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1 P R 0 C E E 0 I N G S - - - - - - - - - - -
2 (Hearing reconvened at 8:35a.m.) 

3 MR. STONE: Commissioner, at this point in 

4 the record, it's my understanding that we are supposed 

5 to insert the testimony of Dr . Roger A. Morin into the 

6 record by stipulation . 

7 CHAIRhAN WILSON: That's correct. 

8 MR. STONE: or. Morin revised ~ is testimony, 

9 as we had noted at the prehearing conference to take 

10 advantage of the fact that there had been substantial 

11 passage of time since the initial testimony was 

12 submitted . It's now been updated to reflect current 

13 market conditions as of mid May, and the record copy 

14 that I will be giving to the court repor~er is a 

15 completely new typed version bearing all the things 

16 ~hat relate to that. 

17 Although those ch~nges have been given to the 

18 parties , I have new versions which I'm wait ing on one 

19 page, which I'll be able to hand out to the par~ies 

20 later, including the Commission. 

21 

22 

23 

2 4 

25 
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g~f orr t ne Fl ortd a Pu b liC ~Arvs c~ cc~~ . S!.O ~ 

D 1 r <-..: t T e s t 1 m '' n y '' f 
Dr. Ro<3 e r A. Mr>r · n 

In Suppor t o f R HP Rr>! sr· f 
Dock~t No. 89 ! 34 S-F"! 

Date o f f 1!1nq Decr:-mb<>r 1'- , :960 kE·vls .. J June ~. 111'!0 

Q. Would you plea s e s tate you r name, busi~ess addrP s~ , 

and occupation? 

A. My name is Dr. Roger A. Mo rsn. My hustr.r>ss ·.s f4 n 

C! e:~ rl ake Teuace, Ro s w<?l l, Ge<Hgl .l, 30 0 H · . a "' 

P r o f e s s o r of P 1 nan c e a t t 1-te Co ! 1 <? q e o f ~ us l '1 Lis 

Administ r atiOn, Geor~i a StatP Un1 vmr s: t y an~ 

Pr o fe sso r of f l ndnce f e r Reg ul ated Ind u s try at r ~p 

Cen ter for the "tudy o! Regulated In~ustr :· at r:,. :: 1 

Sta t e U~ivers1ty . 

Q. P l ease desc ribe your e ducat ional bac kgr ou nd. 

A. I holci a Bachelor of E:ng1 ne··z :ng r.~-; r ee ,; ~. ,-: an !" :l ! ... 

f 1na nce fr om MeG i 11 U n i ve r s 1 t y , l'ont rea l , Canal'ia. 

rec e ived m"/ Ph . D ln Fi nance and E' COnO"'',tr ~ CS at ~ \...~ 

Whart on School of F'1nance, U ~1ver s st y o f Pe nns,:v~-:~ . 

Q. Do you have an exhibit that contains info rmat ion t o 

wh ich you wil l refe r in you r te stimony? 

A. 'ie s . 

Counsel: .. e ask that Or. ~ o r :n ' s fx h 1 b! 
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) 

Docl(r>t No . 8 9 1 34 ';-EI 
Wl ness : R. A. Mo nn 

comp r tsed c: 8 Sc hedul e s , be ma rk ed f 0 r 
111 · It) 

1cie nt t fi c a lion as Exhihtt :~ol. __ (R AM-I l . 

? "ge 2 

4 Q. Pleas e summarize your a cademic and business c aree r . 

S A. I have t a ught at the Whar ton School o f Fi nane~ , 

6 

7 

8 

9 

10 

11 

1 2 

! ) 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

2 5 

Cn ive r s ity o f Pen~s y lva ni a , at the Amos 7 uc k S~h0nl 

o f 3usi r.ess a t Dar t mout h Co ll ege where l ... as Vt!'t ' 1nq 

Pr ofess o r o f F inance i n 1986 , at Drex el Uni vP r R:t y , 

Un iver ~ it y o f Mont r eal , ~cGill Uni vP r s :t y. 

been a pro f esso r of F i nance at the C0llege o f 

Busin··Ss Administ rati on a t Geo rg i a State UnlvP r sltY 

s i nc r, 19 79. I wa s a fac ulty membe r o ! Acv~ncPd 

Manag eme nt Rese a r ch Inte r nat iona l, ~ nd I at:l cu r ~ent !y 

a faculty merr.~er o f 7he Planag ement E xchan9~. Inc . , 

where 1 conduc t fr eq ue nt nati ona l e xecut ive - level 

ed::c a t i on s e mi nar s th r oughout the Un t ted Sta tPS 'i :1C 

Ca nada . In t he las t f i ve ye a rs and t h r oughou t 1989 , 

I have c o nducte d nationa l s e minar s on " Utt li t y Cos t 

0f Cap i tal " and " Utili t y Cap l tal Al l oca t:on . " 7hese 

3Ce prog rams which I ha ve d eve lo~ed e n beh~ l f o f 7hf> 

Ma nageme nt Exchange , Inc ., I n co n junct:or. w i t ~ Put; JH· 

Ut i l i t ies Repo rt s , I nc . 

I have a u t ho r ~d o r co - autho r ed se veral h00 ~ s . 

monographs , a nd ar ti c l es t n a cad emt c an~ sc:ent: ~ t c 

j ourna l s o n t he subject o f f 1nancf>, tnclud1n1 the 

1663 



Ooc i<-?t 'lo. 80: 34 <.-F.Y 
W ltn ~ sq : R. ~- ~ o r 1n 

Pa <Jr 3 

J ou r nal of Findnce, the Journ~ l o f q us1 n~ ss 

2 

3 Publt c Uti l1ty Fo r tn i ghtly. I h .=t V~ a lsv ptlt' l : s hwl"' 

4 wtde i y-used textbook on r egul .Hory ft na nc e , ~n t : t 1P1 

5 Ut t l . ties Cos t o f Cap i tal, p u bl i s he d by Puh l t ~ 

6 Utility R~ports, Inc. , Ar linq tn , VA , 198 4, a~d ~ 3 ve 

7 enga•Jed in extensi ve consulting a cttvtttes o n heha l ! 

8 of numerous corpo rat ions and l ega l ~ tr ms tn ma t er s 

9 of ftnancial managem~nt and co rp0ra te lt r i g~t i '"l " . 

10 Schedule 1 desc r ibes my pro!ess t '"l na l c reci enr t a! s 11o 

11 more detllil. 

1 2 

13 Q. Have you ever ~ estified on cost of capita l before? 

14 A. Yes , I have been a cost of capttal witness be f o re 

1 5 

16 

1 7 

18 

19 

20 

num~ rous regulat o ry boards a c ross the U.S. a~ci 

Canada, i ncluding th e Fede r a l Ener ~ y Regul a t o • y 

Commiss ion and the Fede ral Commun ic ~ ttons 

Commisston. The details o f ~y part l cipatt c n i n 

regulatory proceed ings ar e pr ov1rled in Sch·•dul,. 1 

2 1 Q. Have you it ad any assoc i ation wit h Regula tory 

22 Commissions? 

23 A. Yes , in the summer o f 1989, I wa s a con su l an t f 0 r 

24 thP Ontario Telephone se r v i ce c onmt s si o n r ~TSCl t o 

25 e s tablish procedures !or determ i n ing t h~ ~os t o f 

1664 
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Oocltt-t No. a<q J4 S-El 
Wt tness: R. A. Mo r i"' 

Pi!q P 4 

..:-'lpt tal for ITIUnici pa l , coope rati ve , an rl tnv ·~ ~ t o r -

2 ownP~ telephone utilt~1es reg ulated ~Y the o;sc . 

3 Current ly, I am a ss tstinq t he l ll tnot~ Com~e r ce 

4 Co~m1sston st aff 1n a ssesstng c os t of cap:c~l 

5 methodo log ies. 

6 

7 Q. What is the purpooe o f your testimony? 

8 "· I have been asked t o conduct an independent ap p rilSa! 

9 of the cost of common eq ui ty cap l til! fo r th@ ~u: f 

10 Power Company (Gulf, the Compa ny) , anc to fP ComnPnr. ~ 

ll return on such cap1tal which w1 1 I bP f i t r to t h<> 

1 2 r at epayer, allow the cor.tpany t o llttrac t cap1 t a! 0:1 

i ) rea sonable terms , and m~intain i t s f inllnc1a! 

1 4 integrity . 

1 5 

16 Q. ?lease summari ze your testimony and recommendati o n. 

17 A. I r ecommend the ad option of a r et J rn on con~o"~ PO U! ty 

18 of 13 . 50 percent. My recommendation IS de r i ved f ron 

19 studies I performed using the discounted cash fl ow 

20 (DCP) and r isk premium methodologtes . 

21 I pe rf o rmed DCF ana lyses on two dtf f ~ r ent 

22 su rrogates for Gulf: The Southern Comp .:~n y <Sout he r:-~) 

23 and a g r oup of c ompa rable r is k elec t rtc uttltt i ~s . 

24 I al s o perfo rmed f i ve rt s k p r emium analyse~ . 

25 I n addition to three tradtti o na! ris ~ prPm : um 
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3 

6 

7 

8 

9 

I 0 

Docket ~ o . 89! 345-E! 
Wt • n~ss : R, A. Mo r 1n 

Paa~ ~ 

analyses applied to Sout he rn a nri to an ~lect r ic 

Utility 1ndust ry i nriex , :used ~ he ca;:>lt1 l as s "t 

p · 1~1nq model (CAPM ) and ~ n emp i r ical a ppro x t~atio n 

o! the CAPM (ECAPM l . 

My r ecommended rate o f re tu r n r e f lects t he 

av~ rage equ i ty retu rn f r om my var ious DCF and rts k 

p r emium analyses and the applica t i on o f my 

profess1ona l judgment t o the resu lts in ligh t of 

GPC' s cu r r ent business r isk env i ro nme nt. 

11 Q. Wha t e conomic and financ i a l c onc e pts ha ve guided your 

I 2 assessment o f Gul f' s cos t o f common equity? 

13 A. Two fundamental econom i c principles underlie the 

14 

I 5 

16 

1 7 

18 

19 

20 

21 

22 

23 

24 

25 

app r aisal o f Gul f ' s cost o f equ ity , one rP l at 1n~ to 

the supply s ide of capi ta l ma rk ets , the o the r t0 • h<> 

ilemand s ide . According to the ~ 1 r st principle , a 

rat1 onal in ve s to r is max imiz : ng the perf ~ rmance o~ 

h1s p o rtfo l io on ly if he expec t s t he r Ptu r ns earned 

on investments of comparable rt s k to b~ tre same. I~ 

r.ot , the r a t1 onal investor Wi ll SWitch ou t o f tl.os e 

investmen~s yielding lower ret u r ns at a given r ts~ 

l evel i n favo r of t hose inves tment act i v i ties 

o ff e ri ng h i gher ret u r ns f or t he sa~e deg r e e o f rt s k. 

This principle impl ies that a company wil l be u nahl e 

t o attract the cap it al fund s it needs t o mee t 1t~ 

1666 
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nnc itet tlo. aq! 34 '1 -"'l 

WP. ness : R. A.. '1 o r:o: 
PJ'l"' 6 

unless It ca n offer ret u rn :. t<J -.·; pl~~: !' •.opll'• · c-

competing investments o f si m1lar rls";. 

On the demand side , the second or:~c 1p ;P 

asse rt s that a company Will cont1nuP to :r. ve s :n 

real physica l a ssets if the retur n on thes(' 

inves tments exceeds o r equals the company' s cost o ~ 

c apital . This concept suggests that a r@g u lat 0 ry 

commi ss ion should s et rates at a le ve l su ff 1c1ent t o 

c reate an equal ity be tween the r eturn o n phys1ca: 

asset invest ments and the comp a ny ' s cost o ! cap1 t1 : 

These pivotal concepts • ere articulated :n 

l andma rk st atements of the natior,' s highe s t cour• •r 

the well-known case~ of Fede ral Powe r co~miss1on vs 

Hope Natural Gas CoMpany , 320 u.s. S91 I!Cl44l , "'nri 

Blue~ield Wa t er Wor~s ~ I morov@ments Conpany vs 

Public Se rv ice Commission o f West Vi rg zn1a , 262 u.s. 

679 ( 19231 . The U.S . Supreme Court reiter :lted the 

c riter ia s et f o r th in Hope 1n the Federa1 Po~ er 

Commissio n vs Memphi S Light , Gas ~ Wat e r D1v:s1 on , 

4 11 U • S • 4 5 8 ( l 9 7 3 l , Per rr. ian Bas 1 n Rate ca ses , 3 9 0 

U.S . 74 7 (1968), and most r ecent ly 1n Duquesne L:ght 

Co. and Pennsylva nia Power Co . vs D.M. Ba r asch, e t r ., 

et al. No. 87 - 1160, 109 U. S. G09 119891. 



16f.S 
Do.: ket !lo . 89 1 34 ':> -E I 

W 1tn~ ss : R. A. Mo fl r, 
P 1 ·~ e 7 

Q. Under traditional cost of service regul at ion , please 

2 ~xp1a1n how a regulated compa ny 's rates should be 

3 set. 

4 A. Unde r the tr~ditional reg ulat o r y o r J C' " ~~ . -1 r <> ·~ uJ ,, , ,.-: 

s company' s rates should be s et so t ~ ~t the c ~npany 

6 covers it s costs , including taxes a:1r. rlep r eC I<it i •) r. , 

7 plus a fair and rea sonable re tu rn on 1ts 1nvestPd 

8 capi ta l. The al lowed ra te o f re tu r n mus t necess<>nl y 

9 reflect the cos t of the funds ohta1ned, that i ~ . 

10 investo rs' retur n requ i rements. In dPte rmin!ng a 

1 ! company's rate of return , t he st arti ng po1nt 1 s 

1 2 investors ' return requireme nt s 1n f t:1anc 1a l m~r ~ P · s . 

1 3 A rate of return can then be se t at a levP l 

14 suffic i ent to enable the company t o earn a retu' :1 

lS commensurate with the c os t of those { unds. 

16 Funds can be obt ained in t wo gene ra l ~ o r m ~: 

17 debt capital and equity capital. : he cost ~ ! ~· h: 

18 funds and preferred s t ock fund s c an be ea si ly 

19 ascer tai ned from an examinat ion o f the con t ra rtu ~ ~ 

20 interest payments and p r ef~ rr ed d 1v1dends. ThP co~ t 

21 of common equ ity funds , that 1s , lnv '?s t o r s ' reoutrec 

22 rate of return, is mor e d 1f f1 c ult t o estimate . ! t . s 

23 the purpose of thls ~est1nony t o esttnate a ~ a: r a n~ 

24 reasonable re tu rn on the common equ1 t y c ap ital o f 

25 Gulf. 



1669 
Docket No . 8')! 345 - EI 

W1 tn~ s s : R . A. " o n n 
P 1ge 8 

Q. What must be conside red i n estimating a fa1r ret~ r n 

2 on equity? 

3 A. The ba s1c premise , a s st ~ted in th P Hnp~ and 

4 Bluefie ld cases, is th~t tho all o~~hlP rPl u r n nn 

5 equity should be c~~mensu r ate wi th rPt urns on 

6 investwents in other fi rms hav1ng c n rr esp0nr1nq 

7 ri s ks. The allowed re turn shot1lrl r.~ s uff! c lPnt t n 

8 assure confidence 1n th~ financ i a l int egr i t y 0 ~ th~ 

9 f irm in o rde r to maint a in cred1t worth l ness ~nd 

10 ability to attrac t capital on r easonabl e terms . 

1 ] 7he attraction of cap1ta' st andar d focu s~s o n 

12 investc rs' return r equ i r ements wh i ch are gener~ l: y 

13 determi n~ v using ma t ket value method s , s uch a s th~ 

14 Discou nted Cash Plo w ( OCr ) o r r is k p r em 1um met h r ~~ . 

15 The se ~arket va lue test s de! 1ne fa1r r e t u r n a s the 

16 r eturn investo r s ant icipate when they pu r cha sn eq u itY 

1 7 sha r es of compara b le r isk in the f i na nc i al ma rk e tp lace . 

18 Th is is a ma rket ra te o f retu rn, defi neti 1n l fc>rm s o f 

19 antic i pated dividends a nd c apit a l gains a s d~term:~e1 

20 by expected cha nges in stoc k pr1ces , and r~f lec t s t~P 

21 opportunity c os t o f capital. The ~conom!c ba sts ~ o r 

22 ma rk Pt value tes ts is t'"aat new cap1tal w1ll he 

23 a tt ract ed t o a f i rm only 1! the r eturn e x p~c t ed by 

24 the suppliers of funds is ~ommensu ra te w1th t hat 

25 ava ilable fr om a l t erna t ive s o f compa r able r1sk. 



Doc ket No. 89!3 4S-EI 
'l'lt tness : R. A. Mo rtn 

Patj<> 9 

Q. PlPase desc ribe how your testimon y is o rgantzed. 

2 A. My testimony is o rgantZ".'d 1r four SPC"t i· Jns: 

3 

4 

5 

6 

7 

8 

9 

1 0 

I 1 

l 2 

13 

l 4 

l 5 

16 

l 7 

18 

19 

20 

I. DCf Methodology 

II. Flot~tion Cost 

I II. Ri sl. Premi um 

IV. Summary and Recommend~ti o n 

The f irst section focu s es 0 n lhe c~p:·~J 

att racti on standa rd thr ouqh the ma rkPt value l ~•r f ) 

method. Invest o r return r equiremP nts ~ r e rl~~P r m :~.,1 

by the rate s at wh ich inves t o r s are n:sc0u n t1ng 

expected future cash flows fr om Gulf o r fr om 

companies o f similar r is k. The seconc sect:on 

desc r ibes the need f o r a fl o t ation cost al l~wanc~ anc 

1ts magnitude. The third sect t on constde r s the 

relat ive r isk prem 1um betwe pn equ1ty s ec u r 1t1es an~ 

bonds in o rder to arrive at the r e qo~ 1red r et.Jrn nn 

Gulf ' s common e~utty. In the last !;ec t ion, the 

results from the various app r oaches use1 1n 

determin i ng a fa ir retur n are summartzed. 

21 Q. Why did you use mo re than one approach f or est i ma ting 

22 the cost o f equity? 

23 A. No one individua l method p ~o vtdes a l".' ve! o f 

24 precision for det e rm ining a !air r eturn , but ~ach 

25 method provides usP.fu l evide~ce s o as to f actlttate 
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:> oc l<»t 'io . 89!HS - E! 

·..._~: • nP t: !t : P. A . ~n r : n 

P1 ']" !0 

thf' e xerc: se o f ar. 1nf o r meo ) •Jrlnmt>'l t 

2 any Slngle method o r p r e s "'t f n rnula I S 1:-.apprr>;•r:"'"· 

3 

4 

5 is that the resul ts o f eac h one can he u~~1 tn c h~ck 

6 the o ther s . 

7 As a gene r al p r opos! t ion , it 1 s rl ,,,,qr> r tlus t o 

8 rely on only one genf'rlc met~~do log y t o f' S tl~~t" 

9 equity cost s . The difficulty 1s compnur,-:l ed whPn on! ·1 

10 one variance of that methorlology :s employ~rl . l t ! s 

11 compounded even further when that o ne methorl oloqy 1s 

12 appl i ed to a sinale conpa ny . Hence , sPveral 

13 methodoloqies should be emp loyed to es t1mate the cost 

1 .; of capi tal, and such ~et hodolog 1 P s should be appi:PO 

15 to Aeve ra1 comparable gr oup s of compan:es . 

I 6 

17 Q. What is your recommendation on Gul f's return on 

18 common equity? 

19 A. Based on my judgment anc t he resul t s o ! MY var1 o us 

20 stud ies , it is my oplnion that a rate of re turn on 

21 common equity of 1 3.50 per c ent ~~ r easonah! P at th1s 

22 time. Th1s retur n w1 ll 3l low t ~ e company tn a • • rilct 

23 capital on reasonable terms and to ma1nta1n !IS 

24 financial in te~r !ty. 
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H 1tn~ss : R. A. Mortn 
P .;~e 1 1 

I . DCf METHODOLOG Y 

2 

3 Q. How do yo u es timat e t he cos t o f equity capit al ! or a 

4 publ i c uti lity? 

5 A. A utility ' s cos t of equ i ty 1s est imat ed u~1nq a 

6 varie t y of equa ll y - we ighted ma r~ et - ha s ed techn1q~e s . 

7 The DCF model is usu a lly applied t o company-spec1f1~ 

8 dat a, o r to i t s pa rent company , as a s tar ting po:nt . 

9 The n , the DC F mode l is applied to one or ~o r e sd~oles 

10 of compan ies which a re compar~b l e in r is k. As n 

11 chec k on the DCP r e s ults , one o r mo r e ri s k p ren: un 

12 tests a r e also a~pl i ed to e i the r company- spPc lf:c 

1 3 dat a, inci~o: _t r y-wide dat a, o r to a qqrcqate nar ke t 

14 da ta . The ave rage r es u l ts from all the tests th?n 

15 fo rm t he basis f o r the recommended r etu r n . 

16 I fo l lowe d thls g~ne r al p r ocess , even tho~qh l 

17 have some r ese r vat ions concerning the app l1Cab1 llty 

18 o f the DCP model t o ut ility stocks at th1s t:me 1n 

19 t he c ur r en t c ap i t a l mar ket en v i r onment . 

20 

21 Q. Please elaborate on your co nce rn regard ing the 

2 2 app l icability of the standard DCP mode l at t h is ti me . 

23 A. r.au t ion ha s to be used in applying the DCF node! to 

24 utili ty stoc ks a t this t ime. The traditional DC? 

25 model is not equipped to deal wit h su rge s 1n 
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ma rket-to-boo k and prtcP-P.<~rnir . .:js rH tns , ~ ~ '1ar. ~t-"-n 

~exp .. rienced by utility .!'i t oc lt. s rl .Jr:n9 '989 . 7·: .. 

stanrlar d inftntte grow~ h DCF morlf' ~ <l S<;Jr~ .,-s con s • a":("':' 

tn s uch ratt os . 

tnvesto rs ~: x pect the r.:tti o of marl-.er p r t c e t o 

dividends Co r earntngsl 1n any qtven year to tP t r"' 

sa me as the current prtce/dividend <o r ea rn :ngs) 

ratio. This must be true 1f the ! nf:ntte q ro wth 

as s umption is made. This is dtscuss~d tn det.:~tl tn 

my book entitled Utilities Cost of Caottal, P u ~ l~~ 

~tility Reports, Inc. , ~rl inqt on , VA, 19B 4, Chart Pr j , 

Contrary t o the ~t<~nrla rrl ~c~ .:~~ ~umpt ton o ~ ~ 

constant pri ce /earni ngs ratio , stock prt c e ~ay ~nt 

nec~ssarily be expected to g row at t'1e s ame rd ' o "'' 

earnings and dividends by tnvestors . 7hts :s 

especially t rue in the sh0r t r un . 

myop1c and make i nvest~ent d ec:~tons h a sPd o n cimP 

horizons that are far fro~ lr.ftni t P. . I nV"' Sl <H 5 md'/ 

very well assurne that the pr!ce / l?a r nings r .:l' to w1:: . 

in fact , continue t o inc r ease tn the short r ur. , 

thereby ra is ing the expecte1 rat e o f r e turn . 

In othe r wo rds , the constanc y of t he 

pr i ce/earnings rati o requtr~d in the standa r d DC F 

model may not be a perfectly a ccu rate ~ ~sumpt tcn ~ o r 

Southern or fo r the other compa n t es usPd tn a 

1673 



2 

3 

6 

7 

6 

9 

l 0 

1 1 

I 2 

I 3 

I 5 

I 6 

17 

18 

l 9 

20 

2 1 

22 

2 3 

24 

2S 

Docket ~ l o . 89134">-EI 
W ! ' n~> ss : R. A. ~ Orl '"l 

P~']e : 1 

J nV P. s tors, espec i all y i nvesto r s ;.·! t:, ~t ,., r ·- term 

inve s t ment ho r i zons, the s tanda r c DCF ~o l~> l 

unJe r s tates/over s tates the cos t of equ 1 •~ . A Sl mp!P 

numer i c a l example cl early 111ust r ates t n • s phP ro~en0n. 

Given that a stock is t rading at $ 100 , i!SSu l'1 e 

f u rther tha t its ea cn in~s per share ar~ e xpecter. t o 

be $8 . 00 for the cu rrent yea r , and are e xpecteo to 

grow at 10 percent pe r yea r 1n the f ut u re. r ! nall y , 

a ssume that the compa ny pays out one half o f :ts 

earn ings as div idends. If the stoc k IS i n l t :ally 

t rRding at 12.5 times ear r ings, t he ~1vi~e n rl y1e1r. 1 s 

4 pe rcent. If 1n ve s t o rs do not e xoect th~> 

price/earn i ngs rati o o f 12 . 5 to c~anqe i n t h~> ne x t 

year, the estimated expec ted r et u rn fr om holrll~J t ~a 

stock f o r one year us iroq the S t illl ~ ar d DCF norlP: 1 ~ as 

f ollows: a div1dend yie l d o f 4 percent , plus gr o ~th 

in value (stoc k pr i ce l f r om $ 100 t o S ilO , o r 10 

percent, f o r a total ret u rn o f 14 percent. Tne 

e nding stoc k p rice l S $ 110 , t hat 1s , 12 . 5 t1 me s ne xt 

year ' s earn i ng s of $8. 80. 

But what i f i nves to r s ex pec t an 1nr r e as e 1n t he 

pri ce/earnings rati o from 12 .5 • o s ay 13. 0? 7he n , 

the g r owt h 1n value lS f r om $ 100 t o $ ll 4.< G, o r 
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13. 0 times ne xt yi?Jr ' s <.> H n:ngs o f $ S . 91J , • o r 'I t ') '~ ~ 

2 

3 

4 

wh~?reas the investors' true ~ x pe< .. ""c1 r-• u r " •s 

6 18,4 pe r ce nt. :n ve s t o r e xpected r ~? t u r ns )r ~ 

7 s ubs t an tially u nde r s tat~d whenevPr 1nve s • o r s 

8 anticipate i ncreases 1n rel~tlve "'~Jrket vil lu -1t t r, r, , 

9 r'lnd conve r sely . 

1 0 

11 Q. Gi ven you r rese rva tions conce r ning the appl! c abl 1ity 

l 2 of t he DCP mcde l at thi s time, how did you estimate 

l 3 Gul f's cost of equity? 

14 A. Despite my concerns with t he appl : : a bi !ity o f t~ a ~2 F 

1 5 model at t h i s pr'l rt icula r po1n t in tl ~ "', I h ~ ve 

16 ne ve rthele ss applied it to the S out~a r n d a t a anrl t o 11 

I 7 group of comp:~ rab le ris k f l rn.~ . ':' hP ::Jc r rr or!~> l : s 

I 8 widely us ed by cost o f capi~ a: w t • n e ss e~ , ~no 1t s 

19 i nclusion in my analy sis o ff e r s a trad i tiona l 

2 0 benc hmark which the Comm i SSIOn nay f1 nd us ~>f u l . 

21 Given the ci r cumstance s u n c~ r which t~P 

22 st andard DCF model ' s applicat ion may be que ~ t lona~ :a , 

23 it i s imperative thr'lt, as a l'l lni r l.l m, corr ;:> a ra b :e 

24 groups of comp a n i e s be us ed as a d1 lt lo na l so u r c t"S o ( 

25 DCF est imates, and t hat othe r o~t h o~ o ! oq1es , s ue~ ~~ 
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rt s k premium, be a pplied t o a rrtve at ~arl( t r der:v,.. -j 

c ost ~f equ1ty f o r Gulf. 

s e v~ r a 1 risk p r em i u 1:1 tes t s 1 n o r d P. r t o "~ r : : v<:> 1t "'y 

f1na l recomi.lendat i on on l.ulf ' s <:os t o f "'fl<JI y . 

Please explain the discounted cash flow appr oach. 

The value of any s P.curity to an inve sto r Is tht? 

expected discounted value o f t he f ut u r e st r r~m o r 

dividends o r other benefits. One wi de l y us ed m~ thod 

to measure these a ntiC i pated bP. neftt s 1n tho c;js~ o f 

a non-st atic compa ny is to e xa mi ne the cu rr •1 t 

di vidend plus the i nc reases 1n f uture d 1v1cend 

payments expec~~d by investo r s . Thts val ua r 10 ~ 

process c an be repres ented by the f ollow,ng fo rm ula , 

whic h is the t rad itional oc: mod~ l : 

K • D 1/P • '3 
e o 

whe re: Ke • i nvest o r !. ' expe ct ed r•t u r :1 on equ! ! 

o1 
a expected dividend durtng th~ ~ 0~ 1~ q Y~"~ r 

P
0 

• cu rrent stock prt c e 

g • expected growth r ate 0! f utur e ~:v : ~Pn~s 

The tradt t ional DCF f o r mul a s t tt es t ha t un1-r 

c e rta in a ssumptions which hav e cee n ar t cu l a t ed tn 

several articles in p r ofe s s ton a l jou r nals and :n 

t es timony before regu l at o ry ago nc te s , th~ ~q~tty 

in v~ stor's expec ted re tu r n, Ke' can be v :ewed a s 
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the sum of an e xpected d!Vt~enJ y:~!~ , D./ P , 
J 0 

P -'19 ~ ; 6 

plu s the ex pected g r owt h rate o ~ f · lt-~ ·' r!:v:d r: n•' "'" , 

g. The pnncipal ilppeal o f the IKF "~' i>! •1arh 1s tts 

s impliCi ty and its co rrespon rlcnc l" .nt h t 'l<> :"ltu: • tv"' 

notion of Jividend s plus cap1t11\ ~ pp r PCI~llo n a s a 

measure o~ in vest o r s ' e x p~cted r~t u r n . T h <> r e u r ns 

anticipated at the gi ven nar r.et p r 1ce o r e not 

directly obse rva ble a nd mus t ~e quant1f1e1 f r o~ 

statistical ma rk et in f o rmation . :'he trle-1 () ~ t hf' 

ma r ket value appr oach IS to ln ~ ~ r nK " fr on t h ~ 
P. 

obse r ve d share p r ice a nd fr om a n es t1mate o f 

investo rs ' expected f utu r e g rowt h . 

The a ssumpti on t.. un de r ly1nq th is valu at 1nn 

fo rm ul ation are well known . The a ss~~pt:ons ar~ 

discussed in detail in my boo k me nttoned a bo ve , 

Chapter 5. The tradt t io"lal DCF modP: a ssumes ' 

constant average growth trend f o r b n ~h rltv1de nrl s anrl 

e a r nings , a stable dividend payou t pol icy, a dt sco~nt 

r ate in excess of the expec ted qrow t ~ ra e, onrl a 

constant p r ice-earning s mul:1ple , wh1ch 1mDl1P S tha• 

g rowth i n price is synony mous wtth growth 1r. <>a r n:~qs 

and d ividends. ! mu s t P.'Tlphasize the lat t e r 

ass•1mption because t he r ecen t r unup . n u til i t Y !' t oe ~< 

pr i ce s i n a sho r t period, wnJch h~ v e re sult ed 1n 

changes in their P/E rat: os , ca sls a s~adow on t he 
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nppllcllbtli ty of the t:actttonal tJCF mor!Pl H t he 

present timP. ihe tradttl o nal DCF mo~~l a lso d <;o;.; ""l ••s 

that d 1v 1dend s a re patd annually .. .- h ~" n , tn fil e", 

rl1 vidend payment s a re normally made on a qu~ rt e r ly 

basis . 

7 Q. How did you apply the discou nted cash flow (DCF l 

8 app r oach to determine Gu l f's cost ot equ i ty capi ta l? 

9 A. G~ lf ' s stoc k is not publi cl y trade~, s 1nc e t hP 
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company is a wholly owned subsid iAry o ~ S Ot! l)Prr'l. 

Therefore, any market va lue app roa~ h to ~P t ~ r m1ne thP 

in vestor's e ~pected ret u rn o n equ tty nus t he appl t Pd 

!ndirectly. 

The s tock of Southern, however , is P•Jbllcly 

traded. The re fore , I appl 1ed est1mati~g tPchnl que s 

to Southern as a proxy fo r Gu l f, s1nce we have 

o bservable market valuat io n s:gnal s f o r Southe r n . 

In ~ rder to estimate Gulf ' s coc t of equ1t y, 

ha ve appl ied the DCF model to Southern data us1 ng an 

average o f security analysts' g r owt~ expectattons , 

the sustatnable growth r ote metho~ . lln~ ht<;t 0 r1 r<~! 

g r owth rates a s a proxy f o r expecterl growth . 1 'I 1 5 () 

appli ed the DCP formu l a to a control g r ou p of 

c ompa r able r1 s k companies a s a mean s o f comp ar1 son , 

using an average of both h is t o r ical g r owth ra tes ~nd 
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anal ysts ' g rowth f o recasts as p ro xy ! o r growth . 

2 

3 DCF IMP LEMENTATION 

4 

S ~. How d 1d you apply the DCf me thodol og y ? 
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A. 7h~ r.easu remen t of Ke can be b r o ken ~ o•n t nt n t wo 

compone nts: meas u r e ment o f the expec ted dtv:ienc 

y iP.ld , o
1
/ P

0
, an d the measurement of qrowt'l, g. 

DI VIDEND YIELD COMPONENT 

7wo issu~s are involved in the deter mln3 t lon 0 ~ 

the div i dend yield: the approp r iate st ock p r ic e, 

P
0

, and t he app r opr i ate dividend to employ , o1 • 

conceptually , the stock p ri c e t o employ 1 s th e 

cu ' ren t price o f the s~curity at the ti~e o f 

e t:imatlno the cost o f equ i ty. The current stoc~ 

ptice s pro~ i de a bett e r indi c~t ion o f e xpected f utu r n 

p r ices than any othe r pr i c e i n an ef f ic 1ent mark ~t . 

A, ~f f icient ma rket imp lies tha t p c1ces ad )ust 

i,st antaneously to the arrival o! ~e w tn format1 o ~. 

-~e r e f o re , cu rrent prices ref lec t t he ~ u ndamental 

economic value of a secu r ity . A consin~rahle body 0 ~ 

·mpincal evidence indicates t hat u.s. capital 

ma rke ts a re rema rkabl y eff i c i ent ~ 1 th r espect to ~ 
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t>ro ad set o f infv rmat 1o n . Th 1s 1mp ! : ~ s t ha· ors r:r ·.- r. ·' 

cu r r ent p r 1ces represent the ~ r u •? ~ .;- -J ame n t-1 l v .J: Je 

o f :1 sec u rtty , a nd that a cos t o : C •I L': tn 1 e ~ t t mat .. 

s hou ld be based on c urr ent p r iCP S . 

To gua rd a g a 1nst the p ossJb;l ;:i' that t he 

cur rent s t oc k pr ice refl~c ts abno r nal conrl : t1nn ~ o r 

constitutes a temporary aber r atiOn , ;.•ht 1P at the .s a.,, 

time reta ini ng t he spi r it o f ma rk et Pff! c i Pnc y , 

a ve r aging st ock p r ices ove r se veral · ·"Cent r r a .-j t nq 

days i s a reasonable co~p r om1 s e. 

DC F mode l to cal cula te Sout h~ r n ' s co~ t ? f t>qu1 t y , 

have r el:ed on the average closing s •oc k prt c e 

calculated o ver the most r .. cent ten : ndt no •! a::s 

peClod, a t t he time of pr ~panng my e s t1m0 ny , flay 1st 

t o 1-\ay 14 , 1990. A simi Jar a ve r age ~omp u t "'d o ~er a 

one -mon th pe r iod rathe r t t. an a 10 -day pen o d w()u ld 

not be unreasonaol e. Clost nq s t oc k ~ rtce s ~r e 

obta i ned fr o m Dow Jone s !lew s/~etr : eval ' s ~ ts t onca l 

Quot es ser vi ce. In implement;ng the DCF r .• o de l ac r o ss 

la rger g r oups of comp a r able compani ~s . ha ve used 

the recent s tock p r1 ce cited tn Val ~e L1ne Inve s tment 

Sur vey's Summary t. Index , May 2S, 1990 ed1 t10n . 

The e xpected d i vi dend, o 1 , 1n ":he tr " ti : iona l 

DC F mode l c an be oLtai ned by mu ltip l y i ng the cu rr Pnt 

indicated annual div idend r atP. ~y a g r ow~ h facto r, 

1&8') 
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w ~ 1ch depen~s on ho~ l o ng t~~ ~ 1r r ~n t ~ ~~r•Pr:~ 

rl: v1den d r at ., ha s been 1n eff·· ·· • anrl on t.re t : r :nq t) ( 

the nnticipated di v ide nd lncr .. 1:> e . 

ca n be s hown that t he e x p~cted d1 v : rlPn~ can h• 

obta1ned by multiplying the S?Ot d1v:~en~ u~ 

( l +n/ 4g} , whe r e n is the number of I.J U <>rt ~r ~ s 1nCo:> t h~ 

last di vidend increa s e . To illust rlltO?, 1n a pp iy1 ng 

the DCF model to Southe r n , I have e xam1ned t r,e 

quarter l y pat t ern of past d1v adend s and ~bs UmPd that 

an investo r buy ing Southe r n stoc l( at th1s tlml' 

e xp~cts t o r e c eive f ou r quart e r l y oa v1 rlends o ! 

$ 0 .')3 ')(1 +g ) 1n the ne xt yea~ , h~c ,wse the c.;rr.-nt 

q uarterly rate has heen in eff ec t f o r f ou r qu;; r lP r s 

already. This assumption IS 1n c on f o r mtty w1 h th~ 

ass umpt ions of the trad 1t ional DCF mod ~ ! . 

e xpected div i dend can be obt atned by mul 1ply.ng th<> 

cu rrent quarle r ly r at~ b y an app r 0 pr 1a t e q r 0wth 

fac to r , he re ( 1 + 4 I 4 g l c ( I • g > . 

On e fur the r modl f lc at ton t o the e xpect ed 

d i vidend yield is wa r r an ted t o account f o r the 

quarterly nature of d1v 1dend payme nts . The 

tradit ional DCF mode l 3SSume s that d1v:dend pa ym•nt s 

are rni'lde annua lly at t he end of the y~a r, wh1!P. most 

c ompanies, i n f.!c t, pay d i vidends on a quarte~ ;y 

ba s is. Since 1nvest o rs are oware o f t he quar:erly 
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2 reflected in ~toc k pr1ces . C l .., J r l y , ~ s t oc '< t ~1 .;' 

3 p.:sys f our quarterly d1 V1rle nt1 s n ( ,, n.., !nila r W I J'-l 

4 command a higher pnce than a !' 1 •1C k that po3y s a f '· H 

dolla r di v idend a year hence , f) o !c1nc; rts ll ;r,rl qr •, .,.· •. 

6 c onstant. Since the s tock pr 1c ~ f ul l y r P~:ects · r~ 

7 quarterly payment o f dividends, ~~ 1s ~> ss en t l ~l t ~at 

8 the DCF model used t o e stimate ~q u it y c n sts -1!s o 

9 r e flect the actual timi ng of q ua rt e rly d 1v 1. !ends , : n 

1 0 t he s ame way that b ond y1 eld c a lcul at !ons ar~ 

1 ! routi~ely adj us•ed t o refl ec t sem1A n~ual inte r est 

1 2 payments. S ince the s toc k ~r1ce employed 1n ~e )rr 

1 3 model already r e f lects t he qua r te r l y s trbarr n f 

l 4 d i ·•i dends to be rece i ved, co n s!StE'ncy , tf) <er e ! "l ro> , 

1 s r equ i r es explic i t rPcogn ltlon o f t hE' C']ua t t Pr ly ·~a· u r" 

1 6 of dividend payment s . 

1 7 Schecjul e 2 r estate :; the t r ad! •. !nnal DCF "":-' ~"'! 

18 t o recogni ze the quarter ly nat u re o f ~1v1der~ 

19 payments , and the va lue to the :nves t o r o f r~ C P!VIr.q 

20 money earlie r than later. As shown o n p age c o ! 

21 Schedu l e 2, the r"aqn1 tud e r>f the erro r us1ng the 

22 annua l model r athe r t han the q ua r te rly model 1s 1n 

23 the o r der of 4C b asis po 1nts (0 . 4 0 percent ) f o r any 

24 :easonable va lues o f Southern data. 

25 t he cost o f equit; w1th t he OCr mode l , : ha v r: emp~ or·e""! 
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the qua r tE> r ly ver s 1on o f t h" OCF' model r!:::H uss•·-1 !!"' 

2 Schedule 2, ustng the app ropr . ~ · f' i : v:rlnnf'! ~ · r"""' ~ .... r 

3 a g:ven company in equation 2 , <l!Vf'n n <!!'P •ltv·. ·lPn i! 

4 patte rn s . F' tn il lly , as wtll he n: sc;;»~- t-c ,..,..H~ f ul : ·/ 

5 later, I have translated r.~y m :~ rl<et-ba sE>d cost<> ~ 

6 cap t tal est i mate int o~ fa 1 r ret J rn on "'qu. · v c ·: a' 

7 al lowance fo r flotation cos t thr o>~gh the rllvtdt·nrl 

8 yie l d component . 

9 

10 Q. Is the qua r te r l y DCP mode! wide l y recognized by t he 

1 1 r e gu! ato r y communi ty? 

12 A. Although financ i a l theory i~dtcat ~s unamb1qu ous :y 

13 
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t hat the quar terly DCf model ts the co r rect mol"'!, ,_. 

us e in a ssessing in ves to r r etu r n r~qu1r ements, t~e 

annual DCf model enjoys w1de r usaqP. H f'•·ev~ r . t h ~ 

use of the quarterly DCF model 1s recom1ng mo r e 

freq uent. Foe example, the sta ff of t hts Conm1Asio~ 

and of the Wiscons in r egu l at ory commtsston empl oy · h"' 

qua r ter l y DCP mode l ; the M:sstsstppt c~~ml SS lOn 

employ s the quarte r ly DCF model 1."1 de ter r:\lnlng tnfo 

benchmark ROE in i ts Per f o rma nce Evaluatt or. P l-' n . 

The tradi t ional annual DCF model IS based on 

the li miting a ssumpt ions that divtdend s are p~; d 

a nnually, and t~at dividends 1nc r ease once a yea r 

start i ng i n exactly on e year fr om he presen t . Thes~ 
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assJmpti o ns a r e unn ecess dr;\y r~str · .:t · v':'. :''.<' 

quaru•rly ocr model ref 1nes t r. •: an nl: al m0dP ~ so-'~ '' , ., 

capture t he ex~ ct t 1m1nq of c~sh flo~ s r e c e1v~ d h ~ 

i nvestor s . Because div 1den1s a~e p•:d quar • r l; :~ 

determined with a DCF mode l that ref lect s accur~tn:y 

the quarterly natu r e o f d1v1 dends . 

The use of the annual rat he r than the qu3 rt P r :y 

DC F model v iolat es the capital 11ttrict1 0 n s t .1n<i<o r d 

desc r ibed e a r lie r in my te s timony . I ~ an :·.v~ s tvr 

has a choice between tnvest t nq $ 1 , 0 00 : n a ba n< 

a ccount wh ich prom ise s a retu r n o ~ 10 percent 

c ?mpoun~ed annually a nd ano ther ha nk acc o unt wh1ch 

p r omises a r eturn of 1 0 per cent but compoun ded 

q~~rterly , he will cl e arly selec t the la t ter . DuP t o 

the quarterly compo un d i ng o f inte r est , the invr· s U•r 

ea:ns an ef fec ive r etu r n o f l O.Hs pE>r cent on th~> 

l a t t er hank a ccount versus 10 pe r c e nt on t he f o rm•r . 

If tl'le f i rst investment wa s a stoc k i nvestment 

of a publ ic util ity tha t i s o nly al! owed t o ea r n ~e 

a nnual DCF return of 10 per c ent , an d the second 

inves tment ~a ~ the s t oc k of another cumpany o f 

compa r able r isk whi ch wa s expected t o earn the 

quarte r l y DCF r eturn o f 10.38 percent , the 1nvest o r 

would clearly choose the latter. At t he end o f t he 
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1 year , the In ve s t o r' s we.alt h •.m u l ci on!·:: .•• $ 1 , 100 . 110 

2 with the fir s t Inves t ment , cnmp .. u••rl t r:> $1. 103 . 8 0 ( " r 

3 the s econd investment . Ther » f o r ~> , the l~ v <> s t o r '"' Il l 

4 no t invest f unds 1n a publi c u tll ll f s t oc k '"' hlch l<> 

5 onlt a llowed to ear n t he ann ua l DC f ret J r ~ whP n 

6 compa r able ri s k altPrnat1ves a r e Pn r r1no ~o re . 

7 

8 GRO~TH COMPONENT 

9 

1 0 Q. Please e l abo rate on how yo u dete rm ined e xpec t ed g rowt h 

1 1 i n applying t he DCP method t o Southern. 

1 2 A. As a p r oxy f o r Souther n ' s growt"l, I have ta!..e n a 

1 3 simple average o f th r ee g r owth e s t imates , on e ba s@ d 

14 on histo r ical data, and two ba s ed on p r ospect ·Je da t • . 

I 5 

16 Q. Pleas e desc r i be you r est i mate o f histor 1cal growth . 

17 A. In comput i ng h istori c a l q r o ~th ra t es , tt re e rlP c1 ~ : 0 ~s 

18 

1 9 

20 

21 

2 2 

23 

24 

must be made : 

1 ) which h i s tor i ca l data se r 1~s I S most 

re l evant fo r dete r mtninq e xpec ted " q ," 

2 1 o ve r what past period, and 

3) wh ich computationa l method IS most 

appr op r i ate . 

25 Q. What h istorica l da ta d i d y0u empl oy in determi ning 

, 
168:> 
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expected growth? 

2 A. JC P pr op onent s have va r 1ously bas~d t~P:r h1s1o r : r a ! 

3 

4 

5 

6 

7 

8 

9 

10 

11 

1 2 

1 3 

14 

15 

16 

1 7 

18 

19 

20 

21 

22 

23 

24 

25 

growt h computat iOns on e arn1ngs pe r ~ ha r~ , n1 v. Je n~s 

per s hare, and book value pe r s har <:' . Of t hP t t.rr-<? 

poss i ble growth r a te mea s ure s , g r owth 1n 1"nrl•?nrls 

p~r ;hare i s conc~ptually pref er abl e . DC P hcory 

s tat~s clearly that i t i s e xpected f ut u r e cas ~ f! 0ws 

in t he form of d i v i dends ••h i c h cons t itut P. f 1ve s tmcn t 

value . 

Since the a bil ity t o p ay d1 v1dends s t ~ms ' r o~ a 

company ' s abili t y to gener a te earn1ngs , g r 0w t~ 1n 

earnings per share c an be expected to In f l uence t ~e 

mar ket's r : vidend exp~ctati on s . D1v 1den d q r c wth can 

only be sus tained if there is gr owt h in earn1nqs . 

However , confin ing attent iOn to h1s t o r1cal earn:n1s 

gro•th a lone as a s urrogate f o r expected rl1v: dend 

growth can be mis leading, since h1sto r 1ca: ~a r n1ngs 

pe r share are frequently mo r e volat i l e t ha n c 1v:de nds 

per sha re. Th i s i s clearly the c a se f o r Southern , iiS 

seen fr om the graphic di s p l ay o f tt s ea • n nqs on 

page 1 of Schedu le 3. 

Di vidend g r owt h rat e s ~ r e mo re s t able . They 

are much less a ff ec ted by year - t o- yea r 1ncons1stenc:es 

i r account i ng procedu r e s , a nd t he y a re not 11 11 ~ 1} to 

bP distorted by an unusua l ly poor ye a r, o r by er1sodic 

1686 
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wnteoffs . Most compani es, and utllltir:s 1n 

pa·t tcular, are re luc tant t o alter th~ J r d1V1n~na 

pol1c 1es tn r esponse to transltoty ear ~ :ngs 

var i at i ons . 

Unde r ce r tain circumstance s , hts t o r1 cal g rowt h 

in book value per share may also be useful as a p ro x y 

for futu re dividend growth . Earn i ng s pe r sh~re 1s the 

product of book value per share and rat e o f return o n 

book equity so that histo r ical g rowth in boo~ value 

per sha re may prov i de an ind icat ion of t he q r 0wt h 1n 

earnings that wou l d have occu rrec 1f past r~tes o f 

return had re mained constant. Pa s t g r owth 1n ~oo k 

value per st- . re, however, i s an adequate pr o xy fo r 

future growth only i f t wo cru c1 a l a ssu mp tiOns ar ~ 

met: 11 tha t investors expect no change in ear n1r.g s 

per share arising from changes 1n the f utu re i n t he 

book rate of return on equity , and 2) that market-to-

book rat ios have remained stable. The latter 

assumption is v ital , for book value may inc r e a se o r 

dec r ease based on issuances o f common s t oc k at a 

premium o r discount from existing book va lue. 9ased 

on a simple examination of h is t o r ical data, these t wo 

assumpt ions are frequent !y v io la ted, parti cularl y i n 

the case of uti lities . Theref o re, rely more 

heavily on dividend per share gr owt h , whenever ustn g 
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hi st orical g r owt h r a tes . 

2 

3 TI ME PERI OD 

4 

5 Q. Over what time period should hi storical growth be 

6 meas ured? 

7 A. Once an appr oprlate histo r t c al data sen• s has b('en 

8 

9 

10 

1 1 

12 

13 

l4 

1 5 

16 

l7 

18 

19 

20 

21 

22 

23 

24 

selected , and that history I S deeme d re levant f o r 

that company , the period o ver wh ich the qr owth 1 s to 

be measured must be determ i ned. Histo r ical growth 

ra t es are cus tomar i ly comp uted ove r the last f 1 ve o r 

ten years . The p ~ ri od must be l o ng enough to avot d 

undue distortions by short-term i nfluences and by 

abnormal years. Dividend growth over the past y~a r 

is hardly representative o f a tre~d . The l ast yPar 

is no rmally the most recent year . The pe r t oo , 

howeve r, should be sho rt enough to e ncompa ss cu rr ~ n 

and foreseeable conditions re l~vant f o r inve s t o r s ' 

as s essment of the future . I have re lted on ~e 

five-year historical dividend growth ra t e 1n my 

calculations which requ i r ed such estima tes. 

GROWTH RATE COMPUTATION 

25 Q. How should growth be calculated? 

1688 
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A . The method o f cal c u l a ti ng q r owt~ I S mos t m~an1n~ ' J! 

2 . n the con t e xt o f compoun~ I nte re s t . 

3 g row fr om $ 2 t o $3 o ver a ten-yea r r~ r :od , f 0 r 

4 e xamp l e, the total gro wt h 1s 50 pe r ce nt , o r a s tmp:•~ 

5 ave rage per annum rate of 5 pe r cent . 3u t ~ pe r cent 

6 is no t a meaningful e xpres si on o f t ~e g r owth r ~ t~ , 

7 bec ause it ignores comround1ng, t ha t i s , t he a cc r ua: 

8 o f interest on i n t e rest a s well a s o n the o r tq1na! 

9 va lue . Assuming annual c omp oundi ng , $2 gr ows t o $ 3 

1 0 in ten years a t a ra t e of 4. 1 pe r c en t . ThP Ia • tP. r 

11 percentage c an be obtained e i ther f rom a s et o f 

I 2 s tandard compound i nteres t tab l e s o r fr ~m a 

1 3 spec i alize ~ financ i al cal cu ldt o r. 

1 4 Use o f the compound i ng meth ori o f c a lcu!il~!'l<J 

15 gr owt h may be vu l nerable to a potential r.: s t o r 10n . 

1 6 I f eithe r the ini t ial or te r mi na l va lues a; e 

1 7 unrepresenta t ive, usual l y h1g h or l ow, t he r e sulting 

18 g rowt h rate will no t t r uly ref lec t t~e de v~l opment s 

19 during the per iod. For example , if the t e rm tnal ')'f:'ar 

20 happens to be one o f seve rel y depr essed ~ ar n 1ng s due 

2 1 to in f l at i on o r acute r egul at o ry !a~ , an d the 1n1 t : a l 

22 yea r ref l ect s an e c onomic boom, the i nd1cated g rowth 

23 rate will be un rea l i s t icall y l ow. On t he o t her "land , 

24 i f co nd it i ons were changed, the r e ve r se m1qht be 

2 5 t r ue. This potentia l ~ ;s t o rt io n c a n oe avo 1de d oy 
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t hP. use o f s moo thed c orHp ounrl '1 rv•• h r at " !: : 1 ..,~ ,Pa d ,..,f 

usinq stngle yea r s ' rlata as f'nd po) tnt :: , t~e 3'.' ~> ra •;~'-" 

o f the first f ew and last f ew y Pa r ~ · rl-Ha ·H P tJ s Pd . 

The la tter met hod t s p r efe r ahlP t"IN"d • l~· p : ~ : n v o! vP <: 

l ess sutject i ve j udgment. Fo r mos t comp ~ n l~ s , 

smoo thed h isto r ical f i ve-year qr owth r atP S 1rP 

ava i lable in the Va l ue Ltne Data 9ase f o r ~ar nina s , 

div i dends , boo k value, r evenues , and c ash f l v ws . 

Base pe r iods used in the Value L1ne compura t 1o n are 

th r ee-year averages in o rder t o tempe r cyc l!calltY 

and t o mitigate any potentta l d1 s t o r t: o n du e to 

sensittvity t o end points. h ave user! Va l ue ~ ~ n~ · s 

smoothed h is t o r i cal compoun1 growth r atP S w~en 

app l ying the DCF me t hod to cont rol g roups w1t h 

historical gr owt h rat es . 

Anothe r method of c alcu l at i ng a g r owt h rat ~ 1s 

t o fit a " lease-squares l ine " t o t he : oqar l t ~~ s o f 

a ll t he data in the se r 1es. The log-11 nea~ 'Tlet hod 1s 

theoret ica lly mo re preci s e t~an the c ompo und g rowt n 

method because 1t includes each obs erva t iOn o f t he 

per iod rather tha n merely t ne end po1 nt s . The 

method, however, is com?ut at ionally and s tat iStically 

labortous when applied t o seve r al compa n 1es . 
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ANA LYSTS' GROWTH FORE CASTS 

2 

3 Q. Please describe your second method o f e s t i mat inq 

4 growth. 

5 A. A r easonable method of dete rm 1n1nq e xpectt>d q r ~w h 1s 

6 

7 

8 

9 

10 

11 

12 

1 3 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

t o use analysts' growth f o rec a sts . Pr o)Pcten 

long-term growth rates a c tually usPd ~Y tnstttut tn na! 

investors to determine the de l> trabllt t y o f 1r,vPst 1ng 

in differe:1t secun ties influence 1nvesto r s ' <J r owt r, 

anticipations. These foreca s t s ac e made hy l a r ge 

reputable organ i zations, a nd the data ar e r ea<! 1ly 

available to investors and a re repres~ntattve o f tb~ 

consensus view of i nvest o r s . uecause o f the 

domina nce of inst i tut i onal in vesto r s :n tnv~'>stment 

management a nd secu r 1 t y s e lect 1 (ln , -'lr.d · he 1 r 

I nfluence on ind ivtdua l I nves t men t de c:s1ons , 

analysts' g r owth f o r eca st s in f l uence tnves • n r q r o~ h 

expectations and pro v1de a sound basts ! n r es t1 mat : ~q 

the ~ost of equ i ty wi th the DCF model . Gr owth rate 

forecasts of several analyst s a r e av a t :a b le f rom 

published investment news l e tt e r s and fr om sys t P~attc 

compilations of ana ly st s ' f o r eca s t s , such as t~ O S"' 

tabulated i n Institut to nal Br oker s ' Esttma t e Sys ten's 

(IBES) or Zack s I nve st~ent Re s ear ch ' s (Za c ks) monthly 

publications. I have us ed ana l ysts ' lonq-t e rm q r ow ~h 

1691 
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1 f o recast s contai ned 1n ! Rf.S a s p r e> ). : ~> s f o r .'l v<> s ' u r s ' 

2 growth e xpectat ions : n a ppl 1 1nq t~ e OC F ~orie l ~ v 

3 Sou thern and to t he othe r compor anlP 1~ qup 0 ! 

4 companies. 

5 

6 Q. Is t he re any empirical evidence that analysts' growt h 

7 f o recasts inf luence investors ' g r owth expec tat i on s? 

8 A. Yes. Several studies in the acade~1 c f 1nan ce 

9 

1 0 

1 2 

1 3 

1 4 

1 5 

16 

1 7 

18 

19 

20 

lite ra ture demo nstrate tha t g r owth f o r eca s ts ma de by 

secu r ity analy sts are reason a ble 1nd1 Ca t o r s o f 

investo r ~xpectations, and tha t 1n ves t o rs re l y on 

analysts' forecasts and not just on h1 s tor 1cal g rowth 

rates. Studies of historical growt h rates may be 

used by investors alo ng w1 t h ana l ys t s ' g r owt h 

f o recasts to a sse ss the expec ted lonq r un gr 0wth rat<> 

of future div idends , insofar a s they affec t I nve s t o r 

anti cipa t ions . 

DCF RESULTS: THE SOUTHER N CO MPANY 

21 Q. How did you determine the expected g r owth term in 

27. implementing the DCP model to Southe t n market data? 

23 A. As stated previou s ly, studi ~s o f h ts t o r 1cal g rowt h 

24 rates may be used by invest o rs t o a sse ss the expn c t ed 

25 long-run growth ra te o f future d1v 1de nds , 1nso~ a r a s 

1692 
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hey affect 1nvesto r antlc tpatt o ns . Paq<' : n ( 

Schedule 3 s hows the patt@r n o ! Sout hPr n ' s p•r Sh lfP 

ea r :ungs and d1v1dends 1n r <· .: en yeH s . V~! .: e '.In ~ 

repo r ts a smoo t hed hl s t o r tcal r. r owth r a • P :n 

di vt de nds o ve r the past f tve y€'ars f c. r Sou ..... r n n ! 

S. OO percent . 

Although h is tori cal t nfo r mati on p r o v1rps ~ 

prima ry foundati on f o r e xpec tat ions , in vP Ht o r A use 

additional infor~at io n t o supp leme nt pas t ~ r ow t h 

rates. Extrapolating pa s t histo r y al one wttho ut 

cons i derati o n of histo ri c a l t r ends ana ant iCi pated 

economic events woul d as sume e i t he r t hat pa s t nt<>s 

wi ll per ::: .st o ver time o r t hat investo r s ' e xpect ... tl "> ns 

are based ent1rely on hi St o r y . I have , th~ref o r<> , 

examined two other methods t o determ t ne South~rn's 

e xpec ted growth: analy s t s' g r owth f o recasts an~ t ~~ 

s ustainable growth method. 

I r e v i ewed the 5-yea r ea r nings g r owth e ~ t :~at es 

by f1nanci a l a na lysts compiled by IRES. f o r 

Southern , the May 1990 issue of IB ES repo rt s a 

consensu a med i an expected e a rn i ngs gr owt h r ate o f 

3.25 percen t ove r the nex t ftve yea r s . 

An alt e rnate method somet imes used to pr~>d ! •'t 

future growth is to multiply the fracti o n o f ear n:n g s 

expected to be retai ned by the company, " b ", b y t he 
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expec~en r etu r n o n boo k equtty , "r". That 1s , 

whe re 

q • e xpected g r owth r ate tn eo r nings 

b • expected ret entt or. ra t to 

r • expected r e t u rn o n t.no k equtty 

To app ly the sustaina ble 1 r o ~ th formul~ . t wo 

quantities are requir ed , t he expect~d r eten t ,on r a t 1o 

(b) and the expecte d r eturn on ~ qui t y l r ) . As a" 

est i mate foe "r", I have used l 2. S per cent , whtch t s 

Val ue Li ne' s projected l ong- te r m r etur n o n comnon 

equity. Por t he expec ted r etent: on r atio , l h a ve 

used : >.81 percent , wh ich 1s Value Li~e · s e xpected 

ratio for Southern ove r the next s ever ,; l years . T~1 e 

implied g r owth rate IS obta ined by multt p iyt ng t~e 

expected re tu rn on boo k equity of 12. '> pe r c enc by t~e 

retention rat i o o f 25 .8 1 pe rcenL t o p r od Jce a g [ owth 

rate of 3.23 perc ent. 

It st.ou ld be pointed out t !.at p r vper 

implementation of the sustainable g r owch meth0rl 

requires that the fr action of earntngs e x pecte~ t o b e 

retained by the company be mu lti plied by t he ex p~~te~ 

return on boo k eq uity. The tmplementatlon o ! tht s 

techn i que would be flawed 1f htstor tcal r e a lt zec bno ~ 

returns on equ1ty rather than expected r~t u r ns on 
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e qu1ty were used. 

It s ho uld also he empha s t zPd t hat the 

sus tai nable method o f prerl1 c tanq ] r c wt h as o nly 

accu ra te under the a ssumpttons tha • ~he : etu c ~ o n 

book equ:ty ( ROEJ IS constant ove r : me a r.d • ~. at n0 

new common stoc k is i ssued by the company , o r 1 f so , 

i t is sol d at boo k va lue . Mo r eove r, the s us ta t na hl e 

growth method conta ! ns a potential l 0gical r~p: the 

method requires an estimate of ROE t o bP 

implemented. But is the ROE input requued by the 

model d i ff e rs from t he recommended r eturn on equ1ty , 

a fundamental contradict ion in log 1c f ollows . 

~ last cautionary not e wi th re s pec t to the 

method is in o r der. The empin cl! l finance litera tu:e 

demonst rate s that the sustainab le growth method o f 

determi n i ng growth is not a s signt f t ca nt ly c o rre l at e d 

to measures o f va lue, such as st vc k pr t ce a nc 

price/earn ings rat 1os , a s other h tst o rtcal g ro wtn 

measures o r analysts ' growt h f o recasts . 

Combining the historica l g r owth figure o f S. O 

percent, analysts ' growt h f o r ecasts o f 3.25 perce nt 

and the s ust ainable growth est i mate of 3.23 pe r c~nt , 

1 obtained a s impl e average of 3.83 percent . I 1'-avP 

use d the latter as p r o xy f o r Southe r n ' s e xpe ct ed 

growth rate in div i dends i n the DC f model . 
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What expected return on equity doe s this gr owth 

estimate imply for Southern? 

P<ICJP J'i 

AppliCatiOn of the DCF f o rmul~ : on :s sh~wn nn pa~~ 2 

of Schedule 3 . The growth rate o f 3 . 83 per ce nt 

(Column 7) is combined With the expec ted d1 v 1~~nn 

yield in the first year (Colu mn 6 1, to p r oduce an 

estimate of the cost of common eq ui ty (Col umn &l. 

The stock price (Column 2l used, $26. 00 , 1s t he 

average closing s tock price tor the ~1r s t ten t r ildlng 

days in the month of May 1990, wh 1ch wa s t he pe r1 od 

durin9 which I prepared my testimony . Cl os :nq ~ t oc k 

prices were obtained from the Dow JonP s H! s t o r: c al 

Quote Service. As explaine1 p rev 1ously , t he P X p Pc t~~ 

d ivi dend is obtaine d by mult i p l y i ng the cu rrent 

i ndicated quarterly dividend rate (Coiu~n 3l ~ ! < x 

$ 0 .535 • $2. 13 by a gr0wth f acto r, • h1c h depe nds o n 

how lonq the current quarterly di ~ldehd rate has tePn 

1n effect and on the timing of the a nt 1C1pa:ed 

dividend increase {Column 4) . Since, a t the 1me of 

preparing my testimony, the current q u ~ rterly r ate 

has been in effect for four quart e r s , an 1n ve s t n r 

buying Southern s tock ~ xpects t o r ece i ve 1n the nex t 

yea r f our dividends at the new rate of $ 0 . 535 ( I • 

g ) , according to the tenets of the DC F mode l . T~e 

expected dividend withou t the q uil r terl y t 1 m1 ~q 

1696 
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a djustmen t i s , t he r e f o r e , computE'd by mul 1ply: nq • "' 

2 c urrent 1r.dicated dlvtde nd by an app r o? r:a l"' q r owt h 

3 f ac t o r , he r e ( 1 • g l . 

4 The expec ted gr owt h r a t e ( Column 7) o f 

5 3.83 perc ent i s c omb i ned with the e x?ected c ! v 1o ~ n1 

6 yield (Column 6) of 8 . 55 percent t o p r oduce th~ cost 

7 of capital estimate o f 12. 7 8 per cent (Column 81 . 7h~ 

8 latter Is obtained by solving i terati ve ! ¥ t he 

9 quarterly version of the DCF model pr es e nted 1n 

10 Schedule 2 . To solve the latt e r equation , t.he 

1 1 

12 

1 3 

14 

1 5 

16 

1 7 

18 

19 

following input data for Southe r n : 

0 10 .. $0.5350 11 + . 0383) 

0 20 
2 $0. 53SO! 1 + . 0 )8) 1 

0 3 0 • $ 0.53')0 ( 1 • . 0 38 3) 

0 40 • $ 0 . ')3 ')0( 1 + . 0 )6)) 

Po • $ }6. 00 

g • 3.8 3 per cent 

The data are subs t 1 tut ed 1 n the a ppro~Jr 1 1 e 

format 1nto the appropriate f o rm o f eq ua ti on No . 2 0 f 

20 Schedule 2 us ing the div i dend sequen c e assume d f o r 

21 

22 

23 

24 

25 

Southern, and the latter equati on is sol ve d 

iteratively by success i ve appr o x ima t ions f o r re , 

the cost of equ i ty Here, Ke, c 12. 78 pe r c E>nt. 

As discussed late r, the cos t o f equi ty c ap1 ta l 

estimate of 12 . 78 pe r cent must be t ra nsl a ted znto a 

1697 
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f a1r r e t u r n on equity by a J! o .n nq f o r f: o t il t ll"ln 

costs . Thl s IS accomp lished by d!V l ~:nq t h~ ~: v.~ P ~d 

y: eld component o f t he cost o f Pqultf r 1qu rp hy 

0 . 95. In Co l umn 9 of Schedu l ~ 3, 

a pplied ~ c o nservat1ve a llowance o f '> percent t r, rhe 

dividend yield compo nent by dlv ldl ng by 0 .9'> 

(100 percent -'>percent) to p r oduce a f a1 r DC F r ~te 

o f return on equity of 13. 25 pP r ce nt. 

In summary , based on a stoc k pri c e o f $ 26 . 00 , 

an expected dividend yield o f 8. 55 pe r c ent , ~~d " 

g r owth rate of 3.83 percent , my DCF est1matP o ! a 

fa i r return on eq ui ty f o r Sout hern is ! 3. 75 p~rc-.,. n t , 

foll o wing adjustmen t f o r quar t er ly t1minq and 

fl o tation cost. 

DCF COMPARAB LE GROUPS 

18 Q. Have you applied the d i scounted cash flow approac h t o 

19 ot her companies as a means of comparison? 

20 A. Yes . ~s explained prev 1o us ly, the ba s1c not i o n 

21 underlying the cost of com:non e q u1t y cap1 t al 1s tr.at 

22 at any po i nt i n time, se c ur i t i es a r e p r 1ced so tho 

23 a l l s ecurities of equ i val e nt r1 s k u ff e r the same 

24 expected rate o t retu r n. f o r Gu lf, the basic prob lem 

25 i s thus t o determine the expec t e d r a t e o f r eturn f or 

1698 
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1t s par t i Cu lar r is k cl ass . 

!ro M a l a rge s e l e c t ion o f e! Pc t r :·- u r: ; 1t lf'c; •o~ h:ct 

ace pr1 marily i n t he same industry anr. o~ h1ch r ~c e 

simil3r 1nvestment r i sks as Gul f. ThP !nl t lill :; amp:r-

c onsis ted of the 1 0 0 electnc ut 1l1t 1es monP 'H"d :n 

Salomon Brothers ' Electric Utillt )' Mon t hiy . ·;-t-,~ 

compan ies al so had to be included 1n t he Valu" L1ne 

Data Bas e and in the IB ES su mmary of an~lysts ' ~ r o ~ rh 

foreca sts . Compan 1es which have s uspe:1 rled diVJder.r.s 

were eliminated fr om the s ample. The mast" r :1st n ~ 

surviving companies then consi s ted o f 88 elect r ic 

utilities, for which data were ava ll a bl~ 1n a ll tLr-

aforementioned data sou r ces . The sanple 0 f c0mpan:~s 

i s shown 1n Sched ule 4. 

17 Q. How did you select a samp l e of compa n i es compara b le 

18 

19 

20 

21 

22 

23 

24 

25 

}.. 

to Gulf from the master list of e l ec t r ic utilit i es ? 

I use the beta measure o f r 1sk t o 1dent1 fy e!Pct r: c 

utilities with inve s tment r i sks S 1m1 l~ r t o thosP o f 

Gulf. 

The beta coef f i~ient aims at a ssessi ng t hP 

volatility of a securit y ' s return r e lat 1ve o that o f 

the market . The beta coeffi Ci en t compor es the 

volatility a nd dirP.ction c f mo vement o f the r e t u r n o n 

1699 
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Investmen t wi t h those of the ma rk et a s ~ whol~. 

5pec1f ically, t he be ta coe ff ic i en t o f ~ ~a rt 1cul1r 

stock ~easu res t h~ degree t o wh1rh th~ ~ @tur~ o n t h-

stoc k f ol l ows the t r end o f the ma r ~~t. 

that chang~ in the r a te of return o n a stoc ~ 

a ssoc i ated with a one percentage point ch ang~ 1n ~ ~~ 

rate of re tu rn on the ma rk et . The bPta coeffi c1~nt 

thu s measures the degree to which t hat s toc ~ s h1rcs 

the same risk a s the ma r~et as a whole. Beta r 1 s ~ 

measu res are r e adily a va i labl e fr om inves t men t 

se rvices and a r e 1n wide use by t he investment 

community. 

Te c hnically, t he bet a c0eff1c ien t f o r a stoc k 

1S a measure of the c o var 1ance o f the r eturn on t h~ 

stock with the ret u r n on the ma rk et a s a whole so 

that it measures the dis!'ersion o r vo !al!:l tY . r. · n"' 

stock ' s ret u rn wh1c h cannot be r educe~ th r oug h ~ ' r <et 

dive r sification . In a large d1ve r s1 fie~ po rt fo l 1o , 

the di s pers ion or the volat i l ity 1n the rate 0 f 

return on t he ent i re po rtf oliO 1s closely related ~o 

the beta coef ficients of the constituen t stocks . 

Most institutional stock IS he ld in s uch larger 

diversified portfolios. A Significant fra ction o ~ 

i ndividua ls ' hold i ngs would also be held .n sim i l arly 

di ver si fied portf o li os . It shou l d bP pointed ou t 
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tha t the object1v~ o f us:ng uet ·1 1s t o n :h:~ r· c~ :r. th ~' 

r e}a t :Ve Vit}UeS O{ Oeta f o r rj\( ( P r<> nt 1 : ~ nS f B n"r 

than esti mating the p r ectse a bro:~ · <> vJ !0e n f t~t J . 

It 1s r easonable to s uppos e thdt t h<> r •·IJtl VP r an ... :"'l <J 

n f the b~ta s a re l e ss sens1t1ve to the conput~ :ona) 

details in esti ma t : ng b e t a than -.Jould t he abs.·,J ut ~> 

val ue s of beta. 

The fi na l g r ou p of compan1es con si~ erl ?f ~ 11 

those electric ut i l ities fr o m the ma s ter !1 s t nf 

Schedu l e 4 whose be t a is t hq same as Souther n ' s t.et.=t , 

the l at ter as a pr oxy fo r Gulf ' s be t .:t. 

The betas f o r the va ri o us elec tnc utll ltl es o n 

the ma s te r l is t ra nge f r om '1 h1gh o f 0 .8 5 t o a iow 

of 0 . 50 , wi th a me a n o f 0 . 69. S1nce Sou t 11er n ' s bE'ta 

is 0 . 75 , my g roupo~ compan1e s c o ns 1s ted o f t hos e 18 

compan i es wi th t he sam~> beta o f 0 . 7: . The 13 

companies ar e shown i n Sche du l e 5 . Al t hough )Pre 

may be s ubs tanti al d i f fe r ences in characte r iSti CS 

betwee n these compan i e s , wh ich ma y re s ult 1n va r y i~ g 

r isk a ssessments by i nve s tor s , they are al l subJ ect 

to si mi la r k inds o f econom1c a nd regu la t o ry r1 s ~ 

infl uence s , and the ave rage risk o f the g r oup ca n he 

co nsidered compa rab l e t o Gu lf. 

As add i t iona l che c ks on t he r ts k compa r n ~tltt y 

o f t he compa n i e s in t he g r oup, over and abo ve beta, 

J 
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<? xam ined the com1110 n equ 1ty rat to and thP bon.-: r :tttngs 

of the compante s 1n the g r oup . T~e a ve rag e co m~on 

equity rat10 f o r the 18 compantes tn the- g r oup 

is 0. 44, wh ich is higher, hence less ns ky, t ha n 

Gulf ' s common eq ui ty rat i o of a pp r ox tmat~:y 0 .4 0 , 

attesting t o the conservattsm o f the gr ou p ba ~ed on 

this crite rion. 

Salomon Brothers' El ec tri c U~ l l1ty Mo nth ly 

classifies electric utilit ies int o the t o l lowtng 

six rating catego ries , based o n Moody' s/Sta nda rl 1. 

Poors' bond rat.ngs: 

Alia/All. 
Aa/AA 
Aa/l>. 0 1 A./AA 
A/BBB o r Baa / A 
Baa/BBB 
Below Baa/B9B 

Using numerical scores from 1 (Aaa/AA) to 

6 I Baa/BBB) for each of the six bond r at i ng 

clas ses above, the aver age bond ra t1ng f or the 

companies is slightly less than A at 4. 11. Th1s 

compares with Cu lt's bond ra ting o f A, which is 

4 on the numerical scale, or abou t t he s ame as 

the g roup average. 

How did you apply your DCP formulation t o these 

coaparable companies? 
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A. Applicat ion of t he DCF f o r m~ lat1 u n t o e dch u f ne 

2 c ompanies i n t he r e f erence qrou!) pr oc~eds 1!'1 ar, 

3 i de nt !Cal manner to that o f the p r ev: ous 

1\ appl icat ion to Sou t he r n . Schedule 5 d t ~ rlays the 

5 DCF ana 1y ~is f o r each c ompany us1 ng Valu~ Ltne ' s 

6 5-year his tor ica l d i vidend growth rate on page 1 

7 and the IBES med i an growth f o r ecdst by an a lysts 

8 on page 2 as pro x i e s f o r expec t ed growt h . 

9 Proceeding for eac h company in t he group e xJ c t l y 

1 0 as before i n the DCP analy sis o f Southe r n , t h ~ 

1 1 ave rage c os t of common equity est:mate f o r the 

12 group i s 13. 74 percent using histortcal g r owt h , 

I 3 and 12.32 s;.C'r ~ent us ing gr owt t. f o recasts . The 

I 4 average of the two esti mat e s i s 13 . 0 3 pe r cent . 

1 5 These res ults are ad j us ted f o r f lol a t i on cos ts 

16 and quarterly dividend pa~ment s . 

17 I n summary, my DCF analysts ? f Southe r n riata 

18 produc ed a c os t o f equity es ttmat e o f 13 . 25 

19 percent and that of c ompara ble r1s k e l e c tr : cs 

20 yielded an e s t1 mate of 13 . 03 pe rc e nt . ~ t th 1~ 

21 point, I reemphasize the cau~ion s wh1 ch I 

22 discussed earli e r on the appli cabili t y o f t he DCF 

23 model to Southern dat a and t o uti l i ty s t oc ks ir. 

24 general a t this t i me. 

25 
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I I. FLOTAT ION COST ADJUS1 .'1 ENT 

Please explain the f lo tation cost adju s tme nt wht ch 

you have used in a ll your DCF analyses. 

Fl otation costs are very similar t o t he clo-. : nq 

costs on a home mortgage. In the cas e o t 1 ssue s o f 

ne w equity, flotation costs represent t he d iscounts 

that must be provided to plac e the new secu r t tlPS . 

Flotation costs have a direct and an tnd tr ~c t 

component. The dir ect component is the compen~ ~t l on 

to the security underwriter f o r h is 

ma rket ing/consultir.g services , f o r t he r iR ks 

i nvolved i n ~ist ributing the issue , an d f o r a ny 

ope rating expenses associated wtth the tssue 

(pri nting, l egal , pr ospect us , et c .). The ~rrl: r~>ct 

component represents the downwar d pressure on the 

stock price as a r es ult of the t ncrea s ed supp ly of 

stock from the new issue. The latter component 1s 

frequently referred to as " ma rke t pre s su re." 

Investo rs must be compen s ated f o r fl o~ at ton 

costs on an ongoing basi s to the ex tent that s uch 

costs are not expensed in the past and, t her e f o re , 

that the adjustment must cont i nue f o r the en tt r e 

time that these in i tial fund s are retained 1n t hl 

firm. Appendix A discusses fl otation costs and 

j 



2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

1 2 

1 3 

1 4 

I 5 

16 

1 7 

18 

1 9 

20 

21 

22 

23 

24 

25 

DOS 
Doc ~et No. 8913 45 -EI 

11> 1tness : R. A. Mo r1n 
Pa'] e 44 

provides numerical Illu s t r at iO n$ wh:ch clea rly 

bhow that , e ven 1f a utility does not c0ntemp!at e 

any further common s tock off e n ng s , a f l o tatl o n 

cost ad jus tment is s ti ll perma nently r e qu 1red. 

This is ana logous t o t he f lotation c~~ ts 

associated wi th past bond iss ue s , wh1ch continue 

t o be amo rt i zed o ve r the life o f t he bond, eve n 

though no new bond issue s are contemplated. 

By analogy, i n the cas e o f a bond i ss ue , 

flotation costs are not expens ed but are 

amo rtized ove r the life of the bo nd , and the 

a nnual amo rtization charge is embedded in t he 

cos t-of- servt ce. The flotat ion ad Jus tment 1s 

a lso a nalogous t o the p r ocess o f deprec1at1 o n, 

wh ich al lows the recovery o f funds inve s ted 1n 

utility plant. The reco v~ry of bond f l o tati o n 

expense continues year a fter year , irrespect ive 

of whether the company issues new debt capital 1n 

the future, unt!.l recovery is complete, 1n the 

same way that the recovery o f pa s t Investment s 1n 

plant and equipment through dtprec iatlon 

allowances continues i n the future e ve n 1f no new 

construction is con templated. In t he case o f 

common s tock wh ich has no fin tte life , flotatt o n 

costs are not amo rtized. There f o re, the recove r y 
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of fl o tation cost reGuires an upwar d aJ)u s tm~nt 

to the allowed ret u rn on equity. 

Acco r dinq to empirica l !;tUd le s , unclP r '•Hit .r.q 

costs and expenses average at least 4 percPnt 0f 

g r oss proceeds for utility stock offe r ing~. l~eP 

Logue ' Jar row: "Negotiation vs Competitive 

Bidding in the Sale of Securit :es by Pub lic 

Utilities," Financial Management, Fall 1978) . A 

recent study of 641 common stoc k Issues by 

95 elect ric utilities identified a flotat1 on cos t 

allowanc~ of 5.5 percent (see Borum' Ma lley: 

"Total Flotation Cost for ElectriC Company Equ1ty 

1ssues," Public Ut;!ities fortnightly, 

February 20th, 1986). 

As far as the market pressure effect is 

conce rned, empirical studies suq9est an all owance 

of 1 percen t. Logue and JcH r ow f ound that the 

absolute magnitude of the relati ve p ri ce dec l1nP 

due to market pressure was less than 1.5 percent. 

Bower and Yawitz examined 278 publ ic ut1l1ty 

stoc k issue s and found an average mar~et pres su r~ 

of 0.72 percent (see Bower' Yaw i tz, "The Effect 

of New Equity Issues on Utility Stock Pri ces ," 

Public Ut 1l t ties fortnightly, May 2~, 1 96 0) . 

Eckbo ' Masulis ("Rights vs. Underwritten 
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Stock Offer ings : An Emp 1r1 c a ! Ana !ys1s ,ft Un1 v. 

o f Br i ti Sh Columb ia , Work t nq P .~pe r tlo . 1 20 13 , 

Sept . 1987) f ound an aver age flotatl f) n Cf)S o f 

4.175 percent f o r ut1lity common st oc r. o ff ~r . ~gs . 

For the market pressure effec t, they f ound that 

the relative price decline ~ue to mar~ et pr essu r e 

in the days surrounding the anno u ncement amou nted 

to slightly more than 1. 5 per ce nt. Add1ng the 

two effec ts , the indicat~d t ota l fl o tati on cos t 

allowanc e is above 5.'5 percent, corr obo rat 1ng the 

results of earlier studies. Therefo re, bas~-:l o n 

empi r ical s t ud1es , total fl ot ation c os t s including 

market pressure conservatively amo un t t o S per c~ nt 

of gross proceeds . 

Appendix A shows why i t ~ ~ ne ce ssa ry to 

apply an allowance of 5 percent t o the d1v 1dPnd 

yield component of equity cost by d tvtd tnq that 

yield by 0.95 (100 percent - S percent) to obt a tn 

the fair re turn on equity capita l . ThP a ppendix 

also demonstrates that even if no furthe r s t oc k 

issues are contemplated, the f lo tati on ad just men t 

is still permanently required t o avo1d c onf 1sca-

tion. Flotation costs are only reco vered 1f · he 

rate of return is appl1ed t o t otal equity, 

including reta i ned earn1ng s , 1n a l l fut u re yea r s . 

J 
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The flotat ion cos t adJustmen t 1s not a on~- t tmP 

2 adJus t ment, bu t rat he r a p~ r mnn<o>nl r e Ju! rrment t o 

) keep s hareholde r s whol e. f a1 lurP to 1nciurle ~ n 

4 allowance f o r fl o tat ion costs r ~ sul ts 1n a 

5 down w~ rd-biased estimate of equity costs o f 

6 approximately 30-40 basis point s . 

7 

8 III. RIS K PR EMIUM ESTI MATES 

9 

10 o. Please describe the risk premium meth od for 

ll deteraining the cost of common equity. 

12 A. G1ven the c a utions I expressed ea r !1e r on the 

1 3 applicat.lity of the DCF mocel at a po1nt 1n ttme 

14 for a given compa ny , I have pe rf o rme d seve ral 

15 Risk Premium test s . The Risk Prem1u~ method o f 

16 de t erm ini ng the cost o f eq u 1ty r ecoqn 1zes the 

17 fu~~amental princi ple t ha t co~~on equi ty cap . tal 

18 is mo re r isky than debt f r om an investo r' s 

19 st andpoi nt , and that investors r eq u1 r e highe r 

20 ret urns on s toc ks than on bonds t o compen s ate f o r 

21 the add,tional r isk . The ge ne ra l app r oac h is 

22 relatively st ra i ghtforwarri: First, on~ must 

23 de term i ne the hi sto rical s p r ead be tw een the 

24 return on debt and t he retur n on equ1ty. Second , 

25 this spread must be adde d to the cu rr ent debt 
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YIQld to de rtve an es t imate o f c ~rrPnt Pq u .ty 

ret u rn re q u1 r ements . 

The r isk premium appr oach t o Pst,mattng ~ hP 

cost o f equi t y der i ves its usef ulnPss fr om th P 

si mp l e fac t t hat , while equ i t y ret u rn 

requ i rements c an not be read i l y q uan t 1f1 Prl at a 

give n po int i n t i me, the retur ns on t-onris ca, t'\P 

a s sessed prec i sel y at every ! ns t an • in time . I f 

the magnitude of the r isk prem i um bet ween stoc ~ s 

and bonds is known, thi s in f o r ma tion can be 

ut . lized to determ i ne the cost of commvn equ t ty. 

Please de·~ribe your risk premium analysi s. 

To quantify the actual r :s k prem1um f o r Gulf , 

have performed five risk pr emt um s t udtes . Th~ 

ftr s t two s tudies deal dt r ectly with Southern 

~ata , and the th i rd deals wi t h the el~c tr ic 

ut i l i ty indus try. The rema ining t wo s tudies d~a l 

wi th aggregate s tock market r is ~ prem1um evidence. 

and are bas ed on modern financi a l t heory. 

Could you di s cuss the results of your f i rst ri s k 

premium study? 

A f orward-look i ng risk premium f o r Sou t he r n wa s 

e s timated wi th a time-ser i e s anal ys is o ve r t he 
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197 9-1988 per i od. Th i s ~nal y s : s 1s ~ "' P IC te rt ~~ 

Sc hedule 6. Funda mental ly , t h ~ r 1s k p r em1 um wt s 

3 es tlmated by comp utt ng t he cos: o ( equ 1t y c o p1 • ~ : 

4 f o r each year over the 19 79-198 8 pe r 1od un 1ng t~~ 

ocr methodology , and then s ubtrac t ing the y 1el rt 

6 on Moody ' s Utility Bond index f o r t hat ye1 r . 

7 The upper panel of Schedu l e 6 shows th~ 

8 hi s tory of dividends per share and thP l og- l l ,~ar 

9 growth rate f o r each year, u s1 ng s uccPSSI Ve 

1 (' five-year base peri ods . The l o wer pane l rt1s pl ay R 

11 the year-by-year analysi s o f expected equ1 t y 

1 2 returns and bond yields over t he p~ r 1od 

1 3 1979-1988 . Equity returns a re computed us 1ng th~ 

14 quarterl y DCP model. The aver age spo t C!V lrl end 

1 5 y i eld for each year obtained fr om Va lue t. • ne 

16 (Column 1) is transf o rmed 1nt o an e xpecte d 

1 7 dividend yield ( Colu mn 21 by m ~! ~ i p ly 1n g by 

18 tl t O.Sg) , assuming that two q uarterly c 1v 1d~nd s 

19 have a l ready been rece ived at the o ld rate. The 

20 growth rate each year (Column 3l i s the 5- ye a r 

2J log-linear growth rat P , c omput erl from the 

22 co rrespondi ng histori-:: •. 1 dividend data on t h<> 

23 11ppe r panel portion of the exh i bit. The fa 1 r 

24 return on equity for e.ach year ( Colu mn 4 ) I S 

25 obtained by summing the exptcted dl v t de nd y1 e ld 

_j 
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a nd the g r owt h r a t e . The e xpec t Nl <!lv:denrl y: P id 

comp on e nt is dt v1ded by 0 . 9S t o~! :o ~ ~ o r 

fl o tati on cos t s , and 4 0 bas1s po . n s a r .,- l~l· ·rl o 

account f o r q uar te r ly d 1v1 dend pa y~ents , a s 

pr e v ious : y d i sc u ss~d . In co! u mn ( S l , t t1 e '/l t> l d 

on Moody ' s A-rated Utiltty bonds f o r eac h ye ~ r 

are subtrac ted fr om the cos t of eq u1 ty f 1 ~u r P s 

f o r the same year to arrive at the r 1s k prt>m:JI'l. 

The average r is )( prem t ur"' o ver th"' lO-yn a r 

period for Southern was 3.08 pe r cent o ve r A-r a ~rl 

ut i lity bonds. If the abnormA l ! 981-19b2 r esu lts 

ace omitted from the computatt on, t he ave r a gP 

r i sk pcemtum was 3. 78 per ce Pt. Howt>ver , o.1 a 

yea r to year basis o ver t he per iod , the r 1s ~ 

premium has fluct uated in a ~anne r In ver sely 

re l ated t o i nterest rat <?s . As !n ter t?st r at~ s 

dec reas e, the y i e l d spread of stoc~s o ve r bonos 

widens , owtng to the fa lli ng in t e r e st r a t e r1 s ~ 

faced by bond investors, and conve r sel y. Th 1s 

i nverse relationship between t hP r1s k prem1um anrl 

i nteres t rates is depicted g r a p h ica l ly o n page 2 

of Schedule 6 . The fun~ t ion al r e l a t 1on s h 1p 

between the two can be determ i ned hy s tat i s t i c a l 

regression techniques. The s tat 1st1 c al 

relationship between i nterest ra tes a nd the r 1s k 
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pr emi um fr om 19 79 t o 1988 I S a s f ollows , ~ s ~ how n 

on page 3 o f Schedule 6: 

RISK PREMIUM • 0.1366 - ( 0 . 8 40 2 • I NTE REST RATE J 

Given that utility A-rated bonds suc h as 

Gulf Power's ace currently y ielding abou t 

10 percent as of mid May 199 0 , the r 1s k p re~ium 

implied by the above relati o ns h i p is ? .2 6 pe(cent , 

that is 0.1366- 0.8402 x . 100 . Ad d inq t he bond 

yield of 10 perc ent to the r is k prem1um o f 

5.26 percent produc~s a c os t of equ1ty o f ! 5 .2 S 

percent. 

Please describe your second ri sk premium 

analysis. 

As a check on more current cond itions , a 

forward-looking risk prem i um f o r Sou ther n wa s 

also es t i mated with a mo nth - t o-month t ! me ser1es 

analysis over the past f ou r years. The a na lys1s 

is depicted in Schedule 7. The r isk pr e mi um wa s 

estimated by c omputing the cos t of equity cap 1ta l 

for each month from November 1984 to Oc tober 1989 

using the quart e rly DCF mode l , and then 

subtracting the y i eld on Moody 's A- rated Uti lity 

1712 
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Bond i nde x for that month. Tte DCF analy st s ~a s 

per f ormed as be f o re, ex c ept t hat the e x p~ c t ~ 1 

g rowth wa s obtained for eac h mo nth fr om t he 

analysts' consensus f o recas t r epo r t ed tn ! BES f o r 

that mont ~ , instead of re1ytng on h t s t o r t c a ! 

g r owth rates . The average risk pr e mi um o ver the 

period was 3.62 percent, adjusted f o r ~l o t ~ t 10 n 

cost. 

On a month-t o-month basis over the per tod , 

however, the r is k premium has f luc tuat e d in a 

manner inversely re la ted to inter es t r a t e s , as 

was the c a s e i n the previous decennial ana l ysts . 

As inte rest rates increase, the yte l d spr ead o f 

stocks over bonds narrows , owing to the 

inc reasing i nterest rat e ri s k fac e d by bond 

investors, and conver sely. This i nverse 

relat ionship between the r i s k premium and 

interest rates is depicted g raphica lly o~ page 2 

of Schedule 7. The fun cttonal relationship 

between the two ca n be determined by s tat t s tt c a l 

regression techni ques. The e xact s tattStl c a l 

relation s h i p between interest r a t es and lhe r is ~ 

prem ium from November 1984 to Oc t ober 1989 IS as 

f ollows, a s shown on pag( 3 o f Sc hedule 7: 
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RISK PR EMIUM • O.OG 4 3 - (0 . 266 ) • l'IT r.RF.ST RA7El 

Given that util1ty A-rated h0nds ar e 

c urrently yielding about 10 percent as o f 

Hay 1990, the r isk premium :mpl i e<1 cy the a bo ve 

r elationship is 3.77 pe r cent, that 1s 0 . 0 643-

(0.2663 x 0.100). Adding the bond y:eld o f 

10 percent, to the risk premium of 3.77 per cent 

p r oduces a cost of equity of 13.77 p~rcent . 

Please describe the results of your t h i rd r isk 

p re11iu11 study. 

The same st•1dy perfo r mPd abo ve on Southern ·• a s 

replicated o n the e l ectr ic incustry as a who ! P, 

using Moody ' s El ectric Ut i lity Index as An 

i nd ustry proxy. The a nalysis is deptc ted ~~ 

Sch~dule 8. The DCF ana l ysis wa s pertormed as 

before; the spot dividend yteld on Moody' s 

Electrtc Utili ty Common Stocks I nde x was 

converted into an expected dtv td end yteld as 

befo r e , and the e xpected growth wa s obt 3 ln ed f o r 

each mont h from t he analy sts ' consensus f o recas t 

repo r ted in IBES for that month f o r the elec tr ic 

utility composite . The average r i s k prem1um o ver 

the period was j.29 per cent , adjusted for 
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As befo re , the r is ~ p r emtum fluctuated 

inver sel y t o interest ra tes. Thf> 1nver s e 

relati onship between the ri s k p r emiu m dnd 

interest rates is depic t ed gr aphtca lly on page 2 

of Schedule 8 . The st ati s tical relat i o nship 

between interest rates and the r isk prtmtum I f ~s 

fol lows , a s shown on page 3 o f Sched<.~le 8: 

RISK PREMIUM • 0 .0640 - (0. 2932 • I NTEREST RATE \ 

Given that ut i lity A-r a ted bonds a r e cu r rent ly 

yielding about 10 percent as o f May 1990 , the 

risk p remium i mpl i ed by the a bove relatt ons hi p !S 

3.47 perce nt, that is 0.0640 - 10 .29 32 x 0.100 1 . 

Adding the bond yield of 10 pe r c e nt t o the r is k 

premium of 3. 47 percen t pr oduce s a cosl o f equt~y 

0f 13. 47 pe r cent. 

CAPM EST IMATE 

Did you esti~ate the risk p1emium of common 

stocke using any other methodology? 

Yes . ! devel oped t wo estimates based 

r espec t i vely on the Capita~ Asset Pr1 c 1ng Mode l 

171) 



2 

4 

5 

6 

7 

8 

9 

10 

11 

12 

1 3 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

Doc ~et No . 89 134 5-EI 
H1tness : iL A. Mo fl n 

Paqe 5~ 

I CAPM ) , and o n an emp i r ica l ~ppr o x 1mat1on t ~ the 

CAPM (ECAPMl. Th e fundament al td e il unde r l yln'-l 

the CAPM i s that ri s k-aver se in ve s t o r s rl ema~d 

higher returns for a s sum i ng add1 t 1o na l r is k, and 

hi gher-ri s k securit i es are p r 1ced to y1e l d h1ghe r 

expec ted returns that l ower-r is k SPcu r 1t1es . ThP 

CAPM quantifies the add i t ional r ~tu r n , o r r 1 ~ ~ 

premium, r equ i red fo r beanng 1n..: r c-m e ntal n s k, 

and prov ides a formal ri s k-r e t u rn r el a t!onshtp 

anchored on the bas ic i dea t ha t only ma rk e t r t s ~ 

ma~ters, as measored by beta. Acco rc1ng to the 

CAPH, securit i es are ?rl ced such tha t: 

EXPECTED RETURN • RISK-fREE RATE + RI SK PREM IU M 

Demot i ng the risk-free rate by RF and t he 

return on the market as a wh ol e by RM' t he CJ..P M 

is stated as follows: 

+ 

This i s t he s eminal CAPM expr ession to be 

appli e d. As a proxy for th e r ts k - fr ee rate, 

used the cu rr ent yield o~ lo ng - term Tr e a s ury 

bonds of 8 . 7 percent as of the end o f May 199 0 . 

As a proxy f o e Gulf ' s beta, I us e d 

Southern ' s beta of 0 .75 as a pro xy f o r Gul f . Fo r 

1716 
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t he market r is k premium, a rang ~ o f S . O t o 

7.0 pe r c ent wa s used . The 7 .4 per cen t e st 1m~te 

is obtained fr om the sem 1nal I bbo t son -St nq uefte :d 

study of histor ical s tock and bond r e turn s from 

1926 to 19d8. The study s hows that s t oc ks havP 

o utperformed long-term g o ve rnment s ecu r 1t1es by 

7. 4 percent over long c ime periods. Since 

long - te r m govern ment bonds a r e currPn t ly y t el~ing 

8.7 percent, the impl i ed ma rket r Pturn t s 

7. 4 percent i 8.7 pe rcent • 16 . 11 perc e n t f o r the 

market. 

The 5.0 per cent market r isk prem1 ~ m 1s 

consistent with a s~mp1 e annua l DCF anal ys1s 

appli ed to the market as a whole. The d l v \dPr.~ 

yield on the aggregate mar ket 1s cu rren t l y 

3.1 percent (Value Line In ve s tme nt Su r ve y ' s 

mediar of estimated y1e lds , 05/25/9 0 ), and t~e 

mean consensus growth for the IBES un1ve r s e of 

common s tocks is of the orde r of ll .c; pe r cPnt. 

Adding the two components together p r oou c e s an 

expected return on the aggrega t e equ1ty market o f 

c lose to 14.6 percent. o r a n s k premium in 

excess o f 5 percen t ove r long- ter ~ Treasu ry 

oonds. Since long - tee m ~ove r nment hc nd s u r e 

currently yielding 8 . 7 per cent, the Impl i ed 
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ma r ke t r etu r r is S .O per ce nt • 8 . 7 pt>r~-n t • 

13.70 pe r cen t f o r the ~a r ket. 

Us ing those 1nput values, my CAPM PStlrnat ~ s 

of equ i ty cost s r anged fr om l2 .4 S p~ r cent lo 

14. 25 percent , w1 th a m1dp o1n t of 13. 35 f'Prcf'nt . 

Fo r exa mple, us1 ng a beta o f 0 . 75 an J a mnr ~ ~t 

ri s k premium of 7.4 pe r cent, t he CAPM equati on 

be c omes: 

l<e • 8 . 7\ + 0 . 75 x 116.1\ - 8 .7\ l ! 4 . /'i \ 

I then added a conservat i ve a l l owa nce o f 

30 basis poi nt s t o the m1dpo i nt est l matP. of 

13.35 percent t o r eflect flotat 1vn costs . ~he 

re su l ting CAPH- de r ived est i mate f o r Gulf' s comm0n 

equ ity cos t i s 13.65 per cent. 

EMPIRI CAL CAyM ES T IMATE 

As is we ll known i n the a cad~m 1c f 1na nce 

literatu re, the CAPM model produ c e G a 

downward -bi ased estimate o f equ 1ty cos t f o r 

companies wi th a beta of less t han 1 . 00 . 

Expanded CAPM models h~ve bee n de veloped whic h 

: Plax some o f the mo re re s tric t ive assumptions 

underlying the rraditi o na l CAPM r espons ib le f o r 

t his bias , and wh ich enr ich i ts c once pt ua l 

171 8 
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valic ity. These e xpanded CAPM mode: s typically 

2 produce a r isk- r e t urn re lat1 onsh1p tha • 1s 

3 f l atter than the trad itional CAPM ' s pred1c t1 on , 

4 consistent with the em p trlcal f1ndlng s o f the 

5 f i nance lit~rature. This literature I S 

6 summarized in Copeland & Weston, Financial Theo rJ 

7 Coroorate Policy, Add ison Wesl e y, 3rd P.d. , l<J 88, 

8 Chapte r 7. The f ollovi nq equation pr o v t dP. s a 

9 viable and cons ervative appr ox imati o n of thP cos t 

10 of equity c ap i tal e s timate suqqes ted by th~ s P 

I 1 e xpanded CAPH's: 

1 2 

l 3 rf the same input data range s a re inse r ted that 

I 4 we re used wi th the traditi onal CAPM, the a bo ve 

1 5 equation pr oduces estimates ranq inq !rom 

16 12 . 76 percent to 14.71 per =ent, WJth a midpoint 

1 7 of 13.74 pe r cent . Add ing a 30 ba s Js po i nts 

18 flotation a llowance yi eld s an ROE est1mate o f 

19 14 . 04 per cent. 

20 

21 Q. Please summarize your risk premium es timates of 

22 Gulf ' S cost of equ i ty. 

23 A. The cable below summar i zes the retu rn on equ 1t y 

24 results fr om my f ive risk prem t um st ud1 es: 

25 



2 

3 

4 

s 

6 

7 

8 

9 

1 0 

11 

12 

13 

14 

IS Q. 

16 

1 7 A. 

18 

19 

20 

21 

22 

23 

24 

25 

Doc~et No . 89 13 4 ';-E: 
Wt t ne s s: P. A. Mo r 1 n 

p ,, q;o '9 

Study I me I 1 PO f.qutt y PPt llrn -------

Southern Company lonq-t e rm I ">. 2 6\ 

Southern Company sho rt- te r m 1 3. 7 7\ 

Electnc Utillty I ndust r y 1 3. 47\ 

CAPM I 3. 65 \ 

Emp i r i cal CAPM 14 . 0 4\ 

I dld not place any weight o n t he r t s k p r~m tu m 

estimate de r ive d from the lonq-term analys t ~ o f 

Southern mar ket data , a s it ts upwar d - btased 

rela t ive to the o ther f ou r re s ult s . 

IV . SU MMARY AND RECOMM ENDAT IONS 

Please summarize t he r esults of you r analyse s 

regarding the cos t of Gulf ' s cos t of equity. 

The table below summar i zes the e sttmates o f cos t 

of common equity obtai ned fr om the vart ous 

~ethod s. The average rate o f re tu r n on equtty 

based on a ll the techn i qu es is 1 3.54 percent, anrl 

t he truncated mean, obtained by r~movtng the ~~ ~ h 

and low estimates from the comp utatton of t1e 

average , is 13.5 4 pe r c e nt. 

It is important to p o1 nt ou t tha t these 

result s must be v i ewed as a whole rat ner than 

1720 
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s e l ectively. I t woul~ be app top r !atP t o s ~!ec t 

any one part i cular numbe r fr om the ta b !~ a ~1 

infer Gul f' s equity c os t s f r om t ha t nun~e r 

alone . No one i ndividual r e su l t pr o v 1des an 

i n fall ibl ~ es timate o f a fai r re t u r n , b ut <>ach 

result provides useful ev1denc e f rom a dt ff e r Pn t 

perspective. I al s o re itera te my ear li Pr c av~ a t 

conce rn ing the appl ica bil i ty o f the st a ndar d DCF 

model in the curr en t ~nvi r onme nt of 1nc rea s1 ng 

relative ma rket val ua t ion and vol at 1le stoc k 

prices. 

Southern Company ' s cost of eq u t ty r e f lec t s 

the weig hted a ve rage r isk of i t s cons ti t uen t 

subsidi ar i e s . S i nce four o f i t s f 1ve oper a t t ng 

subsidiaries do not have nuclear r i s k e xpo s u r e , 

wh i le Geo rg ia Power, wr i c h r epresent s 

appr o x ima tely one-half of Southe r n Company ' s 

a sset s , does expe r ience subs tan ti a l nuc lear r 1s ~ 

exposu re, the expected equ t ty r et u rn of 

13.25 pe r c e nt applicabl e to Gu l f Powe r, t o the 

extent that it wa s par t i ally de r 1ved fr om ~a rk ~t 

data based on Sout her n Company r 1sk and retur n 

ddta, is slightly upwar d - bt a s e d. Bu t a s s tated 

earlie r, to the extent that the fair r e t u rn ~ a s 

part i ally der i ved from mar ket data ba s e d on 
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elect r ic utll1t1es which hav"' lt> s s fi n ;1 n cl ~l r t s k 

than Gulf Powe r, the fa t e return Is s!1 q htl y 

downwa r d-biased , part i~lly off setting thP f o r m~r 

effect. 

It s hou l~ be pointed out that Gulf Powe r 's 

non-utility ope r a ti ons rep resent a ncqltgbie 

proportion of its total ope rati ons and , ther e f or~ . 

ha ve no effect on the c os t o f cap it al est 1mates r 

have developed, investo r s pe rcet ve Gul f Powe r a s 

an e lectric utility operation a t thi S t t me. If 

such operat ions were to be s eg r egat ed , 1t shou l d 

not be imputed to the equi ty cost but ra ther t o 

the we ighted average of the cap i tal structure . 

Bas ed on the result s of all my analy s es , 1t 

is my opinion that a just and reasonable retu r n 

on the common equity of Gulf Power at th is ttme 

i s 13.50 percent . 

COST Of' EQUITY 

SUMMA RY OP RESULTS 

DCF METHODS 
Southern Ccmpa ny 
Comparable Ris k Electrics 

RISK PR EMIUM METHODS 
Southern Company 
Electric Utili ty Industry 
CAPM 
ECAPM 

AVERAGE 

TRUNCTUATED AVERAGE 

Retur n 
13.25\ 
1 3. 0 3\ 

1 3 . 77\ 
13. 47\ 
1 3. 65 \ 
1 4. 0 4\ 
1 3. 5 4\ 

l 3. 54 ' 
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If i nterest rates or risk premium s c hange 

significantly betwee n the date of filing your 

direct testimony and the date oral testimony is 

presented, would this cause you t o revi&e your 

estimated cost of equity? 

Ye s . lnce r est rate s do change o v~r t lm•·, ;. nd 

r1sk premiums change also, althouq h muc h mo rP 

sluggishly. If substantial c hanqc A we r e t o occu r 

be t ween filin g time and the t1me the reco rrl 1s 

closed, they should be ref lec t ed 1n the c• rder . 

Does this conclude your testimony? 

Yes, it does . 
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MR. STONE: There is also an Appendix A to 

2 his testimony. It's a paper on Flotation Cost 

3 Allowance , and we neglected to have a n exhibit number 

4 assigned to that. 

5 

6 

7 

CHAIRMAN WILSON: 599. 

(Exhibit No. 599 marked tor identification.) 

MR. STONE: With that, our next witness will 

8 be Mr. Kilgore. 

9 J. THOMAS KILGORE, JR. 

10 was called as a witness on behalf or Gulf Power Company 

11 and, having bean first duly sworn, testif ied as 

12 follows: 

13 DIR£CT EXAMINATION 

14 BY MR. STONE: 

15 0 Would you state your name and your position 

16 with Gulf Power Company and your bus i ness address for 

17 the record. 

18 A J. T. Kilgore, Jr. I'm Manager of Marketing , 

19 Planning and Research for Gulf Power company . My 

20 busine•s address is 500 Bayfront Parkway, Pensacol~. 

21 Florida, 32501. 

22 0 Mr. Kilgore, are you the same individual that 

23 prefiled direct testimony, in your name, dated December 

24 15, 1989, in this docket? 

25 A Yes, I am. 

FLORIDA PUBLIC SERVICE COMMISSI ON 
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1 Q Do you have any changes o r corr ections to 

2 that prefiled testimony? 

3 A Yes, I do. We have made a change t o one 

4 assumption regarding the migration of a large 

5 industrial customer from the PXT to the LPT rate class. 

6 This assumption change affected the LPT PXT and ss rate 

7 classes in Schedules 1, 2 and 3 of my direct testimony . 

8 These have been replaced by updated Schedules 7, 8 and 

9 9, respectively, in my rebuttal testimony . 

10 In addition, Schedules 10, 11, 12 and 1 J of 

11 my rebuttal testimony represent dated versions or 

12 certain MFRa that were affected by this assumpt ion 

13 change. 

14 Q With those noted changes, if I were to ask 

15 you the questions c ontained i n d i rec t testimony, woul c' 

16 fOUr answers be the same? 

17 

1 8 

A Yes, they would. 

MR. STONE: We ask Mr. Kilgore's testimony be 

19 i nserted into the record as though read. 

20 CHAIRMAN WILSON: It will be so inserted into 

21 the record. 

2::! (Exhibit Nos. 200 through 216 marked tor 

23 i dentification>) 

2 4 

25 

FLORIDA PUBLIC SERVICE COMMI SSION 

I 



3 

GULF POWER COMPANY 

Before the Flo r 1da Publ1c Serv lCI.! Comrn : ss: o :-: 
D1rect Testlmony o t 

J . Thoma s Kilgore, ~ r. 

I n Support of Rat e Rel1e! 
Doc ket No. 8913 45-El 

Date o f Fil i ng Decembe r 15 , !989 

7 0. Will you please s tate your name , business a ddress and 

8 occupation? 

9 A. ~y name 1s Joel Thoma s Kilgo r e , Jr . , .•nd ::1 }" ::usln..,ss 

10 a ddress is SO O Bayfron t Park way, PP nsaco1a , f! o r~Ja 

11 32501 . I am Ma nager o f Mark e t l ng Plann1na ~nd R~Sco rcn 

12 for ~ ulf Powe r Company. 

l) 

14 0. Please describe your education a nd profess 1on a l back -

1 S ground. 

! 6 n . l <:; raduated from nubu r~ lJn1·:er s a :: ; ;-, :':l80 ~ . .. . 

17 Bachel o r o f Sc1ence degree :r. : ncus t:~ :~: !. :-::::: ... · :. ; . :. 

18 am a member a nd past c ha1rman o r the: ~la !f.l.!t:·~ ·J ; 1 1:~ :-: . ;, ; 

19 and Research sect10n of the Sout hciiS t C? r r. £ !· · ·· t:-: ·· 

20 Exchange , Marketlng Dl'/lSlOn , ana l am ,J), e; 1 . c•r;~r.vz .:-.:.: 

21 pa !l t c hairman of t h e Research and fo r" l~.lst ::-:a : ::1r.11 •- ·-·: •· 

22 o f the Flor 1da El ectrtc Power •:oorc!l:1utt:·. : , ; :- ol:;:: . 

23 addit1 o n, I am a n ac~1ve membt"r , f r.c r: :.., ,~ ~r~ _. ":: :. ·.·; 

2 4 Ma r ket Research Cou nc1l , anrl tr. .., (!..,ctr:c t:::t¥ 

2S Forecaste r s ' Fo rum, a:1d h a ve !> e ... :ec J:. .·na: r:na:-. 
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P3oe 

o r ~ember o ~ a ~umber of comm l t tees ~nd : ~s t. : c r c es 

w1th1n the Southe r ~ e lectrl~ systnm . 

1 began my c aree r 1n t he elec t r: ~ \lt: ::t·/ !~dus t :-·: 1 t 

Alabama Power Company 1n 1 9 76 as .1 cocp'! r a t "·: ·~ ··ouc.-,t l O:'l 

s tudent. Upon g r aduation from Aubur n Un 1 ~e r slt~ ~~ 

1980, I began work Wlth Gu lf Powe r Company 3s ~ ;cc~n l-

cal Se r v 1ces Enq1:1eer. I n 1982 , wa s p r omot ed t o 

Supervisor o f f orecasting and Ma rkct t nq P l J nn t na ~nd 

s e r ved i n that capac1ty untl l Januar y , lJ88 , A·:, •·n: was 

promoted to my c urren t pos1 t 1on as ~anag~r 0 f ~a rk e t: na 

Plann1 nq a nd Resea r ch . 

0. What are your areas of responsibili t y wi th Gulf Power 

Company? 

n. I am responsibl e ! o r the ! ol1ow t ~g J r ePs : 

Il l Fo r e c as ts n f Cl. .;; tome r s , Ene r gy SJ l es, i' ·'1 f. ;- .• r..\:-:c~. 

and Base Revenue s, ( 21 Load Rest.:a r c:!'1 , t3l ··:J : ~· ~ t!: ·, J 

Rese arc h a nd , 14 ) Market 1 :-:g P l..1nnLno . 

o. What is the purpose of your test imony in this p r oceed -

ing? 

A. The purpose o f my test1 mor. y 1 s to p r esent ::.~ t: •?f-or ;.,c~ . 

met hods and r e sult s assnc: l.lt ed w1t.h Gulf ' s : ) r~ c..1,; t . ~ 

custome r s, e ne r gy sa l es , peak d ema~ds and ~asc ra~enues . 



Docket No . ~~i~45 - EI 
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Page 3 

1 I wi ll also address the Company's cost o f serv 1c c l oad 

2 research activities and results . 

3 

4 Q. Save you prepared an exhibit that contains i nfc.rmation 

5 t o which you will refer in your testL.ony7 

6 A . Yes. 

7 Counsel : We ask that Mr. Kilgor e ' s 

8 Exhibit, comprised of ~ 

9 

10 

ll 

12 Q 

13 

Schedules , be marked for ident1f1cat1on 
JDC) lOS' 

aa Exhibit$ (JTK-1) 

Are yo,. the sponsor of certain IUniJiwl Fil i nq 

Requiret~enta (MFRa) ? 

14 A. Yes, these are listed on Schedule 6 at the end o f 

15 my exhibit. To the best of my knowledge, the 

16 '.nformation conta ined in these MFRs is true a n d 

17 : orrect . 

18 

19 Q. Mr. Kilqore, you indicated you a re r esponsibl e for 

20 ~he forecasts of Gulf's custo.ers, energy sales, 

21 peak deaanda and base r evenues. What tabulations 

22 h ave you provided detail inq your retail projections 

2J for 1990? 

24 A. I have provided three tabulations o f test yea r 

25 forecast data: Schedule 1 details r eta1l c ust omer s 
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Paa e -• 

l ~y ra te; Schedule 2 deta1l s retal l e nerg y s al ~ s by 

2 ~ ate; and finally Schedule 3 de ta1 1s r e ta l l base 

) t evenues by rate . These schedul e s j Jso ~ rov 1 de 

4 t~ta ls by c ustomer class1ficat1o n . 

5 

6 o. Please su.marize your Schedule 1. 

7 A. Our projections call for a total o f 292 , 6 10 re t a t l 

8 customers by year - e nd 1990, a n 1nc reas• o t 6 , 7 56 

9 c ustomers over revised year-end proJecttons fo r 

10 19g9, This represents an antic1pate d j nnua1 g r owth 

11 ra t e o f 2 . 4 percent for 1990. By compar1 son , 

e 12 hi s torical jrowth rates o f 3.~ pe r cent, 2 . 6 pe rcent 

13 and 2.3 percent were e xperie nced ln 1986, 198 7 , and 

14 1988, r espectively. Current pro) e c tlons f o r 

15 yea r-end 1989 indicate an annual q r owt n rate o ~ 

16 pe r ::cnt . 

17 

18 o. Plea se summarize your Schedule 2. 

19 A. Retail e ne rgy sales are ~ xpected to total 

20 7 ,6 ~ 9, 49 0,093 kilowatthours 1n 199 0 , r e p r esentl lltJ 

21 a n increase o f 4.2 percent o ve r r evt sed ye ar- 0 nd 

22 pro)~Ctlons fo r 19 89. The r e :all kl lowatthour sa l··~ 

23 forecast by class consists o f tne fo11 ow1ng : 

24 Residenti al : 3 ,344,901, 953 , comp r 1s1~q 4 3 .4 pe r cen t 

25 o f reta i l; Commercial: 2,214,169, 0 17 , c omp r1 s1nq 
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?age 

2 1.8 percent; Industrial: 2 ,124, 15-. i8 2 . ~ompr: s 1ng 

2 7 . 6 pe r cent; and St r eet L1ght 1~g: :& , 26 1,8 4 1 , ~em-

pr1s1ng 0 .2 percent. 

Pl ease au.-.arize your Schedule 3. 

R~tail base revenues a r e e xpected to total 

5249,281,859 i ~ 1990. The base revenue ! o r ec~ s t by 

c lass consi s ts o f the fo llowi ng : Re s 1dc nt.1 ~~ 1 : 

5 13 3, 163,227, compr1sing 5 3 .4 pe r cent o r : c t Jl: ; 

Conunerc 1al: $73,877,125, compr1 s1ng 29.6 po.! r c r:nt; 

Industrial: 40, 97 8,1 53, compris1ng 16 .4 percen t; 

and Street Light1ng: 1 ,26 3,35 4 , comp r1 s 1ng 0 . 5 

percen t. 

What a r e the o b ject i ve s of your for~castinq c f-

forts? 

As Wlth any forecast wn1 ch se r ves as~ b~ s : s · ~ r 

plann1nq, we s tri ve fo r the g r ea test poss 1 ~lc 

accuracy, par tlcular ly 1n the s hort-tPrm c o - ~ 

yea r s l . We recogn1ze the fa l laci· · ·.: spec 1all ·i ~~ 

t he long - term, o f beli e ving that we c a n accuratnl~ 

pred i c t all of the maJor fac t o r s comprl SJ ng t~~ 

c hang1ng econom1 c , leg1sla t 1 ve dnd market envlron-

ments . W1th this recogn1t 1on o f c hange, we ha ve 

adopted t wo prtmary ob)eCtlves tn prepar 1 ~~ c u r 

_ _j 
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long - term f o recasts: (l) c omp r ehens 1ve rove r aga o ~ 

ma Jo r issues a n d trends that may tmpact Gul! a nd 
i t s custo mers, wh1 ch a r e add r essed and ~uant:tl~d 
through t he use of scena r 1os, anc (2) e i!ect~ve 

c o mmunicat ion to mana gement and p lann1 ng !'ur.ct ~ o :1s 

o f the u nde r ly1ng c~uses a nd potent l a1 ~ mpltca t: or.~ 

a s sociate d wi th var 1ous scenartos . We have ~ ~F · c -

mented this sce nar 1o approach to enna nce o ur 
!lex1b i l1 t y and all ow for mo r e 1nfo rmud dec : 51on-
mak ing 1n a c han g 1ng env1 r onment. 

S ince t h e p rimary f ocus 1n these p r occtdlnos 
l S on t t". '" s hort- te:-m forecas t, pa r tlcula•ly the 
test year, t h e base c ase o r most l1 kely for ecas t 
s c enar1o wl. l l se rve as the bas1s !or d l scuss1on .J : 
fo r ecast r esu lts. 

What level of acc uracy has be <.•n ac t1ie v e d i n y o ur 
recen t s h o r t -term fo r ecasts o f retai l custo me r s , 
e n e rgy sal e s a nd base rat e revenues? 

Emp loying the same bas1c ~ethods and a pproacn 
c urren t ly i n use, o u r forecast accura c y has cons l s -
t ent ly e x c eeded the standards wh lcn we con s1dc r 
a p p r opria t e f o r planning pu rposas . Schedule ~ 

p r ovides a summary o f o u r sho r t-term dccu r acy :or 
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the l ast four budge t :oreca sts 1s sued ? r 1o r ~ ~ : ~e 

test year fo r ecast. 

WhaL rate schedules are included i n your residen-

tial class forecast of c usta.ers and energy Hales? 

Our residential c lass 1s comprlsed o f three r ~t ~ 

schedules: RS 1r es1dential se r v1ce l wh1 cn re prc -

sents the ma)Orlty of class e ne r gy s al e s , r~ t u 

schedule RST lresident1al se r v 1ce , tlme-o t-us cl. 

and finally rate schedule OS lo~tdoor s e r v1cc -

lighting). 

Please describe the methods used to p~eparc your 

forecast of residentia l c ustoaers . 

The unmed1at e s hort- ce r m fo recas t 10 - 2 ye ar s l ,, : 

res idential c ustomers 1s based p r 1mar 1l·r" o n ;. r o · ·· c -

tions prepared by dlVl S l On personnel . Th1 s 1p -

proac h takes advantage o f the1 r knowledg e o r : oc ~• 

market and econom1c c ond1t1 o n s , wh1ch 1s g a1 ~ud 

through d irect inte r a ction with econom1 c rlev e lo p-

me nt agencies, s tate a nd fede ra l agenc 1~ s . Je vc l o p -

e rs, builders, lend ing 1nst1tUt1ons, a nd o th e r ~ay 

contacts. 
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Paqe .:~ 

For the remaining fo r ecas t hor1~on t 3- 25 

yea r s), the Reg1onal Econom1c Gr owt h !mpact Study 

(REGIS), a mathematlcally 1nte n s 1 ~c !or ecJstl nq 

mod~ l, is utllized in t he d eve l o pment o f res 1den-

tia l c ustomer p ro )ectlons. At t he c ente r o t 1.h 1s 

s ystem is a cohort s urv 1val rout 1ne upp r oa ch 1n 

which populati on by age g r oup 1s aged fr om o ne tl ~c 

pe r1od to the next . The model ' s m1q r a -

tlon / demographlc compone nt, g1ven un ~n lt: ul 

population age distr1but1on, together wlt h to r e -

c asts of m1grat1on, b1 r ths and jeaths, prO J ~cts 

popu lation by age g r oup 1nto t he future . 

The fo r eca st of res tdentt a l c u s t omer s 1s dn 

outcome o f the final sec t1on o f the ~tg ra-

tio n / demog raphlc el~~~nt of the mode l . Th· n umo~r 

o f r e s1dent1al c ustomers Gul: ··xpects t c s ·.· r ·: ·· : :;. 

c alculated by mul tip ly 1ng the tot al numbu r 0 1 

households located 1n t he e 1ght coun1.1es 1n wh1 c h 

Gulf p rovides service by the percen tage o f ~ us t om-

e r s 1n these e ight count1es for wh1 c h Gulf c urren t-

ly prov1des se rv1ce. 

The number o f hoL~ eholds ref e r rea t o .•bo ·: (J 1 s 

compu t ed by a~ply 1ng a household forma t1 o n trend to 

the p r eviously me nt1oned po pulat1 o n by us e g r o u~, 

and the n by summing the number o f hou scho lrls tn 
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:·a oe 

e ach of !ive adult a ge c atego r1 es . As lndl cJted. 

the re is a r e latio nship betwee n house ho l ds , o r 

res1dent1al c ustomers, a nd ~ he aq P. s tructu r e c : t nc 

population o i the area, as we ll as ho useno ld 

formation trends. The hou s ehold format1 o n Lr end 1s 

the product o f 1ni tial year house hol d fo r~atl on 

rates i n the Gulf se r v i ce a r ea a nd p r oJec t ed C. S . 

trends in household fo rma t1 o n. 

Please describe the aethods used to prepdrc your 

residential class energy sales forecast. 

The :~sidential e nergy s ale s forecast 1s p r cpa r ec 

us1ng the Res1dent1al End-Use £nerg y Pl.l nl•l :'IQ 

System (REEPSl, a model devel o ped f o r the Elcc t ~. c 

Power Research Ins t : tute IEP R! l by Cambr 1d00 

Sys tematlcs, Incorporated, unde r i' r o : ect ?Pl~: :- . . 

The REEPS model int egrate s e l emen t s o: l..o t :. 

econometr l c and eng1nee r1 ng e nd- us e ~ pp roachcs 

to energy for ecas t1ng. Market pe ne tr a t1 ons tnd 

energy consumptio n rates fo r ma)or appl1 a nc~ 

end-uses a re treated e xpl ic1tly. REEP S p r oduces 

forecasts of appliance 1nstalla t1 o ns , o~~ rat:~o 

effic1e ncies and util1zat1on patte r ~s f o r s pace 

heating, water heating, .ll r c o nd 1t1 0n1ng a nd 

c ooking . as well dS other ma Jor end -us~s . l::ach 
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J . Thoma s fl1Jorc . J r. 
? H ; t: 

these decl.sl.ons 1s r espons 1ve t c .::1c r-gy r; nc~ s · ~c 

conservat l on / d emand - slde l ~l t l3 t l ~es , as ~~::a : ~ s 

household / dwel llng cha rac t er:stlc s ..~ ~d ~eoa r~p~ : ca ! 

var1ables. 

The maJo r beh~v1ora l r esponses 1n t~~ ~l~ulJ -

tlon model have been e stlmate d s tatl $tlca l l y ! r om 

an analysis o f household su r vey data . Res1dent1Jl 

market surveys prov1de the da t a so urce r ~qu1r~d ~ o 

i dentify the r e spons1 ve ness o f ho u s~hold un~ rg~ 

decisions to price s a nd o the r v a r iabl~s . 

The REEPS model forecast s e nergy dec1~ 1 o~s !or 

a spP~i fied nurober o f d1fferent populat1on seg -

ments. These segmen t s r epre sent hous~hold s ~1th 

dlfferent demographl c and dwelllng cha ract c rl S tl ~s . 

Togethe r , the popu latLon segmen t s r ef! ec t · ne : ~: : 

d1s tr1bUt1on o f c harac t: e rlst :.::& 1n he ·~.: sl'' ::l• ' r 

popu latlon . The tota l se r\'l ce ..1 reu : ? r o•c ..J -., : 

re s 1dential e nergy dec lSlOn s lS repre sc~ t ·· • : • !> :::.e 

sum of the c ho1ces o f va r 1ous s egments . Thi S 

aprroac h e nhances eval ua tlon ot the d l s trl bUtl o nal 

impacts o f marketing o r demand- s t d c L nl t : Jt !~ ~ s . 

Fo r each of the ma )O r e nd- uses , REEPS : ..l ro: -

casts equipment purchases. l•ffl c lt!nc y o~nd t: tll1.:.1-

tion c ho1ces . The model ~ l st1nqu1shes among 

appliance installatlons 1n new hous1r.o , r c tro • • t 
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1nstalla t1ons and purchase s o: port.lbl c ~ ~ lt s. 

W1th1n the s1mu la t1on. the p r o babll 1t y o : : nst .J i -

1ng a given appliance 1n a new dwe1l 1 :-~ q d•· pend :; ' ~ 

th~ operating and performance c ha ~ac ter l s t: c s o r 

t he c ompeting alternatlve s, as ~ell .l S household 

and dwelling features. The 1nstallat1on p r oba b1 :1-

ties fo r certain end-use cateqor1 e s a rc hlqhly 

lnterdependent. 

Appliance ope r at1ng e ff i c : e n c ~ ~ nd u tl ll:J t: o ~ 

r c t e s are slmulated 1n the REEPS .node1 as l nt e :-dc -

pendent dec1 s ion t . Effic 1ency cho1ce 1s dcp~ nden t 

on operating cost a t ':he planned utllllatlo n ra t• • , 

while actual utilization depends o n o pe r at1:1g c o s t 

given the appliance e ff1c1ency . Appl 1a ncc and 

buildi ng standar ds affec t c ff ic 1c ncy d lrw c t: y ~ , 

ma ndatlng higher leve l s t ~a n th ~ se o therw l Fd 

e xpected. 

The sensitiv1ty o f e ff 1c1enc y a nd u t l ~ l ~.ltl ~~ 

dec1sions t o cos t s , c l1.ma t e , hou st! ho 1d .1nd ..:! · .. ··· i l :::u 

s ize , and income has be en e stlmated from h 1 st o r1 ~ al 

survey data. 

Ma jor a ppl iance ba ~ e -year un1t e nerg y ru ns ump-

tlon (UEC I e stimates a r a ba s e d o n e 1the r mc t 0 r cd 

appliance data o r c ondlttona 1 e nergy demdnd : eg r cs -

sion analysls . The l a tt e r 1s a technlque ~mpl oy ed 

J 
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? age l 2 

~ n the ~bsence of me t e red obse rva tl c ~s o ~ :~d 1 v 1 du -

a l appllance usage and lnvolvts the d1 sag~ regat1cn 

o f total household demand f o r e lec tr1c1ty :nto 

appl1ance spec1f1c demand funct1ons . 

Condit ional energy demand models a re regrcs -

s 1ons whic h explain residential c ustomer s' de mands 

fo r electricity as f unctions of the e nergy-us1nq 

equ1pment that they own. weather cond1tions. 

demographlc a nd dwe ll1 ng characte rl Stl CS , a nd o th e r 

factors playing a maJor role in t o tal house h o l d 

e nergy cons~mption. The mathematlcs under ly~nq 

thls method rely upon the p rem1 se tha t consumpt1 on 

through a partlcular e nd-use must b e ze r o 1 : the 

e nd-use 1s not ?resent, a nd t f the ~nd-use 1s 

p r esent, e nergy consumpt1o n levels a r e represcnt~d 

as dependent on weathe r, d emoo r aph 1cs , 1ncomc Jnc 

o ther va r1ables. 

The s tructural design o f t he REE PS model . 5 

o r1ented p r1mar ily toward long -term ! o reca ~ tl ny dnc 

strateglc analys1s, Wlth e n e r qy foreca~ t o u t pu t s 

s tat~d 1n annual terms. I n o r der t o dev el o p 

monthly al locatlons and to e nhance s ho r t-term tO- : 

years) sales forecast accuracy, a dtsaqgr~g~t ~ 

single equation econometrlc model 1s used tn 

c alibrating the short-term PEEPS model ou t put . The 
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bas 1c s truct u r e of thi s econometr1 c model rcp r c -

sen t s monthly kilowatthour s per c u s t omer pe r 

billing day as a function of w~ather lhcatt~q a n d 

cool~ng degr e e hours), p r1ce o f e l ec tr1c 1ty a nd 

seasonal va r iatlons. 

What rate schedule s are inc luded i n your commercial 

class forecast of customers and ene rqy sa les? 

The comme r c1al c lass repre s e nt s the most hc tc roq •~ -

neous ma rket s e r ved by Gulf. Inc l uded 1n thl s 

c las s are custome r ~ from the fol iow1ng s even r~ t ~ 

schedules: GS (general service), GST lgene r 3 l 

service, time - of-use ) , GSD (general serv 1 c~ de -

mandl, GSDT (general se r v1 ce demand, t ... me- r, f- u s e l , 

LP (la rge power se rv1cel , LPT (large powe r s~ r~t cc , 

Please describe the .athod used to p r e pare t he 

coamerci a l c lass c u s t o mer for eca st . 

The immed i ate s hort - t e r m fo rec ast 10 -2 ye a r s ) ·:> t 

commerci a l c ustomers, 3s 1n the r es1de nt 1.1l ::. ec t o r. 

i~ pre pared by division per sonnel. A r e v t e w o f ~c 

t e chniques a nd r esu l t s for e ach d 1v 1~1on 1s u nd e r -

taken by the corporate forecasting sec t 1on , u nd e r 

my direction. Spec1al a tten t ion 1s q 1ve n tc th e 

. l 
l ~ 
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lncorporatl o n of n~w maJO r ~ommer~ : al ~ StJO! l s~ -

me nts and consistency Wlt h qene r ~1 ~~sumpt1 on s . 

Beyond the 1mmediate s h o rt-t e r m pe r 1oo , 

~omnercial c us tomers a r e fo r ecast 1s a iunctlon o= 
residential c ustomers, reflect1nq the g rowth o f 

commercia l serv1ces to meet the needs o f new 

resident s . Im~licit 1n the c ommerc lil1 c u stomer 

fo r ecast is the rela t1onsh1p between or owt h :~ 

total r eal disposabl e 1ncome and q r o wth :~ ~~e 

commercial s ecto r. 

Please descr ibe t h e meth ods used to prepare your 

ca.mercial class energy s ale s forecast . 

The Commercial Sector End- Ust:: Ene r gy Dema n:! Fo re -

cas ting Model (COMMEN D I , '"'hl ch ~o~a s developed IJ·; t!"lr· 

Georg1a Inst1tute o f Tecnnology t~ rouqh ErR! 

P r o)ect RP1216-0 6, se rve s ~s t he bas1s :o, ~t:: 

maJo r port1on o f Gulf's comme rc l ~l ene rgy s al ~s 

forec ast. Spec1 f 1cally, the GSD , GSDT , ~P •nd ~PT 

ra t e schedule c ustomers w1th 1n t~e ·::o mmer c 1JI .. : l.lss 

are represented in the COMMEND :orc cas t. 

The COMMEND model is a n e xtens1 o n o r the 

c~pital-stock approach us ed 1n most ~conome t r: c 

s tudies. Th i s approach v1ews the demand t o r 0nc r q) 

as a product o f three factors. The ! 1rst o t these 

r . ... 
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fac t o r s 1s the phys1ca1 s toc k o f e nerqy-us 1 ~o 

c ap1tal, the second facto r 1s base - yea r ene r oy es c , 

and the th1rd 1s a ut1l1zat1on ~acto : repr~sen t: ~q 

utll~zation o f equipment r e l at1ve to the ba s~ - year. 

Changes in equipment u t il1zat 1o n are moael~d 

using short-run e conometr1c f ue l pr1ce elast 1c1 -

ties . Fuel choice is forecast w1th a 1L f c - c yc lc 

cost/behaviora l ml cros Lmulatlon s ubmodc l , Jnd 

c hanges in equ ipment e ffic1ency a r c d(!tc r m.tn••d 

using enginee r 1ng and cos t 1n f o rma t 1on for space 

heating , cooli ng a nd ventil a t1on equ1pment ~~d 

e conometric elastlclty o:: stimates fo r the oth~ r 

e nd-uses ( lighting, wat e r hea t1 ng, vent 1 1a l : On 

c ook1ng, re fri gerat1o n, and o the r s ) . 

Three char act e r :s t lCS o f COMMEND d1s t 1~ou:sr. 

1t f r om t r adit1o nal ~ode l1 ng app r o achc g . f! !" S t, 

the reliance o n e ng1neer1ng relat1onsh1ps t o 

dete r mine fut u r e heat1ng and cool 1ng e ffl Cll'fl Ci' 

prov i des a more sound ba s1 s for fo r ecast1nq :on~-

run changes in space heat1ng a nd cool i ng encrq~ 

requirements t han a pur e econome tr1c a pproac h ' Jr. 

Qupply. Second, the s1mul at1o n model uses 1 

variety o f e ngineer i ng data on the ~ nergy-us1~0 

c haracterlstics o f c ommerc 1al bulld:ngs. Th1rd, 
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COMMEND prov1d~s es t lma t es o r o•ne r gy uS<' ctct..ll:ec 

by e nd - use, fuel type and bu1 d 1~c type. 

Gulf' s most recent •:ommerc :a l :-tarltct Sn r·:e·; . 

conducte d 1n 1984, pr ov 1ded much o f tnc 1nput cla t .:~ 

required for the COMMEND mod e l. Th1 s data 1 s 

augmented •.o1th c urrent floorspace o:s t:mates ..1nc 

pr oJections. The model p r oduces :or ecasts u t 

e nergy use for the e nd - use s ment1oned abov•· . w1th1~ 

e ach of the Co ll ow1ng bus1n~ss c atcqo r 1us : 

1 . food S t o r e s 

2. v ff i r:es 

3. Reta1l a nd Persona l Serv 1ces 

4. Public Utilit1es 

5 . Automo t 1ve Se r v 1ces 

6. Restau r ants 

7 . El ementa ry / Seconda r y Sc hoo!s 

8 . Colleges / Trade Schools 

9 . Hospltals / Health Ser~ tces 

10. Hote ls / Motels 

11. Relig1ous Organlzatl o ns 

12 . M1scellan~ous 

The COMMEND model s 1mll ar t o tnc HEEP S .,ode ! 

used i n the tesidentlal sector, 1s s truc tur.:~ll·z' 

o r iented toward long-term f o recast1ng and s trateg1~ 

analys1s. A d 1saggrega t e s1nql~ ~qua t1 on 
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econometrl c model wh1 c h reprcs~r t s ~on th~; 

2 kilowatthours per customer ?er Olll1nq day as 1 

3 f unc t1on o f weather lheat 1nq and co~lt ~g dCG r~~ 

4 hour s l , p rice o f electr icity and sea sonal vart~-

5 tions is used to develop monthl y allocatlons and t o 

6 c alibrate the shor t -te rm COMMEN D model o ut put. 

7 

8 o. What rate schedules are included 1n your 1ndustria l 

9 c lass forecast of custocers and energy sa les ? 

10 A. Gulf ' s industr1al c ustomer c l ass c onststs o t 

l l c u s tomers billed under the GSD !general s~rvtc ~ -

e 12 demanul, GSDT (general se r vlce-demand, t l mc- v r -

1 3 usel, LP I large powe r se r vice!, LPT ( la r gc po.1er 

1 4 se r vice , time - o f - use! and PXT (large h 1gh 'oad 

1 5 f~cto r se r vtce , t i me - ') r - use l rate schP.du <!S . 

! & 

l 7 o. Describe t h e methods used t o pre pare you r 1 ndust n -

1 8 al c lass energy sales forecast. 

:9 ,\ . The s ho rt-term i ndustr1 al ~nergy s al es : o r c~~s t : s 

20 deve l o ped using a combi na u o n o f o n- Sl t c su r·:···;s 

21 ma)or i ndustrial c ust o mers , trend1ng te~hnt~ucs , 

22 a nd multlple r e gress1o n analys 1s . f o r t'/- r we 

23 Gul f ' s largest c us tome r s , r e presen t1 .1g o ver •0 

24 percent o f industrla l class sa l es , ~rc antcrvaewrd 

25 to ldentify load changes due t o equ1pmcn t ... ctd lt:l • :: . 
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replacement o r changes 1~ operat1~g L h~ r J ~ t c r t s -

tics. 

The s ho rt- te r m ~orecast o : mo nt hly s ales ~ o 

these ma)or industrtal cus t ome r s t s J synthe sts 

the detatle d s urvey i nformatt on a nn hlsto rt c al 

monthly load factor t r ends. The fo r ecas t o t 

shor t - te r m sa l e s to the r ema tntng sma l l~r :ndus t r l-

a l customers 1s deve loped ustnq multlpl~ r c o r cssJ o ~ 

a nalysis. 

The long- term forecast o f 1nd ustr1 d l ~nerqy 

sales is based on economet r1c mod~ls o f ~h ~ c hem 1-

cal, pu lp and paper, o ther manufac t ur1ng, and 

nonmanufacturing sectors. The tndustrta l ~o r ecas t 

is further refined by accountt ng ! o r ~ xp~c t~~ 

cogeneration installa tt ons and tne · !"~ ~cts o f h~ 

supplement a l e nergy s ched ul e . 

Bov was your f o r ecast o f terr itorial who l e sa le 

e ne rqy pre pare d ? 

The short - term fo r ecast o f e nergy s al es : o tu rr:~c -

rial wholesa l e c u s t omer s lS based o n 1nt•• r•::~w s 

with t hese c ustomers , as well ~ s r cc c ~ t h t sto rt L~l 

data. A fo recast o f t o tal monthly ·· ne r o ·,: requ t:-e -

ments at each wholesa le deli ve ry po 1 ~ t 1s ~ reduced . 

Ene rgy requt r emen t s purchase d rr .::>m :."So ut he a s t e r:-: 

_ _ _j 
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Power Adm1n1strat1o n t ~a sed on ..: u rr e n t ·o n t :- .l ·: s l 

by o ur wholesal e c ~stome r s d r e t hen r emov~d : :- ~ n 

the to t al requtr e ment s t v a rr 1ve J t s a ~s : c :-

r esale . The l o ng -te rm t o r ecast 1 s oa s ~d 0 :1 ~s t ! -

S mates o f a nnual y rowth r ate s for eac h d e !1 v~r ~ 

6 polnt, acco rd1 ng to futur e g r o wt h poten t l~: . 

7 

8 Q. Please describe the methods used to prepare your 

9 peak demand forecast . 

.o " . The peak demand forecast 1s p rep~ red ~s t no ' he 

t 1 Hourl y Electrlc Load :-1odel t HELMl, rl ev e l o p.: u b': 

I 2 ICf, Incorporated , for EPRI u nd e r Pro Je c t ? P I •S') - 1 . 

l 3 The model foreca s t s hourly c l e c tr lc al . o~ o:; ' ·: ··r 

I 4 the long-te r m. 

l 5 Load s ha pe ~or• c .1s t s hav ~, a ~ ... ·ay s ;J :- o· , .• ,. : ::. 

: & t mpo rtan t inpu t to tradltt o r.a l s y s tem ~! J ~ n ~ ~ ' 

. . f unctions. Forec asts o i t he pattt>r n J : !c·!"'v: . : : . ,.,. .. 

I S acquJrcd an a dded ::npo rt a nc.: d u e t o :; t r ·~ -- ~ :.: : · t l 

i9 c hanges in the demand ~o r e l t: c trl C l ~ '1' •nCl :: . ..:: r• · \ ::, ••,: 

20 ut 1l1ty 1nvolvement 1n 1nf: uo::nc : :1q lodd i - .l l~··r : : ~ 

2 1 for the mutual bene ft t o f tl''l<: u u l tt'/ •. ~ c . · s 

22 c ustomers. 

23 HELM represents a n a p p r oac h d e :. t g ncu ' ,, : ·· t t .. ~ 

24 c apture chang e s tn the und e rlyt~q s tr uc tur u 

2S ~lectr l c lt y consumpt l o n . 



2 

3 

4 

s 

6 

I 

8 

9 

1 0 

11 

e 12 

1 J 

1 4 

15 

1 6 

17 

18 

19 

20 

21 

22 

23 

24 

25 

174 S 

Doc ket ~ o . a 9134S-El 
Witness : ~ - Thomas Ktlgo r e . ;t . 

?aoe .:. o 

p r1ces durtng the 1970' s and ea r ly 1980 ' s b r ouant 

abou t c hanges 1n :he efftctency c t ~nergy-us1~o 

equtpment. Addittonall y , soc1odemographtc and 

mtcroeccnomtc de velopments have c hanged t~~ ,·ompo -

sit1on of e lectrtcity consumptton , 1nclud1ng 

changes 1n fuel s ha r es , houstng m1x, hous~hol d dgc 

and s1ze, const r uction featur~ s . m1 x o f commPrC l~l 

se rvtces, and m1x o f industrt a l p r odu c t s . 

In addition to these naturall y occurr1~o 

struc~ural changes, util1t1es have becom~ 1nc r eas -

ingly active in offertng c ustomers o pt1ons wh1 c h 

result in modified consumpt1on pat te r ns. An 

important input to t he des1gn of s uch demand- s 1d e 

programs is an assessment o f thetr ~ t kc ly lmp.Jc t 

u t1l1ty system loads. 

HEL.:-1 has been des1qned to t c r ec.Js t ·: : ..:c t:-: ;: 

ut1l1ty load shapes and to analyze t~e lrnpdc:s 

factors s ucn as a lternat t ve wea ther cond1t: ons , 

c ustomer mix c hanges , fu el s ha r e chang es , an~ 

demand-side programs . The s tructural dt:t.:lll ) i 

HE L.M prov1des fo r eca sts of ho ur ly c la ss and s y s t ..:~ 

load c urves by weight1nq a nd aggregatlnq ! ~ ~d 

shapes for ind tv idual end-use components. 

Model inpu t s 1nclude energ y torec asts ~nd load 

s hape data for t he user- spec1f1 ed e nd-uses . lnpu:s 
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a r e also requ1red t o :-e!lect ne ... · ~cchno oq 1~~ . :-.:~ t c 

s t ruc tures and o t he r demand - s lde p r ogra ms . ~od~. 

o utpu t s include hour ly system ~nd ~: ass load 

c u r \es , load duration c urve s , monthly system and 

c lass peaks, l oad fac t o rs a nd energy requ 1rement s 

by s eason a nd rat1ng p e r1 od . 

The methodol o g y e mbe dded 1 n liEU'. may be 

refe rred to as a '' bottom- up" app r oac h. t' l.:~ss and 

s ystem load s hapes a r e <.:a l culate d b·,o o~qq reqat l : ~o 

th~ load s ha pes o f c ompone n t ~nd -uses . 

Please describe the procedure used t o develo p the 

1990 retail base rate revenue forecast. 

We app l ied t h e a ppropri a t e r a t e schedJles t o he 

mon t hly p r oJections o f c ustome r s . ~neroy s.:~ 1c s .l ~o 

b1 ll 1ng demand s fo r each c ust omer c lassl:! CJcl~~ . 

The reve,ue f o r ecast 1s based u pon ::-.;~t.., s ·ur :- c.·:'. · . . 

r eflec t ed in Gulf' s ta r 1ff . 

Yo u indicated earlier that you are responsible for 

Gulf' s l oad r esearch activities. What tabu l a t i o ns 

have y o u provided detailing the load resea rch dat a 

being used in these proceedings? 

Schedule 5 p r ov1d e s a summar1 o f r.lte c: .:~ss cat.l 

collec t ed dur1ng 1987, 1ncluding p r esentat1 on o f 
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s 1gn1 f i c ant variables wh1ch allow : o r r elat1~e 

2 c omp a r1 sons. Also included in t~ 1s s umma r·,· 1 s 

J 1nformat1 o n c once r n1ng sample s 1zes , ~ys t cm co 1nc 1-

4 dent peak demand and r elative accu r a c;. 

5 

6 Q. Does your 1987 Cost of Service Load Re search s ample 

7 design meet the requirements of t h e Cost of Service 

8 Load Research Rule, Docket No. 820491 -EU, Order No. 

'J 1 3026? 

10 A. Yes, the s ampl e design does meet the r e q u1r c mc nt s 

11 of the refe r enced ru le . 

12 

13 o. Are you avare of any changes to the load data used 

14 for cost of service purposes ? 

1 5 " . Yes, a correct1on was made t o MF R E- l J sub s ~qucn t 

16 t o 1 t s use Ln the J Urlsdl c t l o nal s~pa ra t l On ~ t uc~ . 

1 7 Thl s c o rrection i n vo l ved modif1 c at 1o n o : =c :~r1dc ~t 

18 peak demands fo r the t es t year. The ._·h,1 r.y .... :1.:10 : . . .; 

19 significant impact on test year re t &l l ra t e cas .... 

20 c a l c ulations. ln fac t, the 12 mon t h ..JV Cr ..tq._. 

21 .:oi nc1d~nt re t ai l pea k demand •.;as I nc r e ased ry ·, n!·.: 

2 2 262 kllowatts, o r a ppro x1 ma t e l y . 0 2 pe r ce n t . )ur 

2J dec is1on t o make the c. o rre c t1 o n wa s b a ~ed •m o ur 

24 desi r e to ach1eve the best po s s 1bl e l! l oca t l ~~ a ! 

25 costs among 1n d iv1dual ra t e cLasses , '"'h l c h '"'a s n•:r. 
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incorporated withln t h~ r ate des 1qn d 1scusserl 

2 Mr. Haskins' testlmony. 

3 

.a o . Does this co n c l ude your testimony ? 

5 A. Yes, 1t does . 

6 

7 
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1 COMMISSIONER EASLEY: Could I just ask a 

2 question. 

3 Does that change any of the numbers , for 

4 instance on Page 5 , where your summari ze Schedule 3? 

5 WITNESS KILGORE: It changes some numbers on 

6 Schedules 1, 2 and 3 of my direct testimony . 1 have 

7 thoae changes. There are about eight to t en numbers 

8 that are affected, but those are contained in my 

9 rebuttal testimony s chedules. 

10 COMMISSIONER EASLEY: Does it c hange the 

11 numbers as set torth in the narrative section of your 

12 direct testimony? 

13 II'"':TNESS KILGORE: No, there are no 

14 substantive changes there. 

15 MR . PALECKI: Will there be copies of the 

16 changes handed out to the parties? 

17 MR. STONE: All the s chedules were handed out 

18 to the parties when the rebutta l teatimony was tiled. 

19 We are not changing anything other than --

20 MR . PALECKI: Oh, okay, so it's the same 

21 schedules that are with the rebuttal testimony? 

22 MR. STONE : With one exception, that is 

23 Schodule 10, which I will hand out at this time. 

24 MR. STONE: Just t or clarific at ion , t he 

25 exh i bits that Mr . Kilgore has ident i f ied a s updat i ng 

FLORIDA PUBLIC SERVICE COMMI SSI ON 
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1 his initial direct testimony, go through Schedule 14 - -

2 I'm s0rry, Schedul e 13 of his rebuttal testimony. 

3 Those were all prefiled. There i s one change to 

4 Schedule 10 and we have handed that out t o all the 

5 parties this morning, and with that , Hr. Kilgore is 

6 tende1·ed for cross examination. I'm sorry, he has a 

7 summar y of his testimony. 

8 MR. PALECKI: Before we start the summary, 

9 you say there has been one change. It's a multipage 

10 docume nt. Could you please point out where the change 

11 is located? 

12 WITNESS KILGORE: Yes. The change in that 

13 document is ~n the LPT rate classification between 

14 v o ltage levels. We had one customer at the wrong 

15 voltage level, in the Schedule 10 version. So that 

16 would appear throughout -- on the period 1 and period 2 

17 pages wherever you see the LPT voltage level row. 

18 

19 to? 

20 

Q In which two voltage leve l s are you referring 

Those are levels 3 and 4. Also, before I 

21 begin my summary, I didn't listen carefully enough to 

22 Commissioner Easley's question. 

23 The one number that does change consistent 

24 with my rebuttal testimony is the retail base rate 

25 revenue forecast. That's contained on Line 7 or Page 5 

FLORIDA PUBLIC SERVICE COMMISSION 



1 of my direct testimony. The correct number is 

2 249,390,628. 
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3 Q With those changes your responses would be 

4 the sallie? 

5 Yea, they would. 

6 MR. STONE: If I have not already asked, I 

7 would aa.k that his testiaony be inserted into the 

B record as though read. 

9 

10 

11 

12 

CHAIRMAN WILSON: It's already been done . 

Q (By Mr. Stone) Now, would you summar i ze your 

testimony? 

A Yea. The purpose of ay testimony is to 

13 demonstrate that: the teat year base rate revenue 

14 forecast and the load data provided on behalf of the 

15 Company in this docket represent a sound and a reliable 

16 basis for these proceedings. 

17 I will briefly describe the forecast methods 

18 employed by the Company, the levels or short-term 

19 forecast a c curacy achieved in recent years and the test 

20 year forecast results which I'm supporting. I will 

21 also brief l y discuss the load research da ta provided 

22 for use in cost of service determination. 

23 My responsibilities include directing the 

24 development and production of forecast of the company's 

25 customers, energy, pea~ demands and base rate revenues. 

FLORIDA PUBLIC SERVICE COMMISSION 
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1 We strive to achieve the greatest practical short-term 

2 accuracy, balancing this objective with others designed 

3 to yield comprehensive coverage of significant issues 

4 impacting the Company and our customers, and which 

5 provide a framework for estimating the effects of 

6 demand-side initiatives, including conservation, load 

7 management and cogeneration. 

8 We employ aJvanced forecasting methods &nd 

9 approaches which are widely accepted in the electric 

10 utility industry . A blend of end use, econometric and 

11 customer survey based approaches are used with the 

12 objective of applying the techniques best suited to 

13 each cust,mer segment. 

14 These methods have yielded outstanding 

15 short-term accuracy results in recent years with mean 

16 percentaqe deviations over the period 1986 through 1989 

17 of -0.6t per customer, 0.7t for weather normalized 

18 sales and 0.3t for base rate revenues. ThA 1990 t e st 

19 year forecast reflects a continuation of this reco rd of 

20 short-term accuracy as evidenced by our year-to-date 

21 result . 

22 My responsioilities also include direction of 

2 3 the Company's load research activities , the l oad data 

24 developed and provided for cost of service 

25 determi nation in this docket was collected during 1987 . 
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1 The study design met the requirements ot the 

2 Commission's coat of service load researc h rule and 

3 yielded reliable estimates of rate class coincident 

4 contributions to system peak demands. 

s In summary, the 1990 test year base rate 

6 revenue projections and rate class l o ad esti~ates 
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7 provided in this docket represent a sound and reliable 

B basis tor informed decis!on aaking by this Commission. 

9 This concludes my summary. 

10 MR. STONE: I tender Mr. Kilgore tor cross 

11 examination. 

12 CROSS EXAMINATION 

13 BY MR . BURGESS: 

14 0 Mr. Kilgore, in projecting the revenues, do 

15 you have a factor included in the projection tor 

16 elasticity ot deaand? 

17 

18 

A 

0 

Yea, we do. 

Can you tell me, is that factor included f or 

19 the entire year ot 1990, or have you tried to space it, 

20 so to apeak, tor anticipating the date at whi c h you 

21 would project the rate increase might be implemented? 

22 A Our test year assumptions regarding price 

23 increases were that we would r sceive an interim 

24 increase effective the end of the first quarter o f 

25 1990 . Our assumption was that we would receive what at 
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1 the ~ime we were assuming would be our ful l request for 

2 interim. At that time we had assumed that it would be 

3 on t he order of $15 to $16 aillion . As it turned out, 

4 we ended up asking for more than that. 

5 The impact of the permanent increase does not 

6 appear in our forecast results until 1991, a s our 

7 assuaption at the time that we prepared the forecast 

8 was that the permanent rates and the incremental 

9 increase associated with the effect of those rates 

10 would not take place until 1991 . 

11 Q I see. So would it be correct then that the 

12 amount of the rate increase then does not include any 

13 adjuat•ent or •aking into any account the e last icity of 

14 demand for the permanent increase? 

15 

16 Q 

Not for the test year , that's correc t. 

But you do take i t into a ccount f o r the 

17 interim increase? 

18 

19 

A 

Q 

That is also correct. 

Is it also correct that you take into account 

20 other vari~bles in the elasticity of demand , any k i nd 

21 of i ncrease in taxes that might go on the bill? 

22 A Yes. Our price assumptions r e flect increases 

23 to e ll components of price, wh~ther they be base rate, 

24 fuel, franchise fees that you mentioned -- and that : a 

25 f or obvious reasons. The effect that price increases 
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1 have on customers' consumption is not really related to 

2 what component o! the bi l l increases. 

J They see the bottom line incraase and reac t 

4 accordingly. So, tor a number of years, really sinc e 

5 we have been able to come up wit.h reliable price 

6 variables, we have included, tor our forecast period, 

7 our beat eatiaate of the total pric~ that we'll see in 

8 the forecast horizon in our estimates. 

9 0 So, it you antici~ate, for example, an 

10 increase in fuel in a given year, even though that's 

11 not in base rates, it's nevertheless affects the 

12 elasticity ot demand !or the base rates, is that 

13 correct? 

14 A It's affects customers' consumption through 

15 the elasticity effect , that's correct. 

1 6 0 So, it you anticipated an increase in the 

17 !uel co&ts, then you would have factored in , what would 

18 you call it, a repression of rates or suppression of 

19 rates or suppression ot usage, I'm sorry? 

20 

21 

A 

0 

Suppression, yes. 

Suppression? The fl i p side of that would be 

22 stimulation, would it not? 

23 

24 

A 

0 

You could use that term, yes . 

Historically, let's take, tor example, the 

25 last rate c ase that Gulf Power was in, and you had a 
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1 proJected teat year then also, is that correct? 

2 

3 

4 

5 

6 

7 

8 

A I believe that's correc~. Are you referring 

to the 1984? 

Q Yea, the 1984 case. 

A I believe that's correct, yes. 

Q Woul.i you have a1•o included a elasticity ot 

demand variable in any projections in that case? 

A Yea. To the extent that we could . We have 

9 made a lot of proqress since that point in time, and 

10 have incorporated soae new forecasting models that we 

11 feel better capture that price effect . 

12 Q Do you happen to know whether , in the last 

13 rate case, the b4asticity factor was calculated in !or 

14 the base rate increase for the test year or was it 

15 similiar to this year, where you actually assume~ 

16 impleaentation following the test year? 

17 A I don't recall . I do know that the end use 

18 forecasting model that we used in the residential 

19 sector did not have an explicit pr ice term. I also 

20 know, however, that we attempted to reflect in our 

21 short term forecast of the industrial sales, the 

22 effects of that price increase. 

23 So, my recollection is there wa s some attempt 

24 to account for the price effect. 

25 Q After you -- okay. so that would drive 
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1 somewhat or have an effect on the billing determinancy, 

2 the estimated usage, the usage, is that correct? 

3 

4 

A 

0 

Yes. 

And then the Commission comes, after the 

5 Commission reaches a decision as to how muc h increase 

6 actually to allow the Utility, which in t he last case 

7 was lower th.an what the Utility sought, do you then 

8 adjust the usage projections to reflect a different 

9 increase than was initially incorporated into the 

10 projection? 

11 A Of course, that would occur naturally in our 

12 next forecasting cycle. If the difference were 

13 significant, I would expect that we would be asked to 

14 perform that kind of adjustment. 

15 0 

16 rate case? 

17 

18 

A 

0 

Do you recall whether it was done in the last 

I don't recall. 

Have you adjusted your projected usage 

19 figures for the act ual interim increase that the 

20 Commission has allowed in this case? 

21 

22 

A 

0 

Would you repeat the question, please? 

Yes. In this case, in the current doc ket , 

23 have you, subsequent to receiv1ng your actual i nter i m 

24 increase, adjusted the usage project ion ac~ordingly? 

25 A No. We haven't . And I 'l l elaborate on that 
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1 a little bit. That would, first of all, it required 

2 revisions to a great number of schedules involv~d. 

J Even more importantly, though, the test year elasticity 

4 impact is rather small, approximately 2/lOths of 1\ 0n 

5 test year revenues, as I recall. 

6 That's in my rebuttal testimony. Ana 

7 primarily because we're showing that year-to-date 

8 through April, on a weather normalized basis, we have 

9 actually over forecast sales . We feel such an 

10 adjustment is not warranted, at this time. 

11 Q So, you would say that you have probably not 

12 incorporated that or you have not incorporated that, 

1J but apparently there see.med to be other factors that 

14 work on the other side that have ~vercome that 

15 particular miss projection? 

16 

17 

A That's correct. 

MR. BURGESS: Thank you, Mr . Kilgore, t hat's 

18 all I have. 

19 CROSS EXAMINATION 

20 BY MR. McGLOTHLIN: 

21 Q Mr. Kilgore, you're the in~ividual who 

22 developed the test year d~mand 4nd energy 

23 characteristics, is that correct? 

24 

25 

A 

Q 

That's correct. 

You did that by class, is that correct? 
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2 

A 

Q 

By rate class, that's correct. 

And the test period in this case is a 

3 forecast of the 1990 period, is that right? 

Yes. 

1759 

4 

5 

A 

Q Therefore it was necessary to start with some 

6 historical informetion and derive your projections from 

7 historical? 

B A Where we had historical information 

9 available, that's true. 

10 Q With respect to the forecast for the 1990 

11 coincident peak by class, is it true that you began 

12 wi th the 1997 historical actual figures? 

13 A Yes. That is true. 

14 Q And those were adjusted for known changes 

15 that would be in effect for 1990? Is that correct? 

16 A Yes. By virtue of the fact that the 1990 

17 test year that we are expanding to in the load 

18 development process, reflects the levels of coincid~nt 

19 peak demand and energy that we're projecting for test 

20 year. 

21 Q In projecting the test year coincident peak 

22 per class, you also utilized the 1987 historical 

23 kilowatt hour sales figures, is that right? 

24 

25 

A 

Q 

That's also correct. 

And the projec tions of coinc ident peaks were 

FLORIDA PUBLIC SERVICE COMHISSlON 



17 60 1 arrived at by taking the ratio between pro j ected 1990 2 kilowatt hour sales, '87 historical , and a pplying that 3 to the '87 c o incident peak, is that correct? 
4 A That's correct, that ' s how we arrived at the 5 unbalanced coincident . 

6 Q Is it true that , wit~ r ospect to the '87 
1 historic al ~ilowatt hour sales, and the 1990 projected 8 kilowatt hour sales, that you used i n der i ving tor most 9 of the peak or the test period? You excluded 

1C supplemental energy kilowatt hour sales . 
11 A Yes . And I need t o explain what that ~eans . 12 We excluded what we estimate to be the incremental 13 sales during those periods. Apparently there wa s some 14 misunderstanding, and I believe Staff 's position on 
1~ that issue is stated in such a way , that one might 16 think that we had exc l uded all sales during 

17 suppleaental energy periods, and that ' s not the c ase . 18 We only excluded from both Period I and 
19 Period II, our estimates o r incremental sales over and 20 above the firm sales or sales that we normally would 21 have expec ted to have seen. 

22 Q Would you take a moment ftnd descri be the 23 supp1eaent energy r i der ~hat is the s ource o f SE s a les , 24 some ot which were excludeed i n this exercise. 
25 A 

~- - -

Yes. I' ll describe it, br iefly. The 
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1 anived at by taking the ratio between projected 1990 

2 kilowatt hour sale~, '87 historical, and applying that 

3 to the '87 coinciden~ peak, is that correct? 

4 A That's correct, that's how we arrived at the 

5 unbalanced coincident. 

6 Q Is it true that, with respect to the '87 

7 historical kilowatt hour sales, and the 1990 projected 

8 kilowatt hour sales, that you used in deriving for most 

9 of the peak of the test period? You excluded 

10 supplemental energy kilowatt hour sales . 

11 A Yes. And I need to explain what that means. 

12 We excludod what we estimate to be the incremental 

13 sales during ":hose periods. Apparently there was some 

14 misunderstanding, and I believe Staff's position on 

15 that issue is stated in such a way, that one might 

16 think that we had excluded all sales dur ing 

17 supplemental enerqy periods, and that's no t the case. 

18 We only excluded from both Period I and 

19 Period II, our e s timates of incremental sales over and 

20 above the firm sales or sales that we normally would 

21 have expected to have seen. 

22 Q Would you take a moment and describe the 

23 supplement enerqy rider that 1s the source of SE sales, 

24 some of which were excludeed in this exercise. 

25 A Yes. I'll describe it, briefly. The 
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1 supplemental energy rider is available as a rider to 

2 any customer who is t~king service under rate schedule 

3 LP, LPT, PX, or PXT. The Company may designate the 

4 supplemental energy periods, from time to time, by 

5 notifying all customers served under this rider. And 

6 that determination is at the sole discretion of the 

7 Company. 

8 The tariff reads such that no supplemental 

9 energy period will be designated for less than a 

10 24-hour period, and generally it's not the intention of 

11 the Company to declare a supplemental energy period 

12 when anyone of three conditions is likely to occur. 

13 The first of those is tnat the average system fuel 

14 land for the SEP makes, exceeds the average fuel cost 

15 recovery factor. The second would be when the Southern 

16 System territorial monthly pea~ hour demand is being 

17 set. And then finally, when the Gulf System 

18 territorial monthly peak hourly demand is being set. 

19 Is that what you're looking for, with that 

20 kind of explanation? 

21 Q Yes, sir. And with respect to t he three 

22 circumstances you just delineated under which, by terms 

23 of the SE rate, SE sales cannot be made. Would you 

24 agree that the latter two, that is, when it's likely 

25 that the Southern territorial peak maybe established or 
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1 when the Gulf territory peak may be established, those 

2 two are designed t o prevent SE saleE: from contributing 

3 to the additional demands calls, additional demand 

4 costs? 

5 

6 

Q 

Q 

That 's correct. 

To your knowledge, does Gulf Power adminibter 

7 this SE rider in a way that prevents those sales from 

8 taking place during the prescribed circumstances we 

9 j ust disc ussed? 

10 A Yes, we do. 

11 Q So would you agree that by excluding c ertain 

1 ~ portions of the SE sales, you have not d i storted the 

13 calculatior of the coincident peaks per c la£s that are 

14 utilized with the '87 histor ical data and your '90 

15 pro jections? 

16 

17 

A I would agree with that state.ment, yes. 

KR. McGLOTHLIN: No tur ther questions. 

18 CROSS EXAMINATION 

19 BY MR. PALECKI: 

20 Q Did you develop the 12 CPKW for t he test year 

2 1 from hiGtoric demands estimated from t he 1987 l oad 

22 research study? 

23 

2 4 

A 

Q 

Yes, we did. 

Hy n ext question conc erns the development of 

25 the 1990 aont hly CPKW for each c lass and voltage level 
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2 

3 

4 

5 

With the 

and III, 

voltage 

monthly 

sales to 

6 sales? 

7 

8 

A 

0 

1763 

exception of SE rider customers and OS-I, II 

were the 1990 monthly CPKW for eac h class and 

level developed as a product of 1987 historic 

CPKW and the ratio of the projec ted month's kWh 

the corresponding 1987 historic month's kWh 

Yes. 

For PXT and LP/ LPT customers taxing service 

9 on the SE rider, did you exclude what you considered to 

10 be the kWh u sed by SE cu stomers during SE periods in 

11 this calculation? 

12 A Well, as I expained earlier, we excluded what 

13 we considereA to be the increaental sales during this 

14 period. I think it's important to distinguish between 

15 increaental sales and total sales during this per iod. 

16 0 Where in any materials that you provided 

17 Start is there any indication that only incrementa l kWh 

18 for SE customers were excluded in the development o f 

19 the 12 CP? 

20 A Hearing Exhibit 485 gives the best 

21 indication, and, first ot all, I'll admit up front that 

22 we are used to and familiar with referring to SE energy 

23 sales at our Company in the context of those 

24 incremental sales . And in phone discussions with 

25 Staff, we might have presumed too much on the part of 
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e 24 

25 
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staff's fami l iarity with our use of the term "SE" 

because it is apparent from Staff's position that there 

was some confusion on that, and I've had discussion 

within the last week with Staff to make sure they 

understood, what, in fact, was excluded . 

But, continuing with my answer, in hearing 

Exhibit 485, we were asked to provide for Period 1 and 

Period 2 for 1987 and tor 1990 the rate class energy 

excluded and included ion the CPKW development. You 

can see in the columns entitled "Percentage," which 

represent SE as a percentage of the total kilowatt hour 

excluded figure that SE is rather small in proportion 

to the total energy sales. 

Since we've also provided information in 

Hearing Exhibit 487 that indicates that we typically 

declare SE periods approximately 70\ of the hours of 

the years, one would think it would be intuitively 

obviously that this would not represent, in Hearing 

Exhibit 485, total sales during that period, or else it 

would approximate something on the order of 70\ of 

energy sales during the test year, or during the Period 

I year for that matter. 

That would be the,probably, most obvious 

example of how we've only included the incrementals, or 

excluded the incremental SE Bales in that CPKW 

FLORIDA PUBLIC SERVICE COMMISSION 



1765 

1 davelopment. 

2 Q But nowhere on Exhibit 485 or anywhere else 

3 in the schedules that you gave Staff, did you actually 

4 state or point out that the inc remental sales were not 

5 excluded? 

6 

7 

A 

Q 

No, We did not. 

Did your response to Interrogatory 1 ) 7 o! 

8 Staff'• Eighth Set, wh.!.ch is Exhibit 488, show that the 

9 actual 1977 12 CPKW for PXT was 99,186? 

10 

11 

A 

Q 

12 119,448? 

13 

14 

A 

Q 

Yea, it doea. 

And for 1989 that actual 12 CPKW for PXT was 

Yes, that's also correct. 

Did you use an unbalanced 1990 12 CPKW in ~he 

15 development of the 12 CPKW of 104,728 per PXT; 

16 specifically, waa that an unbalanced 1990 12 CPKW? 

17 

18 

A 

Q 

That's correct. 

Is this approximately 1500 kW less -- excuse 

19 me, 15,000 kW less than the actual 1990 12 CPKW in your 

20 revised nonmigration cost-of-service study? 

21 

22 

A 

Q 

Yes, i t is. 

If you had not excluded the SE kWh in the 

23 development of the 12 CPKW f or LPT and PXT, would the 

24 unbalanced 1990 23 CPKW !or the PXT have been 111,893? 

2 5 A Yes, it would have. 
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1 Q And for the LP/LPT, would it have been 

2 135,245? (Pause) 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

A 

Q 

A 

Q 

A 

LP/LPT. 

Q 

LP/LPT. 

LPT. 

A 

Q 

A 

Q 

A 

Q 

Would you repeat that number, please? 

135,245. 

Did you include LP in that number? 

No. 

Let me recalculate it. I thought you said 

I'm sorry, we did include LP. That was 

(Pause) I'm sorry, Mr. Kilgore, we want just 

Okay, you're sure? 

Yes (Pause) 

135,245? 

Yes. 

Yes, that's correc t. 

Thank you. Are your 1987 and 1989 12 CP 

18 values for PXT a.nd LPT actual numbers, ana not 

19 estimates, b~cause the customers have time-recording 

20 meters. 

21 

22 

23 

A 

Q 

A 

24 exhibit. 

25 Q 

Yes, the 1987 numbers are a c tual numbers. 

What about the 1989 numbers? 

Yes, they are also, 4S provided in this 

Excuse me? 
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As provided in this exhibit. 1 

2 

A 

Q Doesn't your methodology of excluding the kWh 

3 result in a higher 12 CP load factor, as well as the 

4 use of a smaller number of 12 CPKW for these customers 

5 and these classes? 

6 A It results in a higher 12 CPKW load fac tor 

7 than if we had included that energy. It does not 

B result in a higher CPKW load factor than what I would 

9 expect in a normal test year. And that's because ot 

10 the conditions of supplemental energy sales. And the 

11 reason that we excluded those SE sales is that our 

12 estimate of SE ealea has increased by over fourfold 

13 since Period 1. And I know that this issue is kind o! 

14 difficult to explain. If it would help, I've got a 

15 two-page handout that aigbt help illustrate what we're 

16 talking about here, if that would be helpful. 

17 Q If your counsel wishes to bring that out in 

18 redirect, we have no objection to that. 

19 MR. STONE: Except that he's otferi"lg t o 

20 explain it now and I think if it fits with his 

21 explanation, it would be l'ilore helpful t o the 

22 Commission. 

23 CHAIRMAN WILSON: Let's do it this way. 

24 (Pause) 

25 Q (By Mr. Palecki) While the exh i bit is being 
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1 handed out, is your forecast ot the 1990 SE kWH less 

2 than the SE customers used in 19897 

J 

4 

A 

Q 

Yea, it is slightly leas. 

And it you could please explain the handout 

5 y ou ' ve just --

6 A Yea, I'd be glad to . Th i s e~ibit i s 

7 intended to illustrate the effec ts ot our remov i ng t he 

8 inc reaental SE sa l es from the load development us i ng a 

9 one- week period in September, tor example purpos e s . 

10 It's a two- page exhibit, Page 1, or the top page, is a 

11 graph showing September 1987 peak week , s upplementa l 

12 energy sales in relation to t otal energy sales t o r t hi s 

lJ group ot cuatoaers, this group " t c ustomers being t hose 

14 c uatc.mers on the SE rider . We used a c tual l oad d a t.a t o 

15 prepare this graph. 

16 But, to explain, the cross-hatc hed areas 

17 represent periods during whic h we were dec lar i ng the 

18 auppleaental energy rider . The period i n t he midd l e is 

19 a non-SE period during which we antic ipate d we mi ght 

20 ach i eve a a o nthly system peak . The dark a r e a s on the 

21 top o r the cross -hatched lir.e represent wha t we 

22 est i mate to be the i nc r e mental sales attr i butable to 

2 J the SE rider; t hat is, sales that we otherwise wo u ld 

24 not have seen without the ride r . 

25 The sec ond page carries that same basel i ne 

FLORIDA P UBLI C S E.RV ICE COMMI SS I ON 



1 

2 

) 

4 

5 

6 

7 

8 

9 

10 

11 

12 

• 13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

2 5 

load shape, baseline being without the SE sales, 

forward to the test year, drawn by the ratio o f the 

energy in Period II to Period I . 
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You can see, if you compare the two, that the 

amount of a rea under the supplemental e nergy 

designation ha3 grown considerably, and that , in 

essence, is our r eason tor excluding the SE ener gy in 

our CPKW deve l op•ent both f r om Periods I and Period II . 

It we had i n our Period I data a level of SE 

sales that was close to what we expect ed for the test 

year , we wou l d have, in fact, probably included the SE 

energy. If, for exa11ple , we had used 1989 load 

research da ta, ~ L tha t had been ava ilable to us at the 

time of the filing, that represents a level of SE 

~ales, very similar to what we expected for the teat 

year , and this adjustment would no t have been 

warranted . However, because ot the level ot increase 

in SE sales and because ot the fac t that the conditions 

ot the rider warrant that that energy is not us ed 

coincident wi t h the system peaks, we thought it wa s 

inappropriate to i nc lude that in the expansion . 

COMMISSIONER BEARD: Tell me again what the 

c ross-hatched area represents? 

WITNESS KILGORE: The cross-hatc hed 4rea 

represents supplemental energy periods. The ac tual 
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1 e nergy that you see in that cross-hatch is sales that 

2 we normally would have expected to have seen during 

3 those supplemental energy periods. 

4 COMMISSIONER BEARD: Why would I - -

5 apparently, I am incorrect in finding it odd that I c an 

6 overlay the croos-hatched areas trom Saptelllber of ' 87 

7 to September of '90 . 

8 

9 

10 

WITNESS KILGORE: Okay --

COMMISSIONER BEARD : Direcly overlay. 

WITNESS KILGORE: Yes. And the reason for 

11 that i s to reflect the process that we a c tually used to 

12 expand the 1987, or Period I load charac t eristic on the 

13 teat year in d~ 1elopment of CPKW. This exhibit and the 

14 fac t that you're able to overlay Period II with Period 

15 I , is consistent with the approach that we use in 

16 developing CPKW for 1990 test year . 

17 COMMISSIONER BEARD : The reality i s that you 

18 would expect -- I understand the methodoloqy you're 

19 using, but does the aethodology matc h reality? You 

20 don't expect t .he same number of megawatt sales in 1990 

21 that you had in 19877 

22 WITNESS KILGORE: Of course not . 

23 COMMISSIONER BEARD : But you've got a 

24 signific ant dramatic change in the rider po rt ion o f 

25 that . It would seem that you have an 
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1 apples-and-oranges, just !rom a layman's standpoint 

2 anyway . 

3 WITNESS KILGORE : Well, then , this is tor 

1771 

4 illustrative purposes. The graph is not intended to 

5 i ndicate that we expect Period 2 sales to exactly eq\•a l 

6 Period 1 sales, but simply to demonstrate that there is 

7 quite a significant ditterence between what we expect 

B Period 2 supplemental enerqy sales to be compared to 

9 what they were in 1987. 

10 

11 

COMMISSIONER BEARD: Well 

that. I queas the point I'm trying 

and I undeL·stnnd 

I'm trying to 

12 understand the relationship o! -- let ' s talk theory tor 

1 3 a minute . ubviously, there is a dramati c difference. 

14 Can I asauae that relationship to be correct? 

1 ~ I.e . , it you've doubled your standard &3les, then the 

16 rel~tionship may, in tact, be not so s ign ificant , they 

17 may have remained fairly c onstant , or c an I assume from 

18 this that you'll have a greater number ot r : der sales 

19 perce ntage sales relative to your basic sales? 

20 WITNESS KILGORE: Yes, you can, and that's 

21 also reflected in the hearing exhibit that we were 

22 looking at earlier. Hearing Exhibit 48 5 provides a 

23 comparison of the actual percentages seen in 1987, and 

24 expected in 1990; and for the LPT rate class we've got 

25 an increase going trom .39\ to .89\, so that one mo r e 
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1 t han doubles. For the PXT rate class it goes from 2\ 

2 to over 9\, so that one increases more than fourfold. 

J COMMISSIONER BEARD: Okay. Go ahead. I'm 

4 sorry. 

5 Q (By Mr. Palecki) Doesn't the SE rider simply 

6 provide tor'}ivenesa ot billing demand during SE 

7 periods? 

8 A It is true that it provides torgivenesB, if 

9 you'd like to use that term, of demands. 

10 It does not -- demands experienced during 

11 that period are not used tor billing purpos~s. 

12 Q Isn't it true that all kWh used by custom~rs 

13 taking servic- on the SE rider must be served by Gulf? 

14 A Yes, I believe that's also a condition of tt.e 

15 tariff, ot the rider . 

16 Q And the SE rider sends a price signal that it 

17 will be more expensive kWh to use during n on-SE 

18 periods? 

19 

20 

A 

Q 

Yes . I could agree with that . 

Doesn't your response to Interrogatory 13 7 of 

21 Staff's Eighth set, which is Exhibit 488 , show that the 

22 actual 12 CP load factor tor the PXT class in 1987 •·as 

23 101 p e r cent? 

24 

25 

A 

Q 

1987? 

Yes, 1987 tor the PXT c lass . 
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Yes, that's correct. 

Is the load factor for the 12 CPKW for PXT 

3 used in the nonmigration study 107\? 

4 

5 

l\ 

Q 

Let me check a number. Yes, that's correct. 

Why did Gulf deviate from the methodology 

6 described in E-14 in the Minimum Filing Requirements 

7 for all rate classes except OS in developing test year 

8 unbalanced 12 CPKW for the SE customers? 

9 

10 

A 

Q 

I'm sorry, could you repeat that question? 

Specifically, I'm asking why Gulf deviated 

11 from the methodology described in the MFRs. 

12 

13 

14 

1!:i 

16 

A 

Q 

A 

Q 

A 

In development of the -­

Where they excluded this kWh . 

For SE? 

Yes. 

Well, as I attempted to explain e a rlier with 

17 the handout, it's s~mply because we feel that doing so 

18 would unfairly penalize customers on the SE rider by 

19 including energy that we know from the conditions of 

21) the tariff cannot be delivered during periods 

21 coincident with our system peaks. 

22 Q Gult didn't exc l ude the SE l<Wh in developing 

23 the 12 CP when they filed thn last rate caue in Docket 

24 881167, did they? 

25 A No. But we feel that we should have after 
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l the fact. 

2 Q Well, why the differenc e in methodology, and 

3 why wasn't it pointed out to Stat! when you filed your 

4 schedules? 

5 A We !eel that it was obvious !rom the work 

6 papora that are required to be tiled in the case, 

7 speci fic ally the MFR E-14, that aoae energy had been 

a excluded. 

9 I've already explained the rat ional tor 

10 excluding that energy. It was our feeling that it 

1 1 would be obvious !rom the information tiled in the c ase 

12 that that energy had been excluded . 

13 Q Have you seen the thickness o t the tiling of 

14 the MFRs , the extensiveness o! the paper work that was 

15 filed in this case? 

1 6 A Yes , and I've also seen the thickness of the 

17 foll ow-up , the interrogatories and other discovery . 

18 Q I! SE customers had c hanged their usage 

19 patterns in these peak hours relative to their SE and 

20 t otal energy usage, shouldn't there be an improvement 

21 i n t heir actual 1989 12 CP load ! a c t ors compared to the 

22 1987 load factor? 

23 A All other things being held e qual, there 

24 should be . 

25 Q Does Gulf's response to Interrogatory 137 of 
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2 that the actual 1989 12 CP load !actor tor the SE 

3 customero is 91\ compared to 101\ in 1987? 

4 Yes, that's correct. 

1775 

5 Q For the next set o! questions I'd ask you to 

6 refer to the K•~ Schedule E-14. Specifically, KFR 

7 Schedule E-14 requires the Utility to provide a 

8 description to s.how how coincident and noncoincident 

9 demands for the test year were developed for each class 

10 at the meter. The work papers !or the actual 

11 calculations are to be provided. I! a methodology 

12 other than t .he application of ratios to class 

13 coincident an- noncoincident load to actual KWH sales 

14 is used , to derive the project demands, the 

15 justification tor the use o! the methodology must be 

16 provided. 

17 Does the Company's text anywhere on Schedule 

18 E-14 state that the kWh used during SE periods were 

19 excluded from actual kWh and forecast kWh? 

20 

21 

A 

Q 

ilo, that's not contained in the text. 

And in coapliance with the MFR, is a 

22 justification provided in the HFR !or the deviation in 

23 methodcloqy !or SE customers? 

24 I'm not sure I understand what you mean when 

25 you say a justification !or the change. 
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would you agree that there was a change or ~ 

2 derivation in methodology used? And to follow that, do 

3 you agree that the Minimu. Filing Requirements, th~ 

4 requirements of this Comaission, are that you provide 

s justification for any such deviation? 

6 A The requirements are that we provide an 

7 explanation of changes to methodology, and I guess this 

8 is an instance where we're talking about detail versus 

9 fundamental change in methodology. We feel that o ur 

10 basic methodology is essentially the same as it. has 

11 been in previous cases. There were a number of minor 

12 iteaa contained within the volume of this l oad 

13 developaent t~1t we were unable to spell out in 

14 narrative, probably a large number of points. But this 

15 is just one of those, and we didn't feel was 

16 significant enough to include in this na~rative 

17 explanation. 

18 Q Are all kWh SE and non-SE shown in the work 

19 papers on Pages 2 through 21 of the MFR Schedule E-14? 

20 A Yes. Excuse me. Only the non-SE, or what we 

21 consider the firm or baseload sales are contained in 

22 these pages, and that's another place - · or another 

23 reason it should have been apparent is that there is an 

24 obvious mismatch between the total energy sales numbers 

25 pruvided here and the those provided in the E s c hedules 
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1 for billing determinants. 

2 Q Well, could you r e check your answer on that? 

3 Are you sure? It appears to Start that both SE a nd 

4 non-SE are shown on the work papers . 

5 A Maybe it would help . Whic h version ot the 

6 MFR E-14? There have been numerous versions along the 

7 way; which version are we lookirg at? 

8 Q The original MFRs that were filed in the 

9 case. 

10 

ll 

A 

Q 

Okay. (Pause) 

I'll refer you to Pages lO J and 122 ot the 

1 2 original Mf'Rs, specifically tor PXT, we have the annua l 

13 sales, ~~ . 879,877. Going to Page 122, we have a 

14 similar figure. Our point is that, o ne , in read in~ t he 

15 Mf'Rs, would never know that these SE figures wore 

16 exc luded, is that correct? 

1 7 A Yes. And that would concern me i t ~e hadn 't 

18 spent numerous hours along the way on the telephone 

19 with Staff and through discovery on inte r rogatories 

20 explaining exactly how, the approach that we 've taken 

21 in will developing the CPKW . 

22 That t .rack is well documented and l.i ttered 

23 wi th pages and page s of explanatory mater ial on our 

24 approach used in developing the CPKW. So, it's obvious 

25 t hat there was not any attempt on t h e Company 's part to 
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1 just push that aside. 

2 Q Well, how long did it take Staff to get to 

3 that point where you were confronted with this 

4 situation? 

5 

6 

A 

Q 

You'd have to ask Staff that question. 

Is there any data or calculation in the work 

7 papers on Pages 3 to 21 of the KYRs to show that these 

8 kWh had been excluded? 

9 

10 

A 

Q 

Not in those work papers, no. 

And by applying the aethodology you described 

11 on Page 1 of Schedule E-14, to the data on Pages 2 

12 through 21 of Schedule 14, could one arrive at the 

13 CPKWs shown on ~ages 123 through 127? 

14 A Let ae make sure I understand the question. 

15 Your question is, using the Period I energies, whether 

16 or not one could arrive at the Period II CPKW? 

17 Q Correct. Using the data supplied on Pages 2 

18 through 21 of Schedule 14, using that data . could one 

19 arrive at thtt 12 CPKWs shown on Pages 123 through 127? 

20 A Just a second. (Pause) not in the work 

21 papers contained in the original KFR filing, which 

22 provi de a breakdown of volt age level at the numeric 

2 3 level or using the numeric designation. That was 

24 provided to Staff in additional work pape rs, which 

25 broke out in more deta il the voltage leve ls so that the 
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1 calculations could be followed through. 

2 Q Those were provided to Staff at the end of 

3 Aprll, correct? 

4 A We first provided those in January. 

5 Q We would ask a late-filed showing 

6 docUJDentation ~f when th3t was provided to Staff. 

7 

8 

9 

10 

11 

A 

Q 

Yes. We would be glad to provide that. 

MR. PALECKI: May we have a number for that? 

CHAIRMAN WILSON: That would be 600 . 

(Late-filed Exhibit No. 600 identified.) 

(By Mr. Palecki) When the uriginal MFRs were 

12 calculated, the actual adjustaent was made on slightly 

13 more detailed work paper that was not provided to 

14 Staff, correct? That's not in the MP~s? 

15 CHAIRMAN WILSON: What is the, what's the 

16 point of this cross examination? 

17 MR. PALECKI: Well, Staff's position is that 

18 there, this was our next question, that there have been 

19 three deviations from the Minimum Filing Requirements, 

20 in that it took Staff extensive digging, discovery and 

21 just sheer perseverance to ever even be able to realize 

22 what exactly was done in this particul3r circumstance. 

2 3 CHAIRMAN WILSON: Well, I appreciate that, but 

24 what's the point of the cross examination? 

25 MR. PALECKI: We'll go on. We just wanted to 
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1 point out there has been deviation from the 

2 comaission's Minimum Filing Requirements, and a 

3 violat ion of the rule. 

4 0 (By Hr . Palecki) The next set o ! ques t ions I 

5 would like to ask refer to Issue 137. Does the Company 

6 currently t'.ave time-recording aeters on all SE 

7 custoaers, LP/ LPT, Stratum Two customers with demands 

8 over 900 kW, and all PXT customers? 

9 

10 

A 

0 

Yes. We do . 

Do these meters provide as muc h or mor e da ta 

11 than the meters used to collect the load res earc h data 

12 required by Colllllliasion Rule 25-6 .0437 , Cost o t s ervic e 

13 Load Resea=~h Data? 

14 A They provide as muc h as . I cou l dn ' t say t hey 

1 ~ provide more information . 

16 0 Since all SEPX and larger LP/LPT c ustomers 

17 have time recording meters, isn't it true t hat you c an 

18 actually sum their demand for the 12 monthly pea ks to 

19 arr i ve at a group value, rather than es t ima ting t he 

l O value, using a complicated sta tistic al f ormula? 

21 A Yes , that's true; for a hi s t orica l pe r iod , 

22 you can do that . 

23 0 These next questions refer to I s sue 138 , how 

24 should rates tor a separate suppleme nt a l or how Rhou ld 

25 rates tor a supplemental energy r a t e schedu l e be 
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1 designed? At your deposition you were asked to provide 

2 a maximum metered kW expected for SE customers for 1990 

3 by rate class. Was your response, in Deposition 

4 Exhibit 6, which is Exhibit 495 in this he&ring, that 

5 you found no reason to expect any change of enough 

6 magnitude to warrant development of different estimates 

7 over the 1989 maximum, actual maximum metered kW? 

8 A Yea. Given th~ inforaation that we had 

9 available to us, we felt that our current test year 

10 forecast was appropriate. 

11 Q This next set of questions refers to GSD 

12 customers. Does the company currently have any 

13 contracts with GSD customers? (Pause) 

14 A I'm not sure. Perhaps Hr. Haskins could 

15 better answer that question. 

16 

17 

Q We'll refer those questions to hiro. 

These next questions refer to recreational 

18 lighting. Did you assume, in developing the 12-monthly 

19 or 12 CPKW, that recreational lighting would be used 

20 every d4y of the year from sunset to 10 p.m. and at a 

21 consta.nt rate everyone of these hours? 

22 

23 

A 

Q 

Yes. We did. 

Would you agree that these assumpt i ons are 

24 the most favorable you could have used with respect to 

25 developing class peak hour demand, which allocate 
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3 A They were favorable in terms of the 

4 noncoincident peak kW development. however, I'm 
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5 informed by Mr. O'Sbeasy, that the impact on the cost 

6 of service study ia insignificant . 

7 0 Well, in other words, it results in the 

8 smallest number class peak kW and the smallest amount 

9 ot primary distribution costs you could arrive at, 

10 correct? 

11 A That's correct. But what I'm saying is, if 

12 we had varied our assumption a great deal in either 

13 direction, it would have 1:1ade very little difference, 

14 one way or the other. 

15 0 Would you agree that it is unclear whether 

16 these assumptions result in an over- or underesti~ation 

17 of this class's demands during the 12 monthly 

18 coincident peak hours? 

19 A Yes. I would agree. But I would have to 

20 quality that by saying that we used the best 

21 information available for this class of customers . It 

22 would be cost prohibitive, ln my opinion, to have load 

23 research recorders set aside s e parately for the 

24 recreational class of customers , which represents less 

25 tha n 15\ of the OS-III r ate Schedule. 
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Have you or your staff reviewed the sheets 

2 with the monthly kWh 3nd kW data for these customers? 

3 

4 

A 

Q 

5 kW data. 

6 A 

What sheets are you referring to? 

The monthly CAM sheets which reflect kWh and 

Yes. We've reviewed the customer accounting 

7 memo sheets that have actual aeter reading consumption 

8 data. 

9 Q H.ave you observed that approximately 36\ of 

10 the billing month had zero kWh usage? (Pause). 

11 A There were some with readings of zero. Of 

12 course, they were not billed zero for that month. 

13 Q Will y Ju accept, subject to check, that 36\ 

14 of the billing months had zero usage? 

15 

16 

A 

Q 

Subject to check, yes. 

Does the Company intdnd to put load research 

17 meters on a sample of the recreational lights? 

18 A As I mentioned earlier, I believe that's cost 

19 prohibitive. our preferred approach to getting better 

20 information for that secp~ent of cuRtomers is to survey 

21 the customers themselves and gain some information 

22 regarding the usage profiles, by season and day type, 

2 3 and apply tb.at to our assumptions in load development. 

24 Q So you would agree, then, that this is a rate 

25 whose costs are judgmental? 
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l A As with most any other rate in a forecast 

2 test year, that's true. 

3 Q These next questions refer t o Issue 153: 

4 "Should the assumed 10\ forced outage rate for 

5 self-generating c ustomers that is built into the ss 

6 rate de•ign be continued?" Order 17159, which i s the 

7 order in generic investigations of standby rates, 

8 requires the utilities to file annua l report~ on 

9 billing data load , c oincidence and load factor data , 

10 and customer generation and availability data. Has 

11 Gulf Power filed any of these annual reports? 

12 A The first year f o r whi c h ...,. have f our years 

13 data for any of the customers was 1989, and we p lan on 

14 ma.king our first filing of that data , even though it 

15 will be of liaited value, this year . 

1 6 Q The next questions concerned migration 

17 between rate c lasses . Because the load research tor 

18 the GS, GSO and Stratum One or LP/LPT is col lected 

19 through probability samples of e ach o f these classes, 

20 wouldn'~ there be statistical problems with estimating 

21 12 CP and NPC demands, if the class populations are 

22 alter ed by significant migrat ions of c us t omers between 

23 the chree classes? 

24 

25 

A 

Q 

Those three c lasses , again , being GSO -­

RS and GS, and GSO. 
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I would be very surprised t o see migrations 

2 between RS and GSD. RS is a residentia l rate. 

3 Q Excuse ae, let •• go over tne classes again: 

4 GS, GSD and Stratum one of LP/ LPT . 

5 A That would depend on the magnitude of the 

6 migrations, and to some extent on the load 

7 characteristics of those customers migrating. (Pause) 

8 Q Do you have soae revisions to Interrogatory 

9 217 of Staff's Thirteenth set? 

10 A Do I have that? Is that the question , 

11 whether I have that? 

12 

13 

14 

:.s 

16 

Q 

A 

Q 

A 

Q 

Yea. 

y ..... 

Have you provided those to Staff? 

Yes. 

We'd like to have these revisions matked as 

17 the next consecutive exhibit number . 

18 

19 

20 

21 questiCins . 

CHAIRMAN WILSON: That would be 601. 

{Exhibit No. 601 marked for identific ation.) 

MR. PALECKI: Thank you, we have no 

22 CHAIRMAN WILSON: Any quest i ons? Redirect? 

23 MR. McGLOTHLIN: Mr. Wilson, this was passed 

24 out after ay turn at cross. Would you permit just a 

25 c ouple of questions on that? 
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1 CHAIRMAN WILSON: Yes. 

2 FURTHER CROSS EVMINATION 

3 BY ~. McGLOTHLIN: 

4 Q Mr. Kilgore, I want to make sure I under st4nd 

5 the relationship shown on the two-paged diagram you 

6 passed out. 

7 

8 

A 

Q 

All right. 

Does the aethodo logy tor deriving projected 

9 CP rroa historical CP depend on consistency between the 

10 ratio of energy to CP during '87and the projected ratio 

11 of energy to CP for '90? 

12 

13 

A 

Q 

Yea, it is dependent. 

~~ if I understand what you have done here, 

14 you've shown that with respect to that portion of SE 

15 energy that is considered increaental , that would not 

16 have occurred but tor the SE rider , the portion that is 

17 increaental is projected to increase substantially 

18 relative to the overall portion of SE sales, is that 

19 correct? 

2 0 

21 

A 

Q 

That's correct . 

And so if you ware to include the solid-line 

2 2 increaental sales in '87 and larger solid line of '90 

23 in the ratioing and the derivation of the CPs tor '90, 

24 that would have the effect of increas i ng the pro ~ected 

25 CP !or '90, even though under the terms ot the rate, 
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1 these sales cannot contribute to coincident peak, is 

2 that correct? 

) 

4 

A That is also correct. 

MR. McGLOTHLIN: Commissioner, I 'd like to 

5 have a number assigned to that. 

6 CHAIRMAN WILSON: We 'l l make this Exhi bit No. 

7 602. 

8 (Exhibit No. 602 marked tor identitic 3tion .) 

9 Q (By Mr. McGlothlin) And the last question , 

10 Mr . Kilgore, would you agree then that by removing the 

11 solid-line incremental sales, you have avoided 

12 distort ion rather than creating one? 

13 A T~~t's certainly wha~ we attempted to do. 

14 That's correct. 

1 5 

16 

MR. McGLOTHLIN: Thank you , Mr . Wilson 

CHAIRMAN WILSON: Let me ask you a questi on. 

17 In your testiaony on Page 18 you refer that you make a 

18 forecast ot territorial wholesale energy . Where would 

19 I tind the information about what wholesale energy 

20 sales are made by Gult Power, or are there any? 

2 1 WITNESS KILGORE: I don't believe it's 

22 contained in the tiling. 

23 CHAIRMAN WILSON: Are there territorial 

24 wholesale sales? 

25 WITNESS KILGORE : Yes, there are . 
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CHAIRMAN WILSON: To whom? 

WITNESS KILGORE: We have essentially two 

3 customers, Florida Public Utilities, that's f ou.r 
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4 delivery points, I believe, or five; and the City of 

5 Blountstown, a municipality. 

6 

7 

8 

CHAIRMAN WILSON: FPUC and who? 

WITNESS KILGORE: The City of Blountstown. 

COMMISSIONER BEARD: Those are handled 

9 directly by Gulf as opposed to going through Southern 

10 Services? 

11 WITNESS KILGORE: I'm not sure I understand 

12 the question. 

13 COMMISSIONER BEARD: Does Gulf Power directly 

14 sell wholesale power to Blountstown ana Florida Publ ic 

15 Utilities, or do they -- does Southern Services sell i t 

16 to Blountstown? 

17 WITNESS KILGORE: Gulf Power Company sells 

18 that energy. It's territorial sales for Gulf Power 

19 Company to these wholesale customers. 

20 CHAIRMAN WILSON: What's the maqnitude of 

21 those sales, just ballpark? 

22 WITNESS KILGORE: I've got a number here , s o 

23 that I won't have to gues s. (Pause) 

24 For the test year, about 267 mill lon kilowat t 

25 hours. 
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CHAIRMAN WILSON: For the two of them? 

WITNESS KILGORE: For the two. And that's 

3 about 3t, roughly, of total territorial sales. 
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4 COMMISSIONER BEARD: Help me. Maybe I j ust 

5 aiaaed the boat aomewhere. Tell me t~e difference 

6 betwee-n a UPS sale and a territorial sale. 

7 WITNESS KILGORE: I probably couldn't 

8 elaborate on all the differences, but what 1 c an tell 

9 you is that the sales to territorial wholesale 

10 customer• are under the RE tariff in our rate book, and 

11 are a part o! our service territory, or ten-county 

12 nortt:.weat Florida aervice territory, where genEtrally 

13 the UPS alea are to what we refer to as or r-system 

14 customers. 

15 COMMISSIONER BEARD: Is there a contractual 

16 length of time associated with those territorial sales? 

17 

18 

WITNESS KILGORE: Yes, there is. 

COMMISSIONER BEARD : But no partic ular unit, 

19 per se, in other words? 

20 

21 

WITNESS KILGORE: Not to my knowledge. 

COMMISSIONER B~: Do you have data relating 

22 to demand, peak demand, for those two customers ? 

23 WITNESS KILGORE: We havo data available. I'm 

24 not sure that I have any here with me t oday that I c an 

25 refer to, but we c ertainly have data available. 
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1 COMMISSIONER BEARD: If you aren't the 

2 appropriate witneas tor these questions, who would be? 

3 WITNESS KILGORE: I'm not sure where th~ line 

4 of questioning is going, so I'm not sure. 

5 COMMISSIONER BEARD: Well, I real l y just want 

6 to understand territorial. I think I understand, one, 

7 that it's -- I understand that they're in your 

8 territory. I understand that. 

9 WITNESS KILGORE: Right . 

10 COMMISSIONER BEARD: And they dre full 

11 requirements customers? 

12 

13 

WITNESS KILGORE: Yes. 

ct::.MISSIONER BEARD: And there is a time I 

14 associated length ot contract associated with those 

15 sales? 

16 

17 

18 

19 

WITNESS KILGORE: That's alsc correct. 

COMMISSIONER BEARD: And FERC sets the rate? 

WITNESS KILGORE: Yes . 

CHAIRMAN WILSON: Could you see i f a later 

20 witness could have that information, which is the 

21 demand that these customers put on the system? 

22 MR. STONE: The demand that-- we'll certainly 

23 be able to provide that either by late-filed exhibit or 

24 through a later witness. 

25 CHAIRMAN WILSON: One way or the other. 
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WITNESS KILGORE: Or through my rebutt~l. We 

2 can have it available. 

3 COMMISSIONER BEARD: Yeah. I'm just 

4 interested in how that works. 

5 MR. PALECI<I: Staff has a brief question on 

6 Exhibit 602. This is the first time ue've seen the 

7 exhibit. 

8 FURTHER CROSS EXAMINATION 

9 BY MR. PALECKI: 

10 0 How did you format or forecast the SE sales 

11 during the non-SE hour• tor September 1990 in Exhibit 

12 602? 

13 A What we did tor purposes of illustration is 

14 simply took the ratio of incremental SE sales for a 

15 period -- from Period II over Period I and applied that 

16 to the shaded area. So you're seeing roughly the four 

17 or four and a half of one ratio that you see on an 

18 annual basis in, I believe, Hearing Exhibit 45 that we 

19 looked at earlier. 

20 0 If you hold this up to the light you see that 

21 it exactly matches the 1987 non-SE time period, is tha t 

22 correct? 

23 A Yes, as we discussed with Commissioner Beard 

24 earlier. 

25 0 Doesn't the historical data show that the 
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1 non-SE periods have grown? These are on peak hours, 

2 correct? 

3 

4 

5 

A 

Q 

A 

The croaa-hatched areaa? 

No, the non-SE areas. 

Well, some of them are on-peak, some of them 

6 are off-poak. You're covering several days he re. So 

7 you're going to have both on-peak and off -peak hours 

8 for theae time-of-use rate 

9 customer• embedded in that period. 

10 Q What is your philosophy in showing them as 

11 identical to the 1987 period when historical data shows 

12 that they've grown in 1989? 

13 A Th-ee's no philosophy . The reason we use that 

14 load whape ia aiaply that we don't have a load shape 

15 forecaat for thia qroup of customers. I had no load 

16 shape to build from. What I wanted to illustrate, one 

17 more time here, was the impact o f these incremental SE 

18 sales. 

19 0 Wouldn't this chart be more a ccurdte had ycu 

20 used the 1989 data? As a matter of fact, we'd like t o 

21 ask for a late-filed. 

22 

23 

24 

A 

0 

A 

Can I answer that question first? 

Wwll , yes. Answer the question . 

No, it would not , because the Period I load 

25 data that we used in the load development is from 1987, 
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2 

3 

4 

MR. PALECJ<I : Thank you. 

CHAIRMAN WILSON: All right . Red irect ? 

MR. STONE: Yes . 

5 REDIRECT EXAMINATION 

6 BY MR. STONF.: 

7 Q Kr. Kilgore, regardless ot whether it was 

8 stated so directly in the MYRa, were the SEP - - I ' m 
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9 sorry, the SE, supplemental energy per i od , kilowatt 

10 hours excluded, did they only contain the incremuntal 

1 1 supplemental kilowatt hours? 

12 

13 

A 

0 

ies. 

And .• ave you had extens ive discus sio ns with 

1 4 the St8 tt concerning that matter and the development of 

15 the exc lusion? 

16 

17 

A 

0 

Very extensive. 

And have you provided copies of the det~iled 

18 work papers concerning this calculat ion? 

19 

20 

A 

Q 

Yes, we have. 

Hus this calculation ~en the subject or muc h 

21 discover y in t his docket? 

23 

24 

A 

0 

A 

Yes, it has. 

What is the purpose of the SE rider? 

The SE rider is designed to provide benefits 

25 to both participating custoaera and all ratepayers 
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1 through sales of low-cost energy to the group of 

2 customers participating. Obviously the effect for 

3 those customers on the SE rider is a lower energy rate, 

4 cents per kilowatt hour. 

5 Also, all ratepayers see the benefit in that 

6 we're spreadi ng some base cos~ over a larger base of 

7 kilowatt hour sales. 

8 Q This larger base of kilowatt hour sales, does 

9 it affect the Company's planning of resources to serve 

10 peak hour demand? 

11 A No. Because, as we've discussed earlier, 

12 they're not coincident with our monthly peak demands 

13 and, more imp...ctantly, with our sullll!ler season peak 

14 demands . 

15 Q Is the supplemental energy period which has 

16 the discounted or the lower price of energy for the SE 

17 customer , is that declared at the sole option of the 

18 Company? 

19 A Yes . It is the sole discretion of the Company 

20 to declare -- on when to declare those SE per i ods. 

21 Q And I believe you already indicated that the 

22 tariff itself spec ifies that t here are three conditions 

23 whic h tbe Company shall not declare an SE period. 

24 

25 

A 

Q 

That's correct . 

Was it also your earlier tes timony that the 
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1 company has properly administered this tariff? 

2 A Yes. I can speak particularly to the two 

3 conditions regarding coincident peaks, both Sout~&rn's 

4 and Gulf's, because that's something in my area we can 

5 monitor and evaluate continuously. To the best of my 

6 knowledge, a~1 three conditione have been met since the 

7 inception of the rider. 

8 MR. STONE: I have no further questions. 

9 Commissioners, I would ask Exhibit 602 be 

10 admitted into evidence. 

11 

12 

13 

CHAIRMAN WILSON: Without objection. 

COMMISSIONER GUNTER: Let me ask one question. 

CHA:.~ WILSON: Exhibit 602 will be admitted 

14 into evidence. 

15 (Exhibit No. 602 admitted into evidence.) 

16 

17 

18 admitted. 

19 

CHAIRMAN WILSON: What about 601? 

MR. PALECKI: Yes, we would move 601 be 

CHAIRMAN WILSON: Without objection, Exhibit 

20 601 wi ll ~admitted into evidence as well. 

21 (Exhibit No . 601 admitted into evidence.) 

22 COMMISSIONER GUNTER: Are you the proper 

23 witness to ask what your project ed Schedule E sales 

24 would be? 

25 WITNESS KILGORE: No, sir, I'm not. 
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COMMISSIONER GUNTER: Do you know who is? 

WITNESS KILGORE: I be!ieve that would be Mr. 

COMMISSIONER GUNTER: All right. 

MR. STONE: Commissioner, it it's not Mr. 

6 Parsons it would be Mr. Howell, both ot whom will be 

7 coming up on rebuttal. 

8 

9 

CHAIRMAN WILSON: Thank you very much. 

WITNESS KILGORE: Before I leave, I've got a 

10 12 CPKW tor the wholesale class that we did prov1de in 

11 response to Staff's set of interrogatories. It's 

12 rouqhly 43,000 kW, or 43 megawatts. 

13 MR. PALECKI: Stat! ha& one question on 

14 recross. 

15 CHAIRMAN WILSON: Wait a minute. What iR that 

16 in response to? 

17 WITNESS KILGORE: To your -- excuse me -- to 

18 Commissioner Beard's question, I believe, regarding the 

19 level of demand tor our wholesale, territorial 

20 wholesale customers. 

21 

22 

COMMISSIONER BEARD: What is it? 

WITNESS KILGORE: It's roughly 43 megawatts . 

23 It's an average 12 CPKW number that we use for the test 

24 year 1990. 

25 MR. PALECKI: Staff has one question. 
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1 CHAIRMAN WILSON: All right, briefly. 

2 RECROSS EXAMINATION 

3 BY MR. PALECKI: 

4 Q Referring to Exhibit No. 488 at Page 2 under 

5 Subsection B, which is the PX/PXT customer on the SE 

6 rider, the 1~87 12 CPKW is reflected as approximately 

7 over 22,000, whereas through 1989 12 CPKW is almost 

B 35,000. Don't ve have an actual increase in usage of 

9 almost 15' -- excuse me, 50\ in that class of customers 

10 in peak-hour demand? 

11 A In 12 CPKW. It's not an annual peak-hour 

12 demand. If it would help, aaybe an analogy would help 

13 here because ~ think what's at i ssue is whether or not 

14 we should have excluded those SE sales . And it's very 

15 difficult, just looking at these numbers, to get a yes 

16 or no answer to that questio n. But I'll try to xeep 

17 this brief. 

18 If we were to take a baseball player, for 

19 example, playing for the Boston Red Sox, and trade hi m 

20 to the St. Louis Cardinals and he's playing in a new 

21 league, got a new batting i nstructor , h i s batting 

22 average goes from 300 with te" home runs tor the Red 

23 Sox to 280 with seven home runs tor the St. Louis 

24 Cardinals. 

25 On the basis of reviewing those numbers, one 
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1 might come to the conclusion that, one, the batting 

2 instructor for the St. Louis Cardinals ha~ done a poor 

~ job with this baseball player; and , two , that it ~as a 

4 bad trade, perhaps, for the cardinals to make. But, 

5 upon closer examination, you take into account the fact 

6 that Fenway Park in Boston is a qreat place for 

., hitters. So this particular baseball player's 

8 offensive statistics were tainted by the fact that he 

9 was playing in Fenway Park. He's playing now in t he 

10 National League in not nearly so good a h1tter's park 

11 in half of his games. You might also find out, if you 

12 look closer, that the batting instructor t a ught him to 

13 be a much aorP patient hitter. He strikes out less; 

14 he's on base more; he's actually a more valuable 

15 offensive player than he was when he was with Boston. 

16 That's enough basehall , but the point of the 

17 analogy 

18 COMMISSIONER BEARD : What about the Cleveland 

19 Indians? Let's get down to brass tacks. 

20 

21 Sox? 

22 

CHAIRMAN WILSON: What about the Chicago White 

COMMISSIONER GUNTER: The White Sox are doing 

23 good r i ght now. 

24 

25 

WITNESS KILGORE: They do look good. 

The point of the analogy is that you can look 
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1 at the wrong numbers, in this case just the CPKW , and 

2 draw the conclusion that the SE rate, or our treatment 

J of the SE kilowatt hours, had aom~thing to do with this 

4 decrease in load factor for the fact that we're selling 

5 SE perhaps coincident with peak . 

6 And that's not the case. It 's a 11 t hese 

7 other factors that aren't accounted for in the 12 CPKW 

8 statistics and the other information that we ' ve got 

9 that contribute to these different CPKW load factors. 

10 And aa an example, we've got a group of c ustomers here, 

11 one of which has converted from a brown paper 

12 production to white paper production. We 've got 

13 another one ~at has substantially had some problems in 

14 this period froa '87 to '89 with some of their 

1~ generation, things that are over and beyond the impac t 

16 of the SE rate schedule and which Gulf Power has no 

17 control over, that affect these numbers. And I thlnk 

18 that it's -- especially for a small group of customers 

19 like this, you can use these statistics and draw some 

20 wrong conclusions. It's something that's done all the 

21 time. I've made the mistake myself and I think it's 

22 carefu l -- I think it's important that we not do that 

23 when we ' re talking about the SE issue here 

24 COMMISSIONER BEARD: You've also taught your 

25 kilowatt hours to be more patient . 
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WITNESS KILGORE: That's correct. 1 

2 

3 

4 

CHAIRMAN WILSON: Wait for the right call. 

COMMISSIONER BEARD: Wait for the right. 

WITNESS KILGORE: Wait for the r i ght SE 

5 period. 

6 COMMISSIONER BEARD: Thanlc you. 

7 CHAIRMAN WILSON: All right . No further 

8 questions. You aay step down. Thank you very much . 

9 

10 

(Witness Kilgore excused.) 

CHAIRMAN WILSON: All right, we're going to 

11 take a 10-minute break and you c an call your next 

12 witness and then we'll hopefully pick up the pace . 

13 (Recess taken). 

14 - - -

15 

16 started. 

17 

COMMISSIONER GUNTER: All right. Let's get 

MR . STONE: Coamissioner, Mr. O'Sheas y has 

18 not been sworn. 

19 - - - - -

20 MICHAEL O'SHEASY 

21 was called as a witness on behalf of Gulf Power Compa~y 

22 and , having been first d ul y sworn , testi f ied as f o llows : 

23 DIRECT EXAMINATION 

24 BY MR. STONE: 

2 5 Q Please state your name for th~ record . 
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My naae is Michael O'Sheaay and I work t or 

2 Southern Company Services . My business address is 564 

3 Perimeter Center, East, Atlanta , Georgia 30346 

4 Q Are you the aaae Mi chael T. O'Sheasy who has 

5 pretiled direct testimony in this docket dated December 

6 1~, 1989? 

7 

8 

A 

Q 

Yes, I aa 

Do you have any changes or corrections t o 

9 your pretiled direct t estimony? 

10 A Yea, I do. 

11 On Page 9, Line 3 of my direct testimony , 

12 that's Page 9, Line 3, there's a reference t o "Sc hedule 

13 8" that ahou~1 read "Schedule 7." 

14 Then on Page 15, Line 24 , the word "his , 

15 h-i-a" should read "this , t-h-i-s." Those are the oJ.ly 

16 changes . 

17 Q With those changes , it I were t o ask you the 

18 questions contained in your prefiled d i rec t testimony 

19 would your responses be the same? 

20 

2 1 

Yes, they would. 

MR. STONE: Mr. Chairman, I a s k that Hr . 

22 O'Sheaay's testimony be inserted into t he record as 

23 though read. 

24 CHAIRMAN WILSON: It will be so i nserted into 

25 the record without objection . 
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1 MR. STONE: Mr. O'Sheasy's exhibits have 

2 previously been identified and stipulated. 

3 (Exhibit Nos. 170, 230, 231, and 232 

4 previously •tipulated into evidence.) 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 
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GULf POWER COMfANY 
Be!ore the florida Public Servi ce Coaml&sion 

Direct Teatiaony of 
Michael T. O'Sheaay 

ln Support o f Rate Relief 
Dccket No . 89134 !> - E I 

Date of f'ilinq Deceaber lS . 1989 

s o. Pleaae atate your n•••· buaine11 addre11, and 

6 occupation. 

7 A. Michae l T . O' Sheaay, 64 Per i aeutr Center E.ut . 

6 Atlanta. Georqia 30346. 1 aa a Seni o r Enqlneer 1n the 

9 coati nQ ana l yais section o! the MarketinQ £ PeQ u latory 

1 0 Sup~o rt Department o! Southern Co mpany Serv ices. 

11 1 nc . < scs ) . 

12 

1 ) o. State briefly your educational backqround and 

14 experience . 

l ; A. I re ceived a Bachelor of Industrial EnqineerinQ from 

l 6 Geo rq i a Inst itute of Technoloqy in 1970 . In l9H. 

1 7 earned a Matter •• in Bua i ne11 Ada iniat ration fr om 

1 6 Geor9ia State Un i versity . t'roa 1971 to 1 9 7; , 1 wa s 

19 empl oyed by the John W. Eshelaan Coapany - · Div i ston 

20 ot the carnation Company - - aa a pla nt a uperintendent 

Zl in t heir Cha~blee. Ceorqia, o perat ion. Prom 1 97!> to 

22 1980. I worked for tbe John Harland Co rp oration 

23 initially a s an aaaiatant plant aanaqer and then as a 

2 4 plant aanaQ4H in their J a c kaonv ill e . f'lor id a . plan t 

2S and finally aa their plo~nt aanaqer in Miaal. F lorid a . 
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7 

8 

9 Q. 
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l 3 
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18 Q. 

19 A . 

20 

21 

22 
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24 
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Docke t No . 8 9 13 4 '> · E ! 
Witness : Mi chae l T . O'Stl ed s y 

Pdqe < 

I joi ned Southern Compan y Serv ices in 1980 ae an 

enqineerinq coat ana lyst and proqr~saed th rouqh 

va t i ou s positions to the position wh ich 1 now ho ld. 

Si nce 1982. •Y v ork has focused on acti v ities t or Gul f 

Power Coapany i~cludinq cost - o f - servi c e support 1n 

con)u nc ti on with reQu1atory activities be tore t he 

fl ori da Pu blic Service Coaa i se ion . 

What is tbe relationship between Southern Coapany 

~ erv i cel and Gulf Power Coapany? 

scs is the servi ce coapa ny f o r the operatinq coapa nies 

i n The Southe r n Coapany public util ity hol di nq co~ p <~ ny 

system . I ts aa )o r f unction is t o pr ovide enq ineer inq 

and advisory services t o th e So uthern oper ot i nq 

c ompanies upon reque st. Theee serv ice s are prov i de d 

t o the o pecatioq compa nies a t cost . 

Have you previouely teetltied betore : hh Co- i ui on? 

Yes . I teeti fied bef o re t his Comm ission on beha l ( o f 

Gulf Power Coapaoy i n Doc ke t No. 8 5 0673- EU reqa r din q 

stand by rates . I was the backup cost - o f - serv ice 

witness tor Oult Power Coapany in ita last co~pleted 

rate case . Doc ket No. 84 0 0 86 - !l. and was extens ! ve ly 

invol ved in the preparati on of exh ibi ts and MY Ra in 

that ca s e . In additi on. I vae the cos t- of - service 
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Docket No . 8 91 J4 s . E! 
Wi tnes t. : Mi chael T. O"S hea sy 

Paq e 1 

wi tness and subaitted prefiled testimony and ex hlblts 

i n re t a il r ate case Docket No . 88116 7 - El whi ch wa s 

wi thdrawn be f ore hearinqs wer e he ld. 

What is the purpose of your teatiaooy in this 

proc .. dioq? 

The purpose of ay teatiaony ia to support the 

deve lo pment and results of the coet - o! - &erv i ce t tudy 

and other related analys e s f o r the teet year 1990. 

Have you prepared an exhibit that contains infor~ation 

to which you will refer i n your testiaony? 

Yes. 

COUNSE L: We ask tha t Mr . O"Shea sy · s 

~xh ibi t c~a pr i aed of ei Qht sc hed ul es 

be aarked for i denti! lcat ion as 

r:xhibit No. (MTO- l) . 

Were all of the schedules in this exhibit prepared 

u~der your supervision? 

Yea . Each schedule was prepar ed tor Gulf Power 

Company under ay direction and supervision and was 

prepared i n the exact a4nner approved by th is 

Commiss ion in ita final order for Gu lf Power Coapaoy · s 

last coapleted retail rate caae. Do~ ke t No . 84 0086 - El . 
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Docket No. 89134'!> - t: J 

Witness : Micha el T . O' Shea s y 
Paqe ~ 

What is a ·coat-of-service study" and why is one 

necessary? 

A • cost -~ ! - service study " separates a utility · s tot a l 

electric investments. revenues. and expenses amonq the 

ju c isdictio~s wh ich an electric utility s erve& and 

then amonq rate classes within each j urisdicti cn . In 

ord er toe a ceq ul atocy commis~ion to rev1ew a 

utility 's earninqs fcoro the jurisdiction over Whi c h 

that commission has responsibility and t o eva l ua te the 

c~nt cibuti on made by cates within that j uri sd iction. 

an analysis ot the coat to terve the respective rate 

classes is necPssary . 

Gulf Power Comp any . li ke other electri c 

ut il ities, main tains Its books and recotds 1n 

acc o rdance with the Un i form system of Acc ounts a s 

di r ected by the Pederal Enecqy Requla tory CommiSSion 

( P'~RC ) and this Coaalsslon . Althouqh this system o f 

accountinq reveals coapany- wide i nf ormation. it does 

no t separate the Company ' s inveataents . revenue s. and 

expenses by ju r isdiction or by rate classes within 

ju r i sd ic tion. The coat - of - service atudy I have 

perforaed tor Gulf Power Coapany acco•plishes this 

obj ective foe this Commll&ion . 
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Docket No. 891345 El 
Witneu : Michael T . O' Sheasy 

Pa.; ~ S 

How is a coat-of-service analysis perforaed7 

In o rder to deteraine the coat to serve each qrou p o t 

customers of the cequlato ry }ucisdicttons in a fair 

and equitable aannec . the utility company · s records 

are analyzed to deteraine how each qroup c t customers 

influenced the actual incurrence of cost by the 

utili ty . This review di•cloae• certain direct costs 

that can be assiqned to the specif ic cl ass that caused 

these costs to be incurred by the utility . Th i s 

review also discloses costs which perf o rm a functton 

wi th in the electric system f oe various customer 

classes , referred to as coaaon cost&. which are t he n 

al locat ed to the various clas ses . 

Please elaborate on the distinction• between variou& 

coats. 

Certain coati are directly a1aociated with one 

part icu lar qroup of custoaers and are theref ore . 

as&iQn~d to that qroup . roc instance. Account 373 

contains inveataent items associated with street 

l i QhtinQ and is, therefor~. direc tly assiqned to t hi& 

rate class . Many othe r coats. however. ace used 

}ointly to serve numerous cu&t oaec rate classes . An 

example ot this aiqht be Ac count 312-Boilec Plant 

Equ ipmen t. I n order to all ocate these coaaon colts t o 
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Docket No . 89134 ~ E: 
Witneu : Michul T . O'S he as }' 

PaQ e 6 

the r~te qroups , consideration aus t be Qiven t o the 

2 t ype and cl asses o! custoiDers. their load 

3 char ac teriaticG , their nuaber . and v4 r ious o ther 

4 expense 1nd tnvestaent relationships in o r der to f ind 

~ the cost c ausative relltionship between aerv1cea 

6 pr.ovided and cost incurred . 

7 Research ot the cost CIUIIt ive re lationsh i p 

e reveals that coats no11Dally possess thre e attrl butes 

9 that ident i fy the link between customer and co•pa ny . 

:o This cost c a t eqorizat io n or componentizat ion r a n be 

ll viewed as : (l) cuttoaer re l tttd . which are t hose 

12 costs whi c h vary with the nuaber o! custoiDers or the 

13 !ac t that they are A cu1toaer ; (2) energy related. 

l ; wh ich pertain to those cost s tha t vary wi th KWH s; an d 

1~ (3 ) de mand related. wh ich ace thole colt s t hat ace 

16 incur red to serve peak needs !or electr icity . 

17 Once the variou1 co .. on account& bave bee n 

18 ana l yzed to di1close their appropriate coat 

19 component(s). the correspond i nQ all oc-at o r c an be 

20 app li ed t o apportion co .. on coat to the area o f 

21 reapon1ibility . Then by au .. i nQ the1e a llocated 

22 coamon coats and aaaiQned direct coat• by }urisdict\on 

23 and ra te claaa and c-oabininQ theae costs wi th revenue 

24 received froiD ea c h respective ra t e cl ass , the r ate o f 

25 ret urn for each qroup can be deterained . 
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Witneas : Mi chael T . O' Sne a sy 
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o. How wa1 your ltudy UICd by Gulf Power Coapany in thia 

~ rate filinq? 

A. The juri ldictional •epatation of rate base and net 

r. operatinq incoae developed in Sc hedule& l, 2. 3, and~ 

~ of my exhibit waa u•ed by Mr . McMillan to determine 

b 

., 
10 

ll 

1. 

l. 

1 ( 

1!> 

l ' Q. 

17 A. 

18 

19 

20 

21 

22 

23 

24 

2S 

the propo1ed jucildictional revenue incred se n~eded in 

order to achieve the requested rate o! re turn . Thebe 

juriadictional aepacationa were calculated accordlnQ 

to a ccepted COit-of-aecvi c e principles and !oll cwed 

the met hodoloqy approved by the CoMmis sion . 

Infocmat ~ on fro• the cost-of-•ervice study summary a nd 

unit colt 1heet1 1hown i n Schedule 8 wa a used by Mr . 

Haskins as the priaary basis foe the de1iqn ot 

proposed catea in this docket. 

Please explain the qenecal aa keup of your exhibit . 

Schedule l of ay exhib it is the re1u l t o f the 

cost-of-service 1tud y in su .. ary f o rm f or the 1990 

test year utilizinq the Coapany·a pre1ent rates. I t 

shows the Coapany'l total rate baae. revenues. 

expenses. and net opeca t inq incoae. and the 

c~rcespondinq celponsibil 1tiea of the reta i l 

juriadiction, a1 well aa the rate c l assel with in ~he 

reta il jurildiction . The column denoted "Total All 

Other Service • repre1ent1 Gulf 'a whole la1e custoaer s. 
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wh ile the remain i nq col umn repre s ent& Gulf ·a Unit 

Power Sale s customers . all o f wh ich ar~ under the 

juri •diction of the r~RC . Schedule 1.1 reve a ls the 

overall rate of return t o r each cl aa a that wi l l eT is t 

under the Coapany · s proposed cates . 

What section of the coat - of - servi ce atudy deacr lbes 

i nveatment al location? 

Sc hedu les 2.1 thcouQh 2 . S describe investaen t 

al l ocat tons . Schedu les 2 . 1 and 2.2 show how Gr oss 

Pl a nt I~veataent and Accumu lat ed Proviaio~ f oe 

Depr e ciation are analyzed and all ocated in a ccorda nce 

wi th the refere nce no tes . Schedule 2 . 3 produces the 

allocation o! Mat er ia ls & Supplies, Scheaule l 4 

apportions Ot her Workinq Capita l. and Sched ule 2 . ~ 

deve lops Ot her Rate Base iteas . 

What do tbe rea.inioq acbedulea provide? 

Schedule 3 provides the Ana lyaia of Revenues . 

Schedule 4 . 1 de t ails the allocation of o & M expenses 

to }ur isdi ct ion a nd rate clasaea . Schedule 4 .2 

dea c ribea Depreciation e~penae al loca t i on. a nd 

Schedule 4 .3 presents the Analya is o f Taxes Other f han 

Income Taxes . Schedule s c~ntains the Tabl e of 

Alloca tor• and Percentaqer. The ceaults of these 
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vari ous schedules. 2 throuqh s. are summarized in 

Schedule l. 

responsible. 

Schedule 6 atatea t he MYRs !or which I am 

Schedule ~explains In more det.atl the 

volt.aqe levela o! aecvice. 

What ia the purpose ot Schedule 8? 

Gulf Powe r Coapany requested that I rerun the oriq i na1 

199 0 te st period cost-of - service study based upon d 

correction to the oriqinal 12 MCP KW lo.ads ti hown o n 

MFR - Et 4 . This correction is explained by Mr . Kllq o re 

in his teatimony . Schedule 8 pceaenta: ( a ) Pr esf' nt 

R.ne Su;:.....ary, (b) Propoaed Rate Sua~:~ary. (c) MfR E- 8a. 

and (d) MrR E-Bb. The purpose o! Schedule 8 is to 

as sist Mr . Ha skins• in hi s rate desiqn . 

Please outline the •ctual developaent of the 

coat-of - service study shown in your exhibit . 

The develo pment beq•n with the coll e ction a11d o\ na l ysl& 

ot load rese.arch data . The number o f custo~ers and 

their reapective deaand and enerqy sales by vol taQe 

lP.vel of service were used to produc e the allocators . 

The load reaear'h data foe the 1990 teat year 

wer e supplied to ua by Mr . Ki lqore. Mr . Kilqore 

provided total territorial aupply and lo&6e& t or 

annual enecqy and foe deaand baaed upon the averaoe o! 
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the twelve aon thly coincident peaks ( 12 - MCP ) pco)ected 

t oe 1990. I n add ition. annual enecqy sales . 12 - MCP 

demands. non - coincident peak d ,emand s (NCP ). a nd the 

averaqe number o f cuatoaeca f o e 1990 were qi ve n to us 

by rate cla11 and voltaqe le.el . Theae inputs were 

then uaed to calculate the "12 - MCP ." "NCP. · •ene rqy, • 

and ·numbe r o f cu~tomecs · allocator& . 

Pleaae de ac r ibe the 12-MCP and NCP concepta . 

The 12-HCP demand is the 1ua o f the hiqhest k ilowatt 

load predicted to occur in each aonth o f 1990 divid ed 

by twelve. This concept inc orporates the fa ct that 

Gul! ' s aystem is planned and operated for t he pu rposes 

ot meetinq these demand s f o r electr icity every month 

of the year . I t alao reflects a conci decat i on foe 

scheduled ma i ntenance. uoacheduled out1qes. firm s a les 

1nd purchase coaaitaents. and reliance on 

interconnection&. In addition. 12-MCP haa been t he 

PERC's preferred allocation technique f o r detecmininq 

wholPsale jurisdictional obliqationa . 

The 12- MCP allocation techniq ue waa combined wi t h 

1/1 3 of the enerqy alloc ator to produce a 12- MCP and 

1/13 enecqy allocator deeaed 1ppropriate by th is 

Comaia1ion to al locate qeneration level costa with in 

t he retail juriadictioo. Tra ~sai1ai on and 
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subt ra nsmi saion acc ounts were a llocated upon the 

12 -MCP a llocat o r . 

The NCP deaand f o r eac h reta i l rate cla•s i s the 

hi qhest deaand occurrinq f oe each respecti ve rat e 

clas s durinq the year. This aethod was uaed t o 

allocate diatribution co1t1 a t Level 4 (pri mar y 

diltribution) and Level S (aecondary d iltribution ) and 

was simil arly employed in Gult ·a last co r~jl let ')d rat e 

case. 

How were the loadl developed for the Standby Se rvi ce 

(SS) rate elaee? 

The ss rate class ref lects cust omers whose 

self . qeneration is beinq bac ked -up by Gul ! Power 

Company qeneca tion. It i s onl y these custom~rs · 

back - up 1ervice whi ch i s repceaented in the ss column: 

their suppleaental aervice ia fou nd i n the a ta ndard 

rate upon wh ich their 1uppleaental aerv ice : s bllled . 

If thia co luan repreaenta only backed - up aervice. ~hat 

type of 12-MCP responsibility do tbey pos1e11? 

The rPSC 1tated in Order No. 17159 that a ceaervation 

charqe will be calculated by aasuainq a 10 per ce n t 

for ced outaqe rate . Also. a self qe ~eratinq cuatoaer 

(SGC)' I outaqe expe r ience f ~ r a parti cular a onth aay 
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cause a daily deaand charqe to exceed thelr norma l 

reservation charqe. The customer then pay s the l arqe r 

of the reserva t i on charqe or daily demand charqe . 

This indeed is the inherent loQic upon which Gulf ·s 

t ac i tr i s bas ed . 

To be consistent then with tbe tarif f and reflect 

the load requirements which Gu l f's planner& must meet. 

the monthly CPKW for each SS customer was calculated 

by the followinq proced ur e: 

a. If the customer incurred a reservati on charqe 

on ly for the month in questio n. his CPKW 

responsibility for the aonth wa s calculated 

by aultipl y inQ his cont r acted back - up KW by 

10 percent . 

b. If the custo~er i ncurred a daily demand 

charqe for the month in question. his CPKW 

responsib i lity f or the a o nth wa s calculated 

by multiplyinq the dal.ly billed KW t i me 6 tne 

number o f pe a k days billed di vided by the 

numbe r of peak da ys in t he month . 

Tht:i r 12-MCP val ue was then developed by summinq ( a . ) 

and (b .) above and divid inq by 12 . 

Why did you not aerely p i c k of t tbeir contribution to the 

s ystea peak fr oa t be i r r e s pective a ontn l y loa d shape? 
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l A. SS cuatoaera Are ant icipated to only need the 

2 utilitiet' servicea durinQ acheduled tnd unacheduled 

3 maintenance of lhei r equipment. Aa a reau1t. their 

4 demands on Gulf's ayatem Are erratic and d ifficult to 

~ predict. Therefore. a one-year anapahot of the i r 

6 experience would not neceaaarily be indicative of 

7 their typical load requireaenta of Gulf in fo\lowlnq 

8 

9 

10 

11 

12 

13 

14 

1S 

16 
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20 o. 
21 

22 ~. 

23 
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2~ 

years. nor would it reflect the aystem requirement s 

Yhich Gulf planned for theae customera . r o c e xa~ple. 

there is a qood probab ility that the SGC would not be 

down dutinq the tiae of a aonthly peak. H~wever. i t 

would not be equitable to attribute no demand 

t ~ sponsibility to this custoaer ducinQ that month 

s ! nce Gulf planned investment to handle a 10 percent 

ou taqe rate for this SGC. Si a i1 ar 1y. I f the customer 

s~ are of deaand reaponsibi11ty incurred an outaqe rate 

qreater than 10 percent . his should be correspondinq ! y 

qreater. 

How did you deteraine KWH reaponaib111ty f oe ss 

cuGtoaera? 

The results reflect the actual KWH predi cted to be 

req uested durinQ the test peciod by the SS customers . 
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o. How did you deteraine NCPKW reaponeibility tor ss 

2 cuatoaera? 

3 A. Aa aentioned earlier . pr1aary distribution and 

4 seco ndary distribution coste are al located upon 

S NCPKW. Becauae of the erratic nature of ss l oads and 

6 the !act that Gulf on l y haa four ss cuatoaera . any 

7 type of claaa load ahape developaent would not be 

8 reflective of the equipment Gulf had to place in 

9 service in preparation for aecvinq the cuatomera · 

10 eventual outaqe. Aa a reaul t. we first looked at 

11 contr•cted back- up KW which ie the load cequ i reaent 

12 for which Gulf planned distribution equ i paen t . 

13 

14 o. How did you then utilize their contract KW tor the ir 

1~ abare of tbe NCP allocator? 

16 A. We felt it would not be fair to c hacqe ss cust ~aer & in 

17 the allocation proceaa for the aaaiaua load they could 

18 evec incuc on Gulf, basically theic contcact KW. wn ilt 

19 cha rq i nq othec cuatoaecs foe their NCPKW wh lc h is 

20 the ic respec tive contributi on to the cate class peak . 

21 Therefore , we converted th r SS custoaers • c •ntract r.w 

22 into •equi valent NCPKW .• 

23 

24 Q. How did you develop •equivalent •CPKW•? 

2S A. A aaap le of cuatoaera waa drawn fc oa each rate on 
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which t he 55 cuatoaers · aupple•enta l bill!nq 

2 occu r r ed . A !actor waa developed fr om the sample 

3 wh ich used their NCPKW aa a nu•erator and their 

4 contract~ aa a denoainator . Thi s !actor was then 

S mu lti plied by the cocreapondino 5S cuatoaec · a contract 

6 KW to pace it down to •equivalent NCPKw . · The reeult 

1 then became their deaand ceaponaibility with in the 

8 NCPKW allocator . 

9 

10 o. Do you believe that theae aethoda !or devel opinQ 

11 allocation factor• produce accurate ceaulta toe the SS 

13 A. One must be very cautious when co naidecinq the 55 cat~ 

14 of return presented on the suaaacy paqe of Sc hedu l e 

lS of my exhib i t. These procedures Co r deve lopinq 

16 a llocators are basically sound and ace f ound ed upon 

17 the principle• ceaultinq teo• t he Standby Rate Doc ket 

18 No. 8S0673 - EU. However. there ace thr • e ma jor fa ctors 

19 to consider here : 

20 l. 

21 

22 

23 

24 

2S 

Standby cuatoaeca• load requ1ceaents are very 

different tcoa fica cuatoaec load requireaent s. 

The reaultinq allocator• apportioned coats to 

this atandby claaa baaed upon lhe cbacacteriatica 

otthia claaa . However . tbe rate revenue was 

der ived fro• a rate desiqn baaed upon coat 
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require•entl aodif i ed to re1emble perceived 

•tandby requ i reaentl . Tnis i nhere nt d i ffer~n~e 

in revenue oriqin and colt alloca tion could 

produce UQUIUal re1ult1 . 

2. There are only three 1tandby cu1toaers a ctua lly 

requici nq backup KW . Of the1e three , one of them 

is neerly e1qht time• the 1 iz e of the rema1n1n9 

two ss custoaer1 coabined . In eddition. the 55 

c la11 11 ve ry , ve ry 1aall coapared to the o ther 

It i 1 potent i a lly risky 

.nd danqerou1 to accept as totally accura te the 

result s oC an averaqe eabedded coat of serv ' ce 

study of a rate with : ( a ) so few custome r s. ( t) 

wi th one customer who doa i nate s the cla1s. and 

(c) i nherently small coapared to othe r de~and 

metered c l a1sea . 

3. As al reedy aenti oned . 1tendby loads. by the ir 

nature are very erra tic . Theref ore. It is quite 

doub t f ul that a sinqle year obse r vation will 

necessarily be i ndica tive of 1ubsequent years . 

Wbat conclusions sbould ooe drew t r oa t be rate o t 

return results t or this class? 

Bece u1e the rate of return i1 in a cea 1onable ranqe. 
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q i ven the possibilities for wide variations I nave 

just discussed. one can deduce that the cost 

allocation technique• are reaaonable . However . one 

should not infer that these result• i n their 

exactitude lhould control or dictate resu l tant ra t e 

revenue requireaentl ~ r rate deaiqn. 

Let's 90 back to the over a ll study procedure . Can you 

explain the ste ps invo lved in producinq the deaand and 

enerqy alloea tora? 

Balanced aystem load flowa for deaand and enerqy wer e 

first d• ·eloped throuqh a load flow proqcam wh ich 

spreads total 1ystea losses to each voltaqe l evel . 

The s e levels. which are defined in aore de t a i l i n 

Schedule 7 - Levelization Definition . and Schedule 

E- 13 o! the Minimum Fi l inQ Requiceaents (MFRs ) . are 

used to describe the flow of electcic t ty fcoa 

qenerat ion. throuqb the vacious tcansfocaat : ons . 

acr os & the vacious transaisei on and distr i but ion 

lines . and the eventual delivery to the custoaer . 

The load flow proceas beqina by takinQ the t otal 

enerqy aalea at Level 5. the secondary diatributi on 

level. aultiplies this by the his to rical loss 

percentaqe at Level 5 . a nd then coab1nes t hes e 

calcu lated l osses and sales . Thi s • •ount is t h4 n 
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added to the sales at Level 4 . and tills new total 1 1 

in turn mult i plied by the loss percentaoe at Level 4 . 

This procedure ia continued up thc ouqh Le·.rel l. the 

oenecation level . The prooraa ad }usts the loas 

percentaoea at each level and then repea ts the above 

proces1 until the sua o{ the losaes at each level 

matches the total •ystee losses. and a balanced rlow 

is produced. These total systea loss per cent ao ts ar e 

then applied to the rate cl1saes by vol t aoe level. 

thus c omputino eneroy allocator• toe each respect ive 

voltaqe level . A alailar process is used to calcu late 

the 12- MCP deaand allocatoca. The NCP demand 

a l locat o r& {or Levels 4 and s ace developed uaino the 

loss percentaoes calcu l a ted by the 12 - HCP demand ! low 

since t here ia no terr i torial input f o r NCP with which 

to balance . 

What was tbe next pnaae in tbe developaent of Gulf 

Power Coapany•a coa~-of - service study? 

He . ~carbcouqh provided the financial information f or 

tne pro}ected test year . These investaent. revenue. 

and expense iteaa were t hen asaioned to }uriadiction 

and rate if a direct coat causative relat ionahip was 

known or allocated to jurisdiction and rate uaino ' "• 

previously developed allocatora . 
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How were tbe Unit Pover Salea (UPS ) treated Co r 

coa t -ot - aervice purpoaea? 

Investment. revenuea . and expense• aaa oc1 a ted wi th UPS 

were identif i ed and re•oved !ro• the Total El ectric 

System . The re•aininq inveat•ent . revenue . and 

expenae ite•• were then all ocated to t he ret a il and 

wholeaale jurisdictions and the rates within the 

retail juri s d iction. This •ethod is consistent with 

the methodoloqy filed by Gulf and appr oved by this 

CoMmis sion i n Gu lf ' s last ra t e case . 

How were the allocation• a&de between tbe ~holea a le 

and retail juriadictiona? 

The ju r i sdictiona l separation wa s based up on the 

12 - MCP allocat ion conce pt . Aqa in. th i s methodoloqy 1s 

consistent with the one ap proved in Gul f ' s la st ra t e 

caa e . The •etbodoloqy alao con!o raa wit h MYR E- l and 

has been the preferred me thod ot the PERC ! c c 

jurisdictional aeparation . 

o n Schedule 8 of your exhibit. the j ur1ad1 ct1onal 

separation factors supplied vary fro• Scbedulea 1 

throuqh 5 of your exhibit. Is tbe differe~c e 

•ater 1al 7 

There ia no ••terial d if fer ence between the atudies . 
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A correction was addcessed in Me . KilQoce ·s testimony. 

and I prov ided Schedule 8 t o Me . Hask ins as a ctJct inQ 

poi nt f oe cate deaiQn . The effect o f the co rr ect ion 

on the }uciadicti onal separati on ia i naiQni!icant . 

do believe tha t Schedule 8 provide• •ore ~o rce ct 

reeult a f o r tate deaiqn purpo a~ s. 

Can you deecribe the analysia within the reta il 

}ur ilcHct ion? 

The techniques for a lloca tion wi thin the reta il 

jur i . diction c onfora wit h those appr oved by t nis 

Comm isaion in ita final order for Gulf 's last 

a d)u~icated rate caae. Generation level ac counts were 

allocated on t he ba s is of 12-MCP and 1/ 13 enecQy . 

Enecqy relate1 accounts were al located upon tne K~1 

al locator . Tcans11ission and subtrau &ID iee ion were 

all ocated upon the 12- MCP concept . Pri•acy a nd 

eeconda ry diatr ibut ioo were appo r tioned oo tne 

co r r eepondinq NCP allocat or•. and cu ato11er re l ated 

coat upon the ree pect ive cuato11er allocator . 

Did you utilize the Mioiaua Dittributioo Syete• for 

de!ininq custoger related costs7 

No . In Order No. 11498 ieeued in Doc ket No . 

820150-~U. the Coamission •s pr efefenc e t o r de!l.ninq 
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custoae r coaponent coats wa s noted by the statement. 

" In the l ast three electric utility rate caaes. we 

have detera ined that only the meter and service drop 

portion of the distributi on syatee are properly 

c lass ified as custoaer related.- In order to conform 

with Coaaission policy, the Miniaua Distribution 

System concept was not eaployed in this atu dy 

You atat•d tb•t tbe concepts utilized within the atudy 

are in coap1iance with the directivee ot the 

Coaai aion in ita final order tor Gulf Power Coapaoy •a 

last rate case . Do you agree with all of the 

Coaaiaaion · a stated allocation concepti ? 

No. not nwcesaarily . The tact that we have ut 1 li zed 

them i n ou r study should not be construed aa ou c 

ag reement with the theory . We d o not ne cec sa r i l y 

believe that 1/1 3 of our production plant ohould be 

energy related ; however . the reaulta o! th i s technique 

do not diverge draaatically froa resu l ts o f concepts 

we do believe . Furtheraore . we atill be lieve that the 

Min i aum Distribution Syatea is the correct aethodology 

for ascertaining cuatoaer related coat . 

Tbe Coapany believe• everyone's interest will 

best be aerved by focusing on aore revenue aensitive 

iaauea and no t cloud1n9 this particul ar caa e with any 
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2 methodo l ooies . 

) 

4 o. In your opinion . are tbe reaulta of the 

5 coat-of - •ervice atudy accurate repreaentat io ns of tht 

6 ratet of return? 

7 A. Moa t def i nitely. The coat - of - service retul t o shown on 

8 Sc hed ul e 1 of my exhibit •ce indeed !air and ac cu rat e 

9 stateaenta of the catee of return produced by 

10 j ur i sdic tion and by rate c1••• toe Gul f Power 

ll Company •• 1990 teet ye.ac . 

12 

l) o. Doee tbil conclude your te•tiaony? 

1 4 A. Yea. i t d oes . 

15 
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Mr . O'Sheasy, would you please summarize your 

3 A Certainly. 

4 Simply put, the purpose ot my testimony and 

5 exhibits is to determine the cost to serve Gulf's 

6 retail custoaers. I will show in my exhibit and 

7 related MFRB the develop .. nt of cost based upon sound , 

8 conservative and tiae-proven analyses that present a 

9 fair and accurate pic~ure of the cost which our 

10 custoaers iapose upon Gult Power by requesting Gulf 

11 services. In tho next few ainutes, I shall define cost 

12 ot service and tell you why it's necessary; reveal the 

13 procedures : ~ired ir conducting a study , and comment 

14 on how the results were used in this filing. I'll 

15 mention the interaction of key players who helped to 

16 put together this complex analysis, and finally 

17 underscore the appropriateness o f those results a s a 

18 mechanism tor indicating to our customers the economic 

19 realities of our valuable product . 

20 A Cost of Service Study is simply a 

21 separation of the coapany's revenues, expenses, and 

22 investaent in order to reve~l how subgroups within t he 

23 mark•t are or are not contributing to the adequacy o f 

24 coapensation for the utility, tor the cost of services 

25 which the utility is providing thea . 

FLORIDA PUBLIC SERVICE COMMISSION 
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1 The procedure for any analyst conducting such 

2 a study begins with a thorough investigation of all the 

3 investment, revenue and expense accounts . The purpose 

4 of this detailed review is to determine if any accounts 

s are solely related to a particular customer group or a 

6 so-called co .. on in that they were caused by the 

7 electrical request of various customer classes. 

8 If the costs are coaaon, the analyst must 

9 investigate the essence of each cost to determine their 

10 underlying cost-causative factors. 

11 Invariably this research discloses throe 

12 priaary factors which cause costs to be incurred . 

13 Number one ~~ the nuaber ot cu&toaers; number two is 

14 the amount of electricity requested over time measured 

1~ in kilowatt hours, and nuaber three is the maximum 

1 6 deaands tor electricity required during critical times 

17 measured i n kilowatts. 

18 After determining the driving influence f o r 

19 each individual cost, the analyst must next obtain 

20 reliable load research informat ion. 

21 

22 

COMMISSIONER EASLEY: Slow down a little. 

WITNESS O'SHEASY: E.xcuse me. The analys t 

23 must next obtain reliable load research information t o 

24 build cost causative allocator&. After t h is step has 

25 been coapleted, the analyst wi ll be equipped t o 

FLORIDA PUBLIC SERVICE COMMISSION 
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1 complete the study. 

2 Those accounts specifically related to a 

3 particular group will be assigned to that group. For 

4 example, FERC Account No. 373 is o nly related to the 

5 street lighting class and will be assigned to rate OS 

6 as a result. co .. on accounts will be alloc ated to the 

7 retail jurisdiction and retail rates within baaed 

B strictly upon coat causative allocator&. For example, 

9 FERC Account No. 355 , which contains transmission poles 

10 and fixtures, serves all customer groups, and will , 

11 therefore, be allocated upon a common demand allocator. 

12 The key sources of data requi r ed by this 

13 particular study were expenses and investments tor the 

14 test period tor Gulf Power Company and they were 

15 provided by Mr. McMillan. Proposed revenues were given 

16 to us by Mr. Haskins, and present revenues were 

17 supplied by Mr. McMillan. The load researc h 

18 information was submitted by Hr. Kilgore. 

19 The results or the Study serve two primary 

20 purposes in this tiling. Number one was to determine 

21 the cost the retail cost r e sponsibility and 

22 resultant retail jurisdictional ractors. Numbi!r two 

23 was to serve as a starting point in the individual rate 

24 design process by revealing unit costs on a retail rate 

25 basis. 

FLORIDA PUBLIC SERVICE COMMISSION 
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We have wubmitted as part ot Exhibit 231 a 

2 revised no migration Cost ot Service Study. This cost 

3 ~r service analysis is the basis upon which revenue 

4 requirements and rate design should be determined tor 

5 Gulf Power Company tor the test year 1990. 

6 The reason we're subaitting this study is t o 

7 improve earlier filed versions as a result ot the 

B following enhanceaents: Within the initial pretiled 

9 exhibits a large customer had been presumed to be 

10 migrating froa PXT to LPT tor the test period. 

11 Later, it was determined this customer would 

12 remain in PXT. Since this is a large customer found in 

13 a rate class comprised ot only six customers, it was 

14 felt the revision reflecting this fact would be 

15 appropriate. This revised study was then tiled under 

16 Industrial Intervenor's Request for Production ot 

17 Documents, No. 27. 

18 I t was later found that a slight corr ection 

19 was needed to the development ot this non~igrating 

20 cuscomer CPKW development, and a customer voltage 

21 levalization needed to be c hanged. These enhancements 

22 are thereby reflected in this Cost of Servic e Study. 

23 The results as shown in this exhibit reveal a fair and 

24 accurate picture of cost imposed on Gulf Power by the 

25 retail ju.risdiction in rate groups within. The c osting 
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1 methodologies used in the Study directly correspond 

2 with the request of thia Commission in Gulf's last 

1829 

3 retail rate c ase. The Study was developed in a s ound , 

4 cons ervative manner thereby minimizing controversy on 

5 provocative costing techniques in order t o allow the 

6 Commission to focus on the dire need tor rate relief. 

7 In conclusion, this Study indicates the cost 

B of providing service to our retail customers in the 

9 efficient, reliable manner Gulf's customers demand , a nd 

10 can indeed be used to fairly and appropriate l y coRt 

11 Gulf's product. This concludes my summary. 

12 MR. STONE: We tender Mr. O'Sheasy ! or c r oss 

13 examination . 

14 CHAIRMAN WILSON: Mr. Burgess, do you have 

15 any questions? 

16 

17 

MR. BURGESS: No, sir. 

CHAIRMAN WILSON : Mr. McWhi r ter, i t's nice t o 

18 have you back with us . 

19 

20 

MR . McWHIRTER: Shall I go ahead? 

MR . STONE: Yes . 

21 CROSS EXAMINATION 

22 BY MR. McWHIRTER: 

23 Q Mr. O'Sheasy . on Page 6 o f your test i mony , 

24 you identified the driving forc es that --

25 CHAIRMAN WILSON : Is your microphone on, Mr . 
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MR. McWHIRTER: I'a sorry. 

You identified the attributes that you look 

4 at in order to develop your coat ot s ervice study, i s 

5 that correct? 

6 

7 

A 

Q 

Yea, air. 

One of those is the expected peak elec trical 

8 demand iaposed upon the utility, is that correct? 

9 

10 

A 

Q 

That ia correct. 

Ia it your testimony that customer class 

11 contributions to the 12-aonthly coincident peak demands 

12 cause this Utility to incur production and transaission 

13 capit.al costs? 

14 A 

15 costs. 

16 

17 

18 

Q 

A 

Q 

Yes, it is, tor the purposes of allocating 

Do you have available to you the KFR E-12? 

Yes . I do. 

In that KFR, it shows that the average of the 

19 12-montbly p eaks is i~ a range ot 1363 mega~atts, is 

20 that correct? 

21 A On E-12, I see a total system average 12-CP 

22 ot 1361, 721? 

23 

24 

25 

0 

A 

Q 

Yes, that's on Page 103? 

Column 8, total system. 

Yes , sir. Now, look at E-26, on Page 279. 
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1 A All right, sir. 

2 Q And it shows that i~ July ot this year, you 

3 anticipate what kind ot pea.k demand on your system? 

4 A It looks like 1750 megawatts. 

5 Q Did Gulf build its system in order to meet 

6 that July demand when it occurs? 

7 A Gulf built its syate• to serve not only that 

3 peak, but peaks throughout the year . 

Q But it did build it to serve that peak, is 

10 that correct? 

11 A It did, as well as other peaks. 

12 Q And did it also build it to meet that pea.k 

13 plus a resen·- margin? 

14 A Yes, sir. 

15 Q And what is the reserve margin? 

16 A Well, normally tor planning purposes, it's 20 

1 7 1 to25\. 
I 

18 

I 
Q All right. Now, if it had built its system, 

you said, to meet the other peaks as well, and those 19 

20 peaks are g&nerally less than the peak i n July, isn't 

21 that correct? 

22 A Yes. That's correct, in this particular case 

23 here. 

24 Q So it it meets the annual peak , i t meets all 

25 the others as well, wouldn't it? 
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Well, depending on your schedule ma intenance 

2 requirements. 

3 Q Let's deal with the schedule maintenance 

4 requirements. Generally you take your system down in 

5 the spring or in the tall, in what we c a ll the shoulder 

6 months, tor aaintenance ot scheduled outago? 

7 A That's what you try to do, yes, sir . 

8 Q At the present tiae , when you take it d own in 

9 that fashion, what kind of reserve margin do you have, 

10 even with the units out during the ott-peak months? 

11 A I don't know the exact reserve margin you're 

12 looking tor. But in general, your reaer'le marg i ns 

13 after schedule•.:. aaintenance are less than they are 

14 before scheduled aaintenance. 

15 Q You aean by •after scheduled maintenance," 

16 you mean while scheduled maintenance is going on, that 

17 unit is out o f service? 

18 

19 

20 

2 1 

A 

Q 

A 

Q 

Correct. 

Therefore your reserved marg in would be less? 

Tha~'s correct. 

But even with those units excluded when you 

22 look at the demand, say, in the month of March, you 

23 still have a reserve aarg i n in the range of 2 5 to 28 , , 

24 don't you? 

25 A Normally -- well , when I l ooked at 199 0 , I 
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1 believe that was the case. 

2 Q What about your responsibility for me0ting 

~ the rtiquirementa ot your sister companies, are they 

4 both, are they summer peakin.g companies as well? 

5 

6 

A 

Q 

Yea. 

And the Southern Energy Reliability Council, 

7 is it a auaaer peaking enttty? 

8 

9 

A 

Q 

I don't know. 

I guess the thing that concerns me the most, 

10 that I've never had satisfactorily explained to me, is 

11 the old astronaut problem. That ia, you have a shuttle 

12 there on the launching pad an.d it requires a couple ot 

13 million pounds ot thrust in order to get into orbit, 

14 and then it doesn't require too much thrust while it's 

15 orbiting and it doesn't require much at all when it 

16 comes down. But it you don't have the thrust to get it 

17 the air to begin with, everything falls apart, doesn't 

18 it? 

19 

20 

A 

Q 

I would presume ao. 

And i! you were designing a system such as 

21 that, you would design it based on the thrust needed to 

22 get it ott tho ground to begin with, rather than what 

23 it needs when it's in the third day ot orbit, wouldn't 

24 you? 

25 A You're asking aoae hypothetical questions I'm 
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1 not an expert on, but --

2 Q I know you're an expert on many things, 

3 (Lau~hter) but the common aan could conclude that even 

4 though you're not an aeronautical engineer, isn't that 

5 correct? 

6 

7 

A 

Q 

It eounda reasonable. 

So if you're designing a system to meet peak 

8 demands, the aost iaportant peale deaand is that 1750. 

9 We found out a lot about that last Christmas when we 

10 had probleaa all through the state, when they weren't 

1 1 able to meet that peak. And that was very important to 

12 people at that time, wasn't it? 

13 

14 

A 

Q 

Cer~ainly was. 

And the peak that Florida Power and Light 

15 would have had in Ma.rch, if they designed to metlt th~t. 

16 the situation would have b3en far worse in December 

17 than it would have been had they not designed to meet 

18 the Deceaber peak, isn't that correct? 

19 

20 

21 

A 

Q 

A 

22 rocket? 

Q 

That's correct. 

With your standby service allocation -­

May I add one thing to your analogy on the 

Oh, yes , I'm always acceptable --

24 A I think a possible closer analogy to Gulf 

25 would be 12 apace shuttle trips throughout the year 
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1 that are required . And it's somewhat risky t o look at 

2 one particular test period, like 1990 , and p i ck out the 

3 highest peak whenever it tell by c hanc e and say, "We ll, 

4 that's the only critical point in t i me." 

5 I think if you would exaain• Cult ' s peaks 

6 over the last, say, five years , you would see pe aks 

7 that tell in months other than July . You would see 

8 peaks that tell in, well, a couple times i n the winter 

9 periods, and I don't think you can ignore that tac t 

10 when allocating costs . 

11 Q So what you're saying is that you ought to 

12 look at the maximum peak over a nuaber of years o r t he 

13 near peaks in several aain months, rather than l ooking 

14 just at July ot 1990. Is that correc t? 

15 A I don't like to use the ter• "near pe aks , " 

16 but you have to look at the load shape over a 

17 considerable nuaber of years. 

18 Q In your space example , yo u said you'd l ook at 

19 several space shots over a number o f year s a nd not j us ~ 

~ 0 one space shot. Would you look at the fuel 

21 requirements or the thrust requirements when they we re 

22 out in space or the thrust requireJDent t o ~ake it o ft 

23 the c;,round? 

2 4 A Well, once again, we ' re gett i ng into the 

25 areas of a rocket scientist . But I think r would l ook 
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1 at the thrust requirements to get it ott the ground. 

2 0 Yeah. All right, now, on your standby 

J service, back in 1987 when cogeneration was coming into 

4 play, the Commission did some studies to determine how 

5 you would price self-generating customers' demands on 

6 your syatea for backup, is that correct? 

7 

8 

9 not? 

10 

11 

A 

0 

A 

0 

That's correct. 

And you participated in that docket, did you 

Yea, air. I did. 

And the Commission because o! the !act we 

12 were assuming things were going to happen, didn't have 

1J any actual e"78rience -- the Commission set Ollt some 

14 criteria for determining what the demand o! the 

15 stand-by customers would be, and how you would allocate 

16 costs, isn't that correct, in that order? 

17 

18 

A 

0 

Yes, sir. 

And that order also required you, however, 

19 did it not, ~o over time perform cost ot service 

20 studies i~ order to ascertain what the ac tual costs 

21 were rather than relying on the assumed numbers, isn't 

22 that correct? 

2J 

24 

25 

A 

Q 

A 

I believe it guided us along those lines. 

Do you believe or do you know? 

I believe it. I'm not sure whether it was 
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1 laid out that the next cost of service study had to be 

2 based upon the actual CPKWs tor the SS rate class or 

3 ~ot. 

4 Q That's Docket No. 850673, and it's Order 

5 171 59, in February of 1987. Is that about when it all 

6 occurred, t o the best of your recollectivn? 

7 

8 

A 

Q 

Yes. It is. 

Bear with ae just a ainute, please. (Pause) 

9 I' m going to read you some language, and if this is 

10 what you remember, please state so. "In each utility'& 

11 next rate case, we expect that stand-by customers would 

12 ~ treated as a separate class and be assigned costs 

13 conaisten~ with the appropriate data in the new cost of 

14 service study. Until these cases are filed and 

15 processed and until the data necessary for new cost of 

16 service studies is collected, the cost study approv£~ 

17 by the commission in each Utility's last rate case 

18 s hould be the foundation." 

19 So it told you to do it, and this is your 

20 next rate case, isn't it? 

21 

22 

A 

Q 

That's correct. 

And you did do a cost of service study, 

23 didn't you? 

24 

25 

A 

Q 

That'• correct. 

And in your cost of service study, you found 
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1 bsaed on actual living experience , that the stand-by 

2 class ia yielding better than an 18\ , almost a 19\ 

J return, is that correct? 

4 

5 

A 

Q 

I'a not familiar with those rates o f return . 

All right. I'd like you t o l o ok , if yo u 

6 will , to your exhibit . I'• looking at Page l of 

7 Schedule 8. Does that show the rates of return for the 

8 various claaaea? 

9 

10 

A 

Q 

Yea, air, it does. 

Why did I aay 18\? It ahowa here like it's 

11 only 14.29\. 

12 

1J 

A 

Q 

I don't know. 

Ia ~here another place that you show the 

14 proposed rates or return? 

15 A All right, now, what you aay have l ooked at 

16 was, i f you will turn to Page 54 --

17 

18 

Q 

1\. 

Yea, air . 

You may have looked at the rate of return 

19 under proposed rates where the previous page was under 

20 present rates. 

21 Q That's exactly what I did. Okay , so it .ook s 

22 like right now under your cost. of service study that 

2 3 class i a paying a 14\ return, wh i ch is better than 

24 twice a a much as your system average return . And 

25 inst ead of reducing that to bring it c l oser t o the 
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1 proposed system average ot 8.65, you increased the rate 

2 under your proposed rates to nearly 19\ r oturn, is that 

3 correct? 

4 

5 

6 

7 

A 

0 

0 

Q 

What I would like to do is point you 

Whoa, whoa, answer the question, yes or no. 

Could you repeat tbe question? 

The question is: Instead ot bringing the 

a rates back towards your system average rate or turn 

9 based on your cost of service study, your propose~ 

10 rates take it even higher, so that now it's going to be 

1l close to 19\ when your system average requirements are 

12 only 8.6\? 

13 A Ir. this particular example here, that is 

14 true. 

15 

16 

0 

A 

All right. 

Now, what I would like to add to that is that 

17 these studies, which were i nitially filed, were revised 

18 !or several i•provements. One ot those improvements 

19 was to take an LPT customer that we presumed wa s 

20 migratin~ to PXT -- excuse me, that we presumed was a 

21 PXT customer who was going to migrate to LPT i n 1990 

22 who didn't. So, we had to leave him in the PXT rate 

23 class. And when we did s o, 1t was important that we 

24 add tbe !act that he was a sta ndby service customer to 

25 our standby rate classification. 
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1 So in this initial filing which you see here , 

2 this Schedule 8, you don't have that customer in the SS 

J rate class in the manner we feel like they should be 

4 pictured. 

5 In addition to that, there were two other 

6 improvements that needed to be aade to this new class 

7 of service. Nuaber one, the SS class that you see here 

8 is only their load for their ss service. In other 

9 words, if you have got a customer that is taking 

10 supple•ental service under PXT, those load requirements 

11 are ahowing up under the PXT classification . And only 

12 the SS service is showing up in this column. 

1J ~ell, what became obvious to us as we got 

14 into the case after this initial filing, was that we 

15 needed to associate with this SS portion of his load 

16 some of the coat& of his dedicated substation. So we 

17 did that . 

18 In addition to that, we later found out that 

19 when we developed the SS load for this mlgrating or 

20 nonmigrating customer, if you will, there was an error 

21 made in the math. We needed to improve that. so as a 

22 result, you now have the Exhibit 2J1, which we have 

2J subaitted, that has the correct rate of return tor ss. 

24 And that, I believe, ott the top of my head, is 7 .96\ . 

25 Q That's under the proposed rates? 
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No, sir, that's under the present rates, 7.9 . 

In your proposed rates, where does it go? 

3 A We have not developed proposed rates for that 

4 st~dy at this tiae. 

5 Q They would go up, probably above your system 

6 average? 

7 A You would have to talk to Kr. Haskins to see 

8 how he anticipated handling that class under the 

9 proposed rates . 

10 Q Do you still take the assuaption of a 10\ 

11 forced outage rate tor that class, which was the 

12 co-issioner's guess back in '87 ? 

13 A ~'t's what we're using in this study right 

14 now, unless the custoaer shows an incidence o f higher 

15 than 10\ under the daily demand charge c oncept. 

16 Q In your actual cost-of-service study, what 

17 was the actual resul te of these person.& being o n line 

18 at the time of your various peak periods? 

19 A Well, we don't have a cost-of-servic e study 

20 that shows that, but trying to help you out , I bel ieve 

21 

2 2 Q I appreciate that. I need all the help I can 

2 3 get. 

24 A I believe froa t alking to Kr. Kilgor e when..,..., 

25 examined the little, very little standby service 
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1 information ve did have available -- and for exa•ple, I 

2 believe that in the standby rate c lass is basically for 

3 custoaers. Nov, one of those customers is 70\ of the 

4 total class. So that the class controls are driven 

5 very strongly by one cuatoaer. This customer, vhen we 

6 were developin~ forecastA, we only had seven m~nths 

7 worth of data, actual data to work with , and as we 

8 looked at that actual data that was for that particular 

9 time period, there vas not a significant amount of CPKW 

10 at the time of the system peak. 

11 Q So what you're saying is that it was less 

12 that the 10\, but you chose the 10\ anyway? 

13 

14 

A 

Q 

Tha• · s correct. 

Mr. Wright, in his testiaony, talked about 

15 different cost of service studies and how different 

16 approachesd would place more of a production cost on 

17 high load factor customers and other studies would 

18 place less. And you'll have to bear with me wh i le I 

19 kind of walk through this. 

20 As I understand it, you have a generating 

21 plant that's used by all your customers. And the 

22 probl em is assigning the fixed costs that go with that 

23 generating plant to the appropriate persons. And your 

24 cost of service study, if you do it on a 

25 coincident-peak basis, then a high load factor 
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1 customer, which is one that uses substantially the same 

2 amount of energy all the way around, would pay for a 

3 lesser portion than those people who were what we call 

4 low load factor customers and -- suc h as the 

5 residential class, and have peaks at c ertain times of 

6 day and certain tiaes of the year, is that correct, to 

7 use a coincident peak theory? 

8 A I'a not sure I followed what you were saying . 

9 Normally, if you will use a coincident peak allocation 

10 technique for the allocation of generating cos t s, you 

11 will have a certain portion going to low load factor 

1 2 customers and a certain portion goi ng to h i gh load 

13 factor custo•' rs . 

14 Now, if you wanted to measure or compare 

15 those results from the low load factor rate to the high 

16 load factor rate and you did it on a per kWh basis, or 

17 possibly -- well, I guess that would be a good 

18 comparison. The low load factor rate would have a 

19 higher portion . 

20 Q On a kWh basis , the h igh load !actor customer 

21 would pay for a greater portion of the production plant 

22 

23 

24 

A 

Q 

Per --

bec ause he uses ao1e kWh dur ing the cour se 

25 of the year, is that what you 're saying? 
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No, what I'a saying is it you had allocated 

your production costs on demand. 

on demand? 

Right. 

At the tiae of annual system peak? 

That's correct, or a aultitude ot peak, and 

7 you then took the -- that allocation to the low load 

B factor rate and divided it by the low load factor 

9 rate's kWh and did the same thing tor the high load 

10 factor rate, that factor would be higher tor the low 

11 load factor rate than it would be for the high load 

12 factor rate. 

13 Q If you ~id the customer's kWh based on his 

14 demand at time of system peak and his annual -- I don't 

15 quite understand how you mix the kWh and the demand. 

16 A Well, maybe I am confusing your question. 

17 Could you state your quest i on again? 

18 Q Well, in July you project that there would be 

19 a demand on your system of 1750 megawatts. 

20 

21 

A 

Q 

That's correct. 

And if you were doing a peak responsibli ty 

22 study, you would look at the demand of each customer 

23 class at that point in time and say we divide up the 

24 fixed cost of this plant baaed on their contribution to 

25 what's happening i n July. Isn't that correct, under 
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1 your coincident peak-type atudy? 

2 A Now, you're lookinq at a one-coincident peak 

3 technique. 

4 0 Just for purposes of simplicity. 

5 A Certainly. And, yea, you're correct in what 

6 you said. 

7 0 And under that, the customers who have a poor 

B load factor, but happen to be there at time of system 

9 peak, would pay a qreater portion of the plant cost 

10 than they would pay if you just looked at their annual 

11 consumption. If you did it the other way and just 

12 looked at the cuatour'a annual enerqy cons\·mption, 

13 that customer voul~ pay a much lower share of the 

14 production plant and transmission plant than usinq the 

15 coincident-peak method? 

16 A In qeneral that's true. There can be 

17 exceptions to that, like the street lighting class and 

18 so for~h. But I think what you're qettinq at is with 

19 most major rate classes, if you look at their 

20 characteristics, it they have a low load factor 

21 custoaer is -- happens to be on at the time of the July 

22 peak, and th~t is, indeed, one ot his hiqher peaking 

23 

24 

25 

periods, then he would qet a qreater proportion of that 

allocation than the hiqh load factor rate would. 

0 How, here's the thinq that qives me the 
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1 trouble. 

2 Unlike most other industries, your company 

3 has an annual -- your generating plants only operate 

4 about a little over 50' of the time; 50' of the time 

5 they're lying idle, aren't they? 

6 A We really need to talk to Hr. Parsons about 

7 that. 

B Q Well, from your general knowledge of the load 

9 factor, of your system load factor, it's somewhere in 

10 the range of 50\7 

11 A Well, I was under the impression it was in 

12 the high 50s, but I don't know that one can conclude 

13 from that, ~at the plant is sitting idle at the other 

14 times, but I will agree that the load factor itself is 

15 in the mid to high 50s. 

16 Q So part of the time, or almost half of the 

17 time, the plant is not generating electricity for the 

1B benefit of customers and somebody has to pay for that 

19 plant, don't they? 

20 A Somebody has to pay for the plan~ , that is 

21 true, but I don't like to use the term that it's not 

22 serving a purpose when it's not producing kilowatt 

23 hours. 

24 Q Well, it's stand~ong by ready to serve, 

25 correct? 
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That's correct. 1 

2 

A 

0 And what is it standing by ready to service? 

3 3tanding by ready to •eet the next peak demand, isn't 

4 that correct? 

5 or to meet the electrical r equirements, 

6 unless, ot course, it's down tor maintenanc e . 

7 0 Let •e give y~u an illustration that's 

8 helpful to me, and it's the motel, say down on West 

9 Tennessee Street, and say a fellow has a motel that has 

10 four units in it, a very small motel, but he also has 

11 two trailers out back. And he has a man that lives in 

12 his motel all ye.ar long. And then during the week he 

13 has traveling salesmen come in and out and use the 

14 other two or three rooma, maybe one or two days, three 

15 days a week. And then on graduation time, during 

16 football games, when the Legislature is in session, 

17 he's able to rent all the rooms in the motel and the 

18 t .railer. 

19 When he does that, he's got to put on some 

20 extra help, some maids and so forth. It seems to me 

21 that fairness would say that ~he guy that lives the re 

22 all year long and is there day i n and day out paying 

23 the rent and helping with the fi~ed charge, you could 

24 pre tty well determine the fixed costs related t o hi s 

25 room, if you wanted to be l air and just c harge him for 
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1 that, rather than assigning him the cost !or the maid 

2 service and the other five rooms and the two house 

3 trailers. Doesn't that seea fair to you? 

5 that way. 

6 

7 

Q 

A 

That's a method to do it. You could do it 

But ian't that a pretty fait method ? 

Well, I ' a really not that familiar with the 

8 aotel busineaa and --

9 Q Well, you did a good job there on the 

10 aeronautical stutt, common sense. 

11 

12 

A 

Q 

That ia a aethod that sounds reasonable. 

And it you atteapted to charge him the same 

13 prices that you charge the other people durin') the 

14 football gaaes, don't you think he ' d go find another 

15 aotel soaewhere? 

16 

17 

It's possible. 

KR. McWHIRTER: I tender the witness. 

18 CROSS EXAMINATION 

19 BY MAJOR ENDERS: 

20 

21 

22 

Q 

A 

Q 

Good aorning, sir. 

Good morning. 

I'd like you to pull Staff's Eighth Set of 

23 Interrogatories, specifically Questions 110, 11 and 13. 

24 CHAIRMAN WILSON: Does that have an exh i bit 

25 nuaber at present so I could f ol l ow along? 
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1 MR. PALECKI: Which interrogatory from 

2 Staff's Set are you referring to? 

3 MAJOR ENDERS: Staff's Eighth Set ~! 

4 Interrogatories, Questions 110, 111 , and 113 . 

5 MR. PALECKI: All right, sir. 

6 Q (By Major Enders) You're the person who 

7 performed those calculations, are you not 

A That's correct. 8 

9 CHAIRMAN WILSON: It's not going to do me any 

10 good at all t o listen to this if I can't follow along 

11 with it. So if somebody can determine whether these 

12 interrogatories are an exhibit or whether we have 

13 copies r : them or not, be extremely helpful. 

14 COMMISSIONER EASLEY : I can't find that we 

15 have anything but the first set of interrogatories, 

16 excerpts from that. 

17 K.ajor, was that marked with a hearing exhibit 

18 number? 

19 

20 

MAJOR ENDERS: I don't know, ma'am . 

MR. PALECKI: It appears that the only 

21 interrogatory from the Eiqhth Set is No. 114 that wa s 

22 introduced. I'm not sure that the specific 

23 interrogatories tha t have been referred to have been 

24 introduced into the record yet . 

25 MR. STONE: Well, I think I found s ome that 
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1 have been. 

2 Major Enders, could you read them again to 

3 me , Eighth Set beginning with 110? 

MAJOR ENDERS: 110, 111, and 113 4 

5 MR. STONE: 110 is Exhibit 266, 111 is 267 

6 and 113 is 2&9. 

7 

8 

9 

10 

11 

12 

13 

14 

have 

them 

they 

been 

MAJOR ENDERS: Say again, please. 

CHAIRMAN WILSON: 266, 267 and 269. 

COMMISSIONER GUNTER: Do we know if those 

handed out? We have been sort of getting 

piecemeal. 

MR. PALECJ<I: Those are Gulf's exhibits, 

would be in Gulf's set. 

COMMISSIONER GUNTER: Have you all handed 

c:o 

15 those out yet? The way we're getting them is sort of 

16 piecemeal? 

17 MR. STONE: Since they are Mr. Haskins' 

18 exhibits, they have not been handed out. 

19 MR. STONE: Think we have them. If you will 

20 give us aoout five minutes we' l l get them for you. 

21 

22 

23 

24 

COMMISSIONER EASLEY: Why don't we take five ? 

COMMISSIONER GUNTER: Take five. 

(Recess) 

MR. STONE: Commissione r, I've handed out to 

25 all parties Mr. Haskins' package of miscellaneous 
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2 into the record. 

CHAIRMAN WILSON: All right. 
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3 

4 MR. STONE: And I believe that three of t hem 

5 are the ones that Major Enders was referring to. 

6 

7 

8 Q 

CHAIRMAN WILSON: Go ahead, Major. 

MAJOR ENDERS: Thank you, sir. 

(By Major Enders) I asked before, but I'll 

9 ask again, you prepared the answers to those exhihits, 

10 Staffa Eighth Set of Interrogatories 110, 111, and 113. 

11 A That's correct, Major. 

12 Q Directing your attention, Mr. O'Sheasy, to 

13 110. This request is for the transformer ownership 

14 discount tor Level 4 customers who own their own 

15 transtot'lllation equipment? 

16 

17 

A 

Q 

That's correct. 

Still on 110, explain to me the reve~ue 

18 requirements described in Account 368. 

19 Well, that is the revenue necessary to pay 

20 for that investment, and the primary ingredients would 

21 be a rate of return and income tax on that investment. 

22 Q Is Account 368 the gross investment booked 

23 for line transtol'lllers? 

24 A Yes, it is, in general. There are many items 

25 in there other than t hat, but that is one o! the big 
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1 inqredients. 

2 Q When Gulf Power calculates its return, does 

3 it do so on a qross amount or the amount net of 

4 depreciation reserve? 

5 A It's net of depreciation. In other words, 

6 one can think it in terms of a rate base . 

7 Q So this calculation is based on a different 

8 investment level than the Coapany's calculation cost of 

9 service tor revenue requirements? 

10 A No, ai~. This is-- one can think of as a 

11 rate base related to Account 368. 

12 Q Moving now to Account 584, you have extracted 

13 the tranaiormation related operation expenses and 

14 materials and supplies associated with line 

15 transformers. 

16 

17 

18 584? 

19 

A 

Q 

A 

Yes, sir. 

Can you tell me what i s contained in Account 

Well, it's the -- one portion of it is the 

20 operat1ng expenses incurred on line transformation 

21 equipment, and there are some other operating expenses 

22 in t here also, but the relevant expenses that we ~ere 

23 tryinq to qlean from this account here were those 

24 operating expenses associated with line transformers 

25 found in that account . 
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2 583? 
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4 

Q 

Q 

5 expenses? 

6 A 
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can you tell me what's contained in Account 

583. 

Let me help you. I• that overhead line 

Yea, it is. If you'd like I c an get a 

7 classification of accounts and read the entire list, 

8 but that is one of the big items in there i s the 

9 operating expense and maintaining overhead lines. 

10 Q Do both 583 and Account 584 include 

11 transformation-related operation expenses? 

12 A 584 does. I'a not sure about 583. 

13 Q Jo you include the cost ot employee pensions 

14 and benefita anywhere i n your calculation? 

15 

16 

17 

A 

Q 

A 

on this interrogatory here? 

Yeah. 

If the Operating Expense Acc ount 584, one of 

18 the drivers in there would be the employees' salaries 

19 And wages, and if the pensions and benef i ts were 

20 includ~d in those salaries and wages, yea , they would 

21 be include d. 

22 

23 

24 

25 

Q 

A 

0 

A 

Hr. O'Sheasy, what's Account 368? 

I'm sorry, would you repeat that? 

368. 

What ia Account 368? 
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Yeah. 1 

2 

Q 

A Well, it ' s a FERC account, and it's primarily 

3 l~ne transformers, but there are a lot of other items 

4 in there besides line transformers; capacity and so 

5 forth. 

6 Q Would you ag ree that FERC Account 368 -- and 

7 I'JD just going to paraphrase it -- this account shall 

8 include the cost of installed overhead and underground 

9 distribution line transformers. 

10 A That sounds reasonable. 

11 Q Looking at 111 now, this would be E.xhibit 

12 267. You again performed these calculations, correct? 

13 A 'ruat's correct. 

14 Q Is it your understanding that this 

15 calculation is based solely on the cost ot transfor~ing 

16 power from Level 2 to Level 3? 

17 A It is the transformation that occurred at 

18 what we call Level 3. In other words, it is 

19 transforming electricity from what we call transmission 

20 level service to primary distribution level service. 

21 Q Would it be fair to say that your c alcu lation 

22 in no way incorporates the difference in cost to serve 

23 custoaera at lover voltage l e vels? 

2 4 A This interrogatory that you're referring to 

25 as 111, includes the cost of transfor4ing electricity 
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1 trom transformation -- transmission level service to 

2 primary level service, and would not include the cost 

J ot transforming electricity from primary to secondary 

4 distribution, it that's the question you're getting at . 

5 Q That's what I was getting at. That's 

6 because voles, lines or other facilities or expens es 

7 are not there? 

8 

9 

A 

Q 

That's correct. 

Let's take a look at 113, Hr. O'Sheasy. You 

10 characterized this as loss 

11 CHAIRMAN WILSON: For the record that's 

12 Exhibit No. 269? 

1J 

14 Q 

MAJOR ENDERS: Yes. Thank you , Kr. Chairman. 

You characterize this as the los ses for 

15 distribution in line transformers, is that correct? 

16 A That's correc t. 

17 Q Are there any other losses, such as line 

18 losses, included in yo~r calculations? 

19 A No , sir. 

20 Q From the time power is generated until i t i s 

21 delivered to a primary level customer , certain loss es 

22 are incurred, are there not? 

23 A That i s correct. 

24 Q Similarly, tor powe r delivered to a secondary 

25 customer, losses are incurred in delivering that power 
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2 

3 

A 

0 

That is correct. 

Is the only difference between losses for 
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4 primary and losses for delivery at secondary voltage 

5 this percentage loss tor distribution line 

6 transformers? 

7 A No. There are other loses incurred in making 

8 that transformation. 

9 

10 

0 

A 

The line loss is the main loss, is it not? 

That's -- and another additional component, 

11 line losses would be. 

12 MAJOR ENDERS: I have no further questions , 

13 Mr. Chairman. 

14 CHAIRMAN WILSON: Hr. Palecki? 

15 CROSS EXAMINATION 

16 BY KR. PALECICI: 

17 0 H.as part of the CoJilJIIission policy for voltage 

18 discounts been to recognize only the costs associated 

19 w!th transformation equipment? 

20 

21 

A 

0 

Th.at' s •Y understanding. 

Is it correct that Hr. Johnson's methodology 

22 for voltage discounts recognizes all lines, conductors, 

23 transformers, and overhead and underground lines to be 

24 removed from the rate? 

25 A Yea, sir. 
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2 things that Hr. Kilgore testified to, specifically 

3 concerning recreational lighting customers. 

4 1f recreational lighting customers wer~ a 

1857 

5 separate class in the coat of service study, how much 

6 would doubling the NCP demand for recreational lighting 

7 affect the rate of return? 

8 A If the recreational lighting class of 

9 customers was a separate class of service and you 

10 doubled their noncoincident peak calculation, I would 

11 guess that it could affect their overall rate of return 

12 for that one aaall group, the recreational lighting 

13 customers, possibly 10 to 15,. 

14 Q Isn't it true that they get very little 

15 production plant costs? 

16 A Relative to most of the other rates, that's 

17 correct. 

18 Q So isn't it logical that the effect would be 

19 more than 10 or 15'7 

20 A I don't know, I'd just have to do ~n analysis 

21 to see. 

22 Q The next se~ of questions refers to Issue 

2 3 115. Did you correct the miscalculation regarding the 

24 derivation of 12 CPKW f o r standby service? 

25 A This was Interrogatory 115? 
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No, this ia Issue 115 concerning the cost of 

2 servicft aethodology. (Pause) Specifically, does the 

3 second cost ot service study in Exhibit 231 reflect 

4 such a correction? 

5 

6 

A 

Q 

Yea. 

Was there an error in the cost allocation for 

7 dedicated substations tor custoaera taking standby 

8 service in the coat ot service study tiled as part ot 

9 the MFRs and your testimony? 

10 A There was a correction or an enhancement th~~ 

11 was warranted. 

12 

13 

14 

Q 

A 

0 

And thb correction was aade in Exhibit 231? 

Tha .. 's correct . 

Have service drops been allocated to OS-II I 

15 tor lighting sports fields or billboards? 

16 A Now, which? We've filed a aultitude of 

17 studies in this bearing, which particular study are you 

18 referring to. 

19 Q The cost ot service study tiled as p3rt of 

20 Exhibi t 231. And also in the original MFRs. (Pause) 

21 A No, air. 

22 0 Wouldn't the service drop have been required 

23 tor each of these installations? 

24 A Possibly so. When we looked ot this beture, 

25 we f ound out that it was going to take an extensive 
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1 amount of field research to determine the answer to 

2 this. And the engineers that I talked to at Gulf Powe r 

3 indicated to me that, whatever they found out, they 

4 felt like it would be a relatively small amount o! 

5 serv i ce drops going to thia small portion o f the rate 

6 and that a t this time we didn't have the time nor the 

7 money to conduct such a study, nor could it be 

8 justified for a small change. 

9 Q Was that only with respect to the street and 

10 outdoor area lights you were told that? 

11 A Yes. 

12 0 Were service drops allocated to OS-I and 

13 OS-II for a~reetlights and private outdoor lights? 

14 A No, sir. 

15 Q Wouldn't a service drop be requir~d for most 

16 private area outdoor lights and perhaps most 

17 streetlights as well? 

18 I asked the saae question of the engineers at 

19 Gulf, and they indicated to me that there was not a 

20 significant amou.nt of service drops going to these rate 

21 classes. 

22 Q What about with respect to sport fields o r 

23 billboa rds, same answer? 

24 A Well, once again, the indication I g o t was 

25 that t hat s mall amount ot serv ice drops that might be 
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1 going to sport fields was not a eignificant amount and 

2 could not justify an intense research to determine what 

3 small percentage that aight be. 

4 Q was meter costa allocated or assigned to os 

5 for recreational lighting customers? 

6 

7 

A 

Q 

8 meters? 

9 

10 

A 

Q 

No, sir. 

Do all recreational lighting customers have 

I have been told that yes, they do . 

And that was, that was Gulf's answer in 

11 Exhibit 508, was it not, that yes, they do all have 

12 meters? 

13 

14 

A 

Q 

Sv' ject to check, I'll agree with that. 

Does the revenue calculated in the MFR 

15 schedules for OS-I and OS-II include revenue for 

16 additional facilities? 

17 A I'm sorry, could you be a little more 

18 detail ed on your question? 

19 

20 

Q 

revenue 

I'll refer you to MFR E-160 concerning 

excuse me, E-16d, concern i ng revenue 

21 calculated tor OS-I and OS-II. And the question is 

22 whether they include revenue for additional facilities. 

23 That's Page 166 of the KFRa. 

24 A That's really a questio n you need to aRk Mr . 

25 Haskins. I don't know. He developed this particular 
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schedule and I'• not familiar with whether he 's got 

2 additional facilities in those revenue calculations or 

3 no t. 

4 0 Were the cate base and o•M expenses for 

5 additional facilities assigned to OS- I and OS-II in 

6 Gulf's cc»t of service studies? 

7 The additional facilities that are found 

8 within FERC Account 373 vera assigned to the street 

9 lighting c lass ot cuatomers. 

10 0 Were the costs ot poles installed tor 

11 stree tlights include~? 

12 A It it was tound within FERC Account 373, it 

13 was assigneA to the street lighting class . 

14 0 Were those costs assigned to the street 

15 lighting custoaers? 

16 A Yes, sir . 

17 0 In your res ponse to Interrogatory 209, were 

18 they assigned to custoaers? 

19 Yes, sir. 

20 0 Exhibit 441 lists t .he test year expenses tor 

21 t he tour conservation programs reaoved trom ECCR in Hay 

22 ot 1989. Did the data provided to you by Gulf for the 

23 test year expenses tor these p rograms assign the 

24 expenses tor the first three c l asses to the residential 

25 revenue c lass and those for the fourth to the 
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1 commercial class? 

Yes, air, that is correct. 2 

3 

A 

Q Did you allocate these costs to rate classes 

4 within each revenue class on average number of 

5 customers? 

6 A No•-1 , once again, which coat of service study 

7 are we talking about? Are we talking about Staff's 

8 209? 

9 

10 

Q 

A 

In your original study. 

In the original study, they would have been 

11 allocated on nuaber o! cuatoaers. 

12 Q Did you classify them as customer-related so 

13 they are inc~uded in the cuatoaer unit cost suppor~in~ 

14 the custo•er charge? 

15 

16 

A 

Q 

Yea, sir, that is correct. 

Doesn't this menn, for example, that a small 

17 RS customer will pay the same amount for these costs as 

18 a large RS custoaer? 

19 A Well, if you're talking about rate design 

20 questior.s now, I'• not sure. What we do when we 

21 allocate costs is we allocate to a total rate class. 

22 We don't allocate to a saall customer or to a large 

23 cuatoaer, we allocate to the entire rate class with all 

24 the customers together. 

25 Q Would that mean that a small GS customer 
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1 would pay the same as a larger GSD customer? 

2 A Well, when you say "pay the same," it sounds 

3 like you're referring to a rate queat1on or a revenue 

4 c alculat ion. 

5 I think what you 're getting at is the 

6 inherent weighting of the allocation itnelf t he same? 

7 And if that's what you're getting at, you 're correct. 

8 When you allocate to the entire rate class, you treat 

9 the aaall cuatoaers -- well, the aaall c ustomers ' 

10 influence on that allocation is the same as the large 

11 cuatoaera' influence on that allocation . 

12 Q Ie inve~taent for service drops for c ustomers 

13 taking aervi ;e at the secondary voltage booked in 

14 Account 369? 

15 

1 6 

A 

Q 

Yea. 

Is it classified as customer-related and 

17 allocated on an average number ot c ustomers taking 

18 s e rvice at secondary voltage? 

19 

20 

A 

Q 

Yes . 

~id you also classify all of the secondary 

21 wire in Account 365 as customer-related? 

22 

23 

A 

Q 

Yea. 

Did you allocate it to secondary voltage 

24 customers on average nuaber of r.ustoaera? 

25 A Yes. 
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1 Q Are transmission drops or taps for customers 

2 taking service at primary or transmission voltage 

3 booked in a separate account for drops of taps? 

4 A When you say, •separate,• I presume what you 

5 mean is, is it not accounted for in the Account 369, 

6 anJ that is true. It's not in Account 369 . 

7 Q Is it accounted tor separately i n any other 

8 account? 

9 A Not separately. You'll find the inveutment 

10 in all of your lines in a specific f'ERC account . There 

11 will be one for transmission and one for distribution. 

12 (Pause) 

13 Q Has any of the primary for transmission wire 

14 or conductor been classified as customer-related and 

15 assigned to custoaers, or allocated to groups ~f 

16 customers on average number of customers 

17 A No. 

18 Q Has the conduit running between the Compa ny's 

19 common distribution line and customer-owned transformer 

20 08en classified as customer-related and assigned to 

21 the•e customers? 

22 A No, sir, nor should it be . 

23 Q So it's been allocated to the custome rs on 

24 average number of customers, or has it been assigned to 

25 these custoaers on average number of customers? 
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No, air. 

Has the Company's ~onduit running between a 

3 substation and the customer's facilities been 

4 classified as customer-related, and assigned to these 

5 custoaers or allocated to these customers on average 

6 number of cuatoaera? 

7 

8 

A 

0 

No, air. 

Who owns the line running between a ~edicated 

9 substation and the customer's facilities? 

10 A It depends. It could be -- well, excuse me , 

11 let me underatand your question. Your question is who 

12 owns the line between a dedicated subs tation and the 

13 customer it-•lf. And I would think in most cases the 

14 customer would own the line . There might be exceptions 

1 ~ to that, but I would think in most cases the customer 

16 owns the line. 

17 Q Could you provide that informat i on as a 

18 late-tiled exhibit? 

19 

2 0 

A 

0 

All right. Let me make sure I understand -­

A short title is, "Por Al l customers Hav i ng 

21 Dedicated Substations, Information on Who OWns the Li ne 

22 Running Between the Substation and the c ustomer ' s 

2 3 Faci l ity . " 

2 4 CHAIRMAN WILSON: That ' s a sho rt t i tle? 

25 (Laughter) 
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COMMISSIONER GUNTER: Wouldn't that be -- let 

2 ae ask a question as soon aa the witness gets through 

3 conferring. (Pauae) 

4 Wouldn't that be contingent on where the 

5 aetering point waa? 

6 

7 

WITNESS O'SHEASY: Yea, it would. 

COMMISSIONER GUNTER: It the aetering point 

8 were at the aubstation, the customer owns the line 

9 downstreaa of the meter . 

10 

11 

WITNESS O'SHEASY: That's correc t . 

COMMISSIONER GUNTER: If you had a situation 

12 where a cuatoaer'a aeter would be on the side or his 

13 building, ~ cill that's the deaarcation pv int . Upstream 

14 you own it; downatream they own it , isn't that r ight? 

15 WITNESS O'SHEASY : That's cCJrrect; that 's 

16 correct, and you can have both c irc umstances . 

17 COMMISSIONER GUNTER : I understand . That 's 

18 really the key. It's not the transformer stati o n , but 

19 the aeter? 

20 lHTNESS o 1 SH.EA.BY: That's correct. That' s 

21 normally the point of ownership. 

22 To anawer your questio n, it will take some 

23 research to do that, but we can, I think, prepare a 

24 late-tiled exhibit that would show that . 

25 KR . PALECKI: Do we have a number ? 
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CHAIRMAN WILSON : Th3t will be Exhibit No. 

(Late-Filed Exhibit No. 603 identified.) 

(By Mr. Palec.ki) When the dec ision was made 

5 to use the fixed and variable definition in tt.e IIC 

6 con':ract of O"M tor the claeeitication ot O"M expenses 

7 in the coat-of-service study, did you review the types 

8 of equipment for which the expenses were reclassi ~ ied 

9 and detenained that none of the expenses vary with 

10 kilowatt hour generated? 

11 A This study that you're referring t o was 

12 conducted over a period of time by some very 

13 knowle~geable people who did a very thorough 

14 investigation of whether these accounts were being 

15 driven by energy or deaand-related costa . And I relied 

16 upon their expertise and did review their work , but was 

17 not a party to that actual study. And so I ' m no t 

18 intimately familiar with the exact detalls , but I fe lt 

19 comfortable with what they had done. 

20 Who are the part ies that conducted that study 

21 and are they available t o testify , or have they 

2 2 testified or will they test j ty in this proceeding? 

23 A They are not specifically testifying in this 

24 proceeding. They are eaployees of the Southern System 

25 that worked on this project. I'm sure there was a 
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1 

2 0 Why do you think changes in the IIC contract 

3 should attect the classification o! thea~e expenses i n 

4 the cost ot service study? 

5 A They shouldn't dictate how we c lassify costs 

6 in the coat ot service study. And they don't. What 

7 happened was the revision to the IIC raquirod a new, 

8 updated analysis ot these accounts to see whether they 

9 were driven by anergy or demand, and, it so, at wh~t 

10 proportion. And the older analyses that we had been 

11 relying on prior to were simply outdated . 

12 In the dynamic industry that we are in, 

13 conditions ~rtange. And what yuu try to do is use the 

14 most recent, currant analyses that you have avai labl ~ . 

1~ And it just so happened that there was an analys i s from 

16 a work study group that was conducted by the IIC, and 

17 we used their results. 

18 0 Well, since you're the only witness we have 

19 here to testify as to thio, I have to refer these 

20 questions to you. For an example, I'd like to ask, 

21 shouldn't !actors such as maintenance for grinding 

22 mills or coal pulverizers and cooling towers, which 

23 vary wi th use as kilowatt hours are genera t ed, c ontinue 

24 to be classified as energy related? 

25 A We're getting into specific questions on 
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1 specific accounts that I'• not familiar with, but let 

2 me just otter a tew thoughts on it. 

J When you do a study like this, you have to go 

4 in and analyze the accounts, as best you can, for 

5 particular time traaes that you're looking at, and if 

6 you find one particular account that ia possibly not 

7 exactly on the aoney for this particular time frame, 

8 the concept ia that there ia another account that may 

9 counterbalance that. 

10 Nov, you talk about cooling towers, ! o r 

! 1 example, I believe you brought that up. It's my 

12 understanding troa talking to engineers at Gulf Power 

1J Company that the majority ot the maintenance expenses 

14 on cooling towers are not energy-related, that they're 

15 primarily demand-related, and that the more that you 

16 run your cooling unit, the less maintenance cost there 

17 is on it. 

18 Q What about a coal pulverizer? That would 

19 seem to be directly energy-related. 

20 A My intuition agrees with you, that in 

21 general, I would think that a coal pulverizer would 

22 have a higher portion of energy-related costs than 

2J demand-related costs. 

24 Q It an oil-burning plant is converted to burn 

25 coal because the cost of conversion is less than the 
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1 projected fuel aavinqa, would you classify the cost as 

2 deaand rated for coat ot aerv1c e purpose? 

3 

4 

A 

Q 

Could you repeat the question, please? 

It an oil-burning plant is converted to burn 

5 coal, because the coat ot the conversion is leas than 

6 the projecced fuel savings, would you c lassify the c o s t 

7 as deaand related tor coat ot service purposes? 

8 A Now, we are talking about a hypothetic al 

9 situation, of course, that has not occurred for Gulf 

10 Powe.r Company, and if in that hypothetical situation 

1 1 that occurred, I think you'd have to look at what type 

12 philosophy do you believe your generating plants are 

13 out there for. And the philosophy that we believe at 

14 Gulf Power is that our generating plants are out there 

15 to serve the de•ands for electricty, the peak lo~ds , 

16 and whether you decide to substitute a coal plant for 

17 an oil plant, the point is those qenerating plants are 

18 still serving the peak load require•ents of Gulf Power 

19 company. And we would continue t o allocate it on 

20 demand. 

21 Now, if you had a different philosophy on 

22 your approach towards generatinq costa, such as has 

23 been •entioned in this case, capital substitution, then 

24 using a philosophy like that, one c ould indeed 

25 conceptualize that those replac ement c osta should be 
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1 energy-related. 

2 Q This next qroup of questions relates to 

3 uncollectible expenses. 

4 Are uncollectible expenses classified a s 

5 cuatoaer-related? 

6 A All riqht. Nov, we have , once again, aake 

7 sure we understand which study we are talking about . 

9 It we're talking about Exhibit 231, then yea , indoed, 

9 uncollectible• are classified as customer-related. 

10 Q What about in all coat of service studies 

11 sponsored by the Coapany; that would be the same 

12 answer? 

13 

14 

A 

Q 

You're correct. 

Doesn't classifying these costa aa 

15 cuato .. r-related aean that for a particular rate cla ss 

16 a c uatoaer with a aaall bill will pay just as muuch 

17 uncollectible expense aa a cueto•er with a 1arqe bill? 

18 A Well , once again, we're getting into the 

19 question ~l pay. What we do in a coat of service study 

20 is we allocate coats t o an entire rate c lass. We don't 

21 allocate coats to a small customer and then t o a large 

22 cuatoaer. We allocate coats to all the customers in 

23 that rate class. 

24 Nov, if your question is, ia the inherent 

25 weighting ot your allocation to that rate class 
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1 identical for a small cu.stomer ae a large customer, 

2 then I would agree with that . 

3 Q And because you classified the expense as 

4 customer-related and allocated the expense on average 

5 nUJDber o f customers, would not an RS cus tomer w i +:t. a 

6 small bill pay just auch uncollectible expense as an RS 

7 or GSD custoaer with a large bill? 

8 A I hate to keep beating this, but when we &3y, 

9 "pay,• that's a rate design question there. If we talK 

10 about the influence in the allocation , then your answer 

11 is correct; that customer, that aaall RS customer, 

12 would have the aaae relative cost allocation as the 

13 l arge cur_o .. r, but, of course, like I sa id before, 

14 we're not allocating coat to individual customers, we 

15 are allocating to the entire rate . 

16 Q If the c ustomer charge i s set at unit cost, 

17 wou ldn't the large -- or small customer pay just as 

18 much as the large c ustomer? 

19 A Yea. 

20 Q Why is this appropriate? 

2 1 A From what I have been told from t he studjes 

~2 that I have seen Gulf Power pu~ out, the incidence ot 

23 bad debt expense, uncollectibles, is such t hat there 

24 are basically three classes that cause these costa to 

25 be j ncurred: RS, GS , and GSD. And I have seen a 
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1 number ot customers allocator from, I believe it's 

2 1990, teat period, apply to the last three years of 

187) 

3 actual experience of bad debt expense t o r Gu lf , does 

4 provide a reasonable allocation scheme . 

5 Q If the account of a customer oocomes 

6 uncollectible, wouldn't the custoaer with a large bill 

7 noraally cause the Coapany to incur more uncollectible 

8 expense than a cuatoaer with a aaall bill ? 

9 A Ceteris paribus, you're exactly right , but I 

10 think what you need to understand is you just can ' t 

11 blanketly make statements like that unti 1 you do an 

12 analysis. It'• very possible that if you didan 

13 analysis on V'lcollectibles, bad debt experience t or 

14 Gult Power Coapany, for the RS class, you might find 

15 that your saal ler cu.stoaers had a auch t.igher 

16 proportion ot bad debt expense than the large customers 

17 that would counterbalance this revenue impect you're 

18 talking about, such thot number of customer was indeed 

19 an appropriate allocator . 

20 

21 

22 

23 

2 4 

Q Interrogatory No. 209 ot s taff 's Eighth Set 

CHAIRMAN WILSON: Are you changing subjects? 

KR. PALECKI: Yes. 

CHAIRMAN WILSON: I think we'll - - I've got a 

25 quarter of 12. I think we'll adjourn t or lunch and 
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1 come back at 12:30. 

2 Commissioner Easley is a newly-made 

3 1randmother, her second granddaughter. lApplause) 

4 COMMISSIONER EASLEY: Fifth time. 

5 CHAIRMAN WILSON: This time, al l right, just 

6 this morning. 

7 

8 

COMMISSIONER EASLEY: I work hard at it . 

CHAIRMAN WILSON: We'll come back at 12:30. 

9 (Thereupon, lunch recess was taken at 11:45 

10 a.m.) 

11 - - - - -

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

FLORIDA PUBLIC SERVICE COMMISSION 


	9-28 No. - 3411
	9-28 No. - 3412
	9-28 No. - 3413
	9-28 No. - 3414
	9-28 No. - 3415
	9-28 No. - 3416
	9-28 No. - 3417
	9-28 No. - 3418
	9-28 No. - 3419
	9-28 No. - 3420
	9-28 No. - 3421
	9-28 No. - 3422
	9-28 No. - 3423
	9-28 No. - 3424
	9-28 No. - 3425
	9-28 No. - 3426
	9-28 No. - 3427
	9-28 No. - 3428
	9-28 No. - 3429
	9-28 No. - 3430
	9-28 No. - 3431
	9-28 No. - 3432
	9-28 No. - 3433
	9-28 No. - 3434
	9-28 No. - 3435
	9-28 No. - 3436
	9-28 No. - 3437
	9-28 No. - 3438
	9-28 No. - 3439
	9-28 No. - 3440
	9-28 No. - 3441
	9-28 No. - 3442
	9-28 No. - 3443
	9-28 No. - 3444
	9-28 No. - 3445
	9-28 No. - 3446
	9-28 No. - 3447
	9-28 No. - 3448
	9-28 No. - 3449
	9-28 No. - 3450
	9-28 No. - 3451
	9-28 No. - 3452
	9-28 No. - 3453
	9-28 No. - 3454
	9-28 No. - 3455
	9-28 No. - 3456
	9-28 No. - 3457
	9-28 No. - 3458
	9-28 No. - 3459
	9-28 No. - 3460
	9-28 No. - 3461
	9-28 No. - 3462
	9-28 No. - 3463
	9-28 No. - 3464
	9-28 No. - 3465
	9-28 No. - 3466
	9-28 No. - 3467
	9-28 No. - 3468
	9-28 No. - 3469
	9-28 No. - 3470
	9-28 No. - 3471
	9-28 No. - 3472
	9-28 No. - 3473
	9-28 No. - 3474
	9-28 No. - 3475
	9-28 No. - 3476
	9-28 No. - 3477
	9-28 No. - 3478
	9-28 No. - 3479
	9-28 No. - 3480
	9-28 No. - 3481
	9-28 No. - 3482
	9-28 No. - 3483
	9-28 No. - 3484
	9-28 No. - 3485
	9-28 No. - 3486
	9-28 No. - 3487
	9-28 No. - 3488
	9-28 No. - 3489
	9-28 No. - 3490
	9-28 No. - 3491
	9-28 No. - 3492
	9-28 No. - 3493
	9-28 No. - 3494
	9-28 No. - 3495
	9-28 No. - 3496
	9-28 No. - 3497
	9-28 No. - 3498
	9-28 No. - 3499
	9-28 No. - 3500
	9-28 No. - 3501
	9-28 No. - 3502
	9-28 No. - 3503
	9-28 No. - 3504
	9-28 No. - 3505
	9-28 No. - 3506
	9-28 No. - 3507
	9-28 No. - 3508
	9-28 No. - 3509
	9-28 No. - 3510
	9-28 No. - 3511
	9-28 No. - 3512
	9-28 No. - 3513
	9-28 No. - 3514
	9-28 No. - 3515
	9-28 No. - 3516
	9-28 No. - 3517
	9-28 No. - 3518
	9-28 No. - 3519
	9-28 No. - 3520
	9-28 No. - 3521
	9-28 No. - 3522
	9-28 No. - 3523
	9-28 No. - 3524
	9-28 No. - 3525
	9-28 No. - 3526
	9-28 No. - 3527
	9-28 No. - 3528
	9-28 No. - 3529
	9-28 No. - 3530
	9-28 No. - 3531
	9-28 No. - 3532
	9-28 No. - 3533
	9-28 No. - 3534
	9-28 No. - 3535
	9-28 No. - 3536
	9-28 No. - 3537
	9-28 No. - 3538
	9-28 No. - 3539
	9-28 No. - 3540
	9-28 No. - 3541
	9-28 No. - 3542
	9-28 No. - 3543
	9-28 No. - 3544
	9-28 No. - 3545
	9-28 No. - 3546
	9-28 No. - 3547
	9-28 No. - 3548
	9-28 No. - 3549
	9-28 No. - 3550
	9-28 No. - 3551
	9-28 No. - 3552
	9-28 No. - 3553
	9-28 No. - 3554
	9-28 No. - 3555
	9-28 No. - 3556
	9-28 No. - 3557
	9-28 No. - 3558
	9-28 No. - 3559
	9-28 No. - 3560
	9-28 No. - 3561
	9-28 No. - 3562
	9-28 No. - 3563
	9-28 No. - 3564
	9-28 No. - 3565
	9-28 No. - 3566
	9-28 No. - 3567
	9-28 No. - 3568
	9-28 No. - 3569
	9-28 No. - 3570
	9-28 No. - 3571
	9-28 No. - 3572
	9-28 No. - 3573
	9-28 No. - 3574
	9-28 No. - 3575
	9-28 No. - 3576
	9-28 No. - 3577
	9-28 No. - 3578
	9-28 No. - 3579
	9-28 No. - 3580
	9-28 No. - 3581
	9-28 No. - 3582
	9-28 No. - 3583
	9-28 No. - 3584
	9-28 No. - 3585
	9-28 No. - 3586
	9-28 No. - 3587
	9-28 No. - 3588
	9-28 No. - 3589
	9-28 No. - 3590
	9-28 No. - 3591
	9-28 No. - 3592
	9-28 No. - 3593
	9-28 No. - 3594
	9-28 No. - 3595
	9-28 No. - 3596
	9-28 No. - 3597
	9-28 No. - 3598
	9-28 No. - 3599
	9-28 No. - 3600
	9-28 No. - 3601
	9-28 No. - 3602
	9-28 No. - 3603
	9-28 No. - 3604
	9-28 No. - 3605
	9-28 No. - 3606
	9-28 No. - 3607
	9-28 No. - 3608
	9-28 No. - 3609
	9-28 No. - 3610
	9-28 No. - 3611
	9-28 No. - 3612
	9-28 No. - 3613
	9-28 No. - 3614
	9-28 No. - 3615
	9-28 No. - 3616
	9-28 No. - 3617
	9-28 No. - 3618
	9-28 No. - 3619
	9-28 No. - 3620
	9-28 No. - 3621
	9-28 No. - 3622
	9-28 No. - 3623
	9-28 No. - 3624
	9-28 No. - 3625
	9-28 No. - 3626
	9-28 No. - 3627
	9-28 No. - 3628



