr. Slater's assertions and results, and | will present
and discuss a set of amended computer simulations which we have
prepared as & result of our review of Mr. Stater’'s comments. | will
show that OCL./Pasco have not in any way undermined the credibility of
the Company’s original avoided cost conciusions. The revised
simulations continue to demonstrate that negative avoided costs would

have been incurred if the QFs wers not curtaited.

il. GENERAL REBUTTAL TO
DCL/PASCO'S SUPPLEMENTAL TESTIMONY

Please begin by summarizing Florida Power's direct avidence on the
question of negative avolded costs.
As exptlained in Mr. Southwick’'s direct testimony (at pages 35-40}

Florida Power used three ways to illustrate that, when a minimum load

condition is approaching, its system operating personnel can predict

-4-
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pmposincn as a' glvon ‘when i y: oxplalnad the rationale for their
curtaiiment rules. We also ahowod that the negative avoided cost
impacts can only be increased (i.e., become more negative) when one

considers the additional per cycle unit impact costs described by Mr.
Lefton,

What was the second approsch used by the Company to Hiustrate the
negative avoided cost phenomenon?

In the second approach, we related the clear conceptual proposition to
the seven initial curtaliment events to illustrate that the proposition rang

true for esch evant. We did this by examining the actual amount of
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excess generation on each of the seven occasions, the amount of
baseload generation that would have been curtailed to balance the
generation and load without curtaiiments, and the net avoided cost
impacts considering fue! savings, unit start-ups, replacement power
costs and unit impact costs. For each of the seven events, we
established that cycling off a coal unit to prevent QF curtailments would
have cost the Company {and its ratepayers) more money than under the

curtailment option.

Please describe the third Slustrative approach.

Although each of the first two methods of evaluating negative avoided
costs seemed logically unassailable, we opted to develop still another
way to illustrate the point. This led to the Unit Commit simulations
which were described in Mr. Southwick’s testimony and challenged in
Mr. Slater’s testimony. Those simulations were an attempt to illustrate
after-the-fact what we knew and were forced to act on before-the-fact
-- that the Company would incur greater costs if our dispatchers cycled
off baseload generation instead of reguesting curtailments in accordance

with the Curtailment Plan.

We attempted to illustrate this effect after-the-fact by using readily
available Unit Commit runs which had been developed during the normal
course of pusiness for as-available energy payment purposes. This
"Base Case" set of computer runs was chosen as a reasonable proxy for

how the system was operated with the actua! curtailments that were
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requested. We then compared the Base Case runs to a comparable set

of "Change Case® computer nuns which were developed to approximate
system conditions as if no QF curtaiiments had been made. A
comparison of the Base and Change Cases served as a further
corroborating iflustration of the principle that we knew to be true --
failure to curtail would have resulted in negative avoided costs for each

of the seven curtailment events.

What are your general impressions of Mr. Slater's response to the
Company’s analysis of the avoided cost issue?

| will repeat a point made by both Messrs. Southwick and Dotan. The
OCL/Pasco testimony reveals much more in what it doesn‘t say than in
what it does say. Neither Mr. Shanker nor Mr. Slater has offered one
word of testimony to dispute the basic conceptual point madse by Florida
Power — i.a., that we can predict with great confidence the likelihood
of negative avoided costs during minimum load conditions whenever the
choice is to cycle off baseload generation instead of making QF
curtailments. In fact, Mr. Shanker accepts this proposition as being true
when he says that the curtailment rules were intended to addrass
conditions "during which g_utility would, absent gurtailment. have to
urnt off its own base {oad generation due to QF p hases, re ing in

netincreased operating costs li.e., "negative avoided costs™). {Shanker,

page 24}.
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Similarly, neither Mr. Shanker nor Mr. Slater mentioned or refuted Mr.

Southwick’s second analytic method for illustrating the negative avoided
cost problem -- that is, the case-by-case manual quantification of unit
start-ups, replacemant power costs and unit impact costs, as described
at pages 37-39 of Mr. Southwick’'s direct testimony and shown

numerically in his Exhibit ]& {HIS-3), pages 2 of 3.

Because OCL/Pasco were unable to fault the principle established by
Florida Power (and accepted by both the FERC and this Commission},
Mr. Slater turned his attention to a piecemea! criticism of the
Company’s illustrative Unit Commit simulations. This shift in focus is
simply a back-door attempt to shed doubt on the undisputed principle
by attempting to poke holes in one of the illustrative examples offered

by Florida Powaer.

Has Mr. Slater cast any real doubt on the Company’s ultimate avoided
cost conclusionsg?

No. Even ignoring the fact that Mr. Slater offered no criticism
concerning much of Florida Power’s avoided cost testimony, his Unit
Commit criticisms do not prove his conclusion that the Company was
wrong in its evaluation of the negative avoided cost issue. Mr. Slater
has suggested a number of changes to the Unit Commit runs. | will
discuss each of his proposed changes individually, but | note initiafly
that only one group of his proposed changes, having to do with the

correction of minor inconsistencies In the input data for the computer
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runs, has any merit at all. Moreover, | would like to re-emphasize the
timited purpose for which these simulations were intended in this case,
Le., to illustrate and thereby corroborate the basic point which the
Company amply established by other means and which OCL/Pasco have

not refuted.

I would also like to emphasize the fact that computer programs do not
run the Florida Power system or any other utility system. Peoptle run the
system using the information they can glean from computers and other
sources coupled with their extensive knowledge of system capabilities,
reliability issues, cost constraints, and current as weil as projected
operating conditions. Before a minimum load condition materializes, the
Company’s system operating personnel have access to planning data,
weather service forecasts, real-time information on system conditions,
and the hands-on experience of seasoned system operators. When a
problem is expected to arise, corrective actions must be taken up-front,
based on expected outcomes. This is true of all day-to-day system
operating decisions. For example, the state of Florida uses forward-
looking procedures to deal with capacity shortages through a specific
plan approved by this Commission and implemented through the Florida
Electric Coordinating Group. The need for forward-looking
decisionmaking is no less critical with respect to curtailment decisions.
The Curtailment Plan operatas, as it must, from the information which
can be reasonably gathered by the system operating personnel before

the minimum Joad problem is allowed to materialize, and from the
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knowledge that cycling off baseload generation would result in

increased net aperating costs.

The Unit Commit simulations are not, and cauld not be, exact snapshots
of what happened on the system with curtailments and what would
have happened in the hypothetical world where no curtailments took
place. Rather, they attempt to simulate reasonable operating scenarios
in order to give an unbiased picture of the expected directional effect on
avoided costs of curtailing versus not curtailing QF energy deliveries.
The biggest difficulty in Mr. Slater’s testimony is that he proposss to
manipulate the Unit Commit cases in ways that bring them far further

from the goal of reflacting actual conditions rather than cioser.

Has Florida Power developed new Unit Commit simulations in response
to Mr. Slater’s testimony?

Yes. As | have said, Mr. Slater did correctly identify one type of error
which we acknowiedge and have therefore corrected. Also, in
reviewing the original Unit Commit runs, we discovered several other
items which we have adjustad to make the simulations more accurate

and realistic. | will discuss these later in my testimony.
Please respond to Mr. Slater’s claim that, when "praperly” developed,

the Unit Commit runs would show a positive avoided cost for each of

the seven curtallment events.

-10-
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Mr. Slater is wrong. He could only reach this conclusion by
manipulating data in unreasonable and unrealistic ways. When we
prepared corrected Unit Commit cases, they again corroborated the
conclusion that, without curtailments, Florida Power would have
incurred negative avoided costs during each of the curtailment events.
The results of the revised Unit Commit runs are summarized in my

Exhibit {¢ (LDB-1).

I will explain why these Unit Commit runs make sense and why Mr.
Slater’s slternative runs do not make sense. However, the Commission
should not lose sight of the fact that OCL/Pasco have focused their
efforts and criticisms exclusively on a battle over the minute details of
computer simulations that are, in fact, only one of several illustrations
offered by the Company to show the negative avoided cost

phenomenon,

M. REBUTTAL TO MR, SLATER'S.
CRITICISMS OF THE UNIT COMMIT SIMULATIONS

What changes did Mr. Slater make to the Unit Commit simulations
originally presented In Exhibit Z (HIS-3}, page 1 of 37

Mr. Slater made four typas of changes to these simulations: {1) che ages
to the computer source code for the Unit Commit program; (2}
corraction of inconsistencies in the input data for individual cases; (3}

changes that altered the dispatch of units in several of the cases: and
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(4) a change that Ms. Slater refers to as “longer time frame analyses.”

Each of these groups of changes needs to be considered individually.

Did Mr. Siater’s changes to the Unit Commit source code have any
significant effect on the results of the simulations?

No. Mr. Siater revised a number of source code statements to
accomplish what he has referred to as “clean up™ measures needed to
convert Unit Commit from a mainframs to a PC computing environment.
However, these changes are irrelevant to Mr. Slater’s criticisms because
the Unit Commit runs produce virtually the same results with and

without these changes. They should therefore be ignored in this case.

Tuming to Mr. Siater's second category of adjustments, what
inconsistencies did he claim to identify in the input data for Individual
Unit Commit cases?

Mr. Stater utilized a program to automatically compare the input data
used for the Base Case versus the Change Case in each of the seven
simulations. The results of his automated comparison led him to
conclude that there were three differences in input data that had been
inroduced inadvertently during the origina! development of these
simulations: (1) start-up fuet for coal units appeared to be missing from
five cases, including Jenuary 1 {Change Case), January 2 {Change
Case), January 14 (Base and Change Cases}, and January 30 (Char Je
Case); {2) in the January 2 simulation the starting point for the Crystal

River & heat rate curve was sat at 300 MW in the Base Case versus

-12-
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160 MW in the Change Case; and (3) in the October 19 simulation the

University of Floride cogeneration unit showed a 10 MW minimum
operating level in the Base Case and a 12 MW minimum operating ievel

in the Change Case in that unit’'s heat rate curves.

What did Mr. Slater change in the input data to correct for these
inconsistencles?

Mr. Slater made the following adjustments: (1) he added start-up fuel
far coal units in all five of the cases listed above: {2) in the January 2
simulation, he set the starting point for the Crystal River 5 heat rate
curve at 300 MW in the Change Case to conform to the number shown
in the Base Case; and (3} in the October 19 simulation, he set the
minimum operating level for the University of Florida unit at 10 MW in

the Change Case. again to conform to the number shown in the Base

Case.

Was Mr. Slater correct in belleving that he had identifiad inconsistencies
in the input data for individual computer runs?

Yes and no. Our review has determined that start-up fue! costs were
inadvertently omitted from the input files provided to Mr. Slater for the
January 2 Change Case and the January 14 Base and Change Cases,
but that the corresponding simulations performed by the Company and
used to support Exhibit:]_ {HIS-3), page 1 of 3, did include the correct

start-up fuel costs for the coal units.

-13-
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With this exception, the Company has verified that the remaining

inconsistancies identified by Mr. Slater did exist in the runs performed
by the Company as reflectad in Exhibit fl (HiS-3), page 1 of 3, and as
provided to Mr. Slater. The Company agrees that the start-up fuel costs
should be included in those cases where the costs were missing.
Howsever, we disagree with Mr. Slater's “corrections” for the other two
inconsistencies which he identified. The minimum capacity on the heat
rate curve for Crystal River 5 should be consistently reflected in the
simulations as 150 MW, rather than 300 MW as Mr. Slater assumed.
Similarly, the University of Florida unit heat rate curve should be shown
consistently with its minimum capacity level of 12 MW, rather than 10
MW as Mr. Slater assumed. The Company has used the correct

numbers on its amended Unit Commit runs as | will discuss iater.

In his third category of adjustments, what additional changes did Mr.
Slater make to alter the dispatch of units In several of the Unit Commit
cases?

Mr. Stater made three types of changes that affect unit dispatch. First,
in several of the Base Case runs he unilaterally removed the must-run
status of several units thereby cycling off units that actually were
shown to be on-line in the Company’s Base Case runs. Second, in three
of the Change Case runs, Mr. Slater elected to eliminate an off-on cycle
for Crystal River 1. Third, for January 14, Mr. Slater put Crystal River

2 on maintenance status in both the Base and Change Cases.

-14.
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Why did Mr. Slater remove the must-run status of units in his Base Case

runs when they were shown to be operating in the Company’s Base

Caso runa?

in Mr. Slater’s direct and supplamental testimony he noted the exis:ance
of “"excess” generation in several of the Base Cases preparad by the
Company. He improperly construed this as an opportunity to eliminate
the perceived excess gensration condition in these Base Case runs by
allowing a baseload unit to cycle off although the Company had shown

the unit to be operating during that period.

Do you agrse with the manner in which Mr. Siater eliminated the
perceived excess generation condition?

No. | strongly disagree with these changes by Mr. Slater. The baseload
units that were allowed to be cycled off by Mr. Slatar were actually on-
line and operating during the periods in question. Given that the
purpose of the Base Cases was to approximate what actually occurred
an the Florida Powser system during the time perlod surrounding the
curtailment events, it is not appropriate to introduce changes that depart
significantly from actua! conditions under the guise of correcting a

problem with the runs.

The entire purpose of thase simulations was to evaluate the curtailment
of QF energy as an alternative to cycling off baseload units. Mr. Siater

has defeated this purpose by creating Base Cases that srroneouzly show

-15-
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operating units to have been cycled off when in fact they were not. For
example, two of the modified scenarios prepared by Mr. Slater (for the
January 8 and January 14 events) include unit shutdowns and cycling
costs that are identical for both the Base Cases and Change Cases.
Clearly, it is impossible to carry out the intended comparison if one of
the alternatives at issue is falsely assumed to exist identically in both

cases.

Having roviewed the Unit Commit simulations in light of Mr. Slater’s
testimony, the Company has determined that the perceived energy
imbalances noted by Mr. Slater can be easily explained if one
understands the underlying formulation of these Unit Commit runs.
Once understood, it is clear that no adjustments are needed because

there is no error in need of correction.

Please explain the nature of these spparent excess generation
conditions.

The Company has identified two primary factors contributing to the
excess generation conditions reported in the Unit Commit runs. The
first cause resuited from the fact that baseload generating units in some
instances were actually operated below their normal minimum
generation levels in an effort by our system operators to mitigate the
need for curtailments. This is consistent with the procedures in the
Curtailment Plan, but the computer simulations did not corractly reflect

these mitigation efforts. instead, the simulations assumed that each

-16-
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unit was operating at a level no lower than its normal minimum. This
discrepancy contributed to the appearance of excess generation and has
been corrected in our amended Unit Commit runs, as discussed later in

my tastimony,

The second contributing factor to the apparent excess generation
conditions is the fact that economy sales wers excluded from the runs
because the cases were derived from as-available billing data. Economy
sales have been reviewed and the Company has concluded that it is
appropriate to continue to exclude economy sales {with the sole
exception of Florida Power’'s sales to the Southeastern Power
Administration’s Carters Dam Project) as discussed later in my
testimony. Taken together, these factors account for substantially sll

of the excess energy conditions identified by Mr. Slater.

Mr. Slater suggested in his direct testimony that generation excesses of
11 MW or 30 presented "significant problems® with the Company’s Unit
Commit runs. Is there any merit to this contention?

No. Even apart from the reasons for apparent energy imbalances that
| just explained, | would not consider an overall imbatance of 11 MW or
so to be a problem, let alone a significant problem. Given the
imprecision in predicting the magnitude of an excess generation
condition in advance of the event and the lack of operating con.rol over
the QF units, no one should expect that we can always accomplish an

axact match between generation and load throughout the minimum load

-17-
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period. In fact, 11 MW is well within the range of normai control error.
Under governing NERC criteria, Florida Power is allowed an operating
margin of 30 MW above or below an Area Controf Error {"ACE") of zero.
Turbine valve fluctuation on generating units, meter errors, and similar

operating imprecision can account for discrepancies of 11 MW of more.

What is your response to Mr. Slater’s last assertion that Florida Power
has used an improper short time frame of analysis to evaluate the
curtailment events?

Florida Power strongly disagrees with Mr. Slater’s assertion. We find
the entire concept of a “longer time frame analysis” as advocated by
Mr. Slater to be arbitrary, illogical and self-serving. As Mr. Southwick
explained in his rebuttal, Florida Power’s analyses all were based on a
time frame of sufficient iength to capture the significant costs reiated

to each curtailment event.

It should be stressed that Mr. Siater is not merely proposing that the
comparative cases be run for longer time periods in order to capture
possible cost impacts that could be overlooked by a shorter time frame.
Mr. Slater is actually proposing that the study analyze the maximum
curtailment of QF energy as if Florida Power had asked to have the
maximum level of curtailment sustained for an entire week rather than
for a faw hours as was actuaily the case. In other words, Mr, Siater
maintains that the evaluation must be based on an event that did not

take place, that is dramatically different from the curtailment event that

-18.
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1 did take place, and that would not have taken place under any plausibic
2 set of circumstances. Mr. Siater’s analysis would includs the
3 curtailment of QF energy around-the-clock and through on-peak periods
4 -- actions that the Company has never taken and does not contemplate
5 taking.

8

7| Q. inwhat way Is Mr. Siater's longer time frame analysis self-serving?

8 i A. Mr. Slater’s proposed longer time frame analysis could have only one

9 underlying purpose and rationale. By arbitrarily proposing to expand the
10 length of the assumed curtailment event, many hours would be inciuded
11 in the analysis during which the avoided cost of the curtailed energy is
12 undeniably positive. Given that the length of the actual curtailment
13 event is typically only a few hours, the hours that would be included in
14 Mr. Slater's suggested approach during which the avoided cost is
15 positive would greatly outnumbsr the hours during which the avoided
16 cost is negative. The dominant effect of artificially including many
17 hours when the avoided cost is positive makes the final resuit virtuaily
18 certain -- it would be impossible to demonstrate negative avoided costs
19 for an entire week in order to justify a curtailment evant with an actua!
20 duration of anly a few hours; it would also be completaly inappropriate.

18-
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IV. RESULTS OF FLORIDA POWER'S
CORRECTED UNIT COMMIT SIMULATIONS

Q. Why has the Company prepared a revised set of Unit Commit

simulations?

As | noted earlier, Mr. Slater was correct on a couple of his points. We
wanted to correct for those oversights. in doing so, we also discovered
that we should make severa! other adjustments to the data in order to
better accomplish the original objective of having a set of comparisons
that would generally approximate actual operating conditions in the Base
Case. Consequently, we amended our simulations of the seven
curtailment events, and { am presenting a summary of these resuits in
Exhibit _& (LDB-1). My Exhibit /6 (LDB-2) summarizes the revisions

which we made in the new runs.

How have you responded to the changes proposed by Mr. Siater?

As | alluded to earlier, we have made the following adjustments to
eliminate the inconsistencies in the input data among Base and Change
Cases: (1) start-up fuel for coal units was added to the two Change
Cases (January 1 and 30) where this data actually was missing; (2) in
the January 2 simulation, the starting point for the Crystal River 6 heat
rate curve was set at the correct level of 150 MW in the Base Crse; and
{3} in the October 19 simulation, the minimum operating level in the
heat rate curve for the University of Florida unit was changed to the

correct levet of 12 MW in the Base Case.
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Q. What additional refinements have been made to the Company's

amended simulations?

The following six types of refinements have been included in the revised
simulations: (1) pre-arranged off-system sales to the Carters Dam
Project which occurred during two of the minimum load events have
been included; {2) economy purchases which occurred dusing the time
periods covered by the cases were exctuded; (3) the initial operating
status of units has been revised to reflect the actual status of the units
at the start of each simulation; {4) minor adjustments have besn made
to the level of curtaliments in each simulation because of differences in
the curtailment amounts requested and actually received; (5) the
minimum operating levels of units were adjusted to reflect the fact that
the Company was able to reduce some of the baseload units below their
normal minimum generation levels during some of the curtailment
events; and (6) several miscellaneous adjustments were made to
improve the accuracy of the simulations. These refinements are

summarized in my Exhibit Uz. {(LDB-2).

Why were the pre-arranged sales to the Carters Dam Project included in
the simulations?

As | discussed previously, to create a starting point for the Unit Commit
simulations, we used the after-the-fact runs regularly prepared by the
Company to compute the as-avallable energy payments to QFs. Mr.
Southwick’s rebuttal testimony explains that these payments are

calculated after considering interchange purchases but before




10

11

12

13

14

18

16

1‘!

18

19

20

21

22

23

24

25

902

considering interchange sales. Although this is the accepted
methodology for purposes of calculating as-availabte energy payments,
we have concluded that it is not appropriate for present purposes with

respect to the Carters Dam sales.

Ali economy sales were previously excluded from the simulations based
on the rationale that the Company could not have anticipated or planned
to accommodate those sales. Howaever, the sales to the Carters Dam
Project are different insofar as those sales are planned and pre-arrangsd,
and generally can be relied upon as overnight sales for up to a full
week. As a result, it is appropriate to reflect those sales in the Unit
Commit runs in the same manner as they wouid have been factored into

our before-the-fact pianning decisions.

Why do the amended simulations exclude economy purchases?

Hourly sconomy purchases, like economy saies, are scheduled on short
notice and cannot be anticipated or relied upon for planning purposes.
As a result, these purchasas cannot be treated as an available resource
when scheduling to meet projected system loads. It is tharefore
appropriate to exclude these purchases from the Unit Commit runs to
be consistent with information that was known and available at the time

that actual before-the-fact planning decisions were made.

Why was the initial operating status of units adjusted in the amendad

simulations?

-22-
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in the course of responding to Mr. Slater's testimony, we discovered
that the initial operating status of the Company’s units that were shown
in the input data did not consistently reflect the actual prior operating
status of the units. As a resuit, the start-up cost of these units did not
correctly reflect the actual length of time that a unit had been cycled off
prior to being restarted. To correct for this inaccuracy, the data for the
initial operating states of all units was reviewed and adjusted for each

of the simuiations.

Why were some of the curtaliment amounts adjusted In the amended
simulations?

in the original runs, the hourty net interchange increment representing
the amount of curtailed energy was based on the lesser of the actual

amount of energy curtziled or the requested amount of energy curtailed.

in reviewing the curtailment events, we detarmined that there wera
essentially two modes of overall response to curtailment requests. In
the first typs, QFs either responded consistently as requested, or they
responded with curtailments that individually may have been greater or
less than the requested curtailments. In these cases, the net effect of
all QF responses was substantially in compliance with the curtailment
request. In the second type, certain QFs either could not comply with
the requested amount of curtailment for technical reasons or chose to
ovar-comply for other reasons. On occasion, the individual instances of

over-compliance resulted in total curtailments that were substantially

-23-
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larger than the amounts that the Company requested or needed to

match generation and load.

We have determined that the method of assuming that the curtailed
amount was the lesser of the requested amount or the actual amount
curtailsd was unnecessary for the cases in which the actual total
curtailment amount closely approximated the requested amount.
Therefore, in this case the actual amount of curtaiiments has been used
in the simulations. By contrast, there were a few instances of the
second type which typically resulted from a QF opting to go completely
off-line in response to a curtailment request. These instances resulted
In substantial total over-compliance and must be viewed as aberrational.
They should therefore be excluded from the analysis of the curtailment
event bacause they overstate the total requested curtailment amounts.
For these foew cases, we have retained the method of assuming that the

curtailed amount was the lesser of the requested curtailment or the

actual curtaliment.

Why were the minimum operating levels of units adjusted to more
accurately reflact the actual levels of aperation during the curtaiment
evants?

As t noted previously, the Company was able to mitigate curtaliments
on several occasions by operating baseload generating units at leveis
below their normal minimum generation levels. The original computer

runs ignored these extra efforts and incorrectly assumed that the units
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were all operating no lower than thelr normal minimums. For example,
Crystal River 2 has a normat minimum operating level of 140 MW, but
may have been operating at 135 MW or 130 MW during a particutar
curtaifment hour. This type of discrepancy has been corrected in our

revised Unit Commit simulations.

What were the other miscellaneous refinements which the Company
made to the amended Unit Commit runs?

We made three other miscellaneous refinements to improve ths
accuracy of the simulations. These were: (1) correction of the normal
minimum generation lavel for the Crystal River 4 unit; {2) correction of
the must-run status of two units; and (3) correction of minor

discrepancies in the must-take amounts from the Southern Companies.

The first change was needed to reftect the fact that Crystal River 4 has
a normal minimum generation {evel of 300 MW, but that the unit's
minimum level was erroneously shown as 160 MW in several of the
runs. The second change was needed to correctiy show that Suwannes
Unit 3 was in a must-run status on January 30, 1995, even though that
unit was manually removed from service during the curtailment event,
and to correctly show that Crystai River 4 should not have been in a
must-run status in the Change Case for Januvary 2, 1995. The third
type of miscellansous refinement was needed to reflect very smatl
discrepancies in the actual amounts of must-take purchases from the

Southern Companies during four of the curtailment events.

-25-
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All of the miscellaneous refinemeants were appropriate to improve the

accuracy of the Unit Commit simulations.

What are the results of your amended Unit Commit simulations of the
seven curtaiment events?

The results of these simulations are summarized in Exhibit L(g (LDB-1).
As with the prior simulations included in Mr. Southwick’s testimony, the
amended Unit Commit runs continue to illustrate that the Company
would have incurred negative avoided costs in each of the seven
curtailment events if it had not requested and obtained OF curtaiiments

in accordance with the Curtallment Plan.

I2 it more likely that the revised Unit Commit simulations understate or
overstate the magnitude of the negative avoided cost Impacts of not
curtailing?

| consider it much more likely that they understste the extent of the
negative impact. For example, the Unit Commit runs do not reflect all
of the per cycle unit impact costs identified by Mr. Lefton and described
by Mr. Southwick. Also, the runs assume that once a unit is cycled off,
it will be available for service Immediately after its minimum down time.
it is not uncommon for restarts to take tonger than the minimum down

timos reflected in Unit Commit, in which case the cycling costs would

bacome larger.

-26-
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These examples are not intended to be ali-inclusive, yot they suggest
that our illustration of negative avoided cost errs, if at all, on the side of

understating, not overstating, the negative avoided cost phenomenon.

Does this conclude your rebuttal testimony?

Yeos.

-27-
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Q (By Mr. McGee) Ms. Brousseau, would you give as a
summary of your testiwony, please?

A Okay. Florida Power has shown in three separate
ways for each curtailment to date that Florida Power would
have experienced negative avoided costs if the QF energy had
not be curtailed. Two of those three methods are described by
Mr. Southwick and de not involve computer simulations.

Florida Power used the unit commit model as the third method
to illustrate the effects on avoided cost that would have been
seen had the QF energy not been curtailed., All three methods
Clearly show that the negative avoided costs would occur if
the Company continued to accept the QF energy and cycled off a
baseload coal unit in order to match the generation and load
for a few hours.

Mr. Slater's testimony criticized Florida Power's
unit commit simulations and produced his own set of runs to
show that the Company would not have experienced negative
avoided cost. This is not true.

Mr. Slater did point out on error in the data sets
that I did agree with and corrected. The error was
inconsistent data in the bage and change cases of several
runs. He made several other changes in his simulations that I
don't agree with. He has indicated problems with some items
that are simply not problems.

It's important to note that these unit commit

FIORIDA PUBLIC SERVICE COMMISSION
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simulations cannot be an exact snapshot of what happened on
the system with and without the QF energy curtailments. They
are operating scenarios that show the impact on avoided cost
by comparing two cases: A base case that is closely
approximating the actual conditions with the curtailment and a
change case that will simulate needed actions of units to
balance the generation and load. The data in Unit Commit
reflects operations under ideal conditions that is not always
reflective of actual operations. The model canncot be expected
to solve reliability criteria on a pure mathematical basis.

Several of Mr. Slater's changes actually took the
base cases further away from actual conditions rather than
closer to them. I do not agree with these changes as they
destroy the whole basis of the analysis.

Mr. Slater actually made base cases that cycled off
baseload coal units that were, in fact, on line. Theretfore,
the base case was very similar to the change case. The
purpose of these simulations was to evaluate the curtailment
of QF energy as an alternative to cycling off baseload units.
Therefore, I believe his changes were totally inappropriate.

Upon review of actual data in response to
Mr. Slater's testimony, we found that we also needed to make
some minor adjustments in our data to better reflect the
actual conditions.

We then reran the simulations with the errors noted

FLORIDA PUBLIC SERVICE COMMISSION
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by Mr. Slater corrected, along with these additional
refinements made, to bring the base cases closer tc the actual
conditions. Once again, all seven events showed that the
Company would experience negative avoided costs if we had not
curtailed the QF energy needed to balance the generation and
1oad.

In response to Mr. Slater's exhibit presented
yesterday, KIS~10 and upon review of his change cases, I again
see that there are problems with his analysis.

He stated yesterday that the limitation --

MR. MCGLOTHRLIN: Just a moment. Are you talking
about comments on his most recent exhibit?

WITNESS BROUSSEAU: Yes, I am.

MR. MCGLOTHLIN: Then I'll object. I think that's
beyond the ruling that was made yesterday.

MR. McGEE: Madam Chairman, if I might address that.

I think the ruling that was made yesterday was that
Ms. Brousseau would not be allowed to go beyond the
information in the runs submitted by Mr. Slater. I don't
think it would be fair in the interest of due process to not
comment on this.

CHATRMAN CLARK: Mr. McGee, I had indicated
yesterday that Ms. Brousseau would be allowed to go forwarqd
with her prefiled rebuttal testimony and that you would be

allowed to cross examine Mr. Slater on it, but that she would

FLORIDA PUBLIC SERVICE COMMISSION
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not be allowed to respond to Mr. Slater at this point.

And for that reason, do not go beyond what is in
yYour rebuttal testimony.

WITNESS BROUSSEAU: Okay.

Finally, the system cperating personnel must be able
to take actions before a minimum locad condition occurs. Most
day-to-day system operating decisions are made with the best
information available at the time, along with procedures in
pPlace to provide guidelines, It is no different for these
curtailment decisions.

The curtailment plan provides appropriate guidelines
to use in making decisions on how to balance generation and
load. The curtailment plan has been further substantiated by
the avoided cost calculations for seven curtailment events
that have occurred. In each case no matter which method was
used to calculate those costs, the results showed that
negative avoided costs would have occurred had the company
cycled off a baseload unit instead of curtailing QF energy.

That's all.

MR. MCGEE: We tender the witness for cross
examination.

CHAJRMAN CLARK: Mr. McGlothlin.

FLORIDA PUBLIC SERVICE COMMISSION
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CROSS EXAMINATION
BY MR. McGLOTHLIN:

Q Ms. Brousseau, would you agree that the Company
cannot know with certainty prior to our handling of a minimum
load event that cycling off a baseload unit would result in
negative avoided costs?

A 1 agree that it is not certain, but we have a high
degree of confidence in that.

Q Is it true that prior to each of the seven
curtailments to date Florida Power Corporation did not perform
any evaluation on the with-or-without scenarics before
electing to curtail?

A It is true we did not perform an avoided cost
calculation prior to the event.

MR. McGLOTHLIN: No further questions.
CHAIRMAN CLARK: Mr. Watson? Ms. Rule? Mr. Wright?
MR. WRIGHT: Thank you, Madam Chairman. I just have
a few questions.
CROSS EXAMINATION
BY MR. WRIGHT:

Q Good morning, Ms. Brousseau.

A Good morning.

Q I have a follow-up question to a guestion that
Mr, McGlothlin just posed to you.

My question -~ he asked you whether you performed a

FLORIDA PUBLIC SERVICE COMMISSION
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before-the~fact analysis of expected and wvelghted cost effects
of curtailing QFs or cycling off one of Florida Power's units,
and you said that you had not done that. My question for you
is how accurately can you predict your energy costs with and
without curtailment of QFs?

A You're asking how accurately we can predict ocur
energy costs with and without curtailments?

Q Correct.

A Prior to an event?

Q Correct.

A I think we can do as good of a job as our
pProjections may allow us. We would never know the true extent
of when our units may be able to come back if we were able to
do an analysis without a curtailment and cycle off a baseload
unit. I think you could use a unit commit model and put in
assumptions and get an expected result.

Q Thank you. You've described what you can do. My
question is how accurately; can you get within 10%, can you
get within 5% do you know?

A I don't know that. 1I've never tried.

Q Okay. I want to ask you just to look, if you would,
briefly at your exhibit LBD-1. My question, in very simple
terms, is will you agree that the cost differences between
your base case and your change case are generally small?

A I don't know what "generally small® is. They're

FLORIDA PUBLIC SERVICE COMMISSION




10

11

12

13

14

15

16

17

18

is

20

21

22

23

24

25

914

over $1,000 or more, and it is still a negative cost that we
would have incurred.

Q What's the general magnitude of the difference
between the change in base case as a percentage of the base
case. I'll tell you, I've done the math. It's on the order
of an average of about 1%7? Do vou agree with that?

A I'll take your word for it, since I have not
performed the calculation.

Q Okay. Do you agree that in four of the cases it was
six-tenths of a percent or less? Will you take my word for
that?

a Again, {f you've done the math, sure.

Q Thank you.

In your summary, I thought you made a statement
regarding Mr. Slater's testimony, that in his change cases he
cycled off baseload units, and that in that resgpect his change
cases were similar to your change cases. Did I hear right?

A I believe what I said is that in the base cases he
took off units that were, in fact on; thereby, making them
lock like the change cases. Therefore, there was very little
difference between the two and no negative cost shown in his
analysis,

Q Does Crystal River Unit No. 1 operate on automatic
generator control at an output level of 120 megawatts?

A No, it does not.

FLORIDA PUBLIC SERVICE COMMISSION
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Q At about what level does Crystal River 1 operate on
automatic generator control?

A Around 250, and even then it is very poor.

Q How about the Crystal River 27

a About the same.

Q Excuse me one moment. Where does Anclote 2 operate?
What is the minimum level at which Anclote Unit No. 2 operates
on AGC?

A Anclote's normal minimum is 80 megawatts. It's
normal AGC minimum is around 200. They have been working to
try and reduce that load control range, but it has not baen
finalized yet.

Q Same cuestion for Bartow Unit 27

A Bartow Unit 2, it's normal minimum would be around
50 megawatts, and I believe its lower load control range is
also around 50. Again, Bartow, we have made energency
minimums where when the unit does have to stay on line, we'll
come down to around 20.

Q Okay. At 20 megawatts is it on AGC?

A No, sir.
Q The last thing I want to do, Ms. Brousseau, is I
want to pass out an interrogatory response to which -- excuse

me a minute. I've got to check who provided this
interrogatory response.

MR. WRIGHT: Could I have just one minute, Madam

FLORIDA PUBLIC SERVICE COMMISSION
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Chairman?

CHAIRMAN CLARK: Uh-huh.

MR. WRIGHT: Thank you. (Pause)

That's all T have, Madam Chairman. Thank you.

CHAIRMAN CLARK: Thank you, Mr. Wright.

staff?

MS. BROWN: No questions.

CHATRMAN CLARK: Commissioners?

COMMISSIONER DBASON: I have a question.

Ms. Brousseau, you were here yesterday and today for
Mr. Slater's testimony, correct?

WITNESS BROUSSEAU: Yes, sir.

COMMISSIONER DEASON: And I assumed some questions
about an operator that is actually on duty being able to
utilize computer simulations and being able to make changes
based upon knowledge of the system and expertise and judgment
and that sort of thing. And it was his testimony that he felt
like those type things could be done on a fairly routine
basis, should be done, and that it would not be such that time
constraints would prevent a quality analysis being done before
curtailments are ordered. What is your position on that?

WITNESS BROUSSEAU: I don't think thac I agree with
that characterization. The events leading up to a curtailment
event, oftentimes we've a good projection that it may occur in

the morning or by the noon hour when we issue our Level 1

FIORIDA PUBLIC SERVICE COMMISSION
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alert. However, with the way the load forecast is coming on,
what units are doing what, the QF generating units on, we
always are not totally sure of what the conditions are going
to be.

We have a lot of experience in what is going to
occur with our Crystal River baseload coal units, and I think
that we generally know that if we were to cycle them off we
would incur this cost, and there's a very good chance that
they may not occur to come back on line in time.

Part of this is not just planning for the
curtailment event itself, but we're looking ahead at the
following day and how to meet that peak. So you're not just
going to do an analysis for those minimum locad hours. And, in
fact, we've done that in our planning process. We're always
looking out four, five days ahead.

So I believe that to try to perform this rigorous
avoided cost calculation prior to would be very time-consuming
and require someone to sit there and do a lot of "what ifs® to
determine your best shot at what might happen.

The system operators on duty at the time the event
is approaching do not have the benefit of the time or the
expertise to do that. It would require bringing engineers in
there or engineering assistants to perform that analysis. So
it really is not a practical matter to be able to try and do a

lot of "what if" simulations prior to an event.
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COMMISSIONER DEASON: Is it more a matter of it's
not practical to do so being that there would have to be
engineexs on duty and that sort of thing from a cost
standpoint, or is it a matter that it's not possible to do so.

WITNESS BROUSSEAU: 1 think that it's probably a
little of both. It's not practical, as I mentioned, but also
as far as being possible, you would have to develop a variety
of these "what if" cases.

Mr. Slater chose to cycle off Crystal River 4 units
in some of his as a matter to just come up with the economic
solution. We had put constraints in things to try and model
reliability type of criteria. So even in developing your
"what if" scenarics, there's going to be constraints that you
have, is knowing what unit you would need to have on line for
the following day. So even if you try to do some "what if®
situations, is it possible to devalop a variety of scenarios
that may occur, but the guarantee that any one of those would
happen, it's hard to tell exactly in your analysis which one
you would choose to go by. That's where the planning process
we do as an ongoing basis really helps us to get to the right
decision.

COMMISSIONER DEASON: Well, is there any room for
that type of analysis or judgment, even though it may not be
as rigorous as Mr. Slater's analysis, as opposed to simply

making an assumption that cycling off a baseload unit is
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always going to result in negative avoided cost?

WITNESS BROUSSEAU: You're asking if there's any
room for that? I guess I'm not sure --

COMMISSTONER DEASON: Well, as I understand it, you
have -- and you think it is a conservative assumption to make,
and that may be correct, I'm not sure, but I believe it‘'s your
assumption that negative avoided costs are going to result if
a baseload unit is cycled off as opposed to curtailing a QF in
a minimum load situation; is that correct?

WITNESS BROUSSEAU: I think that's the basis for our
Plan.

COMMISSIONER DEASON: Okay. And my guestion is is
that what should be done on a going-forward basis, or is there
any room for some type of analysis or judgment, or some type
of a computer run to look at avoided cost before a decision is
actually made to curtail a QF?

WITNESS BROUSSEAU: I think that an analysis could
be performed. Again, I think it would be perhaps fraught with
some inaccuracies, because you don't always know what the
outcome is going to be.

There have been many situations where we thought an
event was going to occur, and we've squeaked by becaure we
were able to make a sale. And oftentimes you may make the
decision to do something based on your projection ahead, and

then at the last moment, when a sale can come through or
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something happens we can take our unit a little bit lower, we
may have done something because of that analysis we didn't
real, in fact, need to do; and, therefore, our ratepayers may
not have benefited from us being able to wait and make that
decision at the last moment.

I think -- you know, to answer your question,
certainly we could do an analysis but, I'm not sure that it
would be the most appropriate thing to help us make the best
decisions.

CHATRMAN CLARK: Any other guestions?

Redirect?

MR. McGEE: Just a couple Madam Chairman.

REDIRECT EXAMINATION

BY MR. McGEE:

Q In follow-up to Commissioner Deason's question, do
you know approximately how many times you've issued a Level 1
minimum load alert since the plan has been in effect?

A I think it's somewhere on the order of around 30 to
40 times that we've actually issued a Level 1 alert.

Q Yet you've only actually went to the Level 4 for the
seven curtailments that we've actually had?

A That's correct.

Q You indicated in response to an earliar guestion
that you didn't perform an analysis of negative avoided cost

prior to curtailment. Did you anticipate that negative
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avoided cost would be incurred absent curtailing the QFs?

A Could you repeat that, please?

Q Even though you didn't performs an analysis, did you
have an anticipation that negative avoided cost, absent
curtailment, would occur on the basis of system costs that you
were aware of?

A Yes, I believe so.

Q And you also indicated in response to another
question that your curtailments were pursuant to the plan.

Was that plan developed to deal with the negative avoided cost
problem?

A I think the plan was developed with that in mind
that whenever a baseload coal unit would be cycled off we
would incur expenses that we normally wouldn't have otherwise.
And I do believe that the plan was built around that basis.
And also the fact that it was -- that baseload coal units are
the backbone of the system, so I think both.

Q In addition to the negative avoided cost unit commit
simulations that you perform after the fact, do you have any
other basis to support your assumption that negative avoided
cost will, in fact, be incurred by cycling off coal units to
avoid curtailment?

A I think that the manual calculations that were
performed as part of Mr. Southwick's testimony would be

another fact or another example of the avoided cost
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calculations that were done.

MR. MCGEE: Thank you. Those are all of the
questions I have.

CHATRMAN CLARK: Thank you, Mr. McGee.

MR. McGEE: We'd ask that Composite Exhibit 16 —~-
You may have to refresh my memory. Was that 16?

CHAIRMAN CLARK: 16.

MR. McGEE: -~ be admitted into evidence.

CEATIRMAN CLARK: It will be admitted in the record
without objection.

(Exhibit No. 16 received in evidence.)

CHATRMAN CLARK: Thank you, Ms. Brousseau.

WITNESS BROUSSEAU: Thank you.

(Witness Brousseau excused.)

CHAIRMAN CLARK: Mr. Southwick.

MR. McGEE: Madam Chairman, you'd indicated earlier
that at the time Mr. Southwick comes up with his rebuttal we
would deal with the question of the areas of his testimony
that need to be withdrawn pursuant to the stipulation that
Mr. Presnell referred to earlier.

CHAIRMAN CLARK: Yesn.

MR. MCGEE: As he mentioned, those are on Exhibit A
to the letter by Mr. Fama to Mr. Presnell. I believe a copy

of that was provided to the court reporter, and I'm wondering
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1] if that's gufficient?

2

CHAIRMAN CIARK: I'm not sure where you are.

3] Exhibit what?

4

MR. McGEE: The letter dated May 8th to

54 Mr. Presnell.

6

7

10

11

12

13

14

CHAIRMAN CLARK: which is Exhibit 15:

MR. HcGEE: Yes.

CRAIRMAN CLARK: Okay.

MR. MCcGEE: Will that be sufficient since that was
provided to the court reporter to resolve the areas that need
to be withdrawn?

CHAIRMAN CLARK: Yes.

HENRY I. SOUTHWICK, III.

15] was called as a rebuttal witness on behalf of Florida Power

16

17

18

19

20

21

22

23

24

25

Corporation and, having been duly sworn, testified as follows:

DIRECT EXAMINATION

BY MR. McGEE:
Q Mr. Southwick, do you have before you a document
entitled, "Rebuttal Testimony of Henry I. Southwick, III"?

A Yes.

Q Is that your rebuttal testimony for this proceeding

A Yeg, 1t is.

Q Do you have any additions or corrections that you
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need to make to your prepared rebuttal testimony?

A No,

Q If I were to ask you today the gquestions that are
contained in that testimony would your answers be the same?

A Yes.

MR. McGEE: Madam Chairman, we'd ask that
Mx. Southwick’s rebuttal testimony be inserted into the record
as though read.

CHATIRMAN CIARK: Mr. Southwick's rebuttal testimony
will be inserted in the record as though read, with the
exception of those listed as withdrawn on Exhibit A of
Exhibit is5.

MR. McGEE: Thank you.

CHATRMAN CLARK: Thank you.

Q (By Mr. McGee) Mr. Southwick, you alwo have
attached to that prepared testimony Exhibits HIS-6 through
HIS-10. Were those exhibits prepared by you or under your
supervision and control?

A Yes.

Q Do you have any corrections that need to be made to
the exhibits?

A No.

MR. McGEE: Madam Chairman, we'd ask Exhibits HIS-S
through 10 be marked for identification as Composite Exhibit

~- are we at 17 now?
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CHAIRMAN CLARK: Yes. Did you say 5 through 10?

MR. McGEE: Yes, ma‘'am.

CHAIRMAN CLARK: Okay. They will be marked as
BExhibit 17.

(Exhibit Nos. 17 marked for identification.)

FIORIDA PUBLIC SERVICE COMMISSION
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FLoripA POWER CORPORATION
Docker No. 941101 -EQ

REBUTTAL TESTIMONY OF
HENRY 1. SOUTHWICK, il

I. INTRODUCTION AND PURPOSE

Please state your name and business address.
My name is Henry I. Southwick, Hil. My business address is Post Office
Box 14042, St. Petersburg, Florida 33733.

Have you previously testified in this procseding?
Yes. | filed direct testimony on behaif of Florida Power Corporation

("Florida Power” or "the Company”) on February 20, 1995.

Are you sponsoring any naw sxhibits together with this rebuttal
testimony?
Yes. | am sponsoring Exhibits | | (HIS-6) through {1 vus-10).

What is the purpose of your rabuttal 1estimony?

| will respond to portions of the direct testimony of Messrs. Roy
Shanker end Kenneth Slater an behalf of Orlando Cogen Li.aited, L.P.
and Pasco Cogen, Ltd. {jointly "OCL/Pasco”). That testimony questions
whather Florida Power is correctly implementing the Commission’s rules

for curtaiting QF purchases under minimum load conditons. Messrs.
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Robert Dolan and Steven Lefton also focus on specific segments of that
testimony. | will also answer Mr. Roger Yott's contentions made on
behalt of OCL that Florids Power is unfairly treating those of its QF
suppliers who have not sntered Into written voluntary output reduction

arrangaments.

On April 25, 1995, Florids Powsr received copies of proposed
supplemental testimony prepared by Mr. Siater. The Company will
address that testimony in separate rebuttal to be filad before the hearing

in this docket.

How is Florida Power’s rebutts! testimony organized and how does your
testimony fit within that organization?

Fiorida Power’s objective is to highlight the key errors in OCL/Pasco’s
position. Toward that end, the Company is submitting rebuttal
testimony on these primary topics:

e OCL/Pasco’s seif-serving and unsupported analytic framework;

*  OCL/Pasco’s mischaracterization of the minimum load probtem
as a mere aconomic issue of Florida Power’s own making and
not an "operational problem® justifying curtailments;

* OCL/Pasco’s incorrect assertions that Florida Power can and
must do more to avoid involuntary QF curtaiiments than the
substantia! mitigation measures already undertaken both within
and outside of the Curtallment Plan;

*  OCl/Pasca’s false conclusion that the minimum load problem
which the Curtailment Pian seeks to remedy will not result in
"negative avoided cost” absent curtaiiments; and

e OCL’s unsupported effort to achieve what wouid amount to
preferential inclusion in the Group A curtailment category.
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Mr. Dolan’s rebuttal focuses on the first two of these topics and | will
discuss the last three. Mr. Lefton‘s rabuttal relates to the fourth item,
specifically the propriety of including "unit impact” costs in a properly

constructed analysis of nagative avoided costs.

Our supplemental rebuttal wili deal with Mz, Slater’s criticisms of the
Company’s negative avoided cost analyses, including his last-minute
manipulations of Unit Commitment dsta in his Aprit 25, 1995

supplomentasl testimony.

| would like to emphasize that | disagree with countless statements and
inferences In the OCL/Pasco testimony, but | am confining my
discussion to the three major issues coverad by my rebuttal. My failure
to mention a particular comment by the OCL/Pasco witnesses
{particularly those in Mr. Siater’s supplemental testimony) should not be

taken as acquisscence.

Bafore tumning to your specific subject areas, would you please describe
your genaral impressions of the intsrvenor testimony?

Certsinly. The fact that only two of the 22 OF suppliers affected by the
Curtailmsnt Plan have chosan to fils testimony disputing the Pian should
itself speak volumes. A numbar of QFs have supported the Plan’s
curtailment priorities s being reasonsble, and generally, all QFs have

been responsive to the Plan when It has been necessary 10 call for

B
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curtailments. | am convinced that the Plan is grounded on solid

principles and is structured in a fair, reasonable, and equitable manner.

Much of the OCL/Pasco testimony amounts to little more than
camoufiage designed to create the impression that QF purchases are
absolutsly unassailable, and to deflect the Commission’s attention from
the undeniable fact that Florida Power has made tremsndous efforts to
effectively address the minimum load problem, mitigate the need for
curtailments, and achisve a fair apportionmant of burdens in the
relatively few cases where involuntary curtailments actually become

necessary.

It is probably more significant to note what OCL/Pasco do not dispute
than what they do dispute. For example, theare is no substantiated ciaim
in the OCL/Pasco testimany that the Company’s exercise of curtaitment
rights has been anything other than very narrowly appfied. In 1994,
Florida Power purchased 4,630,882 MWh of QF energy. That figure is
axpected to rise considerably in 198b because of new QF projects
coming on-line. In sharp contrast, we have asked for involuntary
curtaiiments from QFs in only 31 hours, amounting to only 4,327 MWh

or lass than one-tenth of one percent. tikewiseOCL/PESTU donot-cite

hove-expectad-tohaarebcutiR. Also absent from OCL/Pasco’s case is

any claim that the Pian fails to provide adequate notice of curtailments
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as required by Rule 25-17.086. This is gratifying because one of the

Company's major goals was to deal effactively with the notice issus.

Additionally, in three pieces of prefiled testimony, no OCL/Fasco
withess even mentions Section 6.3 of their contracts with Florida
Power. Thus, no witness deaniss that this section spacifically
contemplatsd the possibility of curtaiiments in minimum load conditions.
Furthermore, OCL/Pasco have not offered an effective challenge to the
principle that the Company would incur some measure of negative
avoided costs if forced to cycle off a Crystal River coal unit instead of
a justifiable curtailment. Their chalienges at most go to the question of
quantifying a nagative svoided cost, a task which Florida Power agrees

is difficult to accomplish with pracision.

When reduced to its assential points, the OCL/Pasco testimony leaves

the Commission with a fairly narrow set of issues on which to focus.

Please provide a brief summary of your rebuttal.

| begin my analysis from Mr, Dofan’s conclusion that Mr. Shanker has
created an artificially restrictive framework for evaluating the curtailment
issue. As Mr. Dolan explains, Mr. Shanker is reading into the PURPA
rules 8 whole host of substantive tests which in reality simply don‘t
appesr in the language of any rule upon which he relies. By doing this,
he tries to assume eway the minimum load problem, characterizing it as

one that should have been planned for and now can be avoided entirely




10

11

12

13

14

16

16

37

18

19

20

21

22

23

24

2%

931
by taking actions that would impose additional costs and reliability risks
on the Company’s ratepayers in order to continue payments to the Qfs.
For the reasons given by Mr. Dolan, the Commission shouid not adopt
Mr. Shanker’'s self-serving and unsupported analytic framework.
However, the evidence establishes that Florida Power’s Curtailment Plan

would pass mustsr even under that framework.

Mr. Dolan also explains why OCL/Pasco are in error when they
characterize the minimum load prablem as a condition of Florida Powaer’s
own making. He establishqs that Fiorida Power has prudently planned
its system generation supplies and that those planning decisions have
been subjected to ongoing scrutiny by this Commission. Nevertheless,
given current minimum load levals, the Company is experiencing a
periodic problemn matching generation and load during minimum load
conditions. This is both a reliability concern and an economic concern
as | showed in my direct testimony and as | will elaborate upon in this
rebuttal. 1t is wrong to write the problem off as one that Florida Power
should have contracted around by negotiating dispatch rights from QFs.
In fact, as Mr. Dolan demonstrates, all of the contracts include the
curtaliiment rights which Florida Power needs to implement the
Curtailment Plan; OCL/Pasco’s contracts, in particular, refer to those
rights unambiguously in Section 6.3. | will show that OCL/Pasco’s
current arguments simply attempt to avoid justifiable curtallmants and
to shift the burdan of matching genarstion and load directly onto Florida

Power ratepayers.
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I will slso addrass the issue of mitigation. The record should leave no
doubt that Florids Power has done everything within reason to mitigate
curtailments in ways that will not threaten reliability or unreasonably
increase ratepayer costs. The additional measures proposed by
OCL/Pasco represent unreasonable ways 10 assume away an excess
generation condition. Moreover, as | will explain, if OCL/Pasco’s
arguments for disposing of axcess generation are to be given any credit,
then they must also lead to the conclusion that some of the as-availabie
payments bsing mads to the QFs are far greater than warranted on a full
avoided cost basis. OCL/Pasco cannot seriously argue that Florida
Power has excess snergy to sell off-system at a cost of zero, but that
an equivslent amount of energy simultaneously being purchased from

QFs is avoiding the need for generation at a cost greater than zero.

I will also show that OCL/Pasco’s attempts to refute the Company’s
negative avoided cost conclusions are unfounded. The simple fact is
that cycling off 8 Crysta! River coa! unit to continue purchasing an
equivalent amount of energy from QFs would put the Company in
exactly the negative avoided cost situation which the FERC and this
Commission have cited as justification for curtaliment. Contrary to
OCL/Pasco’s contentions, Florida Power has examined avoided costs
over an appropriate time frame and has amply establishad that it would
incur negetive avoided costs in the circumstances where the Curtailment

Plan would call for curtaiiments,
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Finally. | will show why Mr. Yott's equity arguments are wrong. s

inlaiamif | P PSR o "
iaod oad ovaies g ok : .
clalD.is-susisinsbia_basad on-thefseteelore=the-Gurmmiesiofuaitis

You have sald that you ses the real lasuss in this case as being falrly
narrow. Plsase explain whers the basic diffsrences lis between the
OCL/Pasco pasition and the Company’s position.

OCL/Pasco dispute certain of Fiorida Power’'s quantification mathods,
but have not effectively challenged the Company’s conclusion that
when forced to begin cycling off baseload units, the Company will incur
sorme measure of increased operating costs {/,e., negative avoided costs)
as contemplated by the FERC/FPSC rules. Mr. Shankaer in fact conceded
as much at page 23 of his testimony where he said that Section
292.3041{f) was intended to respond to situations where, "a utility
would, sbsent curtailments, have to turn off its own base toad

generation due to QF purchases, resulting in net increased operating
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Finally, | will show why Mr. Yott's equity arguments are wrong. esie

casiaialialgrifivant-thet-ne-ethentFa-irrtTrGroupsii=prnG-ouneiment
ot eed ealal - ok : \
i inakilel I bt et —_ i i

You have said that you see the res! issuss In this case as being fairly
narrow. Please axplain where the basic differences lie between the
OCL/Pasco position and the Company’s position.

OCL/Pasco dispute certain of Florida Power’'s quantification methods,
but have not effectively challenged the Company’s conclusion that
when forced to begin cycling off basefoad units, the Company will incur
sorne measure of increased operating costs (/.e., negative avolded costs)
as contemplated by the FERC/FPSC rules. Mr. Shanker in fact conceded
as much at page 23 of his testimony where he said that Section
292.304(f) was intended to respond to situations whera, "a utility
would, absent curtaliments, have to tum off its own base load

generation due to QF purchasss, resulting in net increased operating
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costs (i.e., "negative avoided costs”).” The big bone of contention is

when this unit cycling/nsgative avoided cost scenario arisos.

Florida Power concludes that the negative avoided cost scenario arises

when the Company has:

{1) taken all reasonable steps, consistent with outstanding

{2)

(3}

contracts/rate schedules, to minimize power purchasss from
other utility sources;

reduced self-genaration to minimum operating levels consistent
with prudent utility practice and sound economic dispatch; and
maximized interchange sales to an extent which is compatible

with reguiatory criteria and ratspayer interests.

in contrast, OCL/Pasco assert that the negative avoided cost scenario

could anly arise after the Company has:

(1)
2)

(3)

breached its purchase contracts with other utilities;

oberated Company units so as to jeopardize reliable, cost-
effective service to customers during normal operating
conditions solely to guarantee that QFs will not contribute to
an over-generation condition during the relatively few hours of
minimum load; and

piven away large amounts of energy below tha cost which the
Company’s customers are paying tc generate or purchase

energy -- simply 1o continue buying an equivalent amount of
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QF energy at an as-available brice which, by OCL/Pasco’s own

reasoning, could only be said to be excessive.

Fiorida Power’s approach preserves PURPA‘s objective {(discussed by
Mr. Dolan) of cost neutrality for native load customers. OCL’s
approach, in contrast, treats the QF purchases as sacrosanct and

represents a direct attack on the ratepayer neutrality principle.

ii. BEBUTTAL TO OCL/PASCO’S TESTIMONY

A. Horida Power Should Not Bs Required To Engage in
Mitigation Measures Bevond Thoss Alrsady Taken

Mr. Shanker claims that alit the Company has done to mitigase
curtaiments (and all that the Curtaiiment Plan raquires) is to (1) pursue
additional Florida Ensrgy Broker sales and (2) reduce (but not eliminate)
the Company's purchases from the Southern Companies. (Shanker,
pages 33-34). Do you agres with Mr. Shanker’'s assessment of the
tacts?

No. | have shown that the currant minimum load problem is being
substantially minimized by use of all reasonsble and appropriate
mseasures. Taking further steps to avoid QF curtaliments would result
in both a thraat to system reliability and a direct adverse effect on

Company ratapayers.

-10-
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Mr. Shanker overlooks a large number of measures which the Company
has pursued. For example, he fails to mention the Company’s recent
power sales to Oglethorpe Power Cooperative and the Southeastern
Power Administration; additional efforts to merket powsr both on and
off the Energy Broker bafore and during minimum load perieds (including
direct contacts with all other area utilities likely to have a possible
purchase nead); significant reductionsin the Company’s own generating
resources {including shutting down the Univaersity of Florida unit,
shutting down the peaking and intermediate units, and bringing the
Crystat River coal units to unprecedented low operating minimums);
negotiation of additional voluntary QF output arrangements; and
negotiation of 8 new minimum load energy sell-back arrangement with

the Southern Companies.

I have discussed some of these etforts in my direct testimony and 1 will
slaborate on some in this rebuttal. Mr. Shanker is ignoring the fact that
Florida Power has gone to extraordinary lengths to control the minimum

lcad problem and to reduce the need for curtailments.

OCL/Pasco’s testimony argues that additional mitigation measures
should be followed before initiating involuntary QF curtailments. What
is your general response to those claims?

| repeat that Florida Power has gone the extra mile 10 ensure that
curtailments will be kept to & minimum, consistent with existing

contracts, reliability considerations, sconomic system operation and

-11-
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ratepayer interests. Messrs. Shanker and Slater discuss several ways
in which they belleve that the Company can and must do more to
mitigate the minimum load problem. These are: {1} establishing a policy
of Interrupting Southern Company purchases before OFs; (2)
reconfiguring the commitment of Company generating units; (3)
marketing off-system energy at any market clearing price; and (4)
cutting retail prices. The first two measures are simed at further

reducing generation, while the second two are designed to elevate

demand.

in etfect, OCL/Pasco are saying that the minimum load probfem is not
real. They claim there is no mismatch between generation and load
because generation can always be further reduced to eliminate the
problem and load can alweys be bumpad up with the same effect.
There Is, according to Messrs. Shanker and Slater, no operational
problem at il bacause there are solutions which the Company is simply
unwilling to accept because of sconomic impacts on itself or its
ratepayers. Presumably, in the theoretical world created by these
witnesses, the minimum Joad unit cycling conditions describad both by
the FERC and this Commission as justifying curtaliments would never
arise because a utility fike Florida Power could always cause an excess
generation condition to0 evaporste by {1} walking away from its firm
utility purchase commitments; (2) redispatching the system to cycle off
baseload units on a long-term basis in order to avoid doing so in the

short-term; (3) giving away wholesale interchange power and, by the

12-
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same logic, presumably even paying a third party to accept it; and (4}

similarly, giving away service at retail.

I will discuss each of these measures in turn and it should become
readily apparent that they rapresent unrealistic, unreliable and/or

uneconomic ways in which to address the minimum ioad problem.

1. Interrypting Purchases From The Southern Companies

Do you agres with OCL/Pasco’s assertion that Florida Power Is
subordinating firm QF purchase contracts to firm utllity purchase
contracts?

Absoiutely not. Before initiating any involuntary QF curtailments, the
Company has committed to curtsalling all of its firm power purchases
from other utilities to the maximum extent aliowed by the applicable
contracts. In the case of Tampa Electric, Florida Power can and will
reduce its purchases to zero prior to any involuntary QF curtaliments.
In the case of the Southern Companies, the purchases will be reduced
as much as possible without running afout of the existing contractual
arrangements. As a result, the QF purchasas actually are given a better
interruption priority than the utility purchases -- not an inferior priority
as OCL/Pasco suggest. Mr. Shanker says that “FPC should curtali its
other firm utility purchases prior to attempting to curtall purchases from

the Cogens.” (Shanker, page 34). Florida Power has committed to

-13-
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doing exactly what Mr. Shanker suggests subject to its contractual

commitments to the Southern Companies.

Is Florids Power somehow placing more Importance on its compliance
with utility contracts than on its compliance with QF contracts?

No. Florida Power is living by the terms of all of its contracts. it is
important to recognize, however, that the contracts are not all the
sames. The Southern Companies contract, entered into in 1988,
contained certain absolute minimum purchase obligations depending on
circumstances on the Southemn Companies’ system. As part of a
contract and a FERC-jurisdictional rate schedute, those minimum
purchase requirements are enforceable against Florida Power. In
contrast, as explained by Mr, Dolan, the Company’s QF contracts, many
of which like OCL/Pasco’s weare entered into after the contract with the
Southern Companies, anticipated and sxpressly sanctioned purchase
interruptions when made in sccordance with Rute 25-17.086. This is
a material distinction in contract terms which cannot be ignored. Under
the Curtailmant Plan, Florida Power is simply applying the various

contracts as written.

How do you respond to the assertion that Florida Power could do more
to reduce its utllity power purchases?

There is no truth to that assertion. As | explained in my direct
testimony {(at pages 17-18), before each of the first seven curtaiiment

events, Florida Power’s system operating psersonnel in fact avoided all

-14-
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purchases from Tampa Electric and reduced the purchases from the
Southern Companies as much as the contract would allow. During
some of the curtailment events, the Southern purchases were avoided
entirely and during every event those purchases were reduced to well

below the 168 MW contract minimum.

Thus, Florida Power already has been substantially reducing the
Southern Companies purchases fram the base 400 MW purchase
amount. Moraover, Florida Power has continued its efforts to even
further avoid purchases from the Southern Companies during minimum
load conditions. At the end of February 1885, we reached an
understanding with the Southern Companies thet should greatly assist

in mitigating the minimum load problem in the future.

Plesse describe that understanding with the Southemn Companies.

The arrangement with the Southern Companies is summarized in my
February 27, 1995 letter to Mr. James Tulioss of Southern Company
Services, Inc. {(See Exhibit Jl{H!S-GH. Basically, the agreament
permits Florida Power to reduce system generation by seiling back the
required purchases to the Southern Companies during minimum load
periods whenever Florida Power's energy cost is at or below the
Southern Companies’ energy cost. These sales initially will occur under

Service Schedule C of the parties’ intarchange contract.

-15-
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Do you expect this new arrangement to have & significant impact on QF
curtailments?
Yes. We already have taken advantage of this new arrangement and

have thereby avoidsd one involuntary QF curtailment event.

Mz, Shanker sees no problem in a hypothstical situation in which Florida
Power would be required to pay for power from the Southern
Companies, but would not receive that power. {Shanker, pages 36-37).
Do you agres?

| disagree for two reasons. First, if his scenaric were to arise, the net
effact would be an unwarranted cost burden on Florida Power’s
ratepayers incurred solely to preserve a cost subsidy to the QFs. The
Commission should not require Florida Power to mitigate one adverse
cost impact on ratepayers {the unit cycling scenario) by first incurring
another type of adverse cost impact for the ratepayers. Florida Power
does not believe that the PURPA rules or the QF contracts should be

read to require this unreasonable resuit.

Second, Mr. Shanker overtooks 8 very significant point, which is that
the Southern Companies purchase requires minimum takes, not just
minimum payments. When the Southern Companies also are
expariencing light loads, they too have no need for the excess energy

and it may not be possible for Florida Power to refuse dsliveries.
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2. Reconfiguring Commitment Of Fiorida Power Units

3 Q. Mr. Shanker asserts that Florida Power has not planned ahead for a

a minimum load problem which it has anticipated for two years or more.

6 (Shanker, page 38). Is he right?

6| A. No. The Company has besn actively pursuing ways to minimize the

7 minimum load problem for at least two years. As early as the beginning

8 of 1893, we began investigating options to reduce our own unit output

9 during minimum load periods. As a result, we expended substantial
10 time and resources making modifications to the Crysta! River coal units
1 as well as other Company generating units to improve thair low-load
12 operation, by expanding their load controf ranges, increasing their ramp
13 rates, and reducing their minimum generation capability far below the
14 historic lovels. We also attempted to renegotiate or work to mitigate
15 the minimum purchase requirements in the Company’s contract with the
16 Southern Companies. As | discussed earlier, we recently were
17 successful in that effort. In addition, the Company investigated
18 potential ways to increase retall customer loads, but as | discuss later,
18 ‘ it was conciuded that this would not be feasible. In mid-to-late 1993,
20 we 8lso began factoring the minimum load issue into the maintenance
21 schedule planning for our units and for the QF units. These examples
22 illustrate that the Company has responsibly approachad the minimum
23 load problem in a variety of ways and has worked hard over the past
24 couple of years to minimize any impact on QFs in advance of the
2B probtem.
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Has Florida Power siso taken more recent actions to minimize the
minimum load problem?

Yes. We are raducing minimum load problems on an ongoing basis
through off-system sales (including the recent sales discussed in Mr.
Harper’s direct testimony to the Rocky Mountain Hydro project and the
Carter’s Dam projsct); our new power sall-back arrangement with the
Southern Companies; scheduling of maintenance for our own units and
for the QF units; and making optimal use of the voluntary QF output
reductions including an additional arrangement under which Tiger Bay
agreed to come off-line each night near the end of 1994 upon request
{thereby avoiding six curtailments in December 1994 that otherwise
would have been required). We are devoting more time and personna!
rasources than aver before to the planning and operations processes in
order to minimize QF curtailments. In addition, we have obtained
access to longer-term weather forecasting services 1o batter anticipate

our loads and resource needs.

Wa have made many operating decisions in recent months to help avert
QF curtailments, such as keeping Company units off-line even though
they were scheduled to return to service after a maintenance outage,
advancing the dates for scheduled maintenance, and slowing the rate
at which the Crystal River nuclear unit was returned to service after an

autage.
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is Mr. Shanker correct when he says that the Company has not
modiied its unit commitment planning process to recognize the
implications of minimum load conditions?

He is wrong on that point as well. In earlier years, Florida Power
typically performed its Unit Commitment analyses for periods as short
as two days. We now do thess analyses for a minimum of four days
and for as long as ten days. The decision to extend this period was
based, in large part, on the nsed to anticipate and deal effectively with

minimum load conditions.

Do you agree with OCL/Pasco that Florids Power could do more to
mitigate the minimum load problem by changing the manner in which Its
units sre committed?

No. As! explained earlier, Florida Power has taken ali reasonable steps
both to minimize power purchased from other utility sources angd to
reduce self generation to minimum operating tevels consistent with
prudent utility management and sound economic dispatch. OCL/Pasco’s
contentions that Florida Power could do more in this regard by changing
the type or number of units committed during a period of up to a week
is wrong for two main reasons. First, Florida Power does not know that
tfar ahead of time if a minimum load condition actually will occur, much
less the precise time and magnitude of such an event. Second, even if
Florida Power hed such knowledge, sound economic dispatch

considerations would prevent the type of long-term unit comrmitment
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actions suggested by OCL/Pasco to fix a short-term minimum load

probiem,

Could you explain why Florida Power cannot precisely predict the
magnitude or occurrence of a minimum toad condition and how this
impacts the actions propossd by OCL/Pasco?

Yes. While Fiorida Power casn make general predictions of potential
minimum Joad problems based on weather forecasts and other system
factors, and even though we are now looking st these potential
situations more carefully than ever, the actual occurrence of 8 minimum
load problern depends upon a variety of factors causing the loads and
resources (including QF generation} to change. There were a large
number of potential minimum load {and curtaliment} situations during
the Cctober 1984 through April 1995 period, yet there were only seven
curtailment events. If Florida Power had implemented some action,
such as & curtailment, during sl periods that had the potentia! for a

minimum load problem, there would have been many neediess

curtaiiments.

Even though we carefully compiie and review all avaiiable information,
we often have no more than a few hour’'s notice that a minimum load
probiem might occur. This short-term warning seems 1o preclude the

week-ahead system planning fixes that are suggested by OCL/Pasco.
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Explain why sconomic dispatch considerations would preclude Florida
Power from taking the actions suggestsd by OCL/Pasco even if it had
parfect foreknowledge of minimum load conditions.
Mr. Slater says at page 8 of his testimony that Florida Power could shut
down a baseload unit over an extended period of time and still have no
trouble mesting peak toads with uncommitted cycling capacity, peakers
or power purchases. While such capacity may be available
cperationally, it would anly be avallable at much higher cost. Mr. Stater
is asking us to ignore sound economic dispatch decisions without any

recognition of the advarse ratepayer consequences.

Florida Power follows a customary industry practice of committing units
and dispatching them to minimize the cost to ratepayers. Therefore,
even if we knew a week ahead of time that a8 minimum load condition
would occur, the most economical solution would probably not be to
cycie off a coal-fired baseload plant for the entire week, since higher-
cost units would have to be run during the peak periods to make up the
energy from the shut-down coal unit, thus raising the overall cost to

ratepavers.

Aggain, OCL/Pasco sesm to be using the circular argument that if one
starts with the premise that QF purchases can never be curtailed, then
Florida Power could take sctions that might prevent the need for those
QFs to be curtailed. We do not accept that premise. OCL/Pasco’s

suggestion that Florida Power change its unit commitment practices to
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prevent all potential minimum load curtailments amounts to nothing
more than a suggestion that Fiorida Power’s ratepayers sivould accept
higher costs instead of Florida Power exercising the legitimate

curtailment rights in the QF contracts.

Are there other problems with this suggestion by OCL/Pasco?

Yas. As i said earlier, there are many periods that have the potential to
baecome minimum load problems. A Level 1 Minimum Load Alert under
thie Curtailment Plan has been issued 47 times since October 1994, and
that number understates the total number of times where 8 minimum
load problem was possible but was avoided without having to issue an
alert. If Florida Power were to follow OCL/Pasco’s suggestion, this
would mean changing unit commitment, and raising costs, for each
period in which a minimum toad problem is expected — many mors than
the number of actual curtallment events. Since many of these predicted
minimum load problems witfl not occur, costs would be raised

considerably for ratepayers.

3. Off-Symtem Sales At Discounted Prices

Do you agree with OCL/Pasco that Florida Powsr could do more to
mitigate the minimum load problem by markating power at wholesale?
No. We are following a practice of markating as much power as we can
both before and during curtaliment events consistent with established

interchange prectices in the state of Florida. OCL/Pasco’s contentions
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that the Company should sell more power by dropping its prices is an
excellent exampie of my sarlier statamant that OCL/Pasco would prefer
to assume that there nsver wiil be any excess generation. This can be
seen clearly in Mr. Slater’s comment that "FPC’s plan falls to require
that FPC attempt to market excess generation at a price designed to
ensyre a sale . . . ." (Slater, page B). If the sale of all excess energy
must be "ensurad,” then it is hard to imagine a situation when there

ever would be any axcess genaration.

Is it a given, as Mr. Shanker assimes (Shanker, page 40), that "FPC can
increass sales by lowering ita offering price on or off the Energy
Broker™?

No, this is not nacessarily so during minimum load periods. As | have
testified previously, minimum load conditions are a function of weather
conditions. In Florida, these minimum load conditions generally occur
during nighttime hours whan, because of mild weather conditions, there
is neither a major heating nor cooling demand. Generaily, the prevailing
weather conditions are comparable throughout the region, meaning that
all area utilities are deating with relatively iow loads at the same time.
It is very likely that, when Florida Power is experiencing its minimum

loads, there will be few or no takers for its excess generation.

There is aiso another important point concerning the use of the Florida
Energy Broker as a vehicle for mitigating QF curtaliments. By definition,

Broker sales are hourly transactions. There is no assurance that any
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Broker transaction will continue from one hour to the next, particularly
when everyone in the state is experiencing low demands. Oa the other
hand, the Company has to manage its minimum load conditions across
a period which typically spans about three to six hours. When entering
a minimum load period, the system operating personnel need to have a
workable strategy for batancing the generation and load throughout that
period. Using the Broker for this purposs is not feasible bacause an
energy salie may be "here one hour and gone the next.” The result of
this haphazard scheduling would mean that curtaitment instructions aiso
would have to bs given on an hour-to-hour basis creating a potential yo-
vo effect on the QFs and a scheduling nightmare for the system

dispatcher.

Can you axplain why it is important for a utllity that is selling power off-
system to recover at lsast the full cost of producing {or purchasing) that
power?

The answer relates to the question of whether the utility’s production
costs {including purchased power costs) are being properly allocated
among the utility’s different customer classes. Genearally, power plant
capacity is constructed or purchassed to serve the peak needs of a
utility’s native foad customers. As a consegquence, rates for the utility’s
native load customers are designed so that these customers bear the
entire cost of the utllity’s generation, including capacity costs and
anergy costs such as fue! and variable O&M expenses. Howevar, from

time to time the utility is able to market temporarily unneeded capacity
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or energy. These off-system sales can benefit the native load
customers who have supported the utility’s system and who are paying
for fuel used to produce energy, because the revenuses received from
off-system sales are returned to the native load customers in the ¢orm
of a cost-of-service cradit. When a sale is priced at or above the seller’s
highest production (or purchased power) cost at the time of the sale,
the revenue credits will provide a native load benefit. On the other
hand, » sale priced below the cost of producing (or purchasing) the
energy would fail to return 8 sufficient credit to the native load
customers. [n that case, the native load customers would be paying to
generate (or purchase} the energy sold to another utility while recovering
only a portion of that cost -- in other words, the native load customers

would be subsidizing the sale.

Are OCL/Pasco arguing that Florida Power should be forced to sell
powaer on the interchange market st prices below its incremental cost of
production?

No. Mr. Shanker concedes that he is not proposing that the Company
shouid sell economy energy below its incremental cost. (Shanker, page
41). Mr. Slater’s analysis accepts Mr. Shanker's premise. (Slater, page

9).

it OCL/Pasco sccept the concept of an incremental cost pricing floor for

off-system sales, then why is there a disputs on this subject?
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Messrs. Shanker snd Siater make the same contention from different
perspectives. Their point is that Floridas Power is not calculating its
costs correctly during minimum load periods and that, during such
periods, Florida Power should be happy to sell energy at any price at or

abova zero.

Do you agree?

No. Their position is incansistent with longstanding practice throughout
Florida and it would unreasonably shift the costs of continuing QF
purchases onto the backs of Florida Power’s native load customers.
Their position assumes that OF purchases are always "must-take” rather
than acknowledging that QF purchases both by law and contract can be
curtailed where continuing the purchases would be more costly to
ratepayers. Moreover, their approach could not prevail without also
concluding that the as-avaliable price determined for a portion of the QF

purchases during minimum load conditions is also overstated.

Piease explain In general terms the amangements which Florida Power
has in place to market powasr off-system.

The Company sells power off-system under a variety of bilateral
agreements which are structured to provide mutual benefits from
purchase and sale transactions. Some arrangements are fairly long-
term, such as our summer peaking capacity sales 10 Georgia Fower

Company and Oglethorps Powar Cooperative.
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Many of our off-system sales are shorter-term and are made under the
interchange contracts which Florida Powsr has entersd into with other
utilities. The Company’s interchange pariners are located throughout
the Southeastarn United States and include investor-owned utilities,
municipalities, and electric generation and transmission cooperatives.
The interchange contracts provide flexibility to accommodate ongoing
transactions to meet different operating needs. The individual sales
occur under ane of a series of service schadules, which provide service

options like emergency, short-term firm and economy energy service.

As is common in the industry, these service schedules provide pricing
methodologias, rather than a pre-determined price. For example, a sale
may be priced at incrementa! cost plus losses and a capacity reservation
charge. Or, the methodology may specify a split-savings rate which can
fluctuate but is sat half-way betwesn the seller's incremental cost and
the buyer’'s decrementa! cost. Under these schedules, Florida Power
may at times be a seiler and at times be a buyer. Therefore, it is
important that both interchange partners share a common understanding

as to how the pricing methodologies wiil be followed over time.

Please explain how purchase and sale transactions are accomplished on
the Florida Energy Broker.

A number of generating utilities in Florida participate in the Energy
Broker system as a means of maximizing hourly economy energy

transactions. The Broker enables the participants to match sell quotes
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and buy quotes for hourly energy transactions. A computer which is
housed at Tampa Electric Company matches the lowest seli bids with
the highest buy bids in succession. The goal of this process is to
maximize statewide savings avallable through hourly sconomy energy

transactions.

Do the Broker transactions occur automatically?

No. Once the computer matches the buy-sell quotes, the individual
utilities must contact each other and schedule a transaction. There are
no rate schedules or service agreements that make up the Energy
Broker. In order to transact business, the buyer and seller must have a
separate interchange contract which sets out the terms for their

economy energy transactions.

What interchange schedule Is used to make Broker sales?

Broker sales are made under Schedule C of the buyer and seller's
interchange contract. Schedule C is an economy energy rate schedule
under which the price is based on a half-way split between the seller’s

systam incremental cost and the buyer’s system decremental cost.

Is there consistency In the way that Energy Broker participants compute
their incremental and decremental cost quotes?

| believe that there is a genaral understanding among the participants as
10 how these quotes are derived. This is not an issue over which

disputaes typicaily atisa.
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Is this consistency promoted by the Energy Broker systom?

Yes. The Energy Broker guidelines promote consistency by laying out
a framework for the calculation of incremental and decremental cost
quotes. A copy of those guidelines can be found in my Exhibit ﬂ(HtS-
6). The guldelines devote several pages to a description of the "Costing
Methodology of Economy Energy.” They explain, for exampie {at page
7) that:
Generally, bilateral contracts specify that afl identifiable
incremeantal costs for s particular hourly transaction should
be included in price quotations. These prices may include:
a} System incremental fuel cost (e.g., derived from
composite heat rate curves of all units’ curve [sic],
times the incremental repiacement cost of fuel.)
b} Incremental transmission cost.

c) Incrementsi operation and maintenance cost.

When does Florida Powar make interchange sales on an off-Broker
basia?

There are many occasions and reasons to sell power otf-Broker. First
of all, as { said earlier, the Broker only handles hourly transactions.
Longer-term sales neacessarily would be made off-Broker. Also, the
Broker only deais with economy energy transactions. Therefore, any
sale that has a capacity component {(g.g.. shon-term firm, assured

capacity and energy, etc.} would be made off-Broker.
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When Florida Power quotes prices for off-Broker sales, does it use the
same basic pricing methodology ss you have described for Broker
transactions?

Depending upon the nature of the sale and the contract or service
schadule that best fits the circumstances, the total price quote may
differ. For example, a8 short-term firm ssle price would include a
capacity charge in addition to an energy charge reflecting the
incremeantal cost of the unit{s) from which the energy will be supplied.
However, the basic principle applies both on and off the Broker that, in
establishing an energy price component, the Company will recover at
least the cost of generating (or purchasing) the MWh of energy that is
being sold. This is consistent with the Broker guidaline which requires
that increments! cost pricing for Broker sales will be calculated in the
same way that the participant calculates incremental cost data for its

other system operating purposes.

Can you give an example of an off-Broker agreement that captures the
full genarating cost concept that you have explained?
Yas. A good example is the Contract for Purchases and Sales of
Scheduled Power and Energy between Florida Power and Florida Power
& Light Company. (Exhibitll(ﬂlS-?)). That contract states that no
transaction will be priced below the seller’s incrementa! cost, and It
defines the seller’s incramental cost as follows:
The Seller’s incrementat Energy Cost shall be the Seller’s
incremental fuel cost for load dispatching in effect at the

time of the transaction as determined by the Seller, which
calculation shall include any start-up costs incurred in the
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event a unit needs to be started to supply Schedulzd
Power and Energy and the cost of the incremental system
transmission losses attributable to the Scheduled Power
end Energy transaction. The order of priority used to
determine the Seller's Incremental Energy Cost will be
such that the Scheduled Power and Energy provided under
this CONTRACT will be the incremant immediately above
(.e., will be desmed to bs provided after): (1) the Seller’'s
retail and wholesale ioad requirements, including spinning
reserves; (2) sales of firm capacity and energy; and (3)
sales under other prior commitments into which the Seller
may have entered.

Incremental cost here is being defined by reference to the fuel used to

generate a block of energy above the energy needed for immediate

native ioad purposes.

Mr. Shanker argues that Flotida Power must use different methods to
calculate Incremental cost during "normal”™ conditions and during
minimuim joad conditions. (Shanker, pages 42-43). Do you know of

any precedent for this methodological distinction among Florida utilities?
No.

is It typical for utitities in Florida to quote interchange sales prices at or

near zero?

No.

Mr. Slater describes his understanding of "dump energy” practices
among utllities in two power poois. (Slater, page 13). Does such a
dump energy practice make sense here?

| ses no particular relevance to the pricing arrangements that might be

practiced in the New York Power Pool or the PJM Pool. Moraover, Mr.
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Slater expects Florida Power to "dump” energy below the cost incurred
to generate (or purchase) it solely so that the QFs can continue
receiving higher as-available energy payments. This is nothing more
than a subsidy from the ratepayars to the QFs -- one form of negative

cost impact to mitigate another form of negative cost impact.

Do you agree that Massrs. Shanker and Siater are properly measuring
the cost of Florida Power’s generation (or purchases) during minimum
load conditlons?

No. These witnesses lose sight of one very important consideration.
In the unit cycling scenario dascribad in the Curtailment Plan, Florida
Power experiences a clear negative avoided cost which warrants QF
curtailments and a corresponding avoidance of as-available energy
payments. As an alternative to the negative cost impact which justifies
a curtailment, OCL/Pasco would like Florida Power's ratepayers to
accept another negative cost impact ~ that is the impact of selling
power for less than it cost the ratepayers to generate the power or
purchase it {including the purchases from the QFs). In fact, Florida
Powaer’s true cost in a minimum load period must teke into account the

impact of the QF purchases.

Please respond next to Mr, Slater's contention that Florida Power
cannot establish e nepative avoided cost unlass it can show a direct

incresass in production costs. (Slater, page 10).
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This statement is inconsistent with Mr. Slater’s agreement that, when
calculating a utility’s avoided cost, "it is wholly appropriate to capture
all recognizable costs associated with the utility meeting the demands
of its customers.” {Siater, page 17). More importantly, though, Florida
Power has shown that when forced to begin cycling the Crystal River
Coail units, additional production-related costs will be incurred; the only

real question posed by OCL/Pasco is when this will occur.

Mr, Slater has placed the cart before the horse. He presumes that no
cycling scenario will ever arise because Florida Power can first give
powar away off-system without having a direct impact on additional
production costs. In fact, however, his proposal to sell power oft-
system at less than the full cost of producing (or purchasing) those
particular MWh would have a8 direct adverse cost impact on Florida
Power’'s ratepayers by forcing them to subsidize continued QF
purchases. In the FERC’s words, which are quoted in Mr. Dolan’s
testimony, these off-system sales “would not be just and reasonable to
the gconsumers of the electric ytility, becauss it would result in jncressed
051 10 the system’s ratepavers.”™ Therefore, giving away power at a
price of zero should never be required as a mitigation measure, and
absent this mitigation measure and the other excessive measures
proposed by OCL/Pasco, there is no question that the unit

cyclingfincreased production cost scenario results.

Q. Do you have any other criticism of Mr. Slater's pricing ti.aory?
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Yes. Acceptance of Mr. Slater’'s theory would lead to absurd results.
He says that "FPC can offer the excess generation at any price above
zero without causing the avoided cost calculation to show a negative
resuit.”™ This is because, according to Mr. Siatar, “the price at which
the excess is offered for sale is unrelated to gosts incyrred 1o prodyce
and is therefore irrelevant to the calculation of avoided costs.” (Stater,

page 12).

if the price, indeed, could never be relevant because it has no impact on
the cost of production, then the same argument would suggest that
Florida Power should be prepared to pay a wouid-be purchaser to buy
the excess energy. In other words, Mr. Slater has given no reasan for

a pricing floor of zero.

Obviousiy, in this absurd extension of Mr. Siater’s argument, the
Company would be incurring & direct, measurable cost in the form of a
payment to the power purchaser, yet Mr. Slater’'s rationale would

consider this cost wholly immaterial.

Please elaborate on your point that selling power at prices at or only
slightly above zero during minimum load conditions to avoid curtalling
QF purchases would result In an unwarranted subsidy from the native
load customers.

Exhibit l]_(H!S-B) shows the as-available energy prices that were Lsing

paid to QFs in each hour during which the seven initial curtailments
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were made. The payments ranged from $13.47 to §17.04 and
averaged $15.62. These payments are equivalent to the system
incremental energy cost that would have baen incurred to generate a
block of energy as large as the combined as-available QF energy
deliveries in each hour. During the minimum load curtailment events,
this cost wouid have been based entirely or mostly on the cost of coal-

fired generation.

When Florida Power is generating coal-fired anergy at about $15 and
purchasing QF energy at about $15, then it can sell any temporarily
excess energy at or above the $15 threshold and either remain revenue
neutral or perhaps realize some revenue benefit for native load
customers. On the other hand, if the Company were compslied to sell
this energy at, say $1, simply to continue purchasing QF energy at $15,
then there would be an obvious subsidization of the QFs by the
Company’s native load customers. In order to avoid curtailing the QFs,
Florida Power’s ratepayers would realize inadequate revenue credits to

offset their incurred generation costs.

in the situation you have describad, would the Company’s customers be
incurring costs that they would not have incurred in the absence of the
QF purchases?

Yes, they would. Let me elaborate on my axample to illustrate this
point. Suppose that:

* in HOUR 1, the Company has a minimum load of 2,000 MW, and

is supplying that load as follows:
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® 1,800 MW of Company generation, plus
® 200 MW of QF purchases;

* In HOUR 2, the Company’s minimum load is 1,700 MW, 50 the
Company reduces its own generation to 1,660 MW, which consists
(rounded) of 795 MW from Crystal River 3; 260 MW from Crystal
River 1 and 2; and 600 MW from Crystal River 4 and 5;

*  The Company's production cost for an additional 50 MW in HOUR
2 is $15 {based on to the price of coal applied to the heat rate
curve(s) of the Crystal River coal unit(s)} that would be ramped up
to generate that increment of energy};

*  The as-available energy price being paid to QFs for their 200 MW
purchase block is roughly the same $16 per MWh coal cost;

* Florida Power has unsuccessfully attempted to market power both
on and off the Energy Broker in 50 MW blocks at any price at or
above the $15 per MWh production cost.

To further reduce Florida Power's own generation would require it to

cycle off a Crystal River coa! unit. This would cause the Company to

incur some measure of negative avoided costs. Therefore, under the

Curtailment Pian, this is the point at which QF curtailments would be

initiated. Florida Powser would curtail the purchase of 160 MW of QF

energy for HOUR 2 (1,650 MW Company generation + 200 MW QF

generation - 1,700 MW load = 150 MW excess).

Assume, however, that instead of this justifiable curtaiiment, the
Company continued to purchase the unneaded 150 MW at 615 per
MWh, while simuttanaousty selling 180 MW of energy at a price of only
€1 per MWh. In this example, the Company’s net costs woculd be
unjustifiably increassd by the differential between the 615 per MWh
production (and QF purchase) cost (42,260} and the $1 per MWh

revenue recovery {$§1560). This $2,100 net cost is a direct result ~f the
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sale of an asquivalent amount of energy st less than the cost incurred to
supply that energy. As | have ssid, this cost would be borne by the

native load customers, contrary to the objectives of PURPA.

Mr. Shanker gives an example at page 43 of his testimony using
different numbers in an attempt to show that Florida Power is
incorractly measuring its energy costs during minimum load conditions.
I there a logicsl foundation for his hypothsticsl system conditions?

No. Mr. Shanker has assumed an infeasibls operating scenario. He then
drews an unsupported conclusion regarding the cost (or perhaps the
value) of a 100 MW block of Company-generated (or purchased) energy

which he assumes to be in excess of the Company’s needs.

What's wrong with Mr. Shanker’s assumed operating scenario?

Mr. Shanker assumes that neither utility generation nor QF purchases
can be raduced from the levels stated in his example. In reality, sither
of these g_éneration sources can be reduced if it becomes necessary to
do so. The 100 MW block of energy that Mr. Shanker assumes will be
produced {or purchased) irrespective of load woutd not be produced (or

purchased} under actual operating conditions.

In Mr. Shanker's example of & 2,000 MW load and 2,100 MW of
generation (1,800 from Compsany units, 100 from the Southern
Companies and 200 MW from QFs}, how would the Company go about
adjusting the resources 10 match the load?
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If we expected such a condition to materialize, we would take steps to
dea! with it before it arose. As spacified in the Curtaliment Plan, we
would attempt to avoid the excess generation condition by reducing (or
selling back) the purchass from the Southern Companies. If the 100
MW assumed purchass from the Southern Companies could be avoided,

the generation and load could be brought into balance without need for

turther reductions in either Company or QF generation.

What else would the Company do to respond to Mr. Shanker’s
hypothetical operating condition?

If necessary, Florida Power would lower its seif-generation at least to
the normal minimum generation levels shown in the Curtailment Plan.
As summarized in my earlier example, this would enable the Company
to bring its self-ganeration to about 1,650 MW or 150 MW below the
minimum gensration lsvel assumsd in Mr. Shanker's example. In fact,
only a portion of this potential 150 MW reduction would be nesded to
eliminate the entire 100 MW excess generation condition assumed by

Mr. Shanker.

So iz it fair to say that Mr. Shanker’s hypothetical condition would not
occur under actual system conditions?

That is correct.
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If one were to reformulate Mr. Shanker's example so that (1) Company
generation aiready was at the 1,650 MW normal minimum level, and {2)
Southern Companies purchases already were reduced to 8 minimum,
and (3} the Company was making 200 MW of QF purchases st as-
available prices, and (4) load and genaration were in balance, but {5) in
the next hour the ioad was sxpected to decline by another 100 MW
such that an excess generation condition was expected, wouild it then
be correct, as Mr. Shanker suggests, that Florida Power would have no
discretion to further reduce generation?

No. Even in that more plausible example, Florida Power would not (and
for reliabllity reasons could not) allow the assumed excess generation
condition to materiatize. Therefore, it wouw/d further reduce system
pgeneration by 100 MW. The main issue in this case is whether that
reduction must come from a Company unit {i.e., a cycling avent} or
whether It could be accomplished with a8 permitted curtailment of 100
MW of the assumed 200 MW QF supply. Because the cycling scenario
under thaese system operating circumstances would cause the Company
to incur negative avoided costs, the Curtailment Plan would authorize

a 100 MW QF curtailment in this situation.

Oniy by ingcorrectly presuming that Florida Power can never curtail any
portion of its QF purchases to avoid excess genaration in minimum load
conditions, could Mr. Shanker draw the equally incorrect conclusion that
"FPC can not save any money by producing less [or purchasing less

from the QFs], because it cannot produce less [or purchase less from
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the QFs).” This circular reasoning ignores the Company’s legitimate

curtailment rights.

You previously stated that, if one were to accept the Shanker/Sliater
pricing contentions, one would also have to conclude that the QFs are
being paid too much for as-avallable energy. Cen you please elabarate?
Certainly. The fundamental notion of avoided cost pricing is that the Qf
supply enables the purchasing utility to avoid the alternative cost of
generating or purchasing an equivalsnt amount of needed capacity
and/or energy. Far present purposes, | am focusing only on the as-

available energy.

The basic premise of the Shanker/Sliater theory is that, in minimum load
conditions, we are dealing with a disposal of "excess energy” which is
not needed by Florida Power and which aliegedly has a cost to Florida
Power of zero. If that were assumed to be true {and | don’t agree with
the zero cost assumption), then Messrs. Shanker and Slater could not
possibly argus in good faith that, as to the number of MWh of excess,
any QF is (1) enabling the Company to avoid generating that energy, or
{2) enabling the Company to avoid an energy production cost. The
same energy amount cannot be a8 zeroc cost resource from Florida
Power’s perspective, but a much highar cost resource when it is
supplied by the QFs. In fact, beceuse of the way in which avoider
energy cost pricing is determined, the block of QF-suppliad energy

theoretically should be priced et or near the price of energy which is
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sold on the interchange market. The only reason for & significant

difference in price would be a difference in the relative block sizes of the
interchange sales and the QF purchases. In other words, if one accepts
the Shanker/Slater analysis, then an equivalent sized black of QF energy

would be priced at or near zero.

Please elabecrate on the pricing procedures under which the QF energy
theoretically should be priced at or near zero In the Shanker/Slater
framework?

The Commission’s Rule 25-17.08256(2)(2) describes the required method
for determining as-available energy prices for Ofs. K says that:

Avoided energy costs associated with as-available energy
are defined as the utility’s actual avoided cost bafore the

saie of interchange snergy.
The Commission has explaingd that the reason for looking at the as-
avaitable price before interchange sales is to ensure that the utility’s
ratepayers {and not the QFs) will realize the benefits from interchange
sales. For exampiae, in Order No. 12634, Docket No. 820406-EU

{October 27, 1983) at pages 10-11, the Commission stated:

actual hourly incremental costs for thase hours during
which no economy energy transactions occur, actual

L) »

DIOXEr gvstem 10 N8 ratepavers lhe part] 1ting
utilities. Broker purchases enable & utility to lower its
overall fuel costs by purchasing energy at a price lass than
what it would have cost the utility to generate the power
itsolf. This opportunity to lower fuel costs should be
praserved; it is preserved f avoided energy prices for QFs

-41-




O W JOOM b WN -

-l mh g ad el =k b
OO hWNa=O

-b
~

18

19

20

21

22

23

24

25

28

27

28

29

30

3

32

33

9567

are calculated after such purchases have occurred. Broker
sales siso benefit a utility’s ratepayars because we
required the profit from broker sales to be accounted for

when a utility’s base rates are set. The level of income
realized from broker sales would decrease if the costs to
rroduce enargy sold on the broker gystem were increased
by calculating avoided energy prices for QFs after such

. The level of income from broker
sales is less affected by the presence of QFs on the

utility’s system if avoided energy prices for QFs are
calculated before broker sales occur. Because m_dg_n_g,t

we reject Dade County’s contention that avoided onarg\‘r

costs should be calculated after broker sales have

occurred,
Pricing QF ensrgy before interchange sales means that the QF price is
derived without refersnce to the off-system sales - - in other words,
based on the same increment of snergy that would have been sold on
the interchange market. Except for a potential difference in the size of
the off-system sale biock and the as-available energy block, the two
prices should be approximately the same. It is logically not possibie 1o
correctly suppose a condition in which economy energy sales should be
priced at approximately zero, while at the same time, an equivaient
emount of as-available energy is being property priced at a leve! much

higher than zero.

Do you have any other comments on the OCL/Pasco proposa! that
Florida Power be required to further mitigate curtallments by moditylng
the way It (and its interchange partners) determine incremsntal cost?
Yes, just two points. Frst, Mr. Dolan’s rebuttal testimony reveals that
the FERC had a very good opportunity to put an explicit off-system

sales mitigation requirement into its curtsilmant rute. FERC did not do
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that even though two fellow regulatory agencies had asked it to; indeed,
as explained by Mr. Dolan, FERC stated that its rules do nor require a
utility to deliver unneeded energy to any third party. Mr. Dolan also
shows that this Commission’s rules simply encourage off-system sales

of unneeded QF energy and only where the sale price is cost-effective

to the ratepayers.

Ssecond, Florida Power has no objection if OCL/Pasco want to market
their own curtailed energy to a third party (at any price they choose,
including a price below, at or above their own production costs}.
Saction 6.3 of the contracts with thess parties lets them dispose of
their curtaited energy in any way they choose. That section also says
that Florida Power has no obligation to transmit curtailed energy
amounts to third parties. But, notwithstanding that provision, Florida
Power is certainly willing to wheal their energy to another buyer under

the Company’s open access transmission tariffs,

4. Retail Ssles At Discounted Prices

Mr. Shanker also suggeats that Florida Power should cut its retail prices
in order to encourage off-peak demand incresses. (Shanker, pages 45-
46). Please respond.

This is really nothing more than an extension of the low-cost wholesale
sale proposal. Mr. Shanker is again attempting to create the false

impression that the minimum load problem can be handled exclusively
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as a3 demand-side problem rather than a supply-side problem. For all the
reasons | have given on the wholesale side, | also strongly disagree with

Mr. Shanker’'s unsupported retail pricing proposal.

Does Flotida Power alresdy have measures in place to craate sconomic
incentives for its large industrial customers to Incresass consumption
during off-psak periods?

Yes. Florida Power currently has a time-of-use rate which includas two

pricing tiers to reflect peak and off-peak usage.

Has Florida Power considered whether additional pricing incentives
might be used to increasa retail demand and thereby help to alleviate the
minimum ioad problem?

Yes. The Company has considered the possible creation of a three-tier
retail industrial rate which would separately price energy for the
midnight shift hours. However, given the nature of the Company’s ratail
industrial load, this investigation concluded that there was no significant
opportunity 10 increase the retall demand through further price cuts. All

that would have resulted was a windfall price reduction to the industrial

customers.

Do you agree that Mr. Shanker's example {(Shanke:, pages 45-46) of
industrial cogeneratars reducing the output of their internal cogeneration

systems represents a viable method of alleviating minimum load

conditions?
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No. There are no industrial cogenerators on the Fiorida Power system
with generation that is not integral to their manufacturing processes.
Therefore, there are none that could have eny impact on the probtem.
Because the cogenerators’ thermal processes are linked to the use of
their own generating squipment, they could not shut down their
generators, as Mr. Shanker suggests, without simultaneously stopping

their entire production process.

Do you belisve that Mr. Shanker’s cut-rate retall pricing proposal has
any merit?

No. Ewven if otherwise in the interest of Florida Power and its
ratepayaers, reductions in the existing time-of-use pricing would not be
likely to materially affect the midnight shift load patterns, especially not
in the short-term period when we most nesd to deal with the minimum

load problem.

Fioride Power is in the business of selling electricity. It benefits the
Company and its customers whenever we &sn increase demand to make
use of available generating rasources. But, it is not in anyone’s interest,
aexcept perhaps OCL/Pasco’s, if we pay more 1o genarate or purchase
power than wa raceive when we sell that power. This proposition
seemns clear to me. Reducing retail rates to continue buying Qf output
at higher rates means (1) the QF output Is not needed, and (2) our other
customers are subsidizing the QFs by receiving too little on the sale side

and paying too much on the purchase side. The only beneficiaries are
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the QF and, in Mr. Shanker’s proposal, the individual retail customer

who happens to get a reduction in his rates.

B. OCL/Pasco’s Negative Avolded Cost Criticisma
Do Not Undermine Fiorids Power's Curtaitment
Ptan

1. Fiorids Powsr's Timetrame For Avolded Cost Analysis

Do you agres with ths assertions made by Messrs. Shanker and Slater
that Florida Power has used the wrong time frame to calculate negative
avoided costs?

No. The Company explained in 8 conceptual way and made mode! runs
to illustrate that negative avoided costs would have occurred during the
seven curtailment events {f no curtaiiments had taken place. The Unit
Commit model runs were made over periods ranging from one to three
days. The time period examined was more than sufficient to capture
the full impact of negative avoided costs as a result of not curtailing.
At a minimum, these impacts consist of increased costs due to baseload
unit start-up costs and higher generation costs during the period when
a baseload unit is shut down. These increased costs occur during the
day of the minimum load event, assuming, as we did, that the baseload
unit can and does return to operation at the end of the minimum shut-
down period (typically six to eight hours). Our comparative analyses all
cover the period during which these increased costs occur, and

therefore cover the appropriate time frame.
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Would the negative avoided costs shown by Florida Power “vanish”™ as
Mr. Slater ciaims i the Company followed the negative avoided cost
calculation methodology suggested at pages 23-24 of Mr. Slater’s direct
testimony?

No. While | do not fully understand Mr. Slater's methodology, his scant
description seems to suggest that Florida Power should presume that
the maximum curtailmant amount was curtailed in every hour (off-peak
and on-peak) far some period longer than the actual curtailment period
and up to a week. Mr. Slater evidently would assume a week-long
curtailment at the level needed to resolve the mast severe one-hour

minimum load problem.

Even if Florida Power had perfect knowledge up tc @ week before a
minimum load condition, it wouid be draconian to curtail QFs at that
level for the entire week and would deprive ratepayers of any benefits
from QF purchases during ali but the most severe minimum load hours.
While we have not performed such an analysis, it is obvious that the
replacement energy in the "curteilment case” during hours outside the
most severe minimum load hours, including on-peak hours on the
following day or days, would offset the start-up costs or increased

energy costs due to cycling a basefoad unit in the "no curtailment” cass.

Do you agree that Mr. Slater’'s method is appropriate for use In

calculating negative avolded costs?
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No. Florida Power has constructed a reasonable proxy to illustrate what
theoretically would have happened on the system and that negative
avoided costs could be expected in the absence of actua/ curtailments.
Mr. Slater seems to be suggesting that we measure the impact of
hypothetical curtailments that never occurred. It would be inappropriate
and not in the interests of either QFs or ratepayers to implement actual

curtaiiments as Mr. Slater suggests.

In fact, Mr. Slater’s methodology could be extended even further. To
carry his approach forward, Florida Power presumably could curtail the
maximum amount of QF power needed to avoid any minimum load
condition for a period up to several years until there is no longer any
potential for 8 minimum load condition. In this application, every hour
of the several-year period would have curtailment at the maximum levetl

expected during the period. Obviously, this would be inappropriate.

2. Florids Power‘s Reference To “Unit Impact” Costs Of Cycling

OCL/Pasco do not agree that tha type of costs which you and Mr.
Lefton describse as “unit impact™ costs are properly included in a
calculation of negative avolded cost. Please respond.

Mr, Slater concedes that "[iln calculating utility avoided costs, it is
wholly appropriate to capture all recognizable costs associated with the
utility meeting the demands of its customers.” (Siater, page 17). We

have only racently received the resuits of Mr. Lefton’s analysis and |
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would say that we need to evatuate these cost impacts further before
| would be comfortable using a specific “unit impact™ number or set of
numbers for system dispatch purposes or for avoided cost pricing.
Nevertheless, | am confident that the Company is incurring the type of
per-event cycling costs described by Mr. Lefton and that they should be
"captured” as "recognizsble costs associated with the utility meeting

the demands of its customers.”

Mr. Lefton has submitted separate rebuttal testimony answering severa!
specific points raised by Mr. Slater. But, | want to emphasize ons
critical point. "Unit impact™ costs, as measured by Mr. Lefton,
represent the /incremental cost of each additional cycling event. As
such, the present value portion calculated on & per ¢cycling event basis
would be incurred whenever s Crystal River coal unit was forced to
cycle off in order to continue & QF purchase. And, as such, these costs
certainly do represent part of the negative avoided cost of each cycling

scenario.

Do any of Mr. Slater’s criticisms of Mr. Lefton’s "unit impact” cost
analysis alter your negsative avoided cost conclusions?

No. | think that Mr. Lefton effectively responds to the specific
criticisms. In any case, though, even if the Commission were to
qguestion the magnitude of Mr. Lefton's measured cycling costs, my
conclusions would be unaffected. This is because of two reasons. The

first raason Is that we have chosen to use Mr. Lefton’s analysis in a
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very conservative way. Whila his study showad that a per-cycle cost
may be greater than ¢ 100,000 for a unit like Crystal River 2, we used

@ much lower figure in our negative avoided cost comparisons.

Q. Whst is your second reason?

A. The second reason is even more significant. My dirsct testimony
establishes that Florida Power would realize negative avoided cost in
minimum load conditions withaut curtallments, even without t8king into
account the effects of Mr. Lefton’s "unit impact”® costs. The start-up
fuel and maintenance, and repla

cemeant power costs which Florida Power siready captures in its economic

dispatch procedures are of sufficient magnitude to produce a negative

avoided cost in and of themselves. Mr. Slater has not offered any credible

evidence to dispute this fact.

3. Aleged Unft Commit Errors

Q. WMr. Slater claims in his direct testimony to have uncovered three
“significant problems” with Florida Power’s negative avoided cost
caiculations. (Slater, page 27). How do you respond to these
contentions?

A. Florida Power disagrees with the assertion that there were any
"significant problems” which would negate the conclusions drawn from
either its conceptual or its numeric analyses of negative avoided costs.

Because there is a clear interrelationship between the three "protlems”
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listed in Mr. Siater’s direct testimony and the somewhat more detailed
assertions presented in his April 25th supplemental testimony, we are
evaluating those allegations as part of a thorough review of the Unit
Commit simulations. The resuits of that review will be presented before
the hearing in this docket in a further piece of Company rebutta!

testimony.

For present purposes, | would, however, like to stress that it is
important to keep in mind what the Unit Commit simulations are -- and
what they are not. Before 8 minimum load curtailment avent, we must
anticipate the levels of avaifable resources and customer demands. The
Company has considerable experience making these projections, but this
is not an exact science, particuiarly when we must also predict the
operational responses of the QF power suppliers. What | have shown
is that whenever the minimum load conditions would cause the
Company to cycle a baseload unit, we can be certain that the Company,
as a result, would incur net increased operating costs, or a negative
avoided cost. As contemplated by the FERC rules and this
Commission’s rules, the Curtaiiment Pian lets the QFs know this
information /n advance of the svent so that we can avoid this very

condition from actually occurring.

The after-the-fact Unit Commit simulations which we ran are not, and
could not be, an exact maasurament of the Company’s negative avoided

costs. Furthermore, they should not be used to discredit \ne pianning
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and operational decisions that were made before a curtailment {e.g., the
specific curtailiment amounts which allowed us to prevent the negative
avoided cost}. This is becsuse the Unit Commit runs represent an after-
the-fact raconstruction to illustrate how the system reasonably might
have responded /f the actual curtailments had not occurred. The after-
the-fact "what-if" simulations are based on different information than
what we knew before-the-fact. For example, the actual curtailments
had to be based upon projected loads and resources. However, these
Unit Commit simulations reflect actual loads. Instead of projected QF

deliveries, they reflect the actual curtailments that were made.

In my estimation, no such after-the-fact Unit Commit simulations would
exactly corroborate planning decisions that were made before the event.
Nor would they exactly measure the cost differentia! between operating
scenarios with and without curtailment. But our simulations were very
conservative and more likely understate than overstate the magnitude
of any negative avolded costs. For instance, they do not capture all of
the potential "unit impact” costs of cycling and they assume optimal
start-ups, ramp rates and other system responses. In practice, start-ups
often take longer (and incur more costs} than we anticipate, QFs may
not respond exactly as instructed by the Plan, and numerous other
conditions couid be less than optimal. The Unit Commit runs help to
illustrate my point that it is intuitively apparent before the minimum load
condition that the unit cycling scenario would produce negative avoided

costs and that the curntallments are justified under the circumstances
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described in the Pian. The Unit Commit runs are not intended to prove

after-the-fact the exact magnitude of the negative avolded cost that the

Company was able to prevent by making the curtailment decision.

C. The Curtafiment Plan Is Not Unfair To QFa Or Any Particular
QFf

53.
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Does the Pian unfairly treat QFs as a class of wholasals powasr supplier?

| do not see how the Plan possibly could be said to disadvantage or
unfairly treat QFs as a class of wholesale power supplier. | say this
because the Pian in fact gives a superior curtailment priority to QF
suppliers than it does to the Company’s own generating squipment and
its avoidable power purchases from other electric utility companies.
Before curtailing any QF under Rule 17-25.086, the Pian requires Florida
Power’s system operating personnel to {a} curtail purchases from Tampa
Electric and the Southsrn Companies as much as possible (as noted
earlier, we have gone the axtra mile to negotiate even greater
curtailmsnt capability with Southarn since filing the Plan); {b} shut off
its own intermediate and peaking units and reduce baseload units to
minimum acceptable operating levels; and (c) shut down its own
cogeneration plant entirety if operating conditions permit. The Company
Is asking QOFs to participate in the minimum load solution through
involuntary curtailments only after all other generating resources have

been subsiantially curtaifed.

Please expiain why Florids Power does not conslder the Group A, B and
C classification of QFs for curtaiiment purposes to be unreasonable or
unfair.

Pliacing the QF suppliers into one of the three curtailment categories
properly recognizes that all QFs are not similarly situated in terms of the
product that they are making available to the Company or the costs that

they allow the Company to avoid. One major distinction applies to as-
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available snergy supplies which are consolidated into Curtaitment Group
C. There has been no real quarrai by any party with the notion that as-
available energy suppliss are inferior to firm powasr supplies in terms of
dependability and cost svoidance. As-avsiiable energy purchases are
not assured in terms of amount, time or certainty of delivery. This is
true whether the as-available energy is purchased separately or as an
amount above and beyond the committed capacity under a firm QF
contract. Because as-avatlable energy offers the least value to the
system, it is reasonable to interrupt those purchases before a firm
power purchase is interrupted. Therefors, the Group C as-available

purchases are the first purchases to be curtailed under the Plan.

There is just as real and material s distinction between the Group A and
B QFs because none of the Group B QFs has agreed in writing to
provide firm output reduction commitments to help avoid or mitigate the
system’s minimum load problems. Group A QFs, in contrast, have
agresd to provide the system with a significant benefit by claritying or
enlarging the output reduction 8rrangements under their existing
contracts to establish predictable voluntary output reductions that the
Company can count an. Florida Power believes that it is both necessary
and appropriate to recognize this difference in quality of service during
minimum load hours in the distinction drawn between the Group A and
B curtailment priorities. We have ailso agreed 1o do this as a part o1 the
voluntary cutput reduction arrangements negotiated with the Group A

suppliers. As noted in Mr. Dolan’s direct testimony (at pages 24-25),
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the Company gave the Group A QFs assurance that it would seek to
obtain maximum curtailment from other QFs before asking the Group A
QFs for more than their voluntary output reductions. We believe that
the 50 percent curtailment cap applied initially to the Group B QFs
(which has not been contested by any party) is consistent with this
maximum curtailment commitment without being overreaching or

unreasonable.

Do you think it would be fair to ignore the factual distinctions betwaeen
the Group A, B and C QF suppliers?

No. | would have a hard time justifying & plan that ignored the
voluntary contribution made by the Group A QFs or that treatad as-
available energy as It it were firm. These diffaerences cannot be ignored

if we are 10 be fsir 10 all OFs.

QL —ia—sffectr—einime—o—preforense—sathei—shon—feir-or-comporeble
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. s -easioterit-vie -
no hawet it . ” | . ot
is " ik " et et Flosidet
CARAG-dOPent-uUpeR-SRY—SutpU T TEBUC T from—O-Gt—to TITEIEe The
i ood Bl I ! | OFs wi includad |
Group-i-because-of-thelr fimrwritten-commitments. In effect, just as

it makes sense 10 distinguish between {1) as-available energy {which is

-66-




10
1
12
13
14
18
16
17
18
18
20
21
22
23
24
256
26
27

28
28

|

957

not committed) and (2) firm energy (which is committed), it also makes
sense to distinguish betwesn {3} optional QF output reductions {which
are not committed) and (4) written QF commitments to reduce ocutput

{which are committed).

Is it your understanding that treating differendy situated QFs in s way
that accounts for these differences is consistent with the PURPA rules?
Yes. Under the PURPA rules, it ssems to me that different treatment of
QF suppliers who are not similarly situated is perfectly appropriate. For
example, there always have besn distinctions between the treatment of
as-available energy versus firm energy. Similarly, In the reaim of QF
pricing, the rules allow consideration of numerous case-specific factors
such as the dependability of a QF's power supply and the extent 1o

which the QF enables the utility to avoid capacity and/or energy costs.

It has even been pointed out to me that in 1988, the FERC axplained
that PURPA dcesn‘t appear to prohibit rate discrimination among
individuat QFs, as opposed to rate discrimination agains? QFs as a class
of power suppliers. The FERC aiso explained that differences in
circumstances, in any event, will frequently justify differances in
treatment of particutar QFs. | find the FERC’s observations instructive:
No court cases have definltively construed the
meaning of discrimination in the context of rates for
purchases of power from QFs under section 210, but the
most reasonable reading of PURPA preciudes
discrimination ageainst QFs as a class; it does not require
that ali QFs be teated the same. The Commission’s

current rutes sllow for different rates for QFs. The rules
recognize that avoided cost will tend to decline as more
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QFs enter the market. The Commission’s current rules
aiso set the price at full avoided cost, but also provide for
negotisted rates that fall below fuil avoided cost.
Certainly, nsgotiations do not result in the same rate for
all QFs. QFs offering different services or different prices
are not similarly situated. Thus, differentiation among
QFs is not necessarily discriminatory.

(See Reguiations Governing Bidding Programs, IV FERC Stats & Regs ¢
32,455 st 32,027 (1988) reproduced in part in Exhibitl [ (HIS-8)).
Clearly the distinctions between the Group A, B and C QFs in Florida

Power's Curtaiiment Plan are justified by differences in factua!

circumstances. | believe that making these distinctions is fair and that

ignoring them at-pieposed-byblsedel. would be unfair.

arrangement ould give credit to QFs

they overcurtail on

ong occasion s0 that they can rtaiiment on snother occasion.

Likewise, his pro ould debit QFs who underpe (Yott pages

. First, is It correct, as Mr. Yott suggests, that Florida P
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making “value judgments about the QFs’' individual [compliagce]

circumstances”?

are certainly attermnpting not to do 50. As explained/n my direct
testilfgny (at pages 50-61), we recognize that QFs mpy occasionally
experiandq temporary, uncontroliable operating cgfiditions that will
prevent theiNgtrict compliance with the Curtalimght Plan. Just as we
would expact t\accommodate those circumstagices at our own plants,
we intend to accoilymodate them at the QF pglants. Toward that end,
Mr. Charles Harper Qas issued instrugfions to system operating
personnel confirming thatthay should gbcument and accommodate QF
compliance difficulties as th&\Compafly would do for its own units. Mr.
Harper's instructions are set {o/th In a memorandum which | am

including as my Exhibit_]l(HlS- " ¥

Would the banking arrangement propogsd by Mr. Yott cause Florida
Power any operationalfroblems?

| believe it would. ean the systam opardtors are trying to rapidly
balance generatigh and ioads, they need to have hpod information as to
how much curfaiiment they can expect from each QR\as well as access
to effective/procedures for implemeanting these curtaiimdots. !f any of
22 suppliers had the option of not fully curtailing at the lasy minute,
then/the system operating personnel couid not reliably anth cost
gffectively balance the generation and load levels. In additior, the

operating function would become substantially more complicated. As
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! have already testifiad, the Curtailment Plan is intended to prompfe
predictability, ease of impiementation, and effective results. can
ppreciate OCL’s desire to get some credit for over-compliap€e, but any
der-compliance is highly problematic in that it (1) crsates additional
opefating risk and {2) shifts the curtailment burdengn that occasion to
other QP or to Florida Power. Even an assurajice that someone will
pay back tofQrrow an amount which he undgr-contributes today does
nothing to cure W@ minimum load probjfm today -- all it can do is

ensure that today’s phgblem wiill be wgfrse.

is there a betier way for OCL tw regfize some credit if it chooses to over-
comply rather than running hs At at a reduced output?

This Is exactly the circumpbtance YWgentioned in footnote 6 of the
Curtailment Plan at page £9. |f OCL wams to provide more curtailmant
than the system reqyires, | would encourage it to work with other
similarly situated QFs to arrive at a sharing arrangement that may mest
their mutual neegs. |If the system operators knowNn advance that on
one occasion 80 MW of reduction is assured from OCBand on the next
occasion 8Q/MW is assured from "X" QF, then generaily\speaking, the
system cgduld be run as effactively as if each of these QFs fxovided 40
MW ojraductions on sach of the two occasions. | believe that \is kind
of asfrangement allows individual QFs to satisfy their individual operayng

fads without involving unwilling QFs, confusing the curtailmen

process or setting up Florida Power as a curtailment compliance

policeman.
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encouraged QOFs to discuss.

Does this conclude your rebuttal testimony Mr. Southwick?

Yas.
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Q (By Mr. McGee) Mr. Southwick, would you give us a
summary of your rebuttal testimony, please?

A Yes, it seems like most everything in my rebuttal
testimony has already been discussed in some depth this week,
s0 I won't belabor it all now. I would, however, like to
emphasize two things.

First, in regard to the negatjve avoided cost issue,
I've shown that to shut off a Crystal River baseload unit to
continue purchasing an equivalent amount of QF generation
would increase the cost to the ratepayers.

Furthermore, our calculations have been very
conservative and more likely understate rather than overstate
this result. For instance, these calculations do not capture
all of the potential unit impact cost of eycling, and they
assume optimal ideal start-ups and ramp rates. In the real
world, for example, start-ups often take longer and incur more
costs than the jideal optimal possibility. In fact, this is
true well over half the time.

Second, and again involving the issue of ratepayer
neutrality, is the issue of mitigation. Florida Power has
done everything that is cost-effective to mitigate
curtailments to go further with increased ratepayer cost. The
concept has been presented of selling power off-system at a
dump price, say, $1 per megawatt-hour, would increase the cost

to the ratepayers. Any validity to this concept of the S1
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sale is based on the assumption that our QF purchases are
virtually unsaleable; in effect a take-or-pay contract., 1In
fact, it has been established by Mr. Dolan, they are not. The
contracts as well as the FERC and this Commission's rules are
all based on the principle of ratepayer neutrality.

MR. McGEE: Tender Mr. Southwick for cross
examination.

CHATRMAN CLARK: Ms. Walker?

MS. WALKER: ~No questions.

CHAIRMAN CLARK: Mr. McGlothlin? Mr. Presnell?

MR. PRESNELL: Commissioners, I have the unenviable
task of the responsibility of cross examining the last
rebuttal witness on a day when the primary objective of
everyone, including myself, is to get out of here, 80 I will
try to be brief but I do have some questions if you'll bear
with me.

CROSS EXAMINATION
BY MR. PRESNELL:

Q Mr. Southwick, during minimum load conditions, it's
part of Florida Power's curtailment plan to reduce its own
generating resources to the lowest possible level before
curtailing the QFs, correct?

A Given adequate system reliability.

Q And you would admit that sometimes that's not

possible. PFor example, on the avent on October 19th you were
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unable to cycle off your Bartow and Anclote units correct?

A That's correct.

Q Now, Mr. Harper, in his redirect indicated that that
allowed Florida Power to bring Crystal River 4 down to a lower
level than it normally would come down to. Do you recall that
testimony?

A Yes.,

Q Do you have a copy of Mr. Harper's testimony there
with you?

A I was just handed one.

Q Al)l right. That's because I gave your counsel
warning I was going to ask you about it.

If you would turn to the back of Tab 7 and look at
the minimum load emergency curtailment work sheet for that
date. Are you with me?

A Not yet. What does it look like? Is that this?

Q Yes, sir. And there should be one there for October
19th. The first one. Do you see the entry there for Crystal
River Unit No. 47

A I'm not quite there yet. Where's the date on here?
I'm not familiar with this sheet. This may take a while.

Q It's up in the top?

A Uh~-huh. 18 it written in black?

Q Well, It shows up in the white. Its in the black

band.
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A No, I haven't seen it.

Q Okay. Do you gee the FPC units at the bottom?

A Yes.

Q And there's a summary of the output of those units
for each hour during the curtailment period to the right?
Would you agree with me that the Crystal River 4 unit was
brought down to the 1S50-megawatt level only one hour during
that period? That is during the hour ending at 03007

A Yes.

Q Now, it's also true, is it not, that during some
curtailment episodes Florida Power had some of its baseload
coal units cycled off?

a I believe so.

Q And would you agree with me that your baseloaded
coal units are routinely cycled off during the course of a
year for various reasons?

A Yes.

Q In your position as the -- what, you're the head of
the Energy Supply Department?

A We call it Energy Control.

Q Can you give the Commission an estimate of your four
baseloaded coal units, approximately how many total tinmes
during the course of a year these units would be cycled off
for some reason other than for curtailments?

A I don't have that data.
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Q Would it be fair to say that an average coal unit is
cycled off at least 20 to 30 times a year or more?

A I don't think that would be fair. That sounds a
little heavy.

Q I'm sorry?

A I think that's too much.

Q Well, what do you think would be a reasonable range?

A Probably 10 to 20.

Q All right. Now, you would also agree with me that
on more than one occasion when you curtailed the QFs you did
not cycle off you.s own cogeneration unit at the University of
Florida, correct?

A I believe there was ohe occurrence of that.

Q Well, I believe Mr. Harper's exhibits reflect that
it was on more than one occasion, are you =--

A That could be. I'm not familiar with Mr. Harper's
exhibits that well.

Q All right. Now, let's talk a minute about the issue
of surplus energy and your affort to sell that energy in order
to avoid the necessity to curtail. And you would agree with
me that an effort to mitigate and avoid curtallment by selling
excess power ls inherent and a part of Florida Power's
curtailment plan, is it not?

A Yes, it 1is.

Q And when weather conditions dictate and you're
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facing a minimum load, generally you have between 12 and 24
hours notice that you may have a minimum load problem,
correct?

A No, I wouldn't call it notice. We have a heads up
that there's a good probability that something is coming. But
I wouldn't call it notice, because we don't know for a fact at
that point, no.

Q Well, you have a good indication that you may have a
problem?

A We have an indication that we may have a problem.

Q And as the records reflect, you know, if you think
weather conditions are going to be such on the early morning
of January 1st that you might reach a minimum load problem,
you'll start making efforts to sell energy off-broker as early
as December 30th, correct?

A We would, yes.

Q And if you anticipate having a need to shed 200
megawatts of power, you will send out a message on the
bulletin board to all of the utilitjes in Florida to see if
there is a buyer for 200 megawatts of power during the period
that you think the curtailment would exist, correct?

A Well, that probably oversimplifies it. We might do
that, but more likely we would make personal phone calls. We
very likely may do both.

Q Okay. And if you're not successful in shedding that
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power through advanced phone calls or through participation on
the bulletin board, then you have available to you the Florida
broker system to try to sell axcess or surplus energy,
correct?

A That's still available, yes.

Q All right. Now, it seems to me that the problem, or
the dispute or issue that we have between Florida Power and
the QFs with respect to your ability to sell that power,
relates to the method by which you price that power. And if I
might approach the chart for a moment, go back to the original
example we had used with Mr. Harper, I want to make sure 1
understand your position and what the issue is.

Let's assume that Florida Power is operating its
baseload facilities at ita minimum. In other words, Florida
Power is generating -- its own generating resources are
operating at its minimum reasonable level, and that level
together with the QF purchases, assuming that you have
voluntarily obtained the commitments or the reductions from
the QFs that are voluntary and that you're at 2,200. Now,
let's assume that at that point you calculate your
as-available price at $15. And as I understand it, you
calculate the price at which you would sell energy, at what
you believe to be your incremental cost of producing that
enerqgy, correct?

A That's correct.
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Q So let's assume that you price that energy at a cost
that you -- that your pricing sheet that Mr. Harper referred
to is at $15. Now, let's assume that the load drops to 2,000,
and you're in a surplus situation and a minimum load problem.

Is it Florida Power's position that the price of
that block of energy is calculated the same way, and that you
would arrive at a $15 per megawatt-hour price when you're in a
200-megawatt surplus situation the same as you would if you
were operating with a balanced load?

A Yes, it would be $15,

Q And is there anything in the FERC rules or

regulations that requires you to calculate your incremental

cost in that fashion?

A That's my understanding, yes, sir.

Q You refer in your rebuttal testimony, Mr. Southwick,
on several different occasions to pricing energy this way
under "established interchange practices in the state of
Florida." You see at Page 22 of your testimony? cCan you tell
me how is it that these established interchange practices in
Florida were established among the various utilitjes?

A They've evolved over time, obviously. And they are
all consistent, at least I know ours are, I can't speak for
the others, with the FERC requlations.

Q So as far as you understand there's a general

agreement among the utilities in Plorida that no one will
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offer power on the wholesale market at less than what they
calculate their incremental cost to be, correct?

CHAIRMAN CLARK: Mr. Presnell, you need to stay near
a microphone.

MR. PRESNELL: I'm sorry. 1I'm getting back into my

old habit of pacing while I question a witness.

A I don't know of any agreement among the utilities on
how to arrive at thelr pricing. We certainly -- I'm not aware
of any.

The broker system has a guideline on how to develop
pricing for the purposes of the broker, but I‘'m certainly not
aware of any agreement we have made with any of the utilities
on how to price our product or their product. We price ocur
product based on what -~ the way we do it, which is based on
the FERC regulations, and they'll have to speak for
thenselves.

Q Well, you say it's consistent with established
interchange practices in Florida, so is it your understanding
that all utilities in Florida engage in this same price --

A Well, it seems to generally work that way. 1've
never seen anybody selling power for free.

Q No, sir, i'm not suggesting that you necessarily
sell it for free.

Has Florida Power ever made an effort to co to the

FERC to change its tariff to allow market-based pricing so

FLORIDA PUBLIC SERVICE COMMISSION




10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

996

that you could sell your power at less than what you compute
your incremental cost to be during low lcad situations?

A I'm not aware of such an effort.

Q Is such an effort possible?

A To get a FPERC approval for market-based pricing,
which has been talked about a lot recently in the industry, is
a very new thing and it gets into all kinds of -- I'm trying
to think of the term -- the open accees transmission and sonme
of the more recent events have gotten into a lot of issues
that involve market-based pricing. We're not allowed to do
market~based pricing. We're required to do cost-based
pricing.

Q And it's your position that the FERC regulations
require you to price your incremental cost the same when
you're in a surplus situation as you would when you are at a
balanced load, correct?

A It requires us to price it no less than our
incremental cost at any time.

Q Well, but that's not my quastion. My question is,
is it your position that the FERC requlations require you to
reach the game result in calculating that price whether you'rae
at a balanced load or you're in a 200-megawatt surplus
situation, because that's the way you say you price your
enaergy.

A If you define this as a 200~-megawatt surplus
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situation, I would say yes. I don't define it as that,
because we have another alternative available to us and that
alternative is to curtail the QOPs and bring that 2,000 back
into balance. As we said, the QFs in our opinien are not

take-or~pay contracts.

Q In your opinion, QFs really aren't firm contracts,
are they?

A I'm sorry?

Q In your opinion, the QFs really aren't firm

contracts, are they?

A They are a firm contract. They are not take-or-pay.
There's a very big djifference.

Q Now, let's look at Tab 7 again of Mr. Harper's
testimony. And we've numbered our pages, Page 29, and what it
is, is a good ways toward the back there is a shaet reflecting
the broker quotes that Florida Power made during the early
morning hours of January 30th when it was curtailing the QFs.

So if you'll find that sheet for ne.

A 29 from the front?
Q Yes, sir.
A Okay.

Q And I'll be happy to help you find these pages if it
will expedite things.
A I think I have 29 pages.

Q Okay. You see the sheet that says, "Daily Broker
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Quote Report, Monday, January 30th"?

A Yes, sir.

Q Would you agree with me that that's a list of the
sale quotes Florida Power wmade on the broker that evening in
an effort to shed excess power?

A Yes.

Q Do you know why Florida Power offered to sell less
energy than it needed in order to solve the curtailment?

A I suspect somebody made a judgment that we could
naybe sell a block of 50 but not more. I don't know the
absolute answer to that; I didn't do that.

Q And you would agree with me that your abjlity to
sell blocks of energy on the broker depends, by and large, on
the price that you offer to sell at, correct?

A Yes.

Q And you don't know to what extent there's a market
for your power until you put a price on it and see if the
computer matches up, correct?

A They don't know, but they have a real good idea.

Q Now, this indicates that you are pricing your broker
sales in 50- to 100-megawatt blocks in the $14 range, correct,
during the early morning hours of January 30th?

A Yes.

Q And if you'll go four full pages past that and turn

the page, which is the backside of Page 33, we'll see the
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results of those efforts. You'll see a sheet that says,
"Daily Broker Schedule Report, Monday, January 30th, 1995."
Do you see that?

A Yes,

Q Now, let's just walk through this one example and
make sure we all understand what this information portrays.

At 1:00 in the morning, the hour ending, or for the

period between midnight and 1:00, there were two utilities
whose decremental price matched up with Florida Power's offer
to sell energy on that evening, correct? Tallahassee, 25
megawatts; and Kissimmee of 16 megawatt, correct?

A That's correct.

Q So you were able to sell 41 megawatts over the
broker, and you would agree with me that that energy cleared

at a price halfway between 14.47 and either 17.40 or 19.11,

correct?
A That's correct.
Q So that those clearing pricea, the price at whicn

Florida Power was paid for that energy, was $15 to $16,

correct?
A Yes.
Q S0 the $15 to $16 that you sold that energy for was

pore than what you calculated your production cost to be for
that enerqgy, correct?

A Yes.
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Q And that's at the same time you were curtailing the
QFs8, correct?

A I believe so.

Q So you were making a profit off of your surplus
energy sale at the same time that you were curtailing QF
energy, right?

A Yes.

Q Now, if you look at the hours of 2:00, 3:00 and
4:00, you would admit that the broker effected no sale for
Florida Power during those hours because other utilities were
on the broker offering to sell power at a lower price,
correct?

A Yes.

Q And you would agree with me that primarily during
that pericd of time FPL was on the market, the wholesale
market, selling economy energy or offering to sell energy in
the $11 to $12 range, correct?

A Yes.

Q And if Florida Power had priced its energy at $11,
would you agree with me that you would have been able to sell
all of that power instead of Florida Power and Light?

A Yes.

Q And if you had offered to sell your energy at $11,
when Kissimmee and Key West was buying or submitting buy bids

at 192, you would agree with me that you could have sold that
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energy at a price in excess of your incremental -— of the way
you calculate your incremental cost, correct?

A It may have worked out that way.

Q So if you had dropped your price to $11, you still
could have sold more megawatts and still made a profit at the
time you're curtailing the QFs, right?

A It could have worked out that way.

Q Well, it does work out that way, doesn't it?

A Well, we would be in violation of {:he broker
guidelines in how to price our product. We'cd be in violation
of the FERC rules.

Q Well, let's talk about the broker guidelines. W#ho
regulates the broker guidelines?

A I don't know if anybody regulates them per se.

Q The fact of the matter is, nobody regulates those
quidelines other than the utilities who participate in the
Florida broker system, correct?

A I don't believe that's true, 1It's the rules of the
road.

Q There's no reqgulatory oversight of how you
administer the Florida Energy Broker Program, is there?

A At least indirectly there is because everything we
sell and buy is -- ultimately winds up in the fuel adjustment
and is approved by this Commission.

Q But the price you obtain for selling and buying

FLORIDA PUBLIC SERVICE COMMISSION




10

13

12

13

14

15

16

17

18

19

20

21

22

23

24

25

1002

power at wholesale is not regulated by this Commission, is it?

A No, it's not.

Q And the rules and regulations that govern how the
Florida Energy Broker works ls not regulated by this
Commission or the FERC is it?

A It's not regulated by them, no, sir.

Q Now let me approach the chart again and make sure I
understand what your position is on this subsidy issue that
you keep talking about.

CHATRMAN CLARK: Mr. Presnell, how much more do you
have for this witness?

MR. PRESNELL: 15 minutes.

CHAIRMAN CLARK: Okay. Go ahead.

MR. PRESNELL: Does a trap door open if I go 16?

CHAIRMAN CLARK: Thatt's right.

Q (By Mr. Presnell) Let's take the horizontal basis
and assume this is a 24-hour period. And on the vertical axis
we'll assume that this is -- we'll start at midnight and go a
24-hour day until 11:59 p.m. And on this axis we'll take
Florida Power's incremental cost or its as-available pricing
in 5 megawatt increments, 5, 10, 15, 20, 25, 30, and I suppose
one could go higher.

A I'nm sorry, what was that?

Q These are dollars per megawatt-hour of your

incremental cost or your as-available rate?
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Q Okay? Now, let's assume that under the QF contracts
you're paying those QFs a firm price for energv sales and you
understand that to be an aspect of the contracts between the
QFs and Florida Power that there's an energy rate Florida
Power pays for the energy deljvered by the QFs to Florida
Power.

A You mean do we pay the QFs for the energy they
deliver us?

Q Yee, sir, at a firm rate, as opposed to a rate that
fluctuates with your as-available pricing.

A I'm not a real expert on how the pricing works out,
but it's my understanding that it's not always the same, no.
It depends on which contract we're talking about. There are

several different contracts.

Q lLet's talk about the OCL contract.
A I'm not famjiliar with the OCL contract.
Q Well, assume with me for a minute that up untitl

August of last year OCL was paid a firm energy rate for all of
the delivery it delivered up to its committed capacity to
Florida Power at a rate of $20 a megawatt-hour.

Now, as I understand the way your incremental
pricing and as-available pricing works, when you're in low
load periods, like early in the morning when demand is low,

the incremental cost is low, and your as-avallable price is
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low. And as the load picks up and as the demand increases,
Economics 101 would dictate that the cost goes up, correct?

A Yes.

Q 50 because we have been using $15, let me draw a
line here Auring the early morning hours when demand is low,
your as-available rate is low, and then during the day it
picks up and then gradually drops back off again during the
evening hours. 1Is that a fair representation of the way the

as—-available works during the course of a day as your dema.nd

increases?
A Could be.
Q Now, would you agree with me that in the essence of

a firm contract if there are levelized firm energy payments
being made to the QF, that as your demand increases during the
course of a day and your production coots increase, Florida
Power gets the benefit of the period of time during which the
as~available rate or your production cost exceeds the firm
rate that you're paying the QFs?

A Sure. That's the whole purpose.

Q And so the whole purpose is to get a subsidy from
the QFs during those periods of time in which your production
cost is higher than the firm rate?

A No, sir, that's why we have such a big capacity
payment to the QFs.

Q So you would agree --
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A We're buying, in effect, a coal-based unit, so we
can't pay more than a coal price.

Q Well, you would agree with me that it's not as
simple as determining a difference between the aenergy cost or
the as-available rates in determining whether or not there's a
subsidy involved; you have to include things like a capacity
commitment, correct?

A It depends on what we're looking at here. We're
starting to get a little off kilter, I believe. are we
talking about a subsidy during the minimum load period?

Q Uh-huh.

A No, I believe during a minimum load period that if
we're to the point where we have the choice to either curtalil
the QF suppliers or shut off one of our baseload units, and if
we do not curtail the QF suppliers, they will be
subsidizing -- the ratepayers will be subsidizing them, that's
what T believe during that situation. Now, we can talk about
other situations.

Q You're talking about during the situation here there
would be a subsidy?

A Yes.

Q And during that period the ratepayers are
subsidizing the Southern purchase at $20 a hour, are they not?

A It could be looked at that way, but the difference

is of the Southern contract doees not have the ability to be
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curtailed and the QF contract does.

Q You just signed a settlement agreement with
Auburndale, did you not?

A I belileve we did.

Q And with Auburndale you agreed to pay them within
10% of the firm rate even if it's above your production cost

correct?
A If you all would like to talk about a settlement
agreement, I'm sure we could work on that.

MR. PRESNELL: We would like, Chairman Clark, to
introduce into the record the Auburndale agreement. A summary
was submitted with the understanding that we would receive a
copy of it. We have it and we think it's pertinent that the
record include the full agreement, soc we would ask that that
be submitted into evidence.

MS. WALKER: Chairman Clark, we would object to the
admission of that into evidence at this point.

The summary was admitted to update Mr. Dolan's
testimony. None of the other curtailment agreements have bee..
admitted into evidence. The settiement agreement is not a
subject in this proceeding. It is not relevant. And it is
also outside the scope of Mr. Southwick's rebuttal testimony.

MR. PRESNELL: T don't have any objection coming
from Florida Power. The document was made public yeaterday,

it was provided to counsel under the commitment of Florida
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Power to make it available. It is clearly relevant to this
witness' cross examination, because they just signed an
agreement with Auburndale whereby they concede that there's a
subsidy. So it's inconsistent and certainly allowable within
the scope of cross examination.

CHAYRMAN CLARK: Mr. Presnell, do you have copies of
that?

MR. PRESNELL: I have a copy. I will be glad to
make copies available. I did not bring copies with me.
Coplies are available.

CHAIRMAN CLARK: Are you indicating that you would
like to introduce that exhibit at this point and continue
crosg examining Mr. Southwick on it?

MR. PRESNELL: Yes. But I'm not going to ask hin
specific questions about it, so we don't need to stop the
cross examination for that purpose.

CHATRMAN CLARK: Go ahead with your cross
examination, and we'll take up your request to have it
introduced into the record later.

Q (By Mr. Presnell) Do you understand, Mr. Southwick,
that the agreement that you've reached with Auburndale would
require you to pay Auburndale a rate which on occasion would
exceed your incremental cost?

A Yes.

Q And to that extent you've just agreed with
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Auburndale to subsidize Auburndale at the expense of your
ratepayers?

A In exchange for other valuable benefits.

Q What benefits are those?

A I'd have to pull the thing out and read it to get it
back in my head. But that's the whole nature of a settlement
agreement, you give and you take.

COMMISSIONER DEASON: Let me ask a question.

WITNESS SOUTHWICK: Yes, sir.

COMMISSIONER DEASON: The guestion to you concerned
Auburndale and whether there would be periods of time when the
payment to Auburndale exceeded Florxida Power's incremental
cost; is that correct?

WITNESS SOUTHWICK: That's what I understood him to
ask, yes, sir.

COMMISSIONER DEASON: The way I view that graph,
there's going to be periods of time when the payments to
Orlando CoGen would exceed your incremental cost as well; is
that correct?

WITNESS SOUTHWICK: VYes. The way he drew the graph,
yes.

COMMISSIONER DEASON: I can't ask Mr. Presnell a
guestion; I'1ll ask you. What's the significant of that, then?

WITNESS SOUTHWICK: I guess he's getting back to the

low load period.

FIORIDA PUBLIC SERVICE COMMISSION




10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

1009

MR. PRESNELL: 1I'm sorry, maybe my questioning was
not clear enough in my haste not to fall through the trap
door.

Q (By Mr. Presnell} Mr. Southwick, is it true that
you have an arrangement with Auburndale whereby even in low
load situations you would agree to pay them a price in excess
of your as-available rate; not when they are curtailed but
during low load situations?

A During low load situations other than during the
curtailment period. And I believe as part of that settlement
they are not going to contest the curtailment situation, so
they won't get paid during that.

0 Well, they won't get paid during the period of time
that they're not delivering energy?

A Right.

Q But during the periods of time that they are
delivering energy they will be paid at a rate which approaches
thejir firm rate, or is equal to their firm rate, even when
that rate exceeds Florida Power's incremental?

A There will be times when they will be paid more than
incremental cost.

COMMISSIONER DEASON: Will there be times when
Orlandc CoGen will be paid a rate that exceeds Florida Power's
incremental cost during a low load situation?

WITNESS SOUTHWICK: Not under the current billing
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practices, as I underetand them. I'm not an expert on pricing
of the cogeneration.

COMMISSIONER DEASON: Okay. Well, then, is that
graph incorrect? 1 would assume --

WITNESS SOUTHWICK: He agsumes --

COMMISSIONER DEASON: Let me ask my gquestion,
please.

WITNESS SOUTHWICK: I'm sorry, yes, sir.

COMMISSIONER DEASON: Okay. Thank you.

I had to use my hand. I don't have a gavel anymore.

That graph says to me that OCL is going to be paid
$20 per megawatt-hour regardless of the time of day. Is that
the way you interpret that graph?

WITNESS SOUTHWICK: Yes, sir. I interpreted that he
said, “We'll assume that they are paid $20 all the time." And
given that assumption that's the way I interpreted it, yes,
sir.

COMMISSIONER DEASON: oOkay. But you're saying in
the real world, though, they are not paid $20 a megawatt-hour
24 hours a day.

WITNESS SOUTHWICK: I don't believe they are.

COMMISSTONER DEASON: You don't know?

WITNESS SOUTHWICK: I don't believe th:y are, but --
I don't believe they are.

COMMISSIONER DEASON: oOkay. Thank you.
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MR. PRESNELL: Commissioner Deason, an explanation
for that is, and I premise my question, up until August that's
the way we were paid. That's when they changed the pricing.
That ‘s what is involved in a lot of the litigation that's
going on and we're not trying to make that a part of this
proceeding because you denied jurisdiction over that, and I
think properly so. But that's just an explanation of why I
used the example up until August of 1994 in my question.

COMMISSIONER DEASON: Okay. Thank you.

MR. PRESNELL: That's all the questions I have.
Thank you for you patience.

CHAIRMAN CLARK: Thank you, Mr. Presnell.

We're going to take break until 1:00,

Mr. wWateson, do you have some gquestions?

MR. WATSON: No.

CHAIRMAN CLARK: Mr. Wright?

MR. WRIGHT: Madam Chailrman, my questioning of
Mr. Southwick ie very brief, I promise.

CHATRMAN CLARK: We'll do it after lunch at 1:00.

MR. WRIGHT: Okay.

MS. BROWN: We just have cne.

CHAIRMAN CLARK: All right. Thank you.

(Thereupon, lunch recess was taken at 12:10 p.m.

until 1:00 p.m.)
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CHAIRMAN CLARK: We'll reconvene the hearing.
Mr. Wright.
MR. WRIGHT: Thank you, Madam Chajirman.
HENRY I. SOUTHWICK
resumed the stand as a witness on behalf of Florida Power

Corporation and, having been previously sworn, testified as

follows:

CROSS EXAMINATION

BY MR. WRIGHT:

Q Good afternoon, Mr. Southwick. As advertised, I

have a few brief questions for you.

In your responses to cross examination by

Mr. Presnell you stated that it's your belief that the Federal

Energy Regulatory Commission regulations prohibit Florida

Power from charging less than its incremental cost: is that

correct?

A That's correct.

Q Can you tell me to what FERC regulations you're
referring?

A Neo, I can't.

Q To your knowledge, are there any FERC regqulations

that prescribe the calculation of incremental cost?
A I'm not personally familiar with the requlations.
I've never read any, but I base my opinion on the advice I

have been given by my attorney.
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Q Thank you. Are you familjar with Florida Power
Corporation's FERC-approved tariffs for wholesale power
transactions?

A Somewhat.

Q Do you know whether they say that Florida Power will
price such sales at incremental cost or whether they prescribe
a formula by which those incremental costs will be calculated?

A I'd have to look and see if they say that or not. I
don't believe there's a formula in them, but I don't know what
they say in that respect. I would have to go look and see.

Q Okay. TI*1ll just ask the first half of my question.
Do you know whether they just say that you will price at

incremental cost? 1If your answer is, "I don't know," then --

A I don't know.
Q Okay. Also in response to some questioning by
Mr. Presnell you indicated that if you were to -- I think in

the example he used, or that you and he were discussing, that
if you had priced during a certain event at $11 a
megawatt-hour on the broker that youw, that is Florida Power
Corporation, would have been in violation of broker
guidelines. Do you recall that conversation?

A Yes.

Q My question is what would happen if you violated the
broker guidelines?

A Well, there's two or three things that I have a
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problem with that situation.

Number one, we can't quote a price below our
incremental. I think that would be a violation of the FERC
rules. If we did, and in that example that we looked at
earlier, the average, after the 50/50 split worked out to be
above incremental, and yocu say, "Well, that would be okay."
But you didn't know going in that that was going to be the
result. You'd be gaveling that you'd luck out and not be in
violation of the FERC rules, and maybe you wouldn't luck out
and we wouldn't take that chance.

But beyond that in a more generic sense, if we
started gaming the broker, the broker is going to fall apart.
It's a contract that we all have that we'll follow these rules
of the road, and if everybody follows it, the system works
beautifully and the ratepayers save an awful lot of money .
And if we start gaming it and if everybody eise starts gaming
it, it's going to fall apart, and we'l) lose the advantage of
the program.

Q Do you mean to suggest that the QFs in this case are
advocating that you "game the broker"?

A No, I didn't say that.

Q I didn't think so; I wanted to make sure, however,
because you did use that phrase.

You made reference in your last response to a

contract that you have. What would the sanctions be if you
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were to offer a price to sell on the broker at less than what
you understand to be required by the broker guidelines?

A Well, the broker guidelines simply re-enforce the
FERC rule, that we can't quote below incremental cost. I
don't know of any sanctions in the broker guideline rules.
It's rules of the road that we've all agreed to follow,
through our participation in the broker. I would think that
the real sanction, if you want to think of it as why we have
to do it, is because of the FERC guidelines.

Q Okay. Just assume for the purpose of the next
question that the FERC rules don't require you to price in any
particular way. Would there be sanctions if you were to price
below what you say your incremental cost is from your broker
or the members of the Florida Electric Power Coordinating
Group?

A No, there's no sanctions in the broker itself.

Q Thank you. That's all I have.

CHATRMAN CLARK: Thank you, Mr. Wright.
Staff?
CROSS EXAMINATION
BY MS. BROWN:

Q Mr. Southwick, Mr. Presnell asked you at least one
question about the firm nature of your QF contracts. Do you
remewmber that?

A Yes,
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Q And yesterday Mr. Shanker spoke frequently of
Florida Power Corporation's obligation to honor its
contractural commitments to QFs. Do you remember that?

A Yes.

Q Would you agree with me that Plorida Power
Corporation has another fundamental obligation that it must
honor at all times, at peak periods and low load periods, and
that is the obligation to provide reliable cost-effactive
electric service to its ratepayers?

A Yes.

MS. BROWN: Ne further questions.
CHAIRMAN CLARK: Thank you.
Commissioners? Redirect?
MR. MCGEE: Just one, Madam Chairman.
REDIRECT EXAMINATION
BY MR. McGEE:

Q Mr. Southwick, you were asked several guestions, I
believe, by Mr. Presnell and Mr. Wright regarding the
arrangenents under which Florida Power makes sales on the
broker. What 1 wanted to ask you is that once the broker
makes a match between a buyer and a seller, how is that
transaction actually carried out?

A The transaction is actuaily carried out thiough the

terms of the interchange contracts between the buyer and the

seller.
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Q And are those interchange contracts on file with
FERC?
A Yes. They are all FERC-approved contracts.

MR. McGEE: That's all I have.

CHAIRMAN CLARK: Thank you, Mr. McGee.

MR. McGEE: We'd ask that -- you may have to help me
again -- Composite Exhibit 17, I believe, be admitted into the
record, if that's the correct number.

CHAIRMAN CLARK: That's correct. Exhibit 17.

MR. McGEE: Thank you.

CHATRMAN CLARK: Be admitted in the record without
aobjection.

(Exhibit No. 17 received in evidence.)

MR. PRESNELL: And we would move the admission of
the settlement agreement, the Auburndale, which I have copies
of now.

CHAIRMAN CLARK: Okay.

MR. FAMA: Chairman Clark Florida Power objects to
the admission of the Auburndale agreement.

MS. WALKER: Auburndale also renews its objection.

MR. FAMA: Commissioner Clark, If I could address
that.

CHATRMAN CLARK: Yes, if you'll give me a chance to
get the agreement. (Hands document to Commissioners.)

Thank you. It will be marked as Exhibit 18.
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Go ahead, Mr. Fana.

MR. FAMA: Thank you.

Mr. Dolan offered a summary of the curtailment
provisions in that settlement agreewent when he sponsored his
direct testimony. His direct testimony originally had in it a
summary of settlement -- excuse me, of curtailment procedures
that were no longer accurate, because there were new
curtailwent procedures in the new settlement.

At that time I told the Commission I had the full
copy of the settlement agreement, because I thought that a
party might object to our summary and want to check the
veracity and the accuracy of what was in the settlement. Not
because I intended to introduce the document. I did not offer
it in any way; I didn’t have Mr. Dolan sponsor it or anything
of the short. 5o when ocur summary went into evidence, and
there hasn't been any objection to the accuracy of our
summary, I thought it was a dead issue up until now.

It was well beyond the scope of Mr. Southwick's
rebuttal testimony. He didn't attach it. He's not a
sponsoring witness. I think Mr. Presnell is missing a crucial
element of trying to get a plece of evidence into the record.
He dcesn't have anybody to sponsor it. I don't believe
Mr. Southwick is an expert on that. I know he reviewed some
earlier drafts, and I would invite the Commissi .n or

Mr. Presnell, or I can ask gquestjons about Mr. Southwick's
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knowledge, but I don't think he has enough expertise to
sponsor the document.

As far as Mr. Presnell's cross examination, if you
treat it as a hypothetical, then it's okay. But I don't think
his cross examination alone is enough to get in that piece of
evidence. And so, therefore, I'd urge you to keep it out.

CHAIRMAN CLARK: Ms. Walker.

MS. WALKFR: The settlement agreement should not be
admitted into evidence for several reasons. In addition to
those just mentioned by Mr., Pama, it is clearly beyond the
scope of Mr. Southwick's rebuttal testimony. Mr. Southwick
nowhere in is rebuttal testimony mentions the settlement
agreement with Auburndale. 1In fact, he could not have because
his rebuttal testimony was submitted on May 2nd, and the
agreement wasn't executed until May 3rd.

Also, we agree with Mr. Pama that Mr. Presnell has
missed the boat. Mr. Dolan would have been the appropriate
witness that possibly could have sponsored the settlement
agreement. Mr. Presnell had the opportunity to cross examine
Mr. Dolan at that time; that was not done. Mr. Southwick
cannot support this document.

It is also not relevant to the issue before the
Commission in this proceeding to the extent that the
curtailment provisions or agreements that APP nas reached with

FPC are relevant. Those have been submitted with Mr. Dolan's
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testimony and his augmented summary. The other terms of the
settlement agreement are not relevant to what is before the
Commission in this proceeding, and it would not be appropriate
for it to be admitted at this time.

NS. BROWN: Madam Chairman, could I just make one
mention, just by way of information?

CHAIRMAN CLARK: Okay.

MS. BROWN: Not to take a position on the ultimate
decision you have to make.

I just wanted you to be aware that this agreement
has not been submitted to the Commission for approval yet, and
it is probably in the nature of a modification to their
contract that would have to come to us for approval. I just
wvanted to let you know the status of it.

CHAIRMAN CLARK: Mr. Presnell?

MR. PRESNELL: Chairman Clark, Commissioners, let me
respond in reverse order. Yes, 1t's our understanding this
will be filed with the Commission shortly in support of a
petition and the Commissjion will consider it in that context.

With respect to counsel for Auburndale's comments, I
submit that Auburndale has no standing to object. This
document has been made available., This is a dispute on this
issue between Florida Power and Orlando and Pasco. Auburndale
has taken no position on the issue and, therefore, has no

standing to object whatsocever.
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With respect to the objections raised by Mr. Fama,
there are two egsential elements with respect to the
admissibility of a document. The first is whether it is
authentic. There's no question but that this is an authentic
document.

Second the question is wvhether it is relevant.
There's no rule of evidence that says someone has to sponsor
the document.

The real issue and the only issue, I submit, is
whether it is relevant. It is relevant in part because Mr.
Dolan made it relevant when he mentioned in his testimony and
discussed during his testimony the Auburndale curtailment
agreement.

So Florida Power is the one who put in play the
relevancy of the Auburndale agreement. They cannot do so,
submit a summary and then object to the relevancy of the very
exhibit which they contend is relevant in the first place.

With respect to that issue, one of the key elements
of Florida Power's position, as 1 understand it, is that they
object to pricing energy on a basis that would, according to
their calculation, cause & subsidy to the ratepayers or cause
the ratepayers harm in some sort of subsidy.

This agreement shows that Florida Power last week
just entered into an agreement by which they have agreed to do

just that. And Bo it is certainly from a impeachment
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standpoint relevant. 1It's relevant in support of Mr. Dolan's
own testimony when he put the issue at play during his direct
testimony. It is clearly relevant. It is obviously authentic
and it is certainly admissible.

CHATRMAN CIARK: I'm going to allow the exhibit into
the record as Exhibit 18.

(Exhibit No. 18 marked for identification and
recelved in evidence.)

CHAIRMAN CLARK: Anything further?

MS, BROWN: That's our last witness?

CHATRMAN CLARK: I believe so.

MS. BROWN: Oh. Well, let me get the CSAR.

CHAIRMAN CLARK: Did we catch you by surprise?

MS. BROWN: Well, we've just been going on for so
long.

CHAIRMAN CLARK: Let me ask this: 1Is there anything
else that wve need to take up before we adjourn today?

MR. McCGLOTHLIN: One quick matter, during the
prehearing conference I requested that you allow parties 75
words per issue in the posthearing positions, rather than the
usual 50. You said you would reserve ruling on that.

CHATRMAN CLARK: Uh-huh.

MS. BROWN: Chairman Clark, we're talking about
summary of positions to each of the issues?

CHATRMAN CLARK: Yes, and I unders*and it has to be +
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MS. BROWN: I really don't have all that wuch of
an opinion on it, though I do think that 50 words is plenty tc
state the parties positions. If you can't say it in 50 words
—— what did you say?

CHAIRMAR CLARK: Commissioner Garcla has just
pointed out that you do have a opinion.

MR. MCGLOTHLIN: I make the request from the
standpoint of one who has counted sentences and compared words
and left out prepositions many times to get within the 50.

MS. BROWN: 1I'm sorry, I didn't hear that because I
had not gquite finished what I wanted to say.

If you can't say it in 50 words, it probably is not
worth saying,.

That being said, though, {f you want to read 75
waords, go ahead.

CHATRMAN CLARK: Anything else? Anything else? 1Is
that the only thing we have to decide?

MS. BROWN: No, there is one other thing. And then
I need to read the CSAR.

The other thing is that in the Prehearing Order in
other matters, Orlando CoGen gpecifically requested that the
Commission vote on each of the subissues identified in the
Prehearing Order, particularly, I think, 1t's Issue 2 and

Issue 6.

MR. MCGLOTHLIN: The mitigation issues and the time
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frame and nature of cost in the avoided cost comparison. I
don't recall the number of the issues, but they are set out
there.

MS. BROWN: As you sald in the prehearing
conference, Chairman Clark, that's well within the sound
discretion of the Commission to decide whether they want to do
that or not. I recommend that it's not necessary.

CHAIRMAN CLARK: I think it's premature at this
point to make a decision on that. It seems to me when a Staff
makes a recommendation on this with regard to the matters in
this docket, and the Commission considers it, then the
Commission can decide whether they feel that they are
compelled to vote on each of the issues.

Commissioners, there were some issues or points
raised by the parties that I felt were subissues of a larger
issue, and it became apparent that the reason -- one of the
reasons they were being identified as an issue was a desire on
the part of some parties to have Commission vote policy on
some of these items,

I view that as something within our discretion to do
or not do as we find it necessary in a particular case. And I
pointed out to the parties that they have the option of using
findings of fact or conclusions of law if they feel that
there’'s a particular point on which we should rule one way or

the other. 1 still think that can be done at the time we
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decide to take a vote. I mean we'll have all the mattere
before us, and we will each have the opportunity to review the
record and the recommendation and decide what is necessary and
appropriate for us to draw conclusions on and make decisions
on.

MS. BROWN: Chairman Clark, the transcripts from
this proceeding are due May 23rd. The parties briefs are due
June 15th. Our recommendation will be filed the 6th of July,
for your consideration at your regular agenda the 18th of
July, standard order to be issued the 7th of Auqust.

CHAIRMAN CLARK: Mr. McGlothlin, with respect to
your reguest of more than 50 words, I think the commission has
adopted a rule calling for 5C words except where there is just
cause, and I don't find that the issues in this case or the
explanation of poasitions on this issue would require more than
50 words. I think if this does, then everything does, and for
that reason I would not allow more than 50 words. 1 would
follow the rule in this case.

MR. McGLOTHLIN: All right.

MS. BROWN: There’s nothing further that I'm aware
of.

CHAIRMAN CLARK: Thank you very much. This hearing
is adjourned.

(Thereupon, the hearing concluded at 1:25 p.:.)
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