
Florida Public Service Ca..ission 

Fletcher Building 
101 East Gaines Street 

Tallahassee, Florida 32399-0850 

MEMORANDUM 

July 27, 1990 

TO : DIRECTOR, DIVISION OF RECORDS AND REPORTING 

FROM: 

RE : 

DIVISION OF ELECTRIC AND GAS (JENKINS) 
DIVISION OF AUDITING AND FINANCIAL ANALYSIS (DEVLIN) 
DIVISION OF LEGAL SERVICES (VANDIVER~ 

DOCKET NO. 891345-EI, APPLICATION OF GULF POWER COMPANY FOR A RATE 
INCREASE 

AGENDA : AUGUST 9, 10 AND 14, 1990 - SPECIAL AGENDA 

CRITICAL OATES : 8-MONTH EFFECTIVE DATE: 08/15/90 

Attached are the original, 7 tabbed copies and 14 untabbed copies of the 
Staff's recommendation in the above referenced docket. 

The following table su .. arizes the Staff's recom.endation: 

Adjusted Rate Base 
Required Rate of Return 
Required Net Operating Incoae 
Achieved Net Operating Inca.e 
NOI Deficiency 
Revenue Expansion Factor 
Revenue Increase 
50 Basis Point ROE Reduct1on 

Total Revenue Increase 

$915,892,000 
X 8.05% 

s 73.708,000 
-63.290.000 

s 10,417,000 
X 1.631699 

s 16,998,000 
- 2.420.000 

s 14.577 .QQQ 

Th~ Cost of Sarvfce and Rate Design portions of this recommendation are 
scheduled to be filed on Monday, July 30, 1990. 
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Docket No. 891345-EI 
July 26, 1990 
1706E 

ISSUE 1: Gulf Power has proposed a rate base of $923,562,000 ($1,192,516,000 
Systell) for the test year. Hhat 1s the appropr1ate level of rate base for 
1990? (HERTA) 

RECOHHENQATIQN: The appropriate level of rate base for 1990 1s $9i5,892,000. 

PQSITIQN Of PARTIES 

~ The aprropr1ate level of rate base for 1990 1s $923,562,000 
($1,192.516,000 System). 

~ The proper level of rate base is $843,931,000 . 

~ The FEA takes the samo position as the Office of the Public Counsel . 

STAFF ANALYSIS: The parties' positions are shown on the following table and 
are d1scussed 1n the appropriate issues. 

Ut111ty Plant-in-Service 
Accumulated Depreciation 
Net Plant-1n-Serv1ce 
Const. Work 1n Progress 
Prop. Held for Future Use 
Acqu1s1t1on Adjustment 
Net Ut111ty Plant 
Hork1ng cap1ta1 
Total Rate Base 

1990 Rate Base 
Jurisdictional 

(000' $) 

GILl! 
$1.275,624 

(454.964) 
$820.660 

14,949 
3,925 
2.317 

$841,851 
81.111 

$923,562 

S.till 
$1.273,451 

(454.774) 
$818.677 

14,949 
3.790 
0 

$837.416 
78.416 

$915.892 

Pub11c 
Counsel 

$1 ,211.673 
(452.005) 
$759,668 

14.949 
11 

0 
$774 ,688 

69.243 
$843.931 ........... .......... . ••...•... 
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Docket No. 891345-EI 
July 26, 1990 
1706E 

ISSUE 2: The company has included $1,275,624 ,000 ($1,307 ,579,000 System) of 
plant in service in rate base. Is this appropriate? <ROMIG) 

,,t.<XH1EHDATIOH: No. The appropriate amount of Plant-in-Service is $1,273,451 
after making adjustaents 1n specific 1ssues. 

POSITION Of PARTIES 

GUJ..£..;. Yes . 

QPCl No. Based on an actual vs. projected analysi s for August, 1989 through 
March, 1990, the total coapeny plant is overstated by $11,458,000 <S11,178,(){)0 
jurisdictional). Plant Scherer should be removed frOQ plant-i n-~ervice as not 
currently needed for retail generation. Net plant-in-service is $1,209,506 
<$1,239,805 system). 

STAFF ANALYSIS: OPC H1tness Larkin has recommended a $11,753,000 r£duct1on in 
the company's projected plant-1n-serv1ce based on August , 1989 through 
february, 1990 actua 1 data (I . 2199) . These amounts were then used in a 
linear regression analys~s to determine the over projections of $11 ,753,(){)0 . 

Mr. McMillan stated that Mr. Larkin's numbers are signifi can t ly 
understated by us1ng a pr1or 24-month period, vh1ch included some large 
non-recurring reductions in plant- in-service, 1.e., coal car ret irements and 
two refunds related to Scherer Unit 3 (T. 754-755). 

Mr. Larkin stated that he did not attempt to update his analysis and 
adjust his base for these known variations . 

Mr. McMillan testified that 1t 1s important to consider all 
components that affect rate base not just the variances that may exi st in 
pl ant- in-service . 

Staff would agree that all coeponents that affect plant should be 
considered. i.e., plant- in-service, CHIP, and accumulated depreciation Al so, 
the most current data ava11able should be used and agreed to by Mr. Larkin <T. 
2264). 

Gulf filed Late-Filed Exhibit 570 which compared actual to budget for 
the period ended May, 1990. Based on th1s exhibit Gulf vas under b~dget by 1 

total amount of $4,662,000. After adjusting for the tvo refunds received from 
Georgia Power and Oglethorpe Power Corp. in the amount of $5,267 ,000. the 
company was over budget by $605,000. 

Staff recommends no adjustment to the company's projected 
plant-1n-serv1ce. 

2 



Docket No. 891345-EI 
July 26, 1990 
1706E 

ISSUE 3: Gulf capitalized $1,964,394 ($6,937,1 31 System> in excess of t he 
original cost cap1ta11zed by Georgia Power Company for its 25t share of Plant 
Scherer, Unit No. 3. Is this appropriate? (REVELL) 

REC(M4ENPATION: No. Plant-1n-Serv1ce should be reduced by $1,520,118 
($5,279,291 system>, Accumulated Depreciation should be reduced by $172,313, 
and Depreciation Expense should be reduced by $48,702. 

pQSITION Of PARTIES 

~ In 1989, subsequent to preparation of the test year budget, Georgia 
agreed to refund to Gulf a portion of the purchase pri ce related to the tax 
adder for AFUOC equity and certain deferred taxes related to Unit 3. As a 
result of the renegotiated pr1ce, the fo l lowing adjustments to our forecast 
are required: 

04cMi11an> 

Plant in service 
Accumulated Depreciation 
Depreciation Expense 
Deferred Inca.e Taxes 

System 
$ 

(5 , 279,291) 
( 598,433) 
( 169 ,116) 
1 ,333,211 

Jur1sd1ct1onal 
s 

( 1 ' 520 • 11 8) 
( 172,313) 
( 48,702) 

383,885 

~ No. In the event the Conlnhston decides to allow Plant Scherer in rate 
base, no acquisition adjustment should be included in rate base. <Larkin> 

STAFF ANALYSIS: In 1984, Gulf Power purchased a 251 interest in Plant Scherer 
Un1t No.3 fr011 Georgia Power, an affiliated company. The unit ~as under 
construction at the time of purchase . In determining the purchase price, 
Georgia Power used the &80unt in Account 107 <Construction Hork in Progress ) 
less the AFUOC accrual, plus state tnc011e tues on the sale and a carrying 
charge based on its incremental debt and equity costs. The difference of 
$1,520,118 ($5,279,291 Syste•> represents an amount in excess of actual 
construction costs of the generating unit. 

All parties, including Gulf Power, acknowledge that the company paid in 
excess of the or1g1na1 costs for tts 2S"L share of Untt 3 at Plant Scherer . 
The figure of $1,964,394 1n excess costs was a number prepa red by the interim 
filing for the test period ended September 30, 1989 . At that time, 
negotiations were still on-going with FERC, who had originall y pointed out the 
overpayment, as to the exact amount of excess paid to Georgia Po•er. A more 
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accurate figure for year end 1990 of Gulf's overpayment is $1,520,118 
($5,279,291 System). Gulf says FERC has tentatively approved these figures 
b· ~ has not received the ft na 1 aud1 t report. 

Based on the above, staff rec011:11nds that Plant-in-Service be reduced by 
$1,520,118 ($5,279,291 System), AccuiiUlated Depreciation be reduced by 
$172,313, and Oeprec1at1on Expense be reduced by $48,702. 
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ISSUE 4: As a result of its purchase of a portion of the comnon facilit ies at 
Plant Scherer, Gulf recorded an acqu1s1tion adjustment of $2 458,067 
($8,680 ,507 System>. Is this appropriate? (HERTA> 

RECOHHENDATIQN: No. If the C0..1ssion allows Plant Scherer 1n rate base. the 
acquisition adjustment should be disallowed <Reduce Plant-in-Service by 
$141,000, Acquisition Adjustment by $2,317,000, and Amortization Expense by 
$73,000 jurisd4 cttonal). 

If the Commission allows the acquisition adjustment, then reductions 
should be made to reflect the impact of the refund and reduction 1n the cost 
of the common facilities wh1ch were recorded on Gulf's books 1n 1989. <Reduce 
Plant-in-Service by $180,976, Acqu1s1tion Adjustment by $4,337, Accumulated 
Depreciation by $21,143, and Depreciation Expense by $5,599 jurtsdicti0nal). 

pQSITION OF PARTIES 

~ Yes. The acqu1s1t1on adjust•ent represents Gulf's share of the 
carrying charges 1 ncurred by the selling ut111ti es. and does not represent a 
profit over the actual cost for the fac111ties. These costs are appropriately 
included in rate base. 

QPC~ No . In the event the Commission decides to allow Plant Scherer in rate 
base, no acquisition adjustment should be included 1n rate base. 

STAFF ANALYSIS: If the Commission does not allow Plant Scherer in rate base. 
this issue will be MOOt . 

Georgia Power Company <Georgia) sold its undivided ownership tn Plan• 
Scherer ca.mon facilities to joint owners Oglethorpe Power Corporation 
(Oglethorpe) and the City of Dalton (Dalton) in 1977 and 1980, respectively. 
Pursuant to the Agreement, Georgia would purchase back these common factltttes 
tn proportionate share when Unit 3 ca~ on 11ne tn January 1987. Gulf bought 
into the Scherer facility in 1984 and assu~ed this responsibility from 
Georgia. On November 19, 1987, Gulf Power Company purchased its 6.25 percent 
prorort1onate share of the production plant fac111t1es c011110n to a 11 four 
Scherer generating units fro. Oglethorpe and Dalton thereby fulfilling 
Georgia's obligation. (TR 335-336). 

Gulf paid a net price of $29,131,850 for the faci11t1es . The 
original cost of the facilities was $24,266,406. The difference of $4,q65,444 
represents the 1 nterest ( carry1 ng costs> incurred by Qg 1 ethorpe and Oa 1 ton 
until the date of sale to Gulf. The $8,680,507 acquis1t1on adjust~ent is nade 
up of three coaaponents: interest in the amount of $4,865,444; accumulated 
depreciation of $3,796,376; and legal fees 1n connection with the purchase of 
$18,687. (TR 337-338). 
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In April, 1988, Gulf requested approval fro- the federal Energy 
Regulatory C011111isston <FERC> of its accounting for the cetaOn fac111ties. In 
its in1t1c..l filing with FERC, Gulf requested a.,rtization of the acquisition 
adjustment to Account 425, Miscellaneous Aaortization, a below-the-line 
account. FERC approved this accounting treat111ent in May, 1988. Gulf 
subsequently requested that FERC approve a.ortizat1on of the acquisition 
adjustment above-the-line. In a Nove.tler 2, 1988, letter, FERC oraered Gulf 
to amortize the acquis1t1on adjustment below-the-11nt and 1nd1cated that Gulf 
could resubmit its request if Gulf could da.onstrate specific offsetting 
benefits to all customers, or if the adjustment was ruled fully recoverable 
through rates by the FPSC. In June 1989, May 1990, and again in June 1990, 
Gulf requested amortization above-the-line and submitted information and 
justification to FERC. Th1s matter is still unresolved. At the present time, 
Gulf is amortizing the acquisition adjustment to Account 406, Amort'zation of 
Electric Plant Acquisition Adjustunt, an above-the-ltne account. (TR 
405-406). 

The Company believes that the inclusion or exclusion of the 
acquisition adjustment should be based on the reasonableness and prudency of 
the amount paid for the asset purchased. Under the contract between Gulf, 
Oglethorpe and Dalton, Gulf was required only to reimburse the selling 
utilities for actual costs incurred through the date of purchase. <Gulf Brief 
p. 10-12). Mr. Scarbrough testified that the selling utilities made no profit 
on the sale of the coaaon facilities to Gulf, but were simply made whole on 
the transfer. Ratepayers received a benefit because gencrati ng capac 1ty was 
obtained at less cost than building a new coal unit. <TR 338). 

Public Counsel pointed out that the Comiss1on has alvays ~eld that 
no acquisition adjustments should be included in rate base. OPC believes that 
to allow recovery of this acquisition adjustaent in rate base would set a 
precedent in future cases and open the floodgates to acquisition adjustments 
of all kinds. COPC Brief p. 4). Pub11c Counsel also takes exception to 
Gulf's "value received" argument. Since the fair market value of an asset is 
very often greater than the book value, the Commission would surely not allow 
utility companies to start reselling their plant assets between themselves at 
"fah value" and thus create acquisition adjustments on all over-depreciated 
plant . COPC Br1ef p. 4). Hhether or not Dalton and Oglethorpe properly 
recognized the depreciation on the fac111t1es, the fact remains they are now 
not worth as much as they would be if they were brand new. 

Public Counsel believes that Exhibit 553, December 8, 1989, "Aud1t of 
the Oglethorpe Power Corporation Sales Price Adjustment for Plant S.:herer 
Common Faci11t1es" ukes the Cotnpany's clat111ed purchase price suspect. The 
exh1b1t refers to a •revised gain• which seeas to contradict Gulf's claim t~at 
there was no profit to anyone. <OPC Brief p. 6, TR 338). 

6 
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Longstanding Commission policy 1s to disallow acquisition adjust~ents 
In rate base unless the company can demonstrate extraordinary circumstances or 
prove a net benefit to ratepayers. In Order No. 15598, Ooc~et No. 850552-HU. 
Southern ~tates Utilities, Inc., the Commission stated: 

Commission policy dictates that positive acquisition 
adjustments are excluded fro. rate base absent 
extraordinary circumstances attending the transfer. 
under the premise that these excess costs provide no 
additional benefit to ratep1yers .... We therefore decline 
to include any positive acquisition adjustment in the 
new owner's rate base .... 

The COflllltssion upheld 1ts policy in Order No. 23166, Ooc~et No. 
891179-GJ, Cf"ntral Florida Gas Co. and Plant City Natural Gas Co., Olvtstons 
of Chesapea~e Utilities Corp.. In thts case, the Commission removed the 
acquisition adjustment from rate base because the Company failed to 
demonstrate net benefits to its ratepayers. 

Ooc~et No. 891309-WS, Investigation of Acquisition Adjustment Polley, 
is currently open. Staff's rec00111endation is not to change the Conrntsston's 
current policy that in the absence of extraordinary circumstances, a 
subsequent purchase of a utility system at a premt um or discount sha 11 not 
affect the rate base calculation. 

In Staff's opinion, Gulf has not demonstrated that ratepayers ~111 
receive net benefits by allowing the acquisition adjust111ent in rate base. 
There was no showing of cost savings or operating effictencies ~arrantlng 
recovery. 

The Company's accounting for the acquisition adjustment ~a s noted as 
a compliance exception by FERC 1n its Compliance Aud1t for the Audit Period 
1985 through 1988. Gulf's accounting treatment 1s not consistent with the 
requirements of the Uniform System of Accounts . ~ulf is amortizing the 
acquisition adjustment to Account 406, above-the-line. The Instruct ions for 
Account 406 state: 

This account sha 11 be debited or credited. as the case 
may be. with amounts includible tn operating expenses. 
gursuant to aggroval of the eomm1ss1on ... (emphasis 
supplied) 

The Company has not received FPSC or FERC approval to Include the acqui sition 
adjustment and its amortization in rates. Until that time, the acquisition 
adjustment should be amortized to Account 425, below-the- line, as ordered oy 

FERC In its November 2. 1988 letter. 

7 
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Based on the forego1ng, Staff recommends that Plant-in-Service be 
reduced by $141,000, Acqu1s1t1on Adjustment by $2,317,000, and Depreciation 
and Amort1zat1on Expense by $73,000. 

Dur1ng the course of a Southern Company Services audit, it was 
discovered that certain Scherer Un1t 2 a.ounts had been inappropriately 
class1f1ed as common fac111t1es, and were included 1n the purchase price that 
Gulf patd to Oglethorpe. As a result, 091ethorpe made a refund to Gulf in 
1989. < TR 404). 

In the event that the Comm1ss1on allows the acquisition adjustment in 
rate base, Plant-1n-Serv1ce should be reduced by $180,976, Acquisition 
Adjustment by $4,337, Accumulated Deprecht1on and Amortization by $21,143, 
and Deprec1atton and Amort1zat1on Expense l'y $5,599 tn order to reflect the 
tmpact of the refund and reduct1on 1n cost of the common factltttes. 

8 
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ISSUE 5: Is the $31,645,000 total cost for the new corporate headquarters 
land, butld1ng, and furn1sh1ngs reasonable? (MERTA) 

RECOMHENDATIQN: The costs of the new corporate headquarters should be 
adjusted to rtmove $54,099 related to the Business Development Cinter. 

pQSIIIOH OF PARTIES 

~ Yes. The total cost for the Corporate Headquarters 1s reasonable and 
should be included in rate base. 

~ The costs of the new corporate headquarters should be adjusted to remove 
any excessive costs and costs associated w1th non used and useful land and 
butld1ng space as deten.1ned by th1s Commission. Numerous 1nqutr1es and 
exhib1ts were requested concerning thh 1ssue Ce.g., T. 1603-1612, 1638-1655, 
3634-3637, 3640-3642. 3683-3751. 3752-3758. 3835). Once all exh1btts are 
received, the eo..iss1on should re.ove any excess rate base and expense 1tems 
that are found. 

STAFF ANALYSIS: In 1982. faced wtth overcrowding at the Pace Boulevard 
bu11d1ng, Gulf ca..tss1oned a study to evaluate the space problem. The 
"Corporate and Hestern Otv1s1on Survey" tdentt ft ed a comb1 ned def1 ci ency of 
30,000 square fttt of office for the General Office and Hestern Division 
functions. The study evaluated three alternatives. Alternative I: Ma1nta1n 
both the Hestern Division and General Office functions at the Pace Boulevard 
s1te. Thh would involve ujor construction additions tv the two existing 
bu11d1ngs. Alternative II: Construct a new Hestern 01v1s1on Headquarters 
building on 1 different site and .a1ntain the General Off1ce functions at Pace 
Boulevard. Construction add1t1ons would still be necessary to the Pace 
bu11ding. Alternative III: Construct a new Corporate Headquarters bu1ld1ng 
at a new s1te to house the General Office functions and relocate Hestern 
Oiv1s1on personnel to the Pace Boulevard bu11ding. Thh eliminated the need 
for office construction additions on the Pace Boulevard site. Alternative III 
was approved by the Collp•ny as being the 110st cost effective solution. <TR 
1605-1606. 

Another 1982 study. •space Allocation Plan" identtfied the nee<! to 
secure 62,000 square feet of te11p0rary office space and recoaaended that the 
space be obtai ned as leased off1 ce space. The Collpany rejected th 1 s p 1 an as 
too costly for such a te.porary .. asure. The Company converted 15 re~idences 
located on land recently purchased at the Pace Boulevard site 1nto temporary 
office space and leased tva other bu11dings to provide approximately 40,000 
square feet of temporary space. (TR 1608-1609). 

Daniels Realty conducted a study in 1982 to exaa1ne feasible sfte r 
for the new Corporate Headquarters bu11d1ng. The1r study eval~ated two 
sites: the Hawkshaw s1te located 1n downtown Pensacola and a sfte in the 
University Mall area outside the c1ty. The Hawkshaw stte .,as chosen because 
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of certain land use regulations, a substantial transportation netvork system, 
adequate supporting utilities, proximity to the central business district, and 
adequate fire and police protection. In addition, Gulf already ovned a 1.2 
acre former substation s1te in the Hawkshaw area and land prices in the 
Hawkshaw area were comparable to acquisition costs at the Pace Boulevard site 
and the northeast section of Pensacola Acqu1sit1on of additional land began 
in 1982. (TR 1609-1610). 

In 1984, Marshall Associates, Inc., reevaluated the Hawkshav location 
prior to the initiation of f\nal building design. Their conclusion vas t~a t 

the Hawkshav site vas st111 the best alternative since it could be obtained at 
cost comparable vith other prospective locations. (TR 1610-1611). 

The total costs for the building, des ign fees, site vork, 
plant-in-service land, bu11ding equipment , overheads, and furnishings were 
$31,645 000. (TR 1611-1612). 

Hr. Conner discussed the three phases used to provide office growth 
space in the five story structure. Short range grovth vas provided in vacant 
workstation spaces on the first, second, fourth, and fifth floors. 
Intermediate growth space was provided by ~eaving the third floor unfinished. 
It is used as a maintenance and storage area until needed for office space. 
Provisions were made in the site planning to accommodate another building for 
growth beyond the year 2010. (TR 3638-3639). 

The Business Development Center occupies 495 square feet on the 
first floor of the Corporate Headquarters Building . The room vas designed and 
furnished for presentations to representatives of businesses that are 
interested in moving to Northwest Florida, and for press conferences relating 
to weather-related emergencies. (TR 1638-1641). The Center is equipped with 
laser disk players, color monitors, and VCR's that allov pro~pective business 
customers to viev various areas, industrial parks , and cities in Nor thvest 
Florida with an eye toward relocation to this area. Hr. Conner testified that 
the purpose of the laser d1sk players and VCR's 1s their use in economic 
development efforts not for hurricane warnings and the 11ke . (TR 1641 >. The 
investment capitalized for the Business Development Center in 1987 was 
$54,099. There has been no capital investment since 1987 and none 1s 
projected for 1990. <TR 1638-1639, Late Filed Exhibit No. 597). Staff 
recommends that $54,098 be removed from rate base for the Business Oeve1cpment 
Center, since the recruitment of business and industry to Florida is not the 
responsibility of a regulated public utility. The Chamber of Commerce and the 
Florida Department of C~rce perfon1 that function. 

The Commission Staff reviewed Gulf's need for and use of the 
Corporate Office building and associated land and issued a document entitled 
"Final Report on Corporate Office Building, Gulf Power Company, ProjHt PE-872 
(3336), M 408951 (E-84-14),u dated Hay 23, 1989. (Exhibit No. 163). The 
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report concludes that the construction costs of the building ar~ reasonable 
and as designed, would be approxt.ately the same regardless of the s1te <North 
Pace Boul evard, University Mall area, or Bayfront). 

The corporate office building occupies 17.42 acres on Bayfront 
Parkway overlooking Pensacola Siy. The building is five stories tall and each 
floor has approx1~ately 50,000 square feet of space. A level below the 
building is for parking company vehicles. The building was occupied March 31, 
1987. 

The 17.42 acres (758,928 square feet> of land 1s used as follows: 

Bu11d1ng 
Roads & Parktng 
Sidewalks 
Landscape or green area 

1. 31 acres 
4.87 
1.40 

_i._82 
17.42 

The total cost of the land presently 1n plant-in-service is $3,905,675. The 
cost 1s $224,172 per acre. <Exhibit 163) 

Staff 1s recoanending no disallowance for land use since Gulf plans 
to use areas now landscaped for parking fac111t1es 1n the future. In 
addition, City zoning regulations require space allotted to landscaping and 
green areas. 

The total building area is 308,634 square feet and consists of 
149,945 square feet of office space, 57,057 square feet of parking garage, 
51,563 square feet on the third floor, presently unfinished and used as 
temporary storage and a maintenance area, 41,237 square feet for specialty 
areas. and 8,832 square feet for the equipment room. The specialty areas are 
the ~ilroom and duplicating, cafeteria, system control and ready room, 
auditorium , MIS ca.puter center. caa.onications, and the like. 

Staff believes the cost for the new corporate headquarters is 
reasonable. It 1s prudent when planning a new bu11d1ng to provide for the 
future growth of the COIIJPany. It aakes sense to expand into an i n1t h 11 y 
somewhat oversized structure when the incre~ntal cost of the larger building 
1s less t .1an expanding the ex~sting facilities. Since rates are set 
prospectively, the growth of the CO.pany into its new building can be 
justified. 

Since 1984, throughout 1ts service area, Gulf has added 15 new 
buildings demolished 8 and sold 1. The total utility related additions since 
1984 is 416,688 square feet of building space (including the new corporate 
office bui lding) consisting of 142,873 square feet for warehousing and 
division support, 107,126 square feet for the specialty areas. parking garage 
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and equipment room 1n the new corporate office building, 76,679 square feet 
for corporate office functions, 72,438 square feet for customer and 11ne 
serv ·~.. e areas. and 19,100 square feet for training areas. The total 
investment in land and bu11dings less deprec1ation has increased by 
$35,584,000 since 1984. S1nce Gulf's last rate case, 129 new utility 
employees have been hired. The number of employees per number of customers 
served was .0044 in 1984 and .0041 in 1990. (Late Filed Exh1b1t No. S96). 

In analyzing the total building area square feet per employee, Staff 
calculated 268 square feet per employee in 1984 and 482 square feet per 
employee in 1990 using the data in Late F11ed Exhibit 598. The "Training,", 
"Honut111ty," and •other• categories and the "nonuti11ty employees" were 
removed from the calculations. This calculation 1s of 11m1ted value since it 
includes warehousing. di~lsion support, and customer and line functions which 
require large space allocations . In the corporate office function, Staff 
calculated 215 square feet per employee in 1984 and 366 square feet per 
employee in 1990. The 1990 calculation was skewed by the Pace Boulevard 
Complex . Five corporate office employees associated with the Employment 
Center occupy 10,361 square feet at the Pace Complex. This appears somewhat 
excessive. Looking at the new corporate office a 1 one, there is 346 square 
feet per employee. The national average for off1ce space is 240 square f eet 
per employee. 

Hh1le Staff is not proposing an adjustment for Gulf's space 
utilization, 1t should be noted that Gulf has 1110re than enough "room to grow." 
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ISSUE 6: Is the Caryville "sod fan~" operlt1on betng properly accounted for 
by Gulf Power Company? <ROMIG> 

RECOHHENQATIQN: The usod far." operations are properly accounted for. 
However, lease revenues of $3,450 should be ret10ved and rate base should be 
reduced by $135,200 ($139,800 Syst~) . 

pQSITIQN OF PARTIES 

~ Yes. (Scarbrough) 

~ In the event the sod far• operations are deter•ined to be subsidized by 
the ratepayers, the eo-1ssion should re.ove these costs as non utility in 
nature. 

STAFF ANALYSIS: Gulf included the follow1ng in its brief (pages 17-18)). 

The sod farm, ~nown as "Southern Sod CompanyN, 
occupies approxi.ately 200 acres of property at the 
Caryville site, or 1~ of the Caryville acreage. CT. 
3844) Southern Sod leases this acreage fr011 Gulf. and 
the 1 ease paYJHnts are credited to the ratepayer In 
electric depart•ent Account 455, "Interdepartmental 
Rents". <T -3783) The lease pa)'llents inc 1 ude a 11 of the 
sod far.'s share of property taxes lev1ed on the 
Caryville property as well. CT-3845) The sod farm 
operations are accounted for properly. and none of the 
expenses or investment associated w1th this act1v1ty are 
being charged to the ratepayer. As Gulf w1tness Mr. 
Scarbrough expla1ned, the ca.pany's revenues and 
expenses frOID the sod far. are recorded in Account 417. 
"Revenues fro. Non-Utility Operations", a 
"below-the-lineu account. Inc011e taxes associated w1th 
the sod far. are recorded in below-the-ltne Account 
409-2, "lnca.e Taxes- Other Inco.e and Deductions", and 
payroll taxes for sod farm tiiPloyees are recorded In 
below-the-line Account 408-2, "Taxes Other Than IncOile 
Taxes - Other Inca.e and Deductions". Invest.ent in the 
trailer located on the sod farm pre.1ses and 
miscellaneous sod fan. equi~nt 1s recorded 1n 
below-the-line Account 121, "Non-Ut111ty Property•. 
CT-3783) 

Staff does not take exception to Gulf's accounting for the "sod farmN 
operation, 1.e., sales of sod and related expenses, and the fact that any 
related lease pa)'llents offset the carrying costs of the Caryville s1te being 
included 1n rate base. 

13 



DocKet No. 891345-EI 
July 26, 1990 
1706E 

In add1tion to the "sod fara" operation, Gulf a 1 so has two other 
non-utility activ1t1es, Appliance Sales and Service and V1sion Design. Gulf 
properly accounts for these operations below-the-line including the allocation 
of common use buildings or land space to non-utility operations. Gulf's 
treatment of the "sod fare" 1s i ncons 1s tent. Therefore, staff recommends the 
removal of lot of the amount of the Caryville site included in rate base or 
$135,200 ($139,800 SysteM) to be consistent with Gulf's treatment of its other 
non-ut111ty act1Y1t1es. It would also be appropr1ate to retDOve from other 
revenues the $3,450 in lease payments received from Southern Sod. 

Mr. Scarbrough asked about the treataent of the electric consumption 
billed to the sod fana wherein he stateo <T. 3856-3847) that 1ts metered at 
the average generation costs. Mr. Scarbrough further states that a lower 
electric bill would gtve the sod far• operation a compet1tive advantage <T. 
3848). Based on a late ftled exhibit, staff has recommended a $34,913 
adjustment increasing revenues for Gulf's non-utility electric consumpt\on 
based on the appropriate tar1 ff rate versus average generation costs. <Issue 
49) 

1 ·1 
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ISSUE 7: Should the investment and expenses associated wtth the "Navy House" 
be allowed? 

RECQHMENOATIQN: No. Reduce rate base $23,257 and reduce expenses S7 , 516. 

pQSITIQH Of PARTIES 

GULfl Yes. (Conner> 

OfCl. Only the nectss&ry and reasonable costs incurred to provide electr\c 
service should be included for recovery. 

~Ff AHALYSIS: As descrt btd by company Witness Conner, the Navy House 1 ~ "a 
foraer restdenct which becue the property of the company when H purchased 
land needed to install a transahs~on 11nt fr011 the c011pany' s Bayou Cht c.o 
Substation to serve the Pensacola Naval Air Statton . " [T- 36421 The 1n1ttal 
purchase price of the land and the hoae on the land wls $110,000. Staff has 
no reason to be11tvt the prtct paid was not proper; thh a110unt ts not at 
issue. In addition to the purchase pr1ce , however, the company completely 
renovated the residence to serve as addtttonal tratntng space for tts 
employees. The coapany deterained that the structure could not be used as a 
private residence wtth a substation literally next to the house, and since the 
substation and residence filled up the property tnere was no park.tng for any 
potent1al coaaercial use. The expenses to renovate the property actually 
uounted to approxtaately $137,000. Most of these costs were expensed 1 n 
1988, not capitalized. These expenses wert not an hsue 1n the 1988 tax 
savings docket because staff was not aware of tt.est expend1tures prior to the 
recoaaendation due date for that docket. 

A sizable portion of the $137,000 was a service connect1on fee of 
$44,000 that the county required, which involved laytng ptpe to the nearest 
hookup point. eo.pany personnel have indicated that had they k.nown of thts 
service hookup fee prior to the renovations, the renovation 1tself •tght never 
have occurred. 

Httness Conner indi cated that training personnel are located at the 
corporate headquarters [T-3661], which h located at least 3 m11es from the 
Navy House. that the Navy House can acca.odate only 12 people at a time 
[T-3654] and that there are at least two training r0011s at the Chase Street 
facility which are far larger [T-3664]. 

The coapany utntains that rooas at Bayfront, while su1tdble for 
Mettngs, are not suitable for tra1n1ng. However, various PSC staff .. llbPrs 
have attended deposttions. britftngs and exit conferences 1n several of the 
rooas at Bayfront ~tth aore than 12 people in attendance. No no1se or other 
1 nterfertnces could bt heard 1ns1de the rooas; nor dtd these aeettngs cause 
any vhtblt dtsruptton of ca.pany business outside the rooas . These rooms 
also contained easels and electrical hookups for presentations when requ1red. 
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S1nce there appears to be anaple tra1n1ng space at the Chase Street 
fac111ty, and there are meet1ng rooms at Bayfront, wh1ch hold more people than 
the Navy House. staff recoanends that rate base be reduced by $23,257, and 
1990 operat1ng expenses for the Navy House be reuuced by $7,516. 
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ISSUE 8: Has Gulf properly allocated all of the appropriate capital 
investment and expenses to its appliance division? <ROMIG> 

REQQHHENPATIQH: No. Plant-in-Service, Accumulated Depreciation and 
Depreciation Expense should be reduced by $214,000 ($218,000 System). S7 ,000 
($7,000 Syste.) and $12,000 ($12,000 Syste•>. respectively. 

PQSITIQN OF PARTIES 

GULfl Yes. (Scarbrough> 

OfC...;. The app11ance d1v1sion 1s betng substdtzed by the utility operat~ons. 

The costs identified in Late-Ftled Exhibit 564 should be removed. 

STAFF ANALYSIS: Gulf Power has an appliance sales and service operation which 
ts operated out of Gulf buildings which are included tn rate base. A portion 
of thh tnvest•nt has bttn re.>vtd fr011 rate base based on usage studies 
perfonlld by Gulf. In several instances, the ap~11ance operation has Its own 
buildings wh1ch art recorded in non-utility plant. 

Audit Disclosure No. 15 1n the Staff Audit Report found that Gulf 
ude an error in allocating the plant invest~tent to the applhnce operation. 
Therefore 1t would be proper to correct the error by reducing plant, 
accumulated depreciation and depreciation expense $214,000 ($218,000 System>. 
$7,000 ($7,000 System> and $12,000 ($12.000 System), respectively. Public 
Counsel did not identify any rate base adjustment associated with the 
appliance operation. 

Hith regard to expenses, those expenses incurred directly by the 
appliance operation are charged below-the-line. All other expenses for 
accounting. salaries, fringe benefits, electric consumption, billing, 
collection, postage, etc. are allocated below-the-line. The allocations are 
based upon studies performed annually. 

Mr. Scarbrough stated that electric consumption a 11 ocated to the 
appliance operation is not tariff based but is based on Gulf's actual cost of 
generation. (I. 583-591) In addition, Gulf allocated the cost of electricity 
to the "sod fana" and vision design, other non-ut111ty operations. Staff and 
Public Counsel are in agree~~~nt that providing electrical usage at cost Is 
clearly a subsidization of the non-ut111ty operat1on by the ratepayers. Th1s 
gives these operations an unfair COIIPetttive advantage. La~e-Ftled Exhibit 
564 co.pares the ..aunt of electric usage allocated to the non-utility 
operations to the uount that would be billed under the compcny' s tarif f. 
Based on thh exhtb1t, staff has reconaended increasing revenues $34,913 in 
Issue 49 , Operating Revenues. 
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Public Counsel states 1n 1ts brief that the appliance operation 
should be charged for postage. Currently Gulf is not charging the app11ance 
ope ltion for postage costs associated with bill stuffers or bi111ng, merely 
because there are no incremental costs associated with these 1tems. If a b111 
stuffer causes the postage to increase then the appliance operation would pay 
for that amount (T. 577-578). Staff's op1n1on 1s that the ratepayers are not 
subsidizing the non-utiHty operation since 1t costs no rore to send out the 
electric b4 11 by itself than with a stuffer. If lhe ratepayers were asked to 
pick up the cost of a higher postage, then the appliance operation would be 
subsidized by the ratepayer. Th1s postage 1ssue as well as others w111 ~e 

explored in Docket No. 900314-EU, Investigation of Gulf's App11ance 
Operation. No further adjustments are recommended. 
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ISSUE 9: Should Gulf's 1nvestaent 1n the Tallahasste office be inc~uded i n 
rate base? (ROMIG> 

RECQftltENDATION: Yes 1n part. Reduce Plant-1n-Service by $23,860 ($24,331 
Syste•>. Accumulated Oeprec1at1on by $11,193 ($11,423 System> and Depreciation 
expense by $1 ,217 ($1,242 Systetl) for lobby1 ng acti viti es . This represents 
251 of the offtce investment and 1001 of the car used by its lobbyist. 

PQSITIQN Of PARTIES 

~ Yes. This property is used and useful, and expenses assoc1ated with 
th1s tnvestaent should be recovered 1n base rates. 

oec..;. Plant-1n-Serv1ct should be reduced by $43,000 ~nd Accumulated 
Deprec1at1on by $26,000. 

STAFF ANALYSIS: Gulf u1nta1ns an off1ce 1n Tallahassee for use by its 
lobbyist, PSC 11atson and other Pensacola-based employee~ while conducting 
bus1ness tn Tallahassee. The off1ct space ts leased wh11e the office 
furn1ture has been capita11zed by the C()llpany and included tn rate base . In 
addttton, Earl Henderson, Gulf's lobbyist, has a coa~pany car which is also 
tncluded tn rate base. Gulf potnted out on page 24 of 1ts br1ef t hat th1 s 
office was fully allowed 1n the last rate case . Therefore, 1t would be 
consistent to aake no disallowance tn thh docket. However, Mr . Scarbrough 
stated <T. 3785) that tn order to avotd controversy tn th1 s case 251 of the 
capttaltzed investment tn thts offtce and loot of Earl Henderson ' s car should 
be reaoved fro. rate base. 

OPC H1tness Larktn took the pos1t1on 1n hts testi110ny that loot of 
the tnvest.ent tn thts of ftce should be reaoved fr~ rate base. The rationale 
was that the 1nvest .. nt was assoc1ated wtth the •lobby1ngw act1v1t1es of Earl 
Henderson and Jack COnnell and should not be borne by the ratepayers . 

In staff's op1n1on, the offtce space ts prhaar11y used for ut111ty 
purposes. Mr. Scarbrough stated (T. 3784) that tn 1988, there were two people 
peraanently ass1gned to the offtce, Earl Henderson and Jack Connell. On more 
than SO occasions other ftiPloyees fr011 Pensacola used the fac111ties while 
worktng on ?SC acthtttes. In addttton, other elll)loyees used the fac11it1es 
whtle dealtng wtth the Oepart.ents of Envtron.ental Regulation, Reve~ue , 

Natural Resources and others. 

A 1 though 1t does not appear ~hat Mr. COnne 11 was a 1 obb y 1 s t, 1 f, 1 n 
fact, he d1d perfor. sa.e lobbytng act1v1t1es, they were perforaed at meet1ngs 
and other places not tn the Tallahassee offtce. Therefore, no allocation has 
been made for Mr . Connell s port1on of the off1ce investment. 
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Staff agrees with the ca.pany that 251 of the office 1nvestment and 
1001 of Earl Henderson's car should be re.aved froa rate base . This 
represents, 1n our op1n1on, a reasonable &80unt and results 1n the following 
adjustMnt: 

Reduce Plant-1n-Serv1ce 
Accoumulated Deprec1at1on 
Depreciation Expense 

$23,860 ($24,331 System) 
$11,193 ($11,423 System> 
S 1,217 <S 1,242 System) 

Th1s reco.mendat1on is consistent w1th the rec~endat1 on 1n the 
Gulf's 1988 Tax Sav1ngs Docket. 

20 
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ISSUE 10: Should the total cost of the Bonifay and Graceville off\ ces be 
allowed tn rate base? <MERTA> 

~ Yes. The total cost of the Bonifay and Graceville off\ ces 
should be allowed in rate base. 

pQSITIQH OF PARTIES 

GULfl Yes These costs wert reasonable, and the property is used and 
useful. The investment should be included in ratt base. 

QfCl No. In Gulf's previous ratt case, tht CO..ission .ade the determination 
that total recovery for these offices should not be per•1tted. i n the current 
case, the Cocapany has merely reaaade the sue arguments on th\s 1ssue . The 
Company hu not subltttted any vtrifhblt support for these costs. Rate base 
should be reduced by $183,000. 

STAFF ANALYSIS : In tts 1984 rate case, t he Company included in rate base the 
cost of newly constructed off1ce facilitt ~s in Bonifay and Graceville. The 
Cona1ssion disallowed construction costs 1n excess of $67 per square foot, 
which was a cost supported by tht Maans Survey provided by Gulf . In Order No . 
14030, the eo..ission stated: 

. .. He are not convinced that sufficient evidence has 
been introduced to justtf) the total cost of these 
buildings .... He shall, 11kew1se, leave th1s 1ssue open 
unt11 the Collpany•s next rate case at wh1ch tiaae we 
shall allow a further opportunity to justify the entire 
costs of these projects .... 

Since the d1sa11owance was not due to iiiDrudence, Gulf belteves 1t 
has fully justified the total cost of the Bonifay and Graceville office 
buildings in th1s proceeding. Tht Collpany stated that consideration was not 
given to several relevant facts in the 1984 rate case. The Means Survey 
relied on by the eo..ission in Docket No. 840086-EI contained data pertaining 
to buildings tn tht 20.000 to 100,000 square foot range. wh11e the Bonifay and 
Graceville office buildings art .uch s.aller. approximately 1,500 square feet 
eacn. <IR 1613, 1622-1626). Both of the buildings were COIIPetit1ve1y btd and 
represented the true market value for construction given the market and 
econa.ic conditions at that ti... The d'seconoe1es for such s .. ll commercial 
construction. the geographic location. and the functional requirements of the 
fac111ty resulted in a higher cost per square foot. (TR 1624-1627, 1630-1633). 

Mr. Conner testified that thn eo.pany has maintained offices in 
Bon1fay and Graceville since 1940 and 1938. respectively. Gu lf constructed 
these off1ces to 1n0re adequately and effecthely serve 1ts customers, as the 
leased offices 1n those areas were tn a dilapidated condttion . (TR 1623) . 
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In Staff's op1nion, Late Filed Exh1b1t No. 596, •facilities Survey 
and Analysis, Eastern 01vhion, Gulf Power Company" prov1ded justification for 
constructing new offices but does not present a cost benefit ana 1 ys 1 s or a 
lea .. .. versus bu11d analysh. The Study shows that the leased facilities were 
inadequate in aeeting the Collpany's space needs, did not provide adequate 
parking, and were in need of extens1ve renovat1on. 

Staff believes that a comparison to a branch bank-type facility whtch 
has a means cost of $84 a square foot for a 4,200 square foot building is 
reasonable. CTR 1625). This cost would be adjusted upward to reflect the 
smaller 1,528 square foot buildings, and the reduced econo-1es of scale. <TR 
1625-1626). In addition, 1t 1s possible that construction materials such as 
concrete, reinforcing steel, etc . had to be delivered from lar9er ctt1es 
therPby adding to the cost. 

In light of the above, Staff rec~nds that the total amount of the 
Bonifay and Graceville offices be allowed 1n rate base. No adjustment 1s 
necessary in this 1ssue. 
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ISSUE 11: Gulf Pover has proposed $454,964,000 ($1,451,703,000 System) as the 
proper level of accuiDUlated deprectation to be used 1n thh case. Is thh 
appropriate? (REVELL) 

RECOHHENDATIQN: The approprtate jurisdictiona1 amount 1s $454,774,000. 

POSITION Of PARTIES 

~ The appropriate amounts are $454,964,000 ($1,451,703,000 System). 
<Scarbrough, McMillan) 

OfCl The provision should be increased by $3,715,000. ($3,522,000 jurh.> 
<Larkin) 

STAff ANALYSIS: Thh calculation 1s Mchanical in nature and dependent ~·pon 

adjustments derived froa resolution of several other spec1f1c hsues. In 
addition to these other adjustments, Late-f11ed Exh1b1t No. 558, t1tled uFERC 
Audit Issues Entries on Resolved Issues• requires Gulf to increase accumulated 
depreciation by $67,080 ($69,374 System). 

21 



ISSUE 12 Should the plant investment made by Gulf to serve the Leisure Lakes 
subdivision be included in rate base? (COLSON) 

RECQHHENDATION: No. 
expense by $5,000. 

POSITION OF PARTIES 

Reduce plant-in-service by $142 ,000 and depreciation 

GULf : Yes. This issue is misleading as worded. Gulf's investment in the 
Greenhead Substation should be included in rate base. This investment was 
originally intended 1n part to serve the leisure lakes Subdivision and represents 
part of the Company's investment to serve that load. By action of the 
Commission , Gulf was prohibited from serving leisure lakes; consequently, Gulf 
sold a portion of the facilities constructed for that purpose to the rural 
electric cooperative to whom the territory was awarded. The remaining investment 
constitutes Greenhead Substation which is used and useful serving Gulf's 
customers. 

~ No. 

Staff Analvs1s : On October 18, 1984, in Docket No. 830484-EU Gulf Coast 
Electric Cooperative, Inc. (Gulf Coast) petitioned the Commiss1on for resolution 
of a territorial dispute between itself and Gulf Power Company (Gulf). The 
dispute involved the leisure Lakes Subdivision, which consists of approximately 
2,300 acres divided into approximately 750 lots. The dispute arose when Gulf 
Power constructed 2.2 miles of distribution line from its transmission line to 
the subdivision along a graded county road. After Gulf Coast's petition was 
filed, and with knowledge of the Commission's jurisdiction over the matter, Gulf 
Power also constructed the Greenhead substation near the site . In Order No. 
13668 the Commission determined that Gulf Coast is entitled to provide electric 
service to the disputed areas. It was also ordered that Gulf Power 1s prohibited 
from serving, either temporarily or permanently, the disputed area. The 
Commission in its order encouraged Gulf Power to sell the facili ties they built 
to serve leisure lakes to Gulf Coast, should Gulf Coast desire to purchase them. 

According to Mr. C. E. Jordan Testimony Gulf subsequently sold all of 1ts 
facilities built to serve leisure lakes and have no facilities in that area . TR 
1587-1588. According to late filed Exhibit No. 594 the book value of the 
facilities Gulf built to serve leisure lakes Subdivision was approximately 
$131,100 and the sale price to Gulf Coast was $ 130,353. Also, according to 
Jordan, the leisure lakes substation was not needed to serve load since neither 
the Sunny Hills or Vernon Substations have reach peak capacity . Therefore, staff 
reconmends that the investment made by Gulf to serve Leisure Lakes subdivision 
not be included in rate base. 

LRC/pr 
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ISSUE 13: The ca.pany has tncludtd $14,949,000 ($15,739,000 System> of 
construction work in progress in rate base. Is this appropr1ate? (REVELL) 

REOOMHENOATIQN: Yes, it 1s appropriate for the company to 1nclude $14,949,000 
($15,739,000 System) of construction work 1n progress 1n rate base. 

POSITION OF PARTIES 

GU.L..f.;_ Yes. 

~ No position at this time. 

STAFF ANALYSIS: Staff has exa11ined the company's proposed CWIP add1 tions as 
contained in the NFRs, 8-13a. page 2 of 2. These additions appear reasonable 
and are si•11ar in nature to projects begun in 1989. The FPSC audit staff 
examined the CHIP proposed 1n the 1989 withdrawn rate case and the 1989 actual 
CWIP balances. The difference betveen proposed and actual differed by less 
than one-half of 11. This indicates that for the prior year at least Gulf ~as 
very accurate in forecasting construction plans [Exhtbtt 383, page 30]. 
Public Counsel H1tness Larkin exuined the CQIIPany's project1o!"' for the test 
year and found the projection reasonable [T-2215]. and Public Counsel 1n 1ts 
brtef d1d not address this issue. 

Staff therefore rtca.ends that Gulf's forecasted CWIP for the test 
year in the aMOunt of $14,949,000 <$15,739,000 System> be al1o~ed in rate base. 
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ISSUE 14: Is the COIIP&ny's uthod of handling non-interest bearing CHIP 
consistent w1th the prescribed system of accounting? <REVELL> 

RECOHHENQATIQN: Yes, Gulf's method of recording non-Interest bearing CHIP Is 
1n accordance with the prescribed system of accounts. 

PDSIIION Of PARTIES 

~ Yes. 

~ No position at th1s time. 

STAFF ANALYSIS: As mentioned 1n the Staff Analysts for Issue 13, the field 
Audit staff ex.-ined the projected CHIP for the 1990 test year and the actual 
and projected CHIP a.:>unts for 1989. The aud1t report [Exhib1t 3831 made no 
mention of any •isapplication of the prescr1b~d system of accounts for 
recording CHIP. Public Counsel d1d not address this Issue In Its Brief. 

As a result, staff finds that Gulf's treatment of recording• 
non-Interest bearing CHIP 1s consistent w1th the prescribed system of accounts. 

1) (' 
._ I 



Docket No. 891345-EI 
July 26, 1990 
1706E 

ISSUE 15: Gulf has 1ncluded 1n 1ts jur1sd1ct1onal rate base $3,925,000 
($4,025,000 Syste.> of land held for future use. Is this appropriate? 
(REVELL> 

RECOHHENDATIQN: No. It is appropriate to include $3,789,800 <S3,885,200 
System) of Land He 1 d for Future Use, wh1 ch 1 s a 11 Land He 1 d for Future Use 
with the exception of 101. of caryville which is allocated to the Sod farm 
(Addressed in Issue 6) . 

pQSITIQN Of PARTIES 

~ Yes . This a.ount represents the original cost of lanu held for future 
use in the provision of electr1c service and 1s properly included in rate 
base. (Parsons, Lee, Conner) 

Q&.l_ Out to tht current plans for use, the followi ng 1tos should not be 
included in rate base. caryvil h land at $1 ,398 .000 ; Bayfront office at 
$1,844,000; Pace BlYd . land at $612,000. (larkin) 

STAFF AHALYSIS: There art several parcels of land t hat Gu l f own :; which are 
presently classified u land held for future use. The properttes are 1 is ted 
below: 

ill caryy111e land s1te: 

This property consists of approxt.ately 2000 acres and was 
asslllbled for the purpose of constructing a generating plant. 
Due to purchase agrttMnts with other units of the Southern 
to.pany, Gulf bought Into plants already under construction 
rather than bu11d1ng 1ts own plant. Th1s site 1s certif:ed for 
power plant construction, however. Even though Gulf would be 
required to undergo addit1onal revisions when a plant is 
constructed, 1t would be far less involved than an 1n1t1al s1te 
review. Approx1.ately 101 of the total acreage is used as a sod 
fana. (Addressed 1n Issue 6) 

!Zl Dan1e1 land s1te: 

Th1s land 1s located at Plant Daniel in Hississ1pro1 and ~as 

reclassified frat~ Plant 1n Service to Land Held for future use 
as a result of a FERC aud1t conducted on Hhslss1pp1 Power . 
Thh land w111 be used as a future ash disposa I s 1te and was 
I dent I f1ed as a •future" s 1te on ups which the FERC auditors 
exa.a1ned during their audit. The property 1s not an addition to 
the original s1te but a part of the original site. Nothing has 
changed; the reclassification was only .ade at the suggestion of 
FERC and w111 be necessary for future ash storage. 

27 
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ill Pace Blvd. land acgu1s1t1on : 

The "Pace Boulevard" location is presently the site of the 
Hestern Oivhion headquarters as well as the general warehouse, 
the genera 1 repa1 r shop and other COIIPany support functi ons . 
The company in an effort to p 1 an for future expans 1 on buys 
parcels of proparty adjacent or at least very close to this 
comp ltx. Thh acquh i ti on progru will enab 1e the company to 
swap land for parcels contiguous to existing property it 
necessary to as slllble whole parcels big enough to support t he 
future expanded co.pany operations . 

i!l Bayfront Off1ce s1te : 

This property is land whi ch wil l eventually be used for 
addit1onal parking when the number of employees at the corporate 
bu11ding 1s increased. Parki ng at the bu11d1ng under current 
zoning requ1rements 1s suff1c1ent. However, ~ddHional parking 
w111 be required under zoning regulations when the third fl oor, 
wh1ch is unoccupied , is utilized. 

i51 Panama C1ty: 

The ent1re Panau CHy Dhtrict Office and support facilities 
encompasses 20 acres along H1ghway 98. The part which is 
classif1ed as land Held for Future Use 1s approx1mately the N. E. 
4.2 acres of this site. The original purchase price ~as 

slightly over $80,000. It 1s staff's opinion that thi s fron tage 
on Highway 98 could not be obtained for that price no~. Thi s 
land will be used for support facilities expansion as needed. 

161 General repai r fac111ty site: 

Thh property 1s used to support the Pace Boulevard sHe which 
1s 4 blocks east of th1s sHe. A portion of the property was 
placed in service 1n March of 1990 because a building used for 
electric operations was bu11t on 1t . 

There are def1n1te planned uses for all the parcels designated as 
Land Held for Future Use. It 1s true that the exact in-serv1ce date for manv 
of the projects on these parcels cannot be determined. Gulf, ho~ever, does 
have a long range plan that 1s put in place as deund or customer gro~th 

di eta tes . 

•)C ._a 
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Tracts of land are not always easy to be put together. Often there 
are multiple owners who IIUSt be dealt w1th separately. Gulf Power or any 
company which 1s growing must be able to anticipate future needs and acquire 
needed propert1es as they become available over th1e. In other words, these 
properties lkiSt be obtai ned in advance of the actua 1 t n-servi ce date to avoid 
"panic" buying and the resulting inflated purcha~e price Gulf would have to 
pay 1f owners knew the company was required to i11111ediately purchase a given 
parcel. 

All of these propert1es with the except1on of the recent "Pace Blvd." 
acqu1s1t1ons were allowed 1n the last rate case and there is a definite 
1 ntended use for the properties. It 1s true for the Caryville s 1te that the 
1ntended use may be years 1n the future. However, tnis site is fully 
cert1f1ed and the cert1f1cat1on process would be lengthy on any other site. 
If a certified s1te is sold, to be purchased when needed, we believe the price 
demanded by the owner would be substanthlly above the price of comparable 
properties in the area. Hence, the carrying cost is not relevant as m1ght be 
for a more fungible property need. 

Staff recommends that $135,200 ($139,800 System> be disal lowed since 
1t 1s be1ng used as a sod fant, a non-ut111ty related function. Staff also 
recoamends that the remaining $3,789,800 ($3,885,200 System> be allowed in 
rate base. In the event the company d1 scontinues tht sod farm operations, we 
recommend that the company be allowed to 1nclude this portion in rate base. 
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ISSUE 16: Has Gulf allocated the appropr1ate amount of working capital to 
Unit Power Sales CUPS)? <ROMIG) 

RECOMHENDATIQN: Yes. No adjust .. nt should be made to working capital. 

pQSIIIQN OF PARTIES 

~ Yes. The retail, wholesale, and UPS work1ng cap1tal amounts have been 
calculated based on the Florida Publtc Serv1ce Commission's requirement to us~ 
the balance sheet approach for deter.intng working cap1tal . 

QfCl. No. Increase the UPS work1ng capital by $4,097,000 and decrease the 
syste• work1ng cap1tal by the saae aaount. 

STAFF ANALYSIS: Gulf has used the balance sheet approach in deter•intng 1ts 
work1ng cap1tal requirement for the test year CT. 750, 751, 761 ) . The system 
uount of working capital was allocated to the UPS , wholesale aild retail 
jurisd1ct1ons based on th1s .. thodology although the UPS and wholesale amounts 
are actually b111ed to those jur1sd1ct1ons using the 1/8 O&M formula as 
requ1red under the FERC jur1sd1ct1on. CT. 761) The company's pos1t1on is 
that the working capital amounts allocated to each jurisdiction should be on a 
comparable .athod CT. 751, 761). •These calculattons were reviewed and 
approved by the Commission in Gulf's last rate case ... • <Brtef 44) 

OPC H1tness lark1n takes the pos1t1on that when the company recovers 
from the UPS customers a h1gher level of working capita l than needed, the 
ratepayers should receive full cred1t for the actual a1110unt allocated to UPS 
Sales CT. 3337) . Using the 1/Sth O&M ~thod Cas rtqutred by FERC) rather than 
the ba 1 ance sheet Mthod approved by thh Cola iss ion wou 1 d a 11 ov the company 
overrecovery on its UPS sales CT. 2227). 

The use of the 1/8 O&M ~thod does result in a higher worktng capi t al 
a 11 owance than the ba 1 ance sheet approach. Mr . McMillan stated that the 
retail working cap1tal would be increased by over $40 million t•sing the 1/8 
O&M .. thod CT. 761). 

In staff's opinion, syste. "''rking capital should be allocated to 
each jurtsd1ctton, for rate.aktng purposes, using the •ethodology approved by 
this Coal1sston . He are also 1n agreHtent with Gulf that 1t would not be 
approprtate to ptck and choose d1fferent •ethodolog1es 1n allocating vork1ng 
capital. In addition, since no adjustaents were ude in the allocation of 
working capital in Gulf's last rate case, we would recommend no adjustment in 
th1s proceed1 ng. 

3fl 
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ISSUE 17; The COIIIP&ny has 1ncluded $81,711,0000 ($200,266,000 System> of 
work1ng cap1tal 1n rate base. What 1s the appropriate level of working 
cap1ta17 (MERTA) 

RECOHHENOATIQN: The appropr1ate jur1sd1ct1onal a.aunt 1s $78,476,000. 

pQSITIQN Of PARTIES 

~ The appropriate amounts are $81,711,000 ($200,266,000 System>. 
(McM111an> 

OfCl The appropriate level of working capital is $69,243,000. 

STAFF ANALYSIS: The level of work1ng capital falls out f rom the reso1~tion of 
Issues 16, 18, 19-24, 27, 28, 31-36. 
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(GULFREC.JEB) July 27, 1990 

ISSUE 18: Gulf has included $1,358,278 ($1,458,221 System) prepaid peli:;ions 
expense in its calculation of working capital. Is this appropri ate? (SALAK) 

RECQMMENPAIION: An adjustment should not be made to working capital to exclude 
$1.358,228 of prepaid pension expense . 

POSITION OF PARTIES 

~: Yes. Gulf prepaid certain pension benefits as allowed by IRS rules in 
order to maximize its income tax deductions; this deci sion was prudent in that 
the retail customer receives the benefit of deferred taxes in the capital 
structure at no cost, and these expenses should therefore be recovered through 
base rates. 

OFFICE OF PUBLIC COUNSEL: The prepa id pension of $1,484,000 should be removed 
from wor\ ing capital. 

INDUSTRIAL INTERVENORS: No position. 

STAFF ANALYSIS: In 1987, Gulf made a contribution to its pension fund when the 
fund was already in an overfunded status . (TR 3822-3823) More was placed in ~he 
pension fund than was expensed for book purposes under Statement of Financial 
Accounting Standard 87. (TR 3786} This resulted in a prepaid pension expense 
that was included in working capital. 

OPC witness larkin testified that Gulf should not be able to rece ive a 
return on the prepaid pension expen3e because the trust was already fully f~~ded . 
The pension payment was not necessary. (TR 2220-2221) Staff Audit Disclosure 
23 also discusses this issue. The Audit Opinion and Conclusion states: ·The 
Co~m~ission may wish to consider the value to the customer from the utility 
prepaying pension costs.• (Exhibit 383, p. 51) 

Gulf witness Scarbrough shtes that the company was allowed a tax deduction 
greater than book expense under SFAS 87 if the •actuarially det ermined maxi mum 
tax deduction was contributed to the plan befor~ September 15, 1988. • Gulf 
decided to maxi• ize i ts tax deduction using the higher 1987 tax rate. (In 1987 
the tax rate was 39. 95~ c011pared to the current tax rate of 34~.} Witness 
Scarbrough also points out that associated deferred taxes are benefitting the 
customers as zero cost capital . Scarbrough believes making the prepayment was 
a prudent decision. (TR 3785-3786) During cross-exam1nit1on, Witness Scarbrough 
stated that the additional contribution was made under the advice of Gulf's 
actuary. (TR 3822, 3823) 

On redirect exuination, Witness Scarbrough stated that thP Co ... pany always 
takes a tax deduction as soon as 1t can. He reiterated that the it was the last 
opportunity to take advantage of t he higher tax rates. For the first time he 
states that when Gulf ~de the deduction there were going to be changes in the 
regul ations. These regulations were going to prohibit Gulf from funding in the 
future for the accruals that were being expensed. By prefunding, the utility has 
•some funding to apply to the accrual.• (TR 617-618) 
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There was no cost benefit analysis presented by any party to the case. 
From the record, it can be seen that the Company permanently saved S270,000 in 
taxes by making a contribution for 1987 . With the change in regulations, it 
appears that the utility may have saved even more. The cu;tomers will ~ay a 
return on a rate base equivalent of approximately $827,000 net of deferred taxes. 
The additional funds in the pension plan should serve to reduce the pension 
expense for the customers in the future. Whether or not this is in the best 
interest of the ratepayers depends on how long the Company will earn a return on 
the prepaid pensions. It will reverse as pension expense is recognized. (It 
should be noted that Staff believes that if Gulf had not invested in this working 
capital item, it would have invested in some other asset in the form of cash, 
reduc i ng a liability, or investing in an asset. These items could also have the 
effect of increasing working capital.} 

To summarize, Gulf •aximized its tax deduction for the pension funding by 
taking advanta9e of the higher historical tax rate . The prepayment will earn a 
return . but the return will be partially offset by zero cost deferred taxes 
included in the capital structure. The additional funds in the pension plan 
should serve to reduce the utility's pension expense in the future . Since the 
life of the prepayment is dependent upon the pension expense, it is impossible 
to tell how long the prepayment will be in working capital. Although Staff does 
not want to send a signal to utilities to make comtributions to overfunded plans , 
Staff believes that Gulf made a prudent decision based upon the tax law. Gulf 
took an aggressive tax posture and this Commission has encouraged that to the 
extent that it benefits the ratepayers. While it is not clear now that the 
ratepayers will definitely benefit from Gulf's tax posture, it would have 
appeared in 1988, when Gulf was filing its tax return, that the customers would 
benefit from the prepayment. At that time, Gulf's pension expense was l"uch 
higher and it would have appeared the prepaid would be gone by now and the 
ratepayers would receive the benefit of the higher tax rate . Staff recommends 
that no adjustment be made the working capital for prepaid pension expense. 
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ISSUE 19: Should una.ortized rate case expense be included 1n working 
capital? (MERTA) 

RECQt1ENPATION: No. Col81ssion policy 1s to exclude unuaortized rate case 
expense fr011 ~rking capital. Reduce working capital by $765,385 ($765,385 
system> 

POSITION Of PARTIES 

GULfl Yes. Expenses incurred in connection with preparing, filing, and 
completing a rate case are legittmate costs of doing business, and are 
properly included 1n working capital. 

Oftl No, working capital should be reduced by $765,000 to remove this Hem. 
(Lark. in) 

STAFF ANALYSIS: The Company has included $765,385 in working capital for 
unamortized rate case expense. 

Gulf M1tness McM11hn testified that the C011111ission recognizes rate 
case expenses as a leg1tiute cost of doing business and allows recovery in 
rates. Therefore, the una.ortized balance in deferred debits should be 
included 1n working cap1tal and also earn a return. In other words, 1f an 
operating expense 1s allowed to be recovered through rates. then the working 
capital associated with its una.ortized balance should also be recovered. To 
prohibit a return on the una.ortized balance unfairly penalizes the 
stockholders for costs to process tht rate proceeding according to FPSC 
regulatory gu1de11nes. (TR 3915). Further, since these expenses will be 
recovered over an UIOrtizat1on period of two or more years, the stock.holder 
incurs the carrying costs. <TR 819-820). 

Public Counsel's pr1.ary reason for recommending disallowance of this 
item is that they believe no rate increase is warranted. Should the 
eo.ttssion grant an increase, Public Counsel recoa~~~ended the exclusion of 
una.artized rate case expense fra. ~rk1ng capital on the basis of past 
Com~~hs1on po11cy. (OPC Brief p. 16). 

CO..ission policy is to exclude the un..ortized portion of rate case 
expense. In Order No. 14030, Docket No. 840086-EI, Gulf Power Company rate 
ca~e. the Coaatssion stated: 

The COlli) any has inc 1 uded $439,000 in working 
capital which represents the una.art1zed portion of rate 
case expense. Since eom.tssion poltcy is to exclude 
this item from working capital, we are reduc1ng rate 
base $439,000. 
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In Order No. 22224, Docket No. 881056-EI, FPUC Fernandina Beach 
Otv1ston rate case, the Comm1ss1on upheld thts poltcy: 

... However, consistent w1th current Conrn1ss1on 
po11cy, as noted tn Order No. 14030, Docket No. 
840086-EI , and as fo 11 owed 1 n Order No. 21532 • Oock.e t 
No. 880558-EI . . • we ff nd that unamortt zed rate case 
expense should be excluded from the calculatton of 
worktng capital, wh1ch reduces the utt1tty•s originally 
requested amount by $61,191. 

Staff belteves that thts poltcy strtkes a balance between the 
ratepayers and stockholders. The stockholders rece1ve the beneftt of the 
add1t1 on a 1 revenues. and the ratepayers are benefitted by having the cost 
related to the rate case recoverable 1n expense over two or more years. In 
add1t1 on, th1s po 11 cy acts as an 1 ncent1ve to the company to ho 1 d down the 
cost of a rate case where posstble. 

Staff recommends that unamortized rat& case expense be excluded from 
workfng capital conststent wtth Commfsston poltcy. Hork1ng capttal should be 
reduced by $765,385 ($765.385 System). 
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ISSUE 20: Should the net overrecoveries of fuel and conservat1on expenses be 
included in the calculation of working capital? <REVELL> 

REcnttENDAIION: Gulf 1 s projecting zero for net overrecover1 es of fue 1 and 
conservation expenses for 1990. Therefore there 1s no recommended adjustment 
to working capital. 

POSITION Of PARTIES 

G\J.~ No. All fuel and conservat1on expenses, 1nclud1ng the overrecover1es 
and underrecover1es are properly handled in separate recovery mechanisms as 
determ1ned by this Commission. In Order No. 9273, <Docket No. 74680-EI). the 
Comm1ssion established that interest would be paid on over and underrecover1es 
within the fuel conservation dockets, to counter any possible 1ncent1ve to 
bias the project1ons in either d1rect1on. Therefore, s1nce the customers 
already receive a return on overrecover1es through a reduct1on 1n the fuel 
component of their electric b111, it 1s inappropr1ate to reduce work1ng 
capital and hence base rates for the sa.. overrecovery amount. <McM111an> 

QfC.;.. Consistent with past Commission practice, th1s Hem should be 1ncluded 
in the calculation of working cap1tal. 

STAff ANALYSIS: It has long been the policy of this Commission that net fuel 
and conservation overrecover1es be included as a reduct1on to working 
cap1ta1. In th1s particular instance, however, the company 1s not project~ng 
any overrecover1es for 1990, as 1nd1cated in Schedule 8-15, pages 13-25 of the 
14fRs Gulf filed 1n this docket . Therefore, staff ts r()conrnend1ng no 
adjustment to working capital. 
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ISSUE 21: Should temporary cash investments of $6,045,000 ($6,399,000 system) 
be included in jurisdictional working capital? (YECCO) 

RECoti1ENDATION: No. Temporary cash investments should not be included in 
working capital. 

POSITION OF PARTIES 

~: Gulf1 s filing reflects that temporary cash investments have been removed 
from jurisdictional adjusted working capital, consistent with the Commission 
treatment in the last rate case. The appropriate uounts of temporary cash 
investments for the 1990 test year are $6,045,000. ($6,399,000 system) These 
funds constitute essentially all of Gulf1 s available working funds, and are 
required and necessary for the provision of utility service to our customers. 
The Company be 11 eves that it would be appropriate to 1 nc 1 ude temporary cash 
investments in jurisdictional working capital. 

OFFICE OF PUBLIC COUNSEL: No. Reduce working capital by $6,399,000. 

STAFF ANALYSIS: In its initial f111ng , the Company removed temporary cash 
investments from rate base, and made a pro rata adjustment to the capita 1 
structure to reconcile the capital structure to rate base. The Company made this 
adjustment because this is how the Co.miss1on treated temporary cash investments 
in the Gu 1f Power 1 s last rate case. (TR 790) 

Witness Seery testified that the appropriate reguhtory treatment of ~ither 
continuing cash balances or temporary cash invest.ents should depend upo1 their 
prudency. (TR 2966C) If the ut 111ty can de110nstrate, through competent evidence, 
that their cash balances or temporary cas~ invest.ents are necessary for the 
provision of regulated utility service, they should remain in rate base and earn 
at the utility 1 s overall rate of return. Any earnings generated by these funds 
should then be used to offset revenue requirements. (TR 2966C) 

Based on witness Seery1 s testi110ny, the Company changed its original 
position with respect to its te.porary cash investments. (TR 790) The Company ' s 
revised position is that its te.porary cash investments are necessary for the 
provision of utility service and therefore should be included in working capital . 

Staff agrees with wttness Seery1 s position . If the temporary cash 
investments represent a legitiute working capital requirement then they should 
not be re.oved fro. rate base. A blanket policy of e <cluding temporary cash 
investments fro. rate base could result 1n an asset, potentially necessary for 
the provision of regulated service, earn1fig less than a fair rate of return . (TR 
2966C} Staff believes, hOW!!Ver, the burden of proof is on the Company to 
demonstrate through ca.petent evidence that their teaporary cash investments are 
necessary for the provision 1>f utility service . 

Witness McMillan states, •these funds are requ1red and necessary in 
providing utility services for our cust011ers. • When asked to show why the 
Company 1 s tetllporary cash 1nvestllents are necessary for the provision of ut i1 ity 
service witness McMillin provided stlff with the following explanation: 

The test year a110unt for Temporary Cash Invest.ents ( 13-~M>nth average 
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amount) of $6,399,000 is approxi~ately 10 percent of the average monthly 
disbursements. In addition, we are projecting to borrow funds during five 
months of the test year. The Company again maintains that these funds are 
required and necessary in providing utility services for our customers. 
(Ex. 439) 

During cross-examination witness McMillan stated: 

" ... we don't know of any other way to pay our bills than to have 
cash available. Either you are gotng to have temporary cash, cash, 
or short-term debt, one of the three, because if you --once you stop 
paying your bills, you're going into bankruptcy at that stage, and 
you'll be shut down. You've got to have liquid assets ... " (TR 793) 

A company needs to •aintain a certain degree of liquidity to operate . 
Staff notes that the Company maintains some degree of liquidity through short ­
term debt. The Company budgeted to pay fees of S60, 000 in 1990, which the 
Company is attempting to recover through operating expenses (ISSUE 58), for 
access to lines of credit totalling S42 million. In addition, the Company 
continues to keep compensating bahnces of $436,900 for additional lines of 
credit totalling approximately $6.2 million. Thus, the Company ha~ access to 
approximately $48.2 million through lines of credit. (TR 778) 

Staff docs not dispute that the Company needs to maintain a certain degree 
of liquidity to operate. Staff believes, however, that the burden is on the 
Company to demonstrate that the additional liquidity provided by holding 
$6,399,000 in temporary cash )nvestments is necessary. In staff's opinion the 
Company has not provided this proof. Statement~ such as, •its all our available 
cash" or •temporary cash investments represent less than 10 percent of total 
monthly expenditures• are meaningless and do not constitute competent evidence . 
Staff therefore recommends excluding the Company's temporary cash investments 
from working capital . 
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ISSUE 22: Gulf has included $1,042,000 (system) for heavy oil inventory. Is 
this appropriat e? (SHEA) 

RECO""EHPATIQM; No. Heavy fuel oil inventory should be reduced to a level equal 
to seven days burn at a 1001 capacity factor. Working capt tal should be reduced 
by $596,178 (system), or by $576,462 (jurisdictional}. 

POSITION OF PARTIES 

GULF PQ)fER COMPANY; Yes . The level of heavy oil is necessary for standbJ fuel 
at Plant Crist Units 1, 2, and 3. 

PUBLIC CQUNSEL; Reduce heavy oil inventory by $925,613 ($1,042,000 system). 

STAFF ANALYSIS; Heavy fuel oil can be used by Gulf Power Company at Plant Crist 
Units 1, 2, and 3. These three steam units have a combined demonstrated 
capability of 85.4 HW's and normally use natural gas as their primary fuel. 
Heavy oil is used as an alternate fuel when natural gas is not available (Tr. 
1067-9.) 

Crist Units 1, 2, and 3 have a very low capacity factor and are not 
projected to consume any heavy oil dur1ng the test year. In 1990, each of the 
three units has a projected capacity factor of less than one percent. (Exhibit 
No. 448, Page 19 of 20.) 

Gulf Power Company maintains these three heavy oil units on 24-hour 
standby so that the combined capacity of these units can be made available to the 
Southern System t hrough the intercompany interchange contract. Gulf receives 
about $6 million through the interchange contract for this capacity (Tr. 1074-6.} 
In order to receive this benefit, the units must be able to be brought on -line 
when needed. 

Natural gas, the primary fuel for Crist Units l, 2, and 3, is purchased 
under interruptible contracts. Heavy oil is used as a backup fuel. Because of 
the interchange agreement, Staff agrees that some h~avy oil should be maintained 
tn inventory as a ~ackup fuel. 

In July 1989, Gulf Power burned 995 barrels of heavy oil at Crist Un i ts 
1. 2, and 3 during a test burn to make sure the units would come up on heavy oil. 
Prior to July 1989, the last time heavy oil was consume was in 1986. No heavy 
oil was consumed during the December 1989 Christmas freeze. (Tr. 1071} 

Heavy oil is delivered by truck and it would take a few days to reorder 
the oil (Tr. 1076.) Since heavy oil can be reordered in a few days, Staff is of 
the opinion that Gulf Power should maintain only a few days supply. This would 
ensure that the unit s could be brought on-line if natural gas was not available. 
Staff recommends that Gulf be allowed to maintain a seven-day supply of heavy oil 
for the units if the units were to run at 1001 of their demonstrated capability. 
The seven day figurP is arbitrary, but Staff considers it to be reasoncJb 1 e 
considering the low <apacity factor of the units and the fact that natural gas 
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is the primary fuel for these units. A seven-day supply of heavy oil for Crist 
Units 1, 2, and 3 operating at 10~ of their demonstrated capability would equal 
32,774 barrels. Gulf Power has requested a heavy oil inventory of 78,533 barrels 
with an average price of $13.603 per barrel and valued at $1,042,000 (s)stem). 
Staff is of the opinion that the Commission should allow a heavy oil inventory 
level of 32,774 barrels at an average price of $13.603 per barrel. Staff 
recommends that the Commission should reduce working capital by $596,178 
{system), or by $576,462 {jurisdictional). These calculations are shown on 
Attachment 22-1. 
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Attachment 22-1 

GULF POWER COMPANY 
7 DAY HEAVY OIL SUPPLY AT 100% CAPACITY 

7Daya 
Generation 

Demonstrated at 100% Heat 
Capability capacity Rate 

(MW'a) (MWH'a) (Btu/KWH) 

Crist 1 23.0 3,884 14,850 

Crist 2 23.0 3,884 14,740 

Crist 3 39.4 6,619 13,920 

Total 35.4 14,347 43,510 

Average Fuel Prfce ($/Bbl.) 

Allowed Inventory (System $) 

Gulf Request (System $) 

Adjustment (System $) 

Jurtldctlonal Factor 

Adjustment (JuriadlctJonat $) 

Sources: Tr. 1069, 10n 
Exhibit No. 448, Page 19 
MFA B-17b, Pa,e 24 
Exhibit No. 449, Page 12 

41 

Fuel HeaV', 'Jil 
Requirement Requirement 

(MMBtu) (Bbls.) 

57,380 9 ,108 

56,955 9,041 

92,139 14,625 

206,475 32.n4 

13.603 

445,82.2 

1,042 000 

596,178 

0.9669295 

576,462 
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ISSUE 23: Gulf has included $359,000 (system) of light oil inve;-:•ory . Is thi s 
appropriate? (SHEA) 

RECQMMENDAJION; No. The Commission should use the generic inventory policy of 
Order No. 12645 to determine 1 reasonable level of light oil inventory. Working 
capital should be reduced by $123,380 (jurisdictional) if Scherer remains in rate 
base or by $123,339 (jurisdictional) if Scherer is removed from ~ate ba~e. 

PQSITION OF PARTIES 

GULF POKER CQMPAKY; Yes. This nominal level of lighter oil requested to serve 
all five plants is the minimum inventory level ~ecessary to account for p)ant 
consumption, allowances for procurement time, market volatility, and potential 
supply disruptions . 

PUBLIC COUNSEL; Reduce light oil inventory by $234,059 ($263,490 system) . 

STAFF ANALYSIS; Gulf Power Company has requested t hat 650,895 gallons of light 
fJel oil valued at $337,000 (system) be included in working capital. Thi s oil 
is used for unit start-up and flame stabilizat ion at coal units and in one 
combustion turbine peaker at Plant Smith. Gulf has no inventory study to justify 
this request. Gulf maintains that the request is reasonable and thlt light oil 
inventory levels hive been determined by the experience of their operating people 
and previous needs. 

In Docket No. 830002-EU, the Commission developed a gener1c inventory 
policy to be used 1n a rate case if a utility fails to fully justify its 
inventory request. This generic inventory policy is conta ined in Order No. 
12645. This order states that the generic policy will not be used automdtically 
in the event that the utility's policy is not just ified, rather, the c~mmi s s i on 
will strive to deter.ine an optimu~ policy from evidence presented in the rate 
case. The generic inventory policy for light oil is a level equal to 30 days 
burn at the highest average monthly rate. 

Staff is of the opinion that Gulf Power Company has failed to justify 
its request for light oil inventory . The Commission should use the generic 
policy of Order No. 12645 to determine a reasonable light oil inventory level. 

Plant Crist can, and does, use natural gas for coal unit start -up and 
flame stabilization when gas 1s available. This gas is purchased under 
interruptible contrlcts. If the gas is not available, Gulf will use light o:l 
for start-up and stabilization. Since the generic policy allows a 30 day supply 
of light oil at a reasonably high rate of burn, the Commission should determine 
the level of light oil allowed at Plant Crist assuming that natural gas will not 
be available. Exhibit No. 580 shows the volume of natural gas consumed for unit 
start-up, but does not break out gas used for flame stabilization . Attachment 
23-1 shows the volume of light oil which would have been consumed at Plant Crist 
if natural gas had not been available in 1989. 

Attachment 23-2 shows that the generic inventory pol icy yields a target 
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level of 404,564 gallons if Plant Scherer rema ins in rate base and 383,210 
gallons if Plant Scherer is removed from rate base. These levels assume that 
natural gas would not be available at Plant Crist. Staff recommends that the 
Commission adopt this policy to establish a reasonable light oil inventory level. 
This would require a reduction in working capital of $127,599 system ($123,380 
JUrisdictional) if Scherer remains in rate base or a reduction of $129,626 system 
($125,339 jurisdictional) if Plant Scherer is removed from rate base. 



Attachment 23-1 

GULF POWER COMPANY 
1989 LIGHT OIL AND NATURAL GAS CONSUMPTION 

for 

START-UP AND FLAME STABILIZATION 
PLANT CHRIST 

Light Natural Gas Start-Up Fuel 
-

Total 
Oil Equiv. Gal. 

Month Gallons Met MMBtu 

Jan-89 32,712 7,759 7,852 
Feb-89 36,661 6,124 6,197 
Mar-89 30,737 11,391 11,528 
Apr-89 32,147 7,n4 7,867 

May-89 27,292 13,046 13,203 
Jun-89 26,507 11,584 11,723 
Jul-89 28,176 9,634 9,750 

Aug-89 31,584 8,537 8,639 
Se~89 26,554 7,402 7,491 
Oct-89 34,686 18,092 18,309 
Nov-89 15,631 7,892 7,987 
Dec-89 17,203 8,714 6,795 

Total 339,890 115,949 117,340 

NOTES: Ught oil Btu content Is 137,838 Btu/gallon 
Natural Gas Btu content Is 1,012 Btu/cubic foot 

SOURCES: Exhibit No. 449, Page 7 
Exhibit No. 448, Page 18 
Exhibit No. 580, Page 1 
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Equiv. Gal. Light Oil 

56,966 89,678 
44,962 81,623 
83,632 114,369 
57,076 89.223 
95,783 123,075 
85,049 111,556 
70,732 98,908 
62.678 94,262 
54.345 80.899 

132,831 167,517 
57,943 73,574 
49,294 66,497 

851,292 I 1 '191.182 
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Attachment 23-2 

LIGHT OIL INVENTORY ANALYSIS 

Test Year Average Inventory High 
(Net of U.P.S.) Uaeage 

Plant Type Oft (Gallons) ($/Gal) ($) Month 

Crist 12 Ughter Oil 208,956 0.502 105,000 Oct-89 
Daniel 12 Ughter Oil 86,614 0.656 48,000 Apr-89 

Scholz 12~ter0il 14,243 0.491 7,000 Apr-89 

Smith 12 Lighter Oil 23,750 o.sos 12,000 May-89 
Smith C.T.OiJ 2M,990 0.520 156,000 Dec-89 

Subtotal 633,453 0.518 328,000 

Scherer 12 Lighter Oil 17,442 0.516 9,000 Jul-89 

Total 650,895 0.518 337,000 

NOTE: Ptant Crist ccnsumpclon figures 1\aYe been edjusled to eocount for natural gas UMd as start-up fuel. 

With 
Scherer 

Generic Inventory Policy (Gallons) 404,564 

Requested Inventory (Gallons) 650 895 
Excess Inventory (Gallons) 246.331 

Avera~ Price ($/Gallon) 0.518 

L ystem Adjustment (S) 127,599 

urisdictiOnal Factor 0.9669295 

uri~ictional AdJUStment ($) 123,380 

Sources: MFA Schedule B-17b. Pages 12. 14. 18. 20.22 
Exhrb1t No 448. Page 15 
Exhrbrt No. 449. Pages 7. 8, 9. 10, 11 . 12 
Exhrbrt No 580. Page 1 

Without 
Scherer 

383,210 

633,453 

250.243 

0.518 

129.626 

0.9669295 

125,339 

High Month's 
Consumption 

(Gallons) 

167,617 

57,394 

4,597 

62,480 

101,222 

383,210 

21,354 

404,564 
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ISsuE 24; Gulf has included $57,426 ,000 (system) for coal inventory . Is this 
appropriate? (SHEA) 

RECQMMENDAJIQH; No. The Commission should use the generi~ inventory poli cy of 
Order No. 12645 to determine a reasonable level of coal inventory. Work ing 
capital should be reduced by $1,833,568 (jurisdictional) if Plant Scherer remains 
in rate base or by $1,577,068 (jurisdictional) if Plant Scherer is removed from 
rate base. 

POSITION OF PARTIES 

GULF POKER: Yes. 

PUBLIC COUNSEL; No. Reduce coal inventory by $4,468,010 ($5,029 ,820 system) . 

STAFF ANALYSIS; This issue is misstated. 
requested a total of $52,659,000 (system). 
inventory and includes $45,168,000 for coal 
for coal inventory in-transit. 

Including Plant Scherer, Gulf ha s 
This figure excludes U.P.S. coal 

inventory at plants and $7,491,000 

Staff is of the opinion that no adjustment is needed to in -tra'lsit coal. 
First, this coal is not located at the plant and should not be considered in 
inventory target calculations. Second, if an adjustment is made to in-transit 
coal, an almost equal off setting adjustment would need to be made to fuel 
accounts payable. Test year fuel accounts payable is $13 ,499,000 (system}. 

Gulf Power Company used a computer model called the Utility Fuel 
Inventory Model (UFIM) to justify its coal inventory request. Use of this model 
requires the input of nrious parameters, including coal supply disruption 
scenarios. Gulf Power chose to include four disruption scenar ios. Under Gcl f' s 
assumptions, UFIM recommended a target level of 105 days projected burn. 

Three of the coal supply disruption scenarios assumed by Gulf are 
relatively minor in nature. One of the disruption scenarios assumed by Gulf is 
a total nuclelr moratorium which occurs with no warning once each forty years. 
This disruption has a major impact on the results of the model run. Without the 
nuclear moratorium, UFIM recommended a target level cf 4 days nameplate, or about 
7 days projected burn. (Tr. 1107) 

Staff is of the opinion that the nuclear moratorium a ~sumpt ion is 
unrealistic. Staff does not consider a total nuclear moratorium to be 
reasonable. Nor does Staff consider it reasonable that such a disast er could 
occur without warning. During this disruption, Gulf assumes that outage costs 
to the residential sector would be $8.50 per Kwh. Witness Parsons stated that 
this disruption was so severe that the world would be significantly changed. 
Commissioner Beard correctly made the observation that if this disruption was to 
occur, electricity •1ght be the least of our problems. (Tr. 1113) Gulf ' s 
inclusion of this assumption invalidates the tnOdel's results . 

Staff is of the opinion that Gulf has failfd to justify its coal 
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inventory request. The Conntss1on should use the generic coal inventory policy 
described in Order No. 12645 to detarmtne a reasonable coal inventory level . 
This generic inventory policy was dovoloped by the Commission to be used in a 
rate case when a utility fails to fullY justify its inventory request. The 
generic inventory policy for coal 11 a level equal to 90 days projected burn. 

Attachment 24-1 shows the 90 day policy applied to Gulf' s system net of 
U.P.S. If Plant Scherer remains 1n rate base, the Commission should reduce 
working capital by $1,833,568 on a jurt~d1ctional basis ($1,896,279 system). If 
Plant Scherer is removed from rate ba• • the Commission should reduce working 
capital by $1,577,068 on a jurisdictional basis ($1,631,006 system}. 
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High Sulfur Coal 

Low Sulfur CoiJ 

TOTAL 

Hlgh Sulfur Coal 

Low Sulfur Coal 

TOTAl 

Attachmtnt 24-1 

GULF RATE CASE COAL INVENTORY ANALYSIS 
INCLUDING PLANT SCHERER, EXCLUDING U.P.S. 

Awraoe 90-Day 
TOCIIT .. Daily Tilt Inventory System Ptant Coat tnventOfy 

Year Bum Year Bum Level (eo.. noltndi'CU m~anen co.!) 

(Tons) (Tons) (Tons) (Tons) (SIT on) ($) 

3,214,842 693,715 44.34 30,759,000 

688,561 234,921 61 .34 14,409.000 

3,914,403 9.885 889,650 928,636 4864 45,168.000 

Inventory ReQu..a (Tons) 928,636 

Excta Inventory (Tons) 38,986 

Avnge Price (SIT on) 48.&4 

System Adjuttment ($) 1.896.279 

Jurtldldlonal Factat 0.9669295 

Jurildlctionll Adjustment (S) 1,833,568 

GULF RATE CASE INVENTORY ANALYSIS 
EXCLUDING PLANT SCHERER. EXCLUDING U.P.S. 

Awraoe 90-Day 
Total Test Dally Tilt Inventory System Ptant Coal lnvent()(y 

Year Bum Year Bum Level (eo.. nol ono:IIICU In· 11 an •• co.!) 

(Tons) (Tons) (Tons) (Tons) ($/TOri) (S) 

3.214,&42 683,715 44.34 30,759.000 

594,7&4 206.036 60.49 12,464,000 

3,809,606 9,620 865,800 899,751 48.04 43 223,000 

Inventory RIQuelt (Tonal •• 751 

exc.. Inventory (Tons) 33,961 

Awrage Pr1ce (SIT on) 48.04 

System Adjustment ($) 1,831,006 

_j Jurlldlctlonal FICIOf' 0.9668295 

Jurildlctlonal Adjustment ($) 1,sn,068 
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ISSUE 25: Should 515 HW of Plant Daniel be included 1n Guif Power '~ rate base? 
{HARVEY) 

RECQHHENDAIION: Yes. Plant Daniel should be included in Gulf Power ' s rate base . 

POSITION Of PARTIES: 

~ Yes. This should be a stipulated issue, as all parties agree that the 515 
MW of Plant Daniel should be included in Gul f Power's rate base . The Commission 
nas recognized the prudency of Gulf's partial ownership in Plant Daniel . Plant 
Daniel capacity was obtained for the long-term benefits of Gulf territorial 
customers. This capacity is no longer ded1cat.:d to Unit Power Sales (UPS) 
customers, and provides capacity and energy to Gulf's retail customers. 

~ No position stated in the brief. 

STAFF ANALYSIS: 
In Gulf's 1984 rate case, 272 megawatts of Plant Daniel wer~ allowed into 

rate base. The remainder of Plant Daniel was sold as Unit Power Sales and, 
therefote, not available to serve Gulf's territorial load. Starting in February, 
1989, Gulf's entire ownership of Plant Daniel {515 megawatts) was dedicated to 
serve Gulf's territorial load (Ex. 65, 73}. Because Gulf acquired Plant Daniel 
before they acquired Plant Scherer, the issue of whether Plant Daniel should be 
permitted in rate base should be addressed before the issue of whether Plant 
Scherer should be permitted in rate base; therefore, the analysis of wh~ther 
Plant Daniel should be included in rate base will not assume that Plant Scherer 
is available to serve Gulf's customers. 

When Gulf's reserve margin is ~onsidered with and without Plant Daniel, it 
is clear that without Plant Daniel, Gulf would be short of capacity in the 1990 
test year. With the amount of Plant Daniel permitted in rate base in Gulf 's 1984 
rate case {and without Scherer), Gulf's reserve margin would be 8.1 percent {Fx. 
456, p. 11)--well below Southern's planning reserves of 20 to 25 percent. Gulf's 
reserve margin with 515 megawatts of Daniel (and without Scherer) ~ould be 21.9 
percent (Ex. 456, p. 11), representing a reasonable level of reserves. 
Southern's reserves are reasonable with or without the addition of this capacity. 
Adding Plant Daniel increases Southern's reserves from 19.0 percent to 19.9 
percent. As long as Southern's reserves are reasonable, it is reasonable for 
Gulf to target its reserves to match Southern's reserves. Although it would be 
advantageous to Gulf's ratepayers to purchase capacity through Southern's 
Intercompany Interchange Contract {IIC) at average embedded cost rather than 
c~nstruct new generation, this would not be fair to the ratepayers of the other 
operating companies. Therefore, Staff believes that Gulf needs all of the 
capacity associated with Plant Daniel to serve its territorial customers. 

When considering the cost of Plant Daniel, it is clear that --even uri ng 
hindsight--Plant Daniel was a prudent investment. Gulf 1s putting Plant Daniel 
into rate base at a cost of $265 per kil owatt. This compares to a new coal unit 
cost of $1163 per kilowatt (Ex. 71). It even compares favorably to the cost of 
a combustion turbine at $348 per kilowatt {Ex. 456, p. 5). 

Given Staff's conclusion that Gulf needs the capacity associated with Plant 
Daniel, and that Plant Daniel 1s 1ess expensive than new generation, !>taff 
recommends that all 515 megawatts of Plant Daniel be allowed in Gulf's rate base . 



ISSUE 26: Should 63 HW of Plant Scherer 3 be included in Gulf Power's rate base? 
(HARVEY) 

RECOMMENDATION: For the test year 1990, 63 HW of Plant Scherer 3 (Scherer) 
should be included in Gulf's rate base, leaving 149 MW of Scherer which is owned 
by Gulf power but dedicated to Unit Power Sales in 1990 out of rate ba~~. 
However, starting in 1992, Scherer should be phased out of Gulf's rate base to 
reflect the dedication of additional Scherer capacity to Unit Power Sales and 
Gulf should be required to refund the r~venue requirements associated with these 
me~awatts to their territorial customers. Also, if 63 MW of Scherer 3 is 
included in Gulf's rate base, Gulf's share of the settlement from Gulf States 
Utilities for the time during which Scherer is in Gulf's rate base should be 
refunded to Gulf's customers. 

POSITION Of PARTIES: 

~Yes. The Co11111i ssion has repeatedly recognized the prudency of Gulf's 
participation in an ownership 1nte~est in Plant Scherer, Unit 3. The Commission 
has likewise recognized that the Plant Scherer capacity was obtained for the 
long-term benefit of Gulf's territorial customers. This capacity is currently 
dedicated to the provision of service to Gulf's territorial customers, and 
consequently, should be included in rate base. 

~The 63 HW of Plant Scherer should be excluded from Gulf Power Company's 
retail rate base. 

~ No. 

STAFF ANALYSIS: Gulf acquired 25 percent of Plant Scherer 3 in 1984 and it came 
on line in January, 1987 (Ex. 456, p. 2}. Since Plant Scherer came on line after 
Gulf's last rate case, this ts the first ti.e Gulf has requested that a portion 
of Plant Scherer be included in rate base. Of Gulf's 212 HW share of Scherer 3, 
63 MW is available to serve Gulf's territorial customers in 1990 and 149 HW is 
dedicated to Unit Power Sales. The 63 MW of Scherer 3 that Gulf is requesting 
to be included in rate base includes 44 MW that would have been sol d to Gulf 
States Utilities if they had not defaulted. Gulf is requesting that 63 megawatts 
of its 212 megawatt share of Plant Scherer 3 be included in its rate base. Staff 
has identified three alternatives for the Commission to consider with regard to 
allowing Scherer into rate base· 

1. a 11 ow Scherer and phas~ it out of rate base as the capacity 
dedicated to territorial load is co11111itted to Unit Power Sales 
starting in 1992; 

2. disallow 63 HW of Scherer, or 
3. allow Scherer in rate base and initiate rate case if the future Unit 

Power Sales cause Gulf to exceed their allowed return on e~uity. 

Although there are valid arguments for choosing any of the three options, 
staff recommends that the Commission choose Alternative 1--allow 63 megawatts of 
Scherer in rate base and phase it out as the capacity allowed in rate base is 
committed to Unit Power Sales starting in 1992. The following discussion will 
first outline the reasons that staff reconmends Alternative 1 and will then 
discuss the merits of choosing the other two alternatives. Finally, the issue 
of the Southern/Gulf States Utilities settlement will be discussed as it relates 
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to including Scherer in rate base. 

Alternative 1 
Staff recommends that the Commission adopt the position of Alternative 1-­

that Gulf be permitted to include 63 HW of Scherer in rate base and that this 
capacity be phased out (with refunds) starting in 1992. This recommendation is 
based on staff's belief that Gulf was prudent in acquiring Scherer, but that Gulf 
should not be recovering Scherer from its retail customers when it is not 
available for their use. 

When considering whether to allow 63 megawatts of Plant Scherer into Gulf's 
rate base, the issue of Gulf's reserve .argfn is not as significant as it was 
with the inclusion of Plant Daniel. Gulf's reserves are reasonable with or 
without Scherer. Without Scherer (and with Daniel), Gulf's reserves are 21.9 
percent and with 63 megawatts of Scherer (and with Daniel), Gulf's reserves are 
25.5 percent. Southern's reserves are 19.9 percent and 20.1 percent respectively 
(Ex. 456, p. 11). It appears that with or without Plant Scherer, Gulf did a 
pretty good job of achieving its target reserves of 20 to 25 percent and since 
Gulf's load is expected to grow, based on reserve margin alone, it appears as if 
Scherer should be permitted in Gulf's rate base. 

Staff has also concluded that Gulf was prudent in acquiring ?5 percent of 
Plant Scherer 3. When Gulf started looking at purchasing 25 percent of Scherer 
3 and Scherer 4 in 1978, they forecasted that they would need capacity around 
1987 to 1989; however, in 1981, Gulf forecasted that they would not need the 
capacity until 1993 (Ex. 583, p. 13-15). Unfortunately, Scherer 3 and Scherer 
4 were available in 1987 and 1989 or not available at all. Gulf entered into a 
contract for the purchase of a portion of Scherer 3 and Scherer 4 in February, 
1981 knowing that the units would be availible six years before Gulf's retail 
customers needed the capacity. They did this because purchasing Scherer was 
cost-effective to the ratepayers in the long run compared to constructing 
Carryville with a 1993 in-service 1ear. It was cost-effective for two reasons: 
1) the average 1987 and 1989 cost of Scherer was projected to be $855 per 
kilowatt compared to a 1993 cost of Carryville of $2662 per kilowatt (because of 
the early commitment of Scherer and the fact that it is not scrubbed); and 2) 
Gulf expected to sell at least a portion of this capacity to Florida utilities 
to displace oil in the years that Gulf's customers did not need the capa:ity. 
Gulf projected a present value savings of $263 million in 1981 dollars of 
purchasing part of Scherer 3 and Scherer 4 in 1987 and 1989 compared to 
constructing Carryville in 1993 (Ex. 583, p. 16-20). In a March, 1983 
reevaluation of Gulf's participation in Scherer 3 and Scherer 4, Gulf indicated 
that if their load forecast does not drop, Scherer is still the •most cost­
effective alternative avail able for base-load gene rat ion• (Ex. S83, p. 88) . 
However, the analysts indicated that Gulf could incur surplus capacity if the 
load forecast falls or if the Unit Power Sales contracts are overturned. In a 
December 9, 1983 letter fro. Douglas McCrary toR. W. Scherer, Mr. McCrary wrote, 
•we have completed our analyses which continue to show that the Scherer capacity 
is overwhelmingly the lowest cost for providing the future electrical 
requirements of our custOMers ••. However, due to the dec 1 i ne in Gulf's 1 oad growth 
projections, the managet~ent of Gulf Power Coa~pany has decided to limit Gulf's 
participation in Plant Scherer to 251 of Unit 3 only, if this arrangement is 
agreeable to Georgia Power Company• (Ex. 583, p. 177). These facts indicate that 
Gulf was prudent in assessing a need for capacity in the early 1990's. The 
documents in Exhibit 583 indicate that Gulf continued to reassess its 
participation in Scherer 3 and Scherer 4 until it acquired Scherer 3 in 1984. 
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Weighing the benefits of low cost generation with thP risk of lower than 
projected load forecast and potential loss of some Unit Power Sales contracts, 
Gulf decided to purchase 25 percent of Scherer 3 and cancel their participation 
in Scherer 4. Looking at the decisions Gulf made in 1978 through 1984, staff 
believes that Gulf was prudent in acquiring their ownership of Scherer 3. 

The reason that staff is recommending the phase out of Scherer from rate 
base starting in the year 1992 is because Gulf will be selling increasing amounts 
~f Scherer as Unit Power Sales starting in 1992. The following table is derived 
from Ex. 73 and shows the amount of Scherer dedicated to Gulf's territorial 
customers from the year 1990 to the year 2010. 

~ 
Jan. 1990 - May 1992 
June 1992 - Dec. 1992 
Jan. 1993 - May 1993 
June 1993 - Dec. 1993 
Jan. 1994 - May 1994 
June 1994 ~ May 1995 
June 1995 - Hay 2010 

Caoacity Ava11able to Retail Cyst?mers 
63 megawatts 
11 megawatts 
37 megawatts 
16 megawatts 
17 me9awatts 
35 megawatts 
0 megawc~tts 

Gulf argues that they will be adding other capital items during these years and 
that they would not earn a return on them until the next rate case; therefore, 
this would compensate for earning a return on Scherer when it is not being used 
to serve their territorial customers. Also, if this arrangement caused Gulf to 
over earn. they would be brought in for another rate case. Staff does not agree 
with this argument for several reasons. Staff does not believe that Gulf's 
ratepayers should be paying for a plant that is not available for their use. If 
Gulf adds other capital expenditures that would cause them to under earn, then 
Gulf should come in for another rate case (like any other utility would)- -they 
shouldn't use the recovery of Scherer as a cushion to delay the filing of another 
rate case. Gulf has testified that they do need capacity in the 1995 time frame 
and that they will replace the coal capacity sold as Unit rower Sales with 
combustion turbine capacity ( ). Jf Gulf was permitted recovery of Scherer 
3 without a phase-out, rates would be based on a coal unit and instead of 
benefiting from the unit's low energy costs, Gulf's customers would be paying the 
higher energy costs of a combustion turbine. Gulf's stockholders will be paying 
the lower capital cost of the replacement combustion turbine unit while receiving 
Unit Power Sales revenues based on the hi9her capital cost coal unit. Alt~ough 
the effect of replacing the coal capacity with combustion turbine capacity 
results in an overall lower cost, it is possible that the ratepayers could incur 
a higher cost as a result of paying for more expensive fuel. Whereas , the 
stockholder is guaranteed to be better off under this arrangement. Phasing 
Scherer out of rate base shrt1ng 1n 1992, and requiring refunds to Gulf's 
customers would prevent Gulf's customers from paying for capacity that is not 
available to serve them. 

Staff supports the inclusion of 63 HW of Scherer 3 in Gulf ' s rate base with 
a phase-out starting in 1992 because staff believes that Gulf was prudent in 
acquiring Scherer. Also, the Commission should not penal ize Gulf in 1990 for 
making additional Unit Power Sales from Scherer in 1992 and beyond if such sales 
are in the best interest of Gulf's customers; however, the territorial cus!omers 
should receive their share of benefits from these sales--if the plant is not 
phased out, the territorial customers could be worse off as a result of these 
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sales. 

Staff hiS attached a schedule following the discussion of this issue 
reflecting the approximate rate reductions in those years where addition a 1 
megawatts are coa~~~itted to Unit Power Sales. The calculation of the rate 
reductions were based on prorating the reduction in megawatts times the 1990 rate 
base and N.O.I. components. A slight increase in revenue requirements is shown 
for 1994 over 1993 when an additional 2 HW is dedicated to retail service. 

Rate base has been adjusted to remove the acquisition adjustment on the 
coiiiTion facilities (Issue 4) and refund received from Georgia Power Company 
related to the purchase pr1ce of Scherer 3 (Issue 3). Net Operating Income has 
been adjusted to remove the amortization and depreciation expense associated with 
the rate base adjustments. 

Alternative 2 
Under Alternative 2, none of Scherer 3 would be permitted in Gulf ' s rate 

base. There are merits to this alternative. First. there i s t he argument that 
if Gulf does not need Scherer 1n 1995 (when it is all sold as Unit Power Sales), 
then they do not need it 1n 1990. Second, it could be argued thaL since Gulf was 
willing to sell 44 HW of Scherer 3 to Gul f States Utilities (GSU} in 1990, then 
Gulf s ratepayers do not need that capacity in 1990. And finally, it could be 
argued that since Gulf's stockholders earned the return from Unit Power Sales, 
then they should bear the risk of the Unit Power Sales falling through. 

As discussed under Alternative 1, Gulf is scheduled to sell increas ing 
amounts of Scherer 3 under Unit Power Sales agreements starting in 1992 . By 
1995, none of Scherer 3 will be available to serve Gulf's territorial customers. 
This capacity will not be available to serve Gulf's territorial customers until 
the year 2010. It could be argued that since Gulf is dedicating thi~ un i t to 
Unit Power Sales in years that Gulf's territorial load is expected to be greater 
than it is in 1990, then Gulf does not need the unit in 1990. 

Under Southern's contract with GSU, Gulf had committed to sell 44 HW of 
Scherer 3 to GSU during the test year 1990 through May, 1992. GSU failed to 
perform its contractual obligations since July, 1986 and on July 1, 1988, FERC 
ruled that Southern no longer had to perform under the contract (Ex. 468, p. 3). 
It is clear that Gulf would not have requested 63 HW of Scherer to be in rate 
base had GSU not defaulted on their contracts--they probably would have requested 
the inclusion of 19 MW of Scherer 3. As discussed in Alternative 1, Gulf made 
the decision to purchase 25 percent of Scherer 3 knowing that their contract with 
GSU knowing that the contract 11ay not be honored. A March, 1983 Gulf Power 
document states, •i f the [GSU] contracts survive the intervention of the 
L~uisianna (sic) PSC, there is a very slight possibility that the contracts might 
not be honored if the price of oil continues to decline; however, most 
forecasters agree that the escalation of oil will be greater than coal ... • (Ex. 
583., p. 84). It could be argued that since the profits of the Unit Power Sales 
go to Gulf's stockholder, they should also bear the risks of losses under these 
contract s; therefore, the 44 MW of Scher~r 3 previously dedicated to GSU should 
not be allowed in rate base. 

Issue 27 addresses the appropriate rate base and N.O.I. adjustments if 
Scherer is excluded from rate base. 
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Alternative 3 
Under Alternative 3, 63 HW of Scherer 3 would be allowed in Gulf ' s rate 

base and there would be no refunds to the customers for phasing out this capacity 
starting in the year 1992. As discussed under Alternative 1, staff believes that 
Gulf was prudent in acquiring 25 percent of Scherer 3. It can be argued that 
since Gulf purchased Scherer for the benefit of their territorial customers , that 
these customers should take the risk of the Unit Power Sales. As discussed in 
Alternative 1, Gulf maintains that the Commission should not be disturbed by the 
fact that Gulf's ratepayers will be paying for capacity that is not available to 
them ~arting in 1992 because Gulf will be making other capital expenditures that 
will benefit their customers. These expenditures wi 11 not be recovered from 
Gulf's ratepayers until Gulf has another rate case. These arguments have merit; 
however, staff believes that the arguments for Alternative 1 are stronger. 

Other Issues 

Since the hearing in June, Southern Company and Gulf States Utilities have 
reached a settlement regarding the termination of the power sales contract 
between the parties. If the portion of Plant Scherer that was previously 
dedicated to Gulf States Utilities is allowed in Gulf ' s rate base, Gulf should 
be required to allocate and refund a portion of this settlement to their 
territori al customers. The settlement should be discussed in Docket No. 900621 -
EI, Review of Power Sales Contract Settlement Agreement between GULF POWER 
COMPANY (Southern Company) and Gulf States Utilities Company. 



GULP POWER COMPANY 
PHASE· OUT OF PLANT SCHERER 

((XX)) TOTAL 

(1) (2) {3) (4) (5) ((,) 

63MW (30MW) (8 MW) 2MW (27 MW) (CJ1 ~. W) 

.B.Bte Base Impact 1990 1992 1993 1994 19')5 l'J96 

P 'lte Base 47;JUJ (22,509) (6,002) 1,501 (20,258) (47,2llJ) 

Rate of Return 8.05% 8.05% 8.05% 8.05% 8.05% ~.OY1 

N. 0. I. Requirement 3,805 {1,8U) (483) 121 ( 1,631 ) (3,S05) 

Expansion Factor 1.631699 1.631699 1.631699 1.631699 1.6316'Y.J 1.().11 (,C)') ----

Revenue Requirement 6,199 (2.957) (788) 197 ( ~.(,() 1 ) (11.2•~1_ -

0 & M Impact 

O&M E.xpen.sc:s 2,523 (1,201) (320) 80 (1,081) (2,523) 

JJC Offset (4,792) 1¢82 (nJ ( 152) 2,054 4, 7')2 --

Net O&M (2,269) 1,080 288 (72) 1)72 ~' 211') 

Income Taxes (854) 407 108 (27) :\(J() 1\54 

N.O.l . Effect (1,415) 674 1&> (45) W7 1,415 

Expru.sion Factor 1.631.6')9 1.631699 1.631699 1.631699 1.63J6CY.J l.h3 1W'J 

Revenue Requirement (~} 1,100 293 (73) l)I')(J 2,"\cl'l 

TOlal Revenue Requirement 3,900 {1,857) (495} 124 ~ 1 ,67 1 ~ ( 3,1)0()) 

I Rate (Red"""'") Ja<rease p.ssn ~4~ 124 ( 1,671) 3,')()0) 
== 



Docket No. 891345-EI 
July 26, 1990 
1 706£ 

ISSUE 27: If Plant Scherer 3 1s not 1ncluded 1n rate base, what are the 
appropriate rate base and NOI adjust.ent s to exclude it? <ROMIG> 

RfCOHHENDATIQN: The appropriate adjust.ents are as follows: 

Plant-in-service 
Accumulated depreciation 
Acquis1t1on adjustment 
Horking capital 
O&H expenses 
Depreciation expen!e 
Amortization of plant 

acqu1s1tion adj . 
Amortization of lTC 
Other taxes 
IIC offset 

PQSITION Of PARTIES 

$52,987,000 
6,557,000 
2,317,000 
2,187,000 

722,000 
1. 701 ,000 

73,000 
(96 ,000) 
245,000 

(4,792.000) 

~ No adjustment 1s appropriate. Gulf has fully just1f1ed inclusion of 
the 63 MH of Scherer capacity in rate base. If the 63 HH is removed from rate 
base, w1th the assoc1ated expenses, then the enti re 1mpact of the Scherer 
capacity should 11kew1se be r..ovtd. The territorial cust~ers of Gulf 
receive substantia 1 benef1 ts fr011 the un1t power salts <UPS> contracts. If 
the territorial custoaers are to bear no burden of the Scherer capacity which 
Gulf purchased for their benefit, they should certainly receive none of the 
benefits. Properly taking the UPS benefits and Intercompany Interchange 
Contract credits 1nto account. the adjustaents result 1n revenue requirements 
of approxiaately $2 million. The details of the appropriate revenue 
requirements and credits are shown on Exhibit 575. 

~ The proper adjustaents to remove Plant Scherer are: 

Plant-1n-serv1ce 
Accu.ulated depreciation 
Acqu1s1t1on adjustaent 
Hork1ng capital 
Production A&G & trans. rentals 
Deprec1at1on 
~rt1zation - aqu1s. adj. & other 
Other taxes 
Aaortizat1on of lTC 

$52,987 ,000 
6,558,000 
2,317 ,000 
2,187,000 

843,000 
1,688.000 

89,000 
244,000 
(96,000) 

STAff ANALYSIS: Staff's reca..endation is based on Exhibit 575. Hr. HcHillan 
introduced this exh1b1t at the hearing. It provided the rate base and 
expenses related to the 63 fi4W of Plant Scherer included 1n the 1990 test 
year. According to th1s exh1b1t, the htpact on rfvenue requirements was 
$3,598,000. Gulf reflected on page 2 of thh exh1b1t the various expenses 
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which are allocated to UPS and not directly related to the P1 ant Scherer 
production expenses. After .aking all the adjustments suggested by Gulf, 
there is a negative revenue requirement of $72,000. 

Gulf's basic position 1s that 1f the retatl ratepayer 1s not to bear 
the burden of the Scherer capac1ty, then those cus toaaers shou 1 d not benefit 
from the UPS agreements . 

Public Counsel's position 1s that the 63 l4ol of Plant Scherer should 
be ra.oved fr011 rate base, and that the adjustments shown above under their 
position should be made. These adjust.ents were provided to Public Counsel in 
response to Interrogatory No. 144, Exhibit 432. 

Mr. Larkin testified that he did not agree with Exhibit 575 <T. 
2307). Mr. Larkin further stated, " ... we would dispute the conclusions 
reached that there 1s a net benefit of $1.7 •i111on in the transmission and 
general amounts and that there 1s a net benefit to the ratepayers of 
$1,969,000 1n variable Q&M• CT. 2315). 

Staff has recommended in Issue 26 that the Comm1ssion allow the 63 MH 
1n rate base. However, 1f the Coaa1ss1on removes the 63 HH from rate base. 
the above adjustlents should be ude. 

The reca.mended adjust.ents do not include the UPS credits as 
proposed by Mr. McMillan on Ex hi b1 t 575; inc 1 us 1 on wou 1 d resu 1 t in a S72. 000 
negatJye revenue requirt~~tnt. It 1s difficult to reconcile this negative 
revenue requirement with the following testimony of Mr. McCrary and Mr. 
Scarbrough; 

Mr. McCrary: 

The principal reason for our need for rate re11ef is the need to earn 
an adequate return on the additional investment associated with power 
generation resources, specifically Plant Daniel and Plant Scherer . 
and the assoclated operating and u1ntenance expenses CT. 38). 

Hr. Scarbrough: 

The ujor factor tri gger1ng the coaapany's imed1ate need for rate 
relhf is that all 515 aegawatts of Gulf's portion of the Plant 
Oanhl capacity and 63 .., of Gulf's ownersh1 p in the Plant Scherer 
capacity 1s now com.1tted for territorial service CT. 29d). 

It appears that if these expenses are allocated to and recovered from 
the UPS cust011ers, and 1f these expenses wt!re also added back to the retail 
jurisdiction, there would be a double recovery of these expenses. 
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ISSUE 28: Hhat adjustment 1s proper to ret10ve the 1984 cancelled Southern 
Company Services' building from rate base? <MERTA) 

RECOHHENDATIQN: No adjusteent is needed since the dollars associated w1th the 
cancelled building have already been re.aved froa rate base by Gulf. 

PQSITIQN OF PARTIES 

GULfl No adjusteent is needed since the expenses associated w1th the 
cance 11 ed Southern Coatpany Services building have a 1 ready been removed from 
rate base in Gulf's filing. 

~ This issue was raised by Public Counsel but was not addressed in the1r 
Brief. 

STAFF ANALYSIS: The parties agree that no adjustment 1s needed s 1 nee Gu 1 f 
made the correcting entry to expense the cancellation costs 1n May 1989 . <TR 
2292. 3909). 

In 1984, Southtrn Collpany Services cancelled the construction of a 
bui1ding. the costs of which were allocated to all the system operating 
cOCDpan1es. A total of $715.752 was allocated to Gulf. The Coclpany chi: rged 
$369.305 to operating expense and capitalized $346.447. 

According to the Unifora Systa. of Accounts . expenditures for 
cancelled construction projects should be charged to Account 426.5. Other 
Deductions (below-the-line>. or to the appropriate operating e ~pense account. 
Gulf agreed with thts exception and ude the appropriate correcting ent ry 1 n 
May 1989. 

The f1nanc1a1 forecast used 1n developing the 1990 test year included 
actual data through August 1989. therefore. the project has been properly 
re110ved and there 1s no impact 1n the 1990 test year. <TR 3909). Staff's 
audit ver1f1ed that the $346.447 was expensed below-the-line May 31, 1989 and 
that for budgeted 1990. the project was properly re110ved. <Exh1b1t 383, TR 
2969) 

Based on the above. Staff reca..ends that no adjustment 1s necessary. 



DOCKET NO. 881345-EI 
{GULFREC.JEB) July 27, 1990 

ISSUE 29:: What, if any, adjustment to rate base is necessary to reflect the 
proper treatment for rebuilds and renovations which were expensed by the Company? 
(WILKERSON) 

3ECQMHENDATIQN; No adjustment is necessary. 

PQSIIION OF PARTIES 

mlLf...i. No adjustment is necessary; Gulf properly accounts for rebuilds and 
renovations. 

~ Increase plant in service by $369,000 and increase depreciation reserve 
by $18,000 and decrease O&M by ~368,500. 

~TRIAL INIERYENQRS; No position. 

STAFF ANALYSIS: Public Counsel witness Schultz took the position that, in regard 
to the vehicle rebuild program the costs should be •capitalized since the rebuild 
programs will extend the lives of the assets being rebuilt• (Tr. p. 2477), and 
in regard to the renovation of the Pana•a City Office building the expenditure 
represents •an improvement to the structure as opposed to ordinary maintenance• 
and •should extend the life of this asset• (Tr. p. 2478). Such considerations 
on an item by itetll basis •1ght provide a rule of thumb, absent any fonna 1 
guidelines. However, as Gulf witness Scarbrough pointed out (Tr. p. 3857), there 
is a Florida Public Service Com.ission list of Retire.ent Units, designating 
items to be capitalized rather than expensed. This list is being followed by 
Gulf. In regard to the Panama City Office building renovations, Gulf witness 
Conner states in his testimony (Jr. p. 3646) that changes to existing components 
not classified as retire~~ent units are to be expensed in accord with the 
Company's list of retire~~ent units, which confonas to the Rules of this 
C011111iss1on. 

,...(} 
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ISSUE 30: What, if any, adjust~~ent to rate base 1s necessary to remove the 
network protectors fro. expense to rate base? (WILKERSON) 

RECQHHENDATIQN: No adjust~~ent is necessary. 

POSITION Of PARTIES 

~ No adjustment is necessary; Gulf properly accounts for maintenance of 
network protectors in O&M expenses. 

OFFICE Of PUBLIC CQUNSEL: Increase plant in service by $90,000 and depreciation 
reserve by $5,000 and decrease O&M expenses by $90,000. 

INDUSTRIAL INTERVENORS; No position. 

STAFF ANALYS!S; Public Counsel witness Schultz took the position that the 
overhaul of the network protectors should be capitalized rather th!~ expensed, 
since the overhaul would extend the life of the assets (Tr. p. 2510). Gulf 
witness Scarbrough states (Tr. p. 3791) that •the 'retnnufacturing process' 
simply replaces minor 1teas of property• on the network protectors which 1 s 
nothing more than maintenance and, under FPSC Rule 25-6.0142, such costs are to 
be expensed. 

GfJ 
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ISSUE 31: Should the rema1n1ng balance 1n Other Investments be 1ncludeo 1n 
Hork1ng cap1tal? (REVELL) 

REcattENDATION: Yes, the rea1n1ng balance of $144,354 of Other Investments 
should be included 1n Hork1ng C&p1tal. 

fr~ITIQN Of PARTIES 

~ Yes. These 1 nsurance reserves of depos 1ts were required to obtain 
reasonable prices and terms of coverage and are properly included 1n rate 
base. <McMillan) 

QfC..;. No. This Hem has not been just1f1ed; reaaove $113,000 fr011 working 
capital. (larkin) 

STAff ANALYSIS: These insurance reserves are actually deposIts wh1 ch Gulf 
made to 1~~urance compan1es 1n order to receive reasonable prices and terms of 
coverages for the i r publ1c 11ab111ty and directors and officers 11ab111ty 
insurance. 

The FPSC Audit Report [Exh1b1t 383], disclosure No. 28 Indicated that 
a certain policy should be excluded fr011 working capital since the pc l 1cy 
provided for dividends to the company. In 1ts response to the A~dlt (Exhibit 
2991 the coq>any provided a page of the policy which Indicated that any 
reserve prem1um pa1d QUi by Gulf would be returned upon cancellation lfi1 any 
amounts prev1 ous 1 y d1s tr1 buted or used to absorb 1 osses or expenses. As a 
result, 1t appears that the total to be returned would not exceed the original 
amount pa1d. 

As a result. staff reco.ends that the remi ni ng amount of Other 
Investments totalling $144,354 be included in working capital. 

f)] 
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ISSUE 32: Should the working capital item titled •other accounts receivable" 
be removed? <MERTA) 

RECOHHENDATIQN: No. These receivables are properly included in working 
capita 1. 

PQ~IIION Of PARTIE) 

~ No. These amounts are properly included in working tipital. 

~ This 1sssue was raised by Public Counsel but was not addressed in their 
Br1 ef. 

STAFF ANALYSIS: The parties agree that no adjustment is necessary. 

The Company included in working capital $1,230,000 net for "other 
accounts receivable ." OPC Witness larkin initially recommended excluding this 
amount because he was not certain that the receivables actually pertained to 
utility service. (TR 2219). Public Counsel took no position on this 1ssue in 
their Brief. 

Gulf Witness McMillan test1fted that these receivables 1nclude all 
the uounts due the ut111ty except for the uounts related to associated 
companies and frora the1 r electric custOMrs. The .ajor1ty of the rece1 vab 1 es 
are for pole attachment rentals for which the revenues have been recorded 1n 
other operating revenues. The rt~~~ining uounts pertain to pole and 11ne 
damage claims and other miscellaneous utility billi~gs. (TR 3913>. The 
Commission fully allowed Gulf's •other accounts receivabh'' 1 n work 1 ng capita 1 
1n the 1984 rate case . (TR 3953). 

Therefore. Staff recommends that no adjustment 1s necessary. 

62 



Docket No. 891345-EI 
July 26, 1990 
1706E 

ISSUE 33: Has the ca.pany overstated the 81ttrfals & supply level? <ROMIG> 

RECOHHENQATIQN: No. Materials and Supplies should not be reduced for 1990. 

POSITION Of PARTIES 

~ No. The 1990 estt.ate for .ater1als and supplies is reasonable, 
ut111ty related and properly included 1n working capital. 

OPel Yes. Reduce M&S by $2,307,000. 

STAff ANALYSIS: Gulf has included tn 1ts 1990 working capital allovance 
$32,403,000 for Mattrhls & Supplies UC&S> or an increase of $2,307,000 over 
the partially projected 1989 year. 

OPC Witness Larkin has reduced working capital by $2 ,307,000 based on 
the historical 13--anth average balance ended february, 1990 CT. 2220). 

Company Wt tness McMtllan stated 1n hh rebutta 1 test irony that the 
balance for the period ending February, 1990 is not representative of the test 
period CT. 3912) . If the actual balance for February, 1990 were used it would 
significantly lower Hr. Larkin's adjust.ent. 

If Mr. Larktn•s adjustllent were 81de to the $32,403,000, 1990 level 
of M&S, the adjusted balance would be $30,096,000. Thh 1s the same amount 
included in Gulf's 1989 parttally projected allowance for mater1als & 
supplies, page 5 of MFR Sectton B, rate bast schedules. Tt?e $'"),096,000 
a-aunt for 1989 is over the actual 1989 by $362,000 or approximately 11. In 
staff's opinion, tt ts unreasonable to assu.e that the level of M&S inventory 
would re.atn the sa.e fro. one year to the next or increase by only $300,000 
when considering tncreases in the COIPany•s 1nvestllent in electric fac111ties 
and custo.ers. 

Therefore, no adjusblent is rec~nded. 

n ') 
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ISSUE 34: Should the a1a0unts shown as "other current assets" and "other 
miscellaneous• deferred debits be removed fro. working capital? <MERTA) 

RECOHHENOATIQH: No. These a.ounts are properly included in working capital. 

POSITION Of PARTIES 

~ No. <McMillan) 

OK.;_ This i ssue was raised by Public Counsel but was not addressed in their 
Brief. 

STAFF ANALYSIS: The parties agrtt that "other current assets" and •other 
miscellaneous deferred debits• are properly included 1n wor~\ng capi t al . 

()P(. H1tness larkin initially recoaaended that $136,000 related to 
"other current assets" be excluded fr011 working capital because there was no 
explanation of what the prepaids were and that $30,000 related to "other 
ati scellaneous deferred debits" be disallowed because there was no ba 1 ance in 
this account for the period of January through August 1989. <TR 2221-2222) . 
Pub·. ic Counsel took no pos1t1on on this issue 1n their Brief . 

Gulf H1tness Mct4111an testif1ed that the prepayaents classified d S 

"other" are primarily composed of prepaid licenses for motor vehicles, prepaid 
taxes, prepaid c1ty and county occupational licenses, and prepaid registrar 
transfer and fiscal agent fees. (TR 3913-3914). 

The $30,000 is a very conservative estimate of the recurring 
•iscellaneous charges that are always present in •iscellaneous defer red debits 
which cannot be 1dent1f1ed 1n advance. McM111an stated that the analysis upon 
which H1tness Larkin based his state~~ent that the account had no balance for 
January through August 1989 was a workpaper used for the forecasted amounts, 
not an analysh 1nclud1ng actual . The actual lJIOUnts for January through 
August 1989 averaged 1n excess of $100,000. <TR 3914). 

In Gulf's last rate case, the eo..1ssion fully allowed "other current 
assets" and •other miscellaneous deferred debits" in working capital. (TR 
3953). 

Staff reca.~~ends that •other current assets" and "other ~1scellaneous 
deferred debits • are properly 1ncluded in working capital and that no 
adjustment is necessary. 

G·1 
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ISSUE 35: Should the Caryville Subsurface Study be removed from rate base? 
(REVELL> 

RECOtttENDATIOH: No . The $692,000 in costs for this study should remain in 
rate base since it relates to engineering work. done for the plant site at 
Caryville. 

POSITION Of PARTIES 

~ No. The subsurface investigation of the Caryville s1te 1s st111 va11d 
and will be utilized in conjunction with the addition of generation at 
Caryville. (Parsons> 

~ Yes. Remove $692,000 from rate base. (Larkin) 

STAFF ANALYSIS: The subsurface study was a geological study of the Caryville 
site to deten1ine if the land could support the weight of a power plant and 
supporting facilities. As poi nted out in the company ' s brief, the results of 
the study are obviously still va11d. Such a study would be necessary before 
any major construction of this type could be done on any site. Therefore, 
costs associated w1th the study should be considered together with the 
Caryv111e s1te itself. If caryville 1s removed from Land Held for future Use 
in Issue 15, then $692,000 for thh subsurface study should also be removed . 
If caryville remains 1n Rate Base. these expenses should be allowed . 
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ISSUE 36: Hhat. if any, additional working cap1tal adjustments are needed to 
reflect OPC's expense exclusions? (HERTA> 

RECQtt4ENDATION: If the C:O.hs1on accepts sta if's recon~~~endatl ons in Issues 
so. 92 and 100, ~rking capital should be increased by $169,187 ($179,105 
Sy .. tem). 

If the Commission disallows the expenses related to the plans listed 
below in Issues 50, 92 or 100, working cap1tal should be increased by an 
additional $985,000, $2,935,000, $12,000, or $S9,000, r!spectively. 

POSITION OF PARTIES 

~ None. OPC's expense exclusions are inappropriate; therefore, no 
additional working capital adjusblents are necessary. (McMillan> 

OfCl The adjustment is to increase working capital by $3,874,000 as provided 
by OPC in their schedule. 

STAFF ANALYSIS: Public Counsel Hitness Larkin recommended that $3,874,000 
related to the deferred credH balances of expenses which OPC excluded from 
operating income be re.oved fro. working capital. If the expenses are 
disallowed, then 1t would be inappropriate to include the deferred credH 
balances as a reduction of working capital. These reserves are associated 
wHh the Supplemental Pension and Benefits Plan ($985 ,000), Post Retirement 
Life and Medical Plan ($2,935,000), Otftrred School Plan Appliances ($12,000), 
and the Productivity lltprove~~ent Plan ($59.000). <TR 2223-2224). The 
expenses related to these plans are discussed under Issues SO, 92. and 100. 

The Company stated that Publ tc Counsel's expense adjt•stments csnd 
working capital exclusions are inappropriate since Gulf has just1f1ed the 
inclusion of these expenses 1n rates. <Gulf Brief p. 9S). 

The parties agree that the reserves associated wHh expenses which 
have been disallowed should be re.aved from working capital. <TR 767, 
2223). Staff 1s not reco.ending d1sa11owance of the expenses associated 
with these reserves. Therefore, the reserves should remain 1n wor~ing 
capital. However. since the eo.pany reduced expenses related to PIP, an 
ad~ustMnt is necessary to reduce the reserve. A reduction to a deferred 
credit increases working capital since current liabilities will ~e less. 
Staff recoonends increasing working cap1ta1 by $169.187 ($179,105 System). 
(Late Filed Exhibit 571). 

If the C0.1sston dhallows expenses in Issues 50, 92 or 100, an 
additional increase to working capital will be necessar} as discussed above. 

6G 



DOCKET NO. 891345-EI 
(GULF.JY) July 27, 1990 

ISSUE 37: What is the appropriate cost of common equity capital for Gulf Power? 
(YECCO) 

RECQHHEHDATION: The appropriate cost of c~n equity capital for Gulf Power is 
12 .3 ~. (This does not include the 50 basis point reduction recommended in Issue 
38) 

PQSITION Of PARTIES 

2Ylf: The appropriate cost of equity capital for Gulf Power is 13.5~. 

OffiCE OF PVBLIC COUNSEL: The proper calculated return on equity should be set 
at 11.75~. however, this ROE should be adjusted downward for mismanagement . 

:fA: Same position as the Office of Public Counsel. 

STAFF ANALYSIS : Three witnesses presented testimony on the appropriate cost of 
equity capital f or Gulf Power. 

Dr. Roger A. Morin, Professor of Finance at the College of Business 
Administration, Georgia State University and Professor of Finance for Regulated 
Industry at the Center for the Study of Regulated Industry at Georgia State 
University. (On behalf of Gulf Power) Dr. Morin recommends the adoption of a 
return on common equity of 13.51. 

Hr. James A. Rothschild, President, Rothschild Financial Consul t ing. (On 
behalf of the Citizens of the State of Florida) Mr. Rothschild recommends that 
the proper calculated return on equity for Gulf Power is 11.751. 

Mr. Scott A. Seery, Regulatory Analyst, Bureau of Finance, Division of 
Auditing and Financial Analysts, Florida Public Service Commission. (On behalf 
of the Florida Public Service Co.tssion Staff) Mr. Seery reconnends the 
adoption of a return on co.mon equity of 12.251. 

SUMMARY Of TESTIMONY 
The witnesses used three different equity costing methodologies to arrive 

at their estimates of Gulf's cost of equity. Witness Morin the risk premium, 
discounted cash flow (DCF) and capital asset pricing model (CAPM) methodologies. 
Witness R~thschtld relied pri•artly on the OCF .ethod. Witness Seery used the 
DCF and risk premiu• methods. 

Witness Morin 
Witness Morin perfor.ed OCF analyses on two different surrogates for Gulf: 

the Southern Company and an index of ca.parable risk electric utilities. (TR 
1665) According to witness Mortn, since Gulf 1s a wholly owned subsidiary of 
the Southern Company, its stock is not publicly traded and thus any market value 
approach to determine the investor's expected return on equity must be applied 
indirectly. (TR 1678) Witness Morin applied the DCF .adel to Southern Company 
data using an average of security analysts' growth expectations, the sustainable 

l) 
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growth rate method, and historical growth rates as a proxy for expected growth. 
(TR 1678). Witness Morin used the average of historical growth rates and 
analysts' growth forecasts as a proxy for growth in his OCF analysis of an index 
of comparable risk electric utilities. Witness Morin adjusted h1s results upward 
by 40 basis points to reflect the quarterly timing of dividends and also provided 
a five percent allowance for flotation costs. (TR 1682 & 1698) For Southern 
Company, witness Morin used a dividend yield component of 8.55~ to which he added 
an average growth rate of 3.83~. (TR 1695) Adjusting his result to reflect 
quarterly compounding and an allowance for flotation costs, witness Morin arrived 
at a OCF cost of equity estimate for Southern Company of 13.25~. {TR 1698) 

For an index of comparable risk electric utilities, witness Morin initially 
examined the 100 electric utilities 1110nitored in Salomon Brothers El ectric 
Utility Monthly that were also included in Value Line's data base and in the IBES 
sunMnary of analysts' growth forecasts. Witness Morin eliminated utilities that 
have suspended dividends a~d from the remaining utiliti es used the beta 
coefficient to identify electric utilities with investment risks similar to those 
of Gul~. (TR 1699) Witness Morin used Southern Company's beta of .75 as a proxy 
for Gulf. Eighteen companies from his initill sample had a beta of .75. {TR 
1701) Using the five year historical growth rate and the IBES analysts ' growth 
forecasts, witness Morin esti•ated a OCF cost of equity for his index of 13.74~ 
and 12.32%, respectively. Witness Morin averaged the two ·esults to obtain an 
estimate of 13.03%. {TR 1704) 

Witness Morin also used risk premium and capital asset pricing model 
~ethodologies. In his first risk premium study, witness Morin estimated the risk 
premium for Southern Company, by subtracting the average annual bond yield for 
A-rated utility bonds from the OCF estimate of Southern Company's cost of equity 
for the time period 1979 through 1988. (TR 1710) Witness Morin ~hen regresses 
the risk premium on the bond yield to obtain a regression equation in which the 
interest rate is the independent variable and the risk premium is the dependent 
variable. 

The regression of Southern Company's risk premium on the yields of A-rated 
utility bonds provides the equation, Risk Premium • .1366 - (.8402 ~ interest 
rate). Substituting the yield on A-rated bonds as of May 1990 of 1~ into the 
equation provides a risk premium of 5.26~. Adding a bond tield of 1~ to a risk 
premium of 5.26~ produces a cost of equity of 15.26~. {TR 1712) 

Witness Morin applies a similar .ethodology using a monthly time series 
over the past four years instead of an annual time series. {TR 1712) Witness 
Morin uses this methodology to calculate a risk premium for Southern Com~any and 
for Moody's Electric Utility Index. Using a bond yield of I~. witness Morin 
estimated a cost of equity for Southern Company and Moody's Index of 13.77~ and 
13.47~. respectively. (TR 1714-1715) 

Finally, witness Morin estimates the cost of equity using the Capital Asset 
Pricing Hodel. Witness Morin uses a beta of . 75, the yield on long-term 
treasuries for May 1990 of 8.7~ as a proxy for the risk-free rate, and an 
expected market return of 16.111, estimated using the Ibbotson & Sinquef1eld 

, .., 
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study, as inputs into the CAPM model. (TR 1716-1717) Plugging these variables 
into the CAPM model provides an estimate of the cost of equity of 14.25~. (TR 
1718) Witness Morin performs a similar analysis using an expectational return 
on the market of 13.7' instead of 16.11,. (TR 1717) Using an expected market 
return of 13.7% yields a cost of equity of 12.45,. (TR 1718) Witness Morin takes 
t .. e average his two CAPM results, 13.35%, and adds 30 basis points for flotation 
costs to arrive at an estimate of 13.65%. (TR 1718) Witness Morin also 
estimates a cost of equity of 14.04%, using an expanded form of the CAPM model. 
(TR 17120) 

Witness Rothschild 
Witness Rothschild's recorm~ended return on equity of 11. 75'- is basPd 

primarily on the application of the OCF method to the electric utiliti es 
comprising Moody's Electric Ut~lity Common Stock Index which are not in the midst 
of nuclear uncertainties, and to the Southern Company. (TR 2678) 

For the dividend yield component of his OCF analysis, witness Roth schi ld 
examines both current spot dividend yield data and historic data. Witness 
Rothschild notes that there is a relatively small difference between the current 
yields and the average yields over last year. (TR 2702) Witness Rothschild 
increases the current dividend rate by an amount equal to one-half a year's 
growth in dividends to ref1ect the average dividend rate expected by investors 
in the near future. (TR 2702) For the growth component of his analysis, witness 
Rothschild uses the b * r method. The •r· component is the future expected 
return on book equity. For Southern Company, Witness Rothschild uses an expected 
return on book equity of 13.01 as one of his inputs to calculate the growth rate. 
(TR 2712) The •b• component or the retention rate is the percentage of earnings 
not paid out as dividends. Witness Rothschild calculated a retention rat e for 
Southern Company of 24.7~. (TR 2743) Multiplying the expected return on book 
equity of 13 .~ by the retention rate of 24.7~ produces a sustainable growth 
rate of 3.22,, (TR 2712) To the 3.22', Witness Rothschild added .04% to .05'- to 
reflect the growth in earnings expected to be caused by ne.t stock sales. (TR 
2713) Adding Southern Company's growth rate to its dividend yield, witness 
Rothschild estimated a cost of equity for Southern Company of 11.52%. Witness 
Rothschild adjusts his estimate upwards by 24 basis points to reflect flotation 
costs. {TR 2719) 

Using the same methodology as described above, witness Rothschild estimated 
a return on equity of 11.1~ for his non-nuclear utilities. Witness Rothschilds 
determined that Gulf was more highly levered than the utilities comprising this 
index. To the 11.12' estiMate witness Rothschild adds 40 basis po ints to reflect 
Gulf Power's higher financial risk and adds 24 basis points for flotation costs. 
Witness Rothschild recommends a cost of equity for Gulf Power of 11.75'-. 

Witness Seery 
Witness Seery conducted a OCF and risk premium analysis on an indev of high 

qualtty electric utilities anG adjusted the results for the diffLrence in risk 
between Gulf Power and the index. (TR 2959) Witness Seery used a two- sta]e 
growth, annually compounded OCF model that included an adjustment to reflect 
flotation costs. In his two-stage model, witness Seery estimated divioend growth 
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for an initial growth period. Witness Seery then assumed that dividends would 
grow infinitely at the expected long-term growth rate . Witness Seery used 
Value Lines forecast of dividends for 1990 and 1993, and assumed a constant rate 
of growth in between to estimate the expected dividends during an intitial growth 
period. Witness Seery calculated the long -term constant rate of growth expected 
after 1993 by using the earnings retention method. (TR 2961) For the price 
component of his model, witness Seery used a current stock price determined by 
averaging the high and the low stock price for April 1990 for each utility in his 
index. (TR 2961) Witness Seery also adjusted th~ results produced by his model 
to reflect issuance costs of three percent. Witness Seery estimated a OCF cost 
of equity for his index of 11.3~. (TR 2962) 

In his risk premium analysis, witness Seery uses the OCF methodology 
discussed above to estimate the expected market return for his index for each 
month over the ten year period June 1980 through May 1990. (TR 2962) Witness 
Seery then takes the expected return on common equity for each month and 
subtracts the concurrent yield on long- term government bonds to obtain the risk 
premium for the month. Witness Seery uses the average risk premium over the ten 
year period of 3.165~ as the equity-debt risk premium for the index. (TR 2963) 
Adding the risk premium to Blue Chip Financial Forecasts ' consensus forecast of 
8.475~ for long-term government bonds, witness Seery cal culated a risk premium 
cost of equity of 11.65~ for the index. (TR 29~3) 

Witness Seery used a bond yield differential to estimate the additional 
return required by an A-rated utility over his AA-rated index . Witness Seery 
determined that the average spread between AA-rated bonds and A-rated bonds has 
been approximately 30 basis points over the past 60 months. (TR 2965) Adding 
30 basis points to cost of equity estimates for his index, witness Seery 
determined that in general the cost of equity for an A-rated electri c utility 
fell within a range of 11.6~ to 11.95~. (TR 2965) Finally, witness Seery 
concluded that Gulf Power was riskier than comparable A- rated utilities and thus 
an additional adjustment was warranted. Witness Seery added another 30 basis 
points to the top of the A-rated range to arrive at a cost of equity for Gulf 
Power of 12.25~. (TR 2966) 

Staff Analysis 
When analyzing the cost of equity one should realize that it is a 

subjective process. The cost of equity is impossible to measure precisely. 
Because of the rate setting process, however, staff must recoiTITIE!nd a po1 nt 
estimate of the cost of equity. Based on the following analysis, staff 
recommends a midpoint cost of common equity of 12.3~ for the purpose of ~etti~g 
rates. Staff believes the evidence supports a midpoint cost of equity within a 
range of 11.75~ to 12.75~. 

A 11 three witnesses used a discounted cash flow methodo 1 ogy to he 1 p 
determine Gulf Power's cost of common equity. The premise b~~ind the discounted 
cash flow methodology is that the investors' expected return is the sum of an 
expected dividend yield plus the expected growth rate of future di vidends. In 
a OCF analysis the current stock price should be used to determine the dividend 
yield. A utility's current market price is easy to determine. Even the expected 

((1 
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dividend for the coming yeir is easy to determine with a fair degree of accuracy. 
The variable subject to the most dispute and which has the greatest impact on the 
final result is the growth rate. Since dividends are the relevant cash flows the 
growth rate should represent the expected growth in dividends . (TR 1686) Use of 
a historic growth rate as a proxy for expected growth is appropriate only if the 
historic rate is expected to persist into the future. (TR 2728) Staff does not 
dispute the fact that analysts consider historical rates of growth to arrive at 
their estimates of expected growth rates . But this information has already ~een 
taken into consideration when analysts make their projections. Staf f fines it 
hard to believe that analysts make projections of future growth without 
considering historic performance . 

Witness Morin determined growth rates for his DCF analysis using histori t 
rates that are not expected to persist into the future. For example, witness 
Morin averages an IBES growth forecast of 3. 25~. a growth rate of 3. 23~ 
ca1 culated using the b * r approach, and a 5-year historic growth rate of 5.~ 
obtained from Value Line. Witness Morin uses the average of the three results, 
3.83~, is his DCF analysis of Southern Company . (TR 1695) Using a historical 
growth rate that 1s significantly different than that expected by investors 
upwardly biises both the dividend yield and growth component) of witness Morin ' s 
DCF analysis. Using a dividend growth rate of 3.83~ yields an expected dividend 
of S2.223 versus an expected dividend of $2.209 using a dividend growth rate of 
3.24~. The d·: fference in dividend yield 1s six basis points higher us ing a 
growth rate of 3. 83~. The u.jor impact, however , is the 59 basis point 
difference in the growth rates since the growth variable is additive. By 
averaging in a historical growth rate that is significantly different than tnat 
expected by investors, witness Morin overestimated the required market return 
indicated for Southern Company by 65 basis points. 

The same criticism &pplies to witness ~orin's OCF analysis of a group of 
comparable companies. Witness Morin uses historical growth rates that are higher 
than the growth rates indicated by IBES. The average historical growth rate i s 
5 .24~ compared to the average using IBES forecasts of 3.63~ . Witness Morin did 
not use the b * r approach for his analysts of this group of utilities. Staff 
notes, however, that the b * r approach, using the same methodology employed by 
witness Morin for Southern Company, provides a sustainable growth rate of 3.53~. 
Using a historical growth rate produced a cost of equity of 13.74~ versus a DCF 
cost of equity of 12.3~ produced using IBES growth forecasts. (TR 1703) Witness 
Morin averages the two results for an estimate of 13. 03~ for his g:-oup of 
comparable companies. (TR 1703) By using the higher historical growth rate 
witness Morin overest1•ated the DCF cost of equity for his group of comparable 
companies by 70 basis points. 

All three witnesses have adjusted their results to recognize the cost 
associated with issuing common stock. An allowance for issuance cos•s enables 
the utility to recover the cost inc!.lrred for issuing stock . Without an 
underwriting cost adjustment investors will never be able to earn the1~ expeLted 
return since the sales price will exceed the net proceeds to the company. It is 
the net proceeds plus retained earnings that comprise the earnings ~ase for a 
regulated utility. For example, if investors expect a return of 1n on an 
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investment of $100 in newly issued stock, but the company receives les s than SIOO 
due to the costs associated with issuing the stock, then the company must earn 
a higher return than 1~ on a smaller earnings base in order to provide investors 
with the opportunity to earn their expected return . 

The witnesses have disagreed on the magnitude of the issuance cost 
adjustment that is necessary. Witnesses Seery and Rothsch i1 d a 11 ow a three 
percent adjustment for issuance costs versus the five percent adjustment included 
in witness Morin's results. (TR 1706, 2719 and 2961) Based on the evidence 
presented, staff believes that an allowance of three percent is reasonable and 
should be used unless company specific evidence is available that shows a higher 
allowance is warranted. Using a five percent adjustment results in cost of 
eou1ty estimates that are approximately 20 basis points higher than they 
otherwise would have been if three percent were used . 

Staff disagrees with witness Rothschild's impl ication that the issuance 
cost adjustment should apply only to the external ly raised portion of common 
equity and not to the retained earnings portion. (TR 2719} Staff notes that for 
d ~ vidends to grow at the rate investors expect, the adjusted return on common 
equity must be applied to all common equity. 

Both witnesses Seery and Morin perfonned fon.ud looking risk premium 
analyses. Witness Morin uses Southern Company in two of his three r isk premium 
studies. For his third study witness Morin used Moody' s index of electric 
utilities. In ~ach study witness Morin calculates a regression equation based 
upon the regression of the risk preMium on the interest rate. Witness Morin uses 
the regression equation to predict a risk premium for a given interest rate. 
Witness Morin then adds the r1sk premium to the interest rate to provide an 
estimate of the cost of equity. 

Witness Morin disregards the 15.26~ return produced by his long -term r isk 
premium analysts of Southern Company as being upwardly biased. (TR !720} A close 
examination of witness Morin's remaining risk premium analyses show that ri sk 
premiums are not stable, can vary with interest rates, and can vary significantly 
with the same interest rate. For example, in witness Morin's risk premium 
analysis for Moody's Electric Utilities, interest rates of 9.5, to 10.5' had risk 
premiums associated with thett of 2.11, to 4.6~. (Exh. 195} A casual observation 
of the raw data leads the observer to conclude that other factors )n addition to 
interest rates affect risk premiu~s. This conclusion is supported statisticall y 
by the low r-squared statistic of Witness Morin's regression equations. In 
layman's terms, the r-squared, or the coefficient of determination, represents 
the percentage of the variability of the risk premium that can be erplained by 
the variability of interest rates. Witness ~rtn's regression equation for 
Moody's Electric Index has an r-squared of .256637. (Exh. 8, p. 3J His 
regression equation for Southern Company {1984-1989) has an r -squared of 
. 14479563. (Exh . 7, p. 3) In other words, the variability of interest rates 
explains 25.6637' and 14.479563%, respectively, of the variability of the risk 
premium. These results strongly suggest there are other factors besides interest 
rates that determine risk pre.iums. The ability of witness Mor in ' s regression 
equations to predict the risk pre•ium based on interest rates is questi onable. 
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In staff's opinion, the results of witness Morin's risk premium analyses should 
be rejected. 

Witness Seery also uses expectational data in his risk premium analysis. 
Witness Seery calculates the average equity risk premium over long-term treasury 
bonds for the most current 120 month period. Witness Seery adds the risk premium 
to Blue Chip's forecast of the long-term treasury yield for the upcoming year. 
This method weights equally all points under consideration. Staff believes that 
in this situation witness Seery's methodology yields a reasonable result. 
However, if the current trend appears to support higher or lower risk premiums 
that are very different than that suggested by the average, then added emphasi s 
should be placed on the 110re recent levels of the risk premium than on a 
historical average. Ot~erwise, the average risk premium may not be a reasonable 
estimate of the risk premium expected to persist in the near future. 

The remaining methodology used by the witnesses was the CAPH approach 
employed by witness Morin. The CAPM approach requires estimates of the company's 
beta, the risk-free rate, and the expected return on the market. Witness Morin 
used a beta of .75, Southern Company's beta, as a proxy for Gulf Powe~. (TR 1716) 
Witness Morin used the yield on long-term treasuries for the end of May 1990 of 
8 . 7~ . (TR 1716) Staff believes that Southern Company 's beta of .75 overstates 
the beta that should be used for Gulf Power. As noted by witness Rothschild, 
Southern Company experiences nuclear exposure through the substantidl nuclear 
exposure of its Georgia Power subsidiary. (TR 2729) Gulf Power has no nuclear 
exposure. Witness Rothschild observed a beta of .696 for his index comprised of 
Moody's electric utilities wit~ no nuclear construction. (TR 2717) Using a beta 
that reflects the risk of utilities with nuclear exposure, causes the return on 
equity for Gulf Power to be overstated. 

A 1n0re serious problet11 with witness Morin's CAPM analysis is tt.e use of 
earned returns as a proxy for the •arket return e~pected by investors. The CAPH 
is strictly expectational in nature. All the variables used to estimate a 
company's required return should be based on estimates of the future. Although 
past values of all the variables •ay be used to provide a basis for the required 
estimates, anticipated changes fro. the past to the future should be incorporated 
into the variables included 1n the model. 

Based vn witness Morin's own analysis, the current required return on the 
market is different than that calculated using earned returns over an extended 
period. Witness Morin used the OCF methodology to calculate an expected return 
on the •arket of 13.7~. (TR 1718) This expected return contrasts markedly with 
the 16.111 return estimated by witness Morin using earned returns. (TR 1717) In 
staff's opinion, using a return of 16.11~ overstates the return currently 
required by investors on the market and should not be used. Using the current 
market required return determined by witness Morin of 13 . 7~ produces a return on 
equity for Gulf Power of 12.451. 

The salle criticisms stiff hu of witness Morin's CAPM analyses apply to his 
Empirical CAPM analyses. In his Empirical CAPH analyses witness Morin adds a 
premium of the magnitude .25 * (Return to the Market - Risk Free Rate) to his 
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previously derived CAPH results. (TR 1719) Witness Morin claims this adj~stment 
is necessary because the traditional CAPH model produces a downward biased 
estimate of equity cost for companies with a beta less than 1.00. (TR 1718) 

Basically, witness Morin's adjustment will produce the expected market 
return. If the expected return to the market is 13.7~. then witness Morin ' s 
Empirical CAPM equation produces a cost of equity estimate of 13.7~ { Ke. 8.7~ 
+ .25 * (13.7%- 8.7~) + .75 * (13.7%- 8.7~) }. Witness Morin's Empirical CAPH 
analyses ignores the risk-return relationship for com~anies that are less risky 
than the market as deten.ined by a company's beta . Implicit in witness Morin ' s 
analyses is the assumption that investors require the market return for investing 
in a regulated utility. Staff disagrees with this implication . In general, 
electric utilities are less rislcy than the aver age company, and investors 
establish their return requirements accordingly . 

Witness Morin criticizes the OCF methodology. Witness Morin states that 
the traditional OCF model is not equipped to deal with surges in market -to -book 
and price-earnings ratios, as has been experienced by utility stocks during 1989. 
The standard infinite growth OCF model assumes constancy of such ratios . (TR 
1672) Staff notes, however, that with the exception of witness Morin 's CAPH 
analyses that rely on earned returns, the OCF methodology is embedded throughout 
his analyses and results. Furthet"'IIre, witness Morin did not present any 
evidence that s'1ows investors do not expect such •constancy• in the future. 
Finally, the use of a non-constant growth OCF model, such as the model advocated 
by witness Seery, addresses witness Morin's concerns . 

Witness Morin mistakenly criticizes witness Seery's intermediate term 
growth estimate for the next four years . Witness Morin calcul ates an 
intermediate term growth rite of 3.0~ usin9 witness Seery ' s data. (TR 3254) 
Witness Morin ' s calculation of 3.0~ is mathematically incorrect. The g~ometric 
rate of growth implicit in witness Seery's dividends for 1990 through 1993 is 
approximately 4.04~. Thi s number is calculated by taking th£ third root of: (1 
+ (2.68 - 2.38)/2.38). The 2.38 and 2.68 are the dividends forecasted by Value 
Line for 1990 and 1993, respectively. Witness Morin took the fourth root of the 
above equation and thus incorrectly determined a lower growth rate. Multiplying 
the 1990 dividend by 1.03 each year for three years produces a 1993 dividend of 
2.60. Value Line projects a 1993 dividend of 2.68, which is the number that is 
produced if one uses the geometr ic growth rate of 4.04~. Staff notes this is 
close to the IBES forecast of 4.14~. (TR 3254) 

The IBES estimates are five year forecasts of earnings growth. OCF theory 
clearly states that it is expected future cash flows in the form Jf divid~nds 
which constitute investment value. (TR 1686) In witness Seery ' s analyses, he 
uses the actual dividends forecasted by Value line for the per iod 1990 through 
1993. He then uses the b • r approach to estimat e the long-term sustainable 
growth rate that could be expected by investors after 1993. The conceptual 
premise behind this approach is that the future 9rowth in dividends for existing 
equity can only occur if a portion of the overall return to the investors is 
reinvested into the firm instead of being distributed as dividends . 
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Witness Rothschild also uses the b * r approach. Witness Rothschild 
adjusted upwards his growth rate by five basis points to reflect the growth in 
earnings or dividends caused by new stock sales at market prices greater than 
book value. (TR 2713) Staff believes this is a reasonable adjustment and 
probably should be recognized when determining growth using the b * r approach. 

For the purpose of determining the investors' required return , staff agrees 
with witness Morin's use of a DCF model that reflects the quarterly recei pt of 
dividends. But, as stated by witness Seery, 

" ... the use of models that accurately reflect the receipt and 
timing of cash flows provides a better estimate of the cost of 
equity. However, using the results derived from a quarterly DCF 
model without making a ratemaking rate of return adjustment is 
inconsistent. The ratemaking rate of return adjustment recognizes 
the time value of money associated with the Company ' s receipt of 
monthly revenues. It is inconsistent to select ively recognize the 
time value associated with the investors ' quarterly receipt of 
dividends, through the use of a quarterly model, and then not 
recognize the time value associated with the Company's monthly 
receipt of revenues." (TR 2966) 

To determine the utility's after-tax equity earnings the 13 -month average 
equity balance is multiplied by the cost of equity. In witness Morin's example 
(Exh. 196, p.2) the average equity balance would simply be the sum of the book 
equity book value per share each month multiplied by the number of shares 
outstanding, divided by 12. So, carrying witness Morin's example one step 
further, multiplying the average book equity book value per share of S31.7027 
(calculation) by the investor required return used in his example of 14.04~ 
should produce earnings of approximately $4.19 (the amount of earnings required 
to produc~ the growth rate and stock price appreciation implicit in Morin 's DCF 
example). BUT, multiplying the average book equity book value per share of 
S31.7027 by 14 . 04~ actually w111 produce earnings of approximately S4.45 per 
share, an amount greater than necessary to meet investor return requiremer.ts. 

Staff notes that if witness Morin had multiplied his monthly market 
required return of 1.1009% (equivalent to .011009) by 12 months he would have 
obtained a return of 13.21~. Applying 13.21~ to the average book equity book 
value per share of $31.7027 will produce approximately $4 . 19 in earnings per 
share, the amount of earnings implicit in witness Morin's Quarterly DCF Model 
Assumptions. The 13.21~ is the ratemak1ng rate of return alluded to in witness 
Seery's testimony. 

In summary, staff believes the evidence presented supports a midpoi nt cost 
of equity for the purpose of setting rates of 11.75~ to 12.75~. Staff believes 
witness Seery's recommendation of 12.25~. adjusted upwards by five basis points 
to reflect the growth in earnings caused by new stock sales, is well supported 
by the evidence and 1n staff's opinion represents the best estimate of the 
Company's cost of equity. Staff therefore recommends a cost of common equity of 
12.3~ for Gulf Power. (Prior to any adjustment, See Issue 38) To put this 
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recommendation in perspective, at the time the revised testimony was filed the 
average yield on long-term treasuries was 8 . 74~ and the yield on A-rated utility 
bonds was 9.9~ for April 1990. (Exh. 381, Schedule 3) . The average yield for 
June 1990 was 8.6~ for long-term treasuries and 9.8~ for A-rated util lty bonds 
as reported by Moody's Bond Survey, July 16, 1990. 

•) ._ . : 



ISSUE 38: Should the newly authorized return on common equity be 
reduced if it is determined that Gulf Power Company has been 
mismanag~d? (Vandiver) 

RECOMMENDATION SQMMAR'i; 'ies, staff recommends that the newly 
authoriz~d return on common equity be reduced by fifty (50) basis 
points f or a two year period due to mismanagement. Mismanagement 
is present through the acts of the senior vice president alone. 
Mismanagement is also present due to the l~ck of action concerning 
tl.1s individual, by Gulf Power's president, in light of information 
availabl e at the time. 

DISCUSSION 

The record is clear that corrupt practices took place at Gulf 
Power Company from the early 1980s through 1988. The corrupt 
practices include but are not limited to theft of company property, 
use of company employees on company ~ime to perform services for 
management personnel, utility executives accepting appliances 
withou~ payment, and political contributions made by third parties 
and charged back to Gulf Power Company. These activities are 
discusbed in greater detail below. The majority of the 
unethical/ illegal activities involved Jacob Horton, the Senior Vice 
President of Gulf Power Company. 

Given that the corruption in a variety of forms was present, 
the question becomes whether the management of the power compar;y 
knew or should have known of the illegal andjor unethical conduct 
that was taking place. At this point it is incumbent upon the 
staff to note that there is no record evidence to indicate that Mr. 
Douglas McCrary, President of Gulf Power Company from May of 1983 
throu Jh the present, ~ that illegal or unethical conduct was 
taking place as it happened. Mr. McCrary testified under oath as 
to his lack of contemporaneous knowledge of Mr. Horton's 
activities, and apart from the information discussed below, no 
evidEnce of record disputes this testimony. (See Rl31-3 2) 

Staff does believe that the president should have known of 
some of these activities and should have acted sooner and with 
sterner measures with regard to Mr. Horton's activities. This 
inaction constitutes mismanagement. As a totally independent 
ground, the activities of Mr. Horton and his subordinates as Senior 
Vice Present alone constitute mismanagement. This recommendation 
is premised upon the structure of Gulf Power management with tour 
vice presidents reporting to the president. A~ one of those vice 
presidents, Mr. Horton's actions are those of Gulf Power 
management. 

In terms of tho president's actions or inaction, staff 
believes that there were many early warning signals which indicated 
that Mr. Horton was involved in illegal or unethical conduct. In 
December ot 1983 Mr. McCrary received anonymous letters concerning 
employee misappropriation of goods. Mr. McCrary commissioned an 
independent investigation by security personnel from a s i ster 
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company to avoid one peer investigating another . The result of 
this investigation was the •Baker Childers report•, which was 
Exhibit 391 at the hearing . This report focused on warehouse 
thefts directed by Kyle Croft. Also contained in this report were 
allegations of company personnel performing personal services for 
Gulf Power executives, including Mr. Horton, on company time with 
company materials. When Mr. McCrary asked Mr. Horton about these 
allegation•, Mr. Horton denied them, and no further action was 
taken. {Rl69) This incident did, however, raise Hr. McCrary's 
suspicions about Mr. Horton. {R168) 

With regard to the principal allegations in the 
B.lker-Childera report, Mr. McCrary fired Mr. Croft on a sunday 
morning in late January 1984, based on the report. However, Hr. 
Horton intervened and persuaded Mr. McCrary to rescind the firing 
decision and allow Mr. Croft to resign. Unknown to Hr. McCrary 
at the time, Mr. Horton arranged for Mr. Croft's attorneys fees and 
health insurance to be paid and billed back to Gulf Power. The 
president le3rned of this payment in 1988. (R197) As pact of Hr. 
Croft resigning from Gulf Power, Mr. Croft executed a promissory 
note for $15,986.62 to Gulf Power Company. This represented an 
estimate o f the property Mr. Croft had stolen from Gulf Power. 
Concurrent with the execution of this note, Mr. Horton stated that 
Gulf Power would not enforce the note, and Mr. Horton executed a 
note payable to Mr. Croft for the same amount. (Ex. 396 at p. 55) 
This was done to protect Mr. Croft if Gulf Power decided to enforce 
the note. When the president learned of Mr. Horton's ~ote in 1986 
it also heightened the president's suspicion of Mr Horton . (Rl99) 

In June of 1984 it was learned that Gulf Power had delivered 
approximately $10,000 worth of appliances to Mr. Addison, former 
president of Gulf Power Company and now head of the Southern 
Company, the parent company of Gulf Power. Hr. Addison was not 
billed for these goods, and it was the intent of Gulf Power 
employees to give the appliances to Hr. Addison. (Rl83) The 
president learned of this scheme and discussed the matter with Mr. 
Addison. Mr. Addison was billed and then promptly paid for the 
appliances. {R184) The employees involved reported t Mr. Hnrton 
and this again raised suspicion concerning Mr. Horton. (Rl86) No 
further investigation of the appliance division was made. (Rl87) 

In July of 1984 Mr. Horton instructed a Gulf Power employee 
to solicit a $1,000 political contribution from a local architect 
that worked with Gulf Power Company. The president learned of this 
several days later. (R223) He spoke to Mr. Horton and 
•reemphasized• that pressure would not be placed on vendors to make 
political contributions. (R223) Mr. McCrary conceded that he was 
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very much suspicious about Mr. Horton by July of 1984. (R225) 
Unknown to the president at the time was the fact that Gulf Power 
in fact reimbursed the architect for the political contribution. 
(Ex. 396 at p. 21) In the tall of 1986, the president learned that 
Gulf Power had reimbursed Mr. Graves (the architect), and had Mr. 
Graves reimburse Gulf Power Company, and then had Mr. Horton 
reimburse Mr. Graves. (Id) Any suspicion created in 1984 by this 
situation must have been greatly increased by the 1986 
transactions. 

On October 31, 1989 Gulf Power Company entered quilty pleas 
to two felony counts in the United States District Court for the 
Northern District of Georgia, Atlanta Division . Gulf Power paid a 
$500,000 fine tor these crimes . (Ex. 413) This negotiated plea 
a~reement grew out of Gulf Power activities from 1981-1988. over 
120 counts were detailed in Exhibit 413. Basically Gulf Power 
management through Mr. Horton and his subordinates •systematically, 
repeatedly and willfully instructed its outside vendors, such as 
its advertising agencies, to submit false or inflated invoices to 
Gulf Power Company for payment by Gulf Power Company in ord~r to 
reimburse those vendors for payments they had made to pol1tical 
candidates and others at the direction ot Gulf Power Company. • 
(Ex. 413 at p. 13) These illegal acts were not isolated cases and 
are factually indistinguishable from the Graves contribution which 
the president knew of 1984 and learned more about in 1986. At the 
hearing staff questioned Mr. McCrary concerning four illegal 
transactions in July of 1985. (R245-46) In each case Mr. Horton 
had to inform the various entities where to send funds, be certain 
the false vouchers were paid and then check with the payees to be 
certain the funds had been delivered. These activities consumed a 
lot of Mr. Horton's time. ( R24 6) The president met with Mr. 
Horton in one-on-one meetings •every day almost• in addition to 
regularly scheduled staff meetings. (R219) The president said it 
was fair to characterize the meetings as •constant inter-re action•. 
(R219) The president testified he knew nothing of the illegal 
activities, but given the extent of the activities and suspicion 
already raised in conjunction with the •constant inter-reaction• of 
these two men, the president should have known of Mr. Horton's 
illegal activities. This is especially true in light of the fact 
that the president testified that he had been warned that Mr. 
Horton's method of operation was questionable and that •something 
was not exactly right• with Mr. Horton's behavior. (R231) 

Staff believes that the explicit warnings the president 
received concerning Mr. Horton, coupled with the Baker Ch1lders 
Report in early 1984, the Addison appliances in June of 1984, the 
Graves contribution in July of 1984, the 1986 Kyle Croft l awsuit 
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revealing more information concerning Mr. Croft's resignation and 
the subsequent information in 1986 regarding the 1984 Graves 
contribution all indicate that the president should have been aware 
of Mr. Horton's activities. This is especially true in light ot 
the close business relationship between the two men. An 
investigation of Mr. Horton's activities was clearly indicated by 
1986. 

In the Fall of 1988 the president saw the Appleyard ledgers. 
He knew at that tim~ that violation~ of the law were involved. 
(R244) These accounts were handled by the organization reporting 
to Mr. Horton. Mr. Horton was informed that he was to be separated 
from the company on April 10, 1989. 
(R4192) As of May 1, 1989, the company ha d not undertaken an 
investigation of Mr. Horton, despite the events described above. 
See Exhibit 382 at p. 16A. Staff believes that the lack of action 
regarding Mr. Horton by the president constitutes mismanagement 
because he should have been aware of Mr. Horton's activi~it~ or 
started an investigation i nto Mr. Horton's activities based on the 
events discussed above. 

Not only did the president fail to initiate an investigation 
of Mr. Horton, but Mr. Horton received no written reprimand in the 
time Mr . McCrary was President of Gulf Power Company from 1983 
until the time of Mr . Horton's death in April of 1989. (R4186-87) 
This lack of written reprimands is troubling when one considerc the 
president's subsequent knowledge of Mr. Horton's promissory note , 
the Graves Contribution, and paying Mr. Croft's legal and insurarce 
c osts . In one case (the Graves situation) Mr. Horton lied to Mr. 
McCrary in 1984 and Mr. Mccrary knew he lied in 1986 and in a nother 
case (paying the legal and insurance costs for Mr . Croft ) Mr . 
Hor ton directly disobeyvd the president's explicit instructions . 
(R197) Mr. Horton also received Productivity Improvement Program 
payments for his job performance in 1983 , 1984, 1985, 1986, and 
1988 . (Ex. 547) He also saw his base salary rise each year from 
1983-1988. ~ 

Although staff believes the president's lack of actio11 
regarding Mr. Horton constitutes mismanagement, staff believes that 
given Mr. Horton's position, his actions alone constitute 
miscanagement irrespective of the president's inaction . Gulf Power 
has over 1 600 employees. Mr. McCrary is the leader of these 
employees, and four executives reported directly to him, as well as 
the director of Public Relations. (See Rl92; Ex. 414) Thus all 
policy decisions and supervision of all Gulf Power personnel is 
vested in this management team. Staff does not use the term 
•management team• loosely. The president expressed it this way: 
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I did that (consulted the vice-presidents on the 
decision to fire Mr. Croft) because we operate that 
company on a-- in a manner such that all 'Jery 
important decisions that we make, we try to do as a 
group, so that all vice presidents are satisfied that 
they have had their input and they agree with the 
decision. 

(R193; See R217; 3050) 

Given this management philosophy and practice, staff believes 
it totally appropriate to find Mr. Horton's actions as those of 
Gulf Power management. Mr. Horton was one of the five people that 
ran Gulf Power. In carrying out his duties as Senior Vice 
President, he committed illegal and unethical acts on behalf of the 
utility. As such Gulf Power Company was guilty of mismanagement. 

In terms of the scope of the corruption taking place at Gulf 
Power Company, several company programs were initiated to deal with 
the problem. Among these programs were adoption of a company Code 
of Ethics in August of 1984 and the implementation of an amnesty 
program around the same time. The Code of Ethics was adopted in 
response to the •myriad of things that had been going on in the 
early 1980s.• (R204) The president agreed that every large well 
run utility should have a Code of Ethics nnd he couldn't say why 
Gulf Power lacked a Code of Ethics prior to that time. (Id.) All 
existing and new employees were required to sign a compliance 
statement. To implement the Code, Gulf Power had a series of 
meetings to explain the Code and the reason for it. Tne president 
was unable to point to anything Gulf Power did to further implement 
the Code from August of 1984 through January 5, 1989. On January 
5, 1989, the Audit Committee of the Gulf Power Board of Directors 
adopted a resolution to reiterate the Code of Ethics and ordered 
management to take certain actions to implement the Code. (R206) 
The president explained the action as follows: 

We thought it was in -- that what we should do is to 
reemphasize the Code of Ethics; to have an educational 
program; to have a program of ethics awareness, and to 
generally have employees focus on the Code of Ethics 
being a real and living document. (R206) 

The Code of Ethics was adopted in 1984 to combat the 
embezzlement of Gulf Power property and by 1989 different sorts of 
ethical violations were apparent , indicating that some employees 
lgnored the Code or failed to take it seriously. (R214-15) Staff 
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believes the 1989 measures should have been in effect in 1984 and 
there was haphazard enforcement of the Code from 1984-1988. 

Gulf Power's amnesty program was initiated in the s ummer of 
1984 . This program was implemented in response to numerous 
allegations against Gulf Power personnel in the Saker-Childers 
Report. (R128) An outside law firm administered the program in 
order to shield the identity of the participants from the company. 
(Ex. 396 at p. 40-41) The program was designed to allow company 
employees that had improperly obtain&d goods or services from the 
company to make restitution to the company and then be subject to 
no further action. (R12S) Gulf Power had no way of knowing 
whethet" the amounts collected under the amnesty program ;..rere 
correct. (R136; 140) A total of $13,124.23 was collected pursuant 
to this program. Of this amount, $10,500 (80\) came from two 
individuals in leadership positions at Gulf Power Company. (R138; 
201; See Ex. 414) 

on January 1, 1988, one of the persons who reported directly 
to the president was involved in three automobile accidents while 
driving a company vehicle. He was charged with D.U.I. and a nu~ber 
of traffic violations at the scene of the third accident. Mr. 
Horton informed the president of the employee's arrest. The 
president believed it would be very damaging to Gulf Power 1f the 
incident were reported in the media and he made a conscious 
decision not to have the accident reported as required cy company 
procedures. (Ex. 396 at p. 66) Mr. McCrary did require the 
individual to pay for all damages. Although this activity 
constituted a violation of the Code of Ethics, t.he i ndividual 
involved received no written reprimand. (R180) He was orally 
reprimanded, although it is not clear by whom. (R181) Staff would 
make two points concerning this incident. First, it would appear 
that this incident supports the lack ot commitment to enforcement 
of the Code of Ethics from 1984-1988. It also raises the iss~e of 
Gulf Power treating executives differently concerning ethical 
violations than other employees. This is buttressed by the lack of 
investigation of allegations concerning personal use of company 
materials involving an ex-president of the Southern Company. 
(R134) This is especially true when one considers that a lower­
level employee was tired for stealing a gallon of gas and certain 
other unspecified violations. (R107; 128; 182) 

Gulf Power also did business in 1983 with Scott Addiso~ , the 
son of Ed Addison, the Chief Executive Off leer of the Southern 
Company. Although this specific transaction does appear prudent ir. 
and of itself, staff does question the propriety of doing business 
with relatives of the parent company personnel. This is especially 

I) 
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true when the transaction was not handled in the normal manner and 
Gulf Power conceded that absent the family connection, the person 
would probably not have received the same treatment. (See R3841-
3844) 

To summarize, staff believes the events described above 
support a t inding of mismanagement on the part of Gulf Power 
Compar.y. The finding of mismanagement is premised on the 
activities of Mr. Horton, the president's lack of knowledge of 
those activities despite the incidents discussed above, the lack of 
investigation of Mr. Horton, the lacK of written reprimands to Mr. 
Horton, the ~ircumstances relating to the readoption ot the Code of 
Ethics, the uneven enforcement of same, the various executives 
accepcing goods or services without payment and the other factors 
discussed above. These factual circumstances lead staff to agree 
with Ms. Bass, •that the corporate culture was such that employees 
believed these types of illegal activities were, at the least, 
condoned by top management.• (R2994; See Ex. 391 at p. 10; 28; 33) 
This is particularly true when one considers that illegal act:vity 
continued fot at least eight years. 

If the commission disagrees with staff's recommendation that 
mismanagement was present, the remainder of the recommendation on 
this issue is moot. 

If the Commission believes that mismanagement existed at Gulf 
Power Company, the issue becomes what action the Commission should 
take. Gulf Power argues that the Commission lacks authority to 
lower the return on equity in absence of a demonstrable impact on 
rates or servi ce from the mismanagement. Gulf Power Brief at 110; 
See ~. at 107-138) In United Telephone co. of Florida v. ~, 
403 So.2d 962, 966 (Fla. 1981), the court stated that after the 
rate of return is calculated, •the commission can make> further 
adjustments to account for such things as accretion, a ·i:trition, 
inflation and management efficiency.• (Emphasis supplied) Sta~f 

helieves this case, in conjunction with the fact that public 
utility regulation is an exercise of the police power (See Section 
366.01, Florida Statutes) and other statutory provisions (See 
Sections 350.117, 366.041, 366.07, and 366.075, Florida Statutes) 
grant this Commission ample authority to take management effici~ncy 
into account in setting rates. 

The statutory provisions cited above give the Commission 
authority to consider management efficiency in setting rates. Jn 
consideration of relative efficiency, the Commission should reward 
the more efficient and give less relief to thobe operating in a 

·~. ~ -. 
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less efficient manner. As the court stated in Deltona Corp, y, 
Florida pyblic Service Commission, 220 so.2d 905, 907 (Fla. 1969): 

A statutory grant of power or right carries 
with it by implication everything necessary to 
carry out the power or right and make it 
effectual and complete. 

Staff believes the proper method of dealing with mis~anagemPnt 
is through the return on equity. The New Hampshire Public 
Utilities Commission has acted in conformity wi th this principle: 

The method of addressing managerial ineffic1ency which is 
most soundly rooted in proper regulatory principles and 
is most appropriate to the instant situation is a 
reduction in the allowed return on common equity. ~ 
Public Service Commission of New Hampshire, 57 PUR4th 
563, 594 

The CoJD.JDission should take similar action here. In the 
instant case there wer e various ongoing c riminal conspiracies 
reaching to the highest levels of management. These events, widely 
reported in the media, have hurt the company's relationship with 
its customers, as was made clear from the testimony customers gave 
at the service hearings. It is axiomatic that the i nvolvement of 
managerial personnel in criminal activities lessened the efficiency 
of management in providing electric service. 

If the Commission determines that it lacks authority to lower 
the return on equity of Gulf Power Company or that no reduction is 
appropriate, the remainder of the recommendation on this issue is 
moot. 

In terms of lowering the authorized return on equity due to 
management inefficiency, the Commission should be aware of two 
landmark u.s. supreme Court cases, Bluefield Waterwork s Improvement 
co. v. pyblic Service Commission, 262 u.s. 679 (1923 J and Federal 
Power Commission y. Hope Natural Gas Co., 320 u.s. 59 1 : 1944). 
These cases stand for the proposition that utilities must be 
permitted the opportunity to earn a fair rate of returr . In 
Bluefield, the Court stated: 

The return should be reasonably sufficient to 
assure confidence in the financial soundness 
of the utility and should be adequate, under 
efficient and economical management, to 
maintain and support its credit and enable it 

I) 
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to raise the money necessary for the proper 
discharge of its public duties. (Emphasis 
Added) 

262 u.s. at 693. 

As to the amount of the reduction, this is a matter for the 
Commission's discretion. The Commission should not set the ROE 
below the lowest point established by the testimony , however. 
While staff believes that the ~ and Bluefield line of cases 
presume honest and efficient management and that arguably criminal 
activity takes the Commission out of these cases, staff recommends 
that the ROE be set no lower than the lowest point set forth in 
testimony, i.e. 11.75\. 

Staff has recommended an ROE of 12.30\. Staff recommends that 
this figure be reduced by so basis points for a two year period. 
This reduction is meant as a message to management that the kind of 
conduct discussed above will not be tolerated for public uti 1 ities 
which operate in Floriaa. Staff has recommended that this 
reduction be in effect for only two years rather than indefinitely. 
This is to reflect staff's belief that Gulf Power has turned the 
corner on dealing with the unethical/illegal behavior which was 
endemic for at least eight years. At the same time a two year 
reduction in the ROE reflects staff's belief that thg disregard for 
public service and ratepayers as discussed above should not be 
ignored. 

(ISSUE38.JMB) 

' ) ,_, '.I 
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STIPULATED 

ISSUE 39: Should the preferred stock balance appeiring in the capital structure 
be net of discounts, premiums, and issuance expenses? (YECCO) 

RECQMHENDATION: Yes. The preferred stock bilance should be net of discounts, 
premiums and issuance expenses. 

POSITION Of PARTIES 

YUif: The preferred stock balance appearing in the capital structure should be 
net of discounts, premiums and issuance expenses. 

OFFICE Of PUBLIC CQUNSEL: The preferred stock balance appearing in the capital 
structure should be net of discounts, premiums and issuance expenses. 

STAFF ANALYSIS: All parties agree that the preferred stock balance appearing in 
the capital structure should be net of discounts, premiums and issuance expenses. 
The net effect on the capital structure will be to reduce the preferred stock 
balance by $948,000 and to increase the common equity balance by $948,000. 
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ISSUE 40: Should Gulf Power's non-utility investment be removed directly fro1n 
equity when reconciling the capital structure to rate base? (YECCO) 

REC<M1ENDATIOH: Yes. Gulf Power's non-utility investment should be removed 
directly from equity when reconci ling the capital structure to r~te base. 

pOSITION Of PARTIES 

GYlf: No. Gulf's non-utility activities have no effect on the Company ' s cost of 
capital, and to remove thas~ investments directly from equity would unjustly 
penalize the Company's stockholders . Recognizing that some of the items in the 
capital structure, such as customer deposits , are not related to non -utility 
investments from the capital structure using long-tena debt, preferred stock, and 
common equity sources of capital as a reasonable proxy for the cost of capital . 

OFFICE Of PUBLIC CQUNSEL: Yes. The Company has removed part of this investment 
from dAbt. Reduce equity and increase long-ten~ debt by $7,282,000 . 

STAFF ANALYSIS: The Company's position, supported by witnesses Scarbrough and 
Morin, is that Gulf's non-utility activities have no effect on the Company ' s cost 
of capital, and to re.ove the invest~nt directly from equity would unjustly 
penalize the Company's stockholders. Through witness Morin's testimony the 
Company attempts to shift the burden of proof on staff to det110nstrat e that 
unregulated investments affect Gulf's cost of capital. Wttne~s Morin states, 
•there has been no evidence presented suggesting that the small investment Gulf 
has in non-utility operations has i~acted the cost of capital calculation of any 
witness•. (TR 3258) Witness Morin also states that Gulf Power ' :; diversified 
activities into both utility and non-utility operations reduces the risk to those 
investors who are not diversified on their own. (TR 3259) Witnes~ Morin implies 
that staff witness Seery ignores the potential ber.~fits of diversification t c the 
investor. Witness Scarbrough simply refers to witness Morin's testimony in hi s 
discussion of this issue. 

Witness Seery testifies that non-utility property and non-regulated 
subsidiaries be removed fro. the capital structure directly from equity unless 
the Company can show, through competent evidence, that to do otherwise would 
result in a more equitable determination of the cost of capital for regulatory 
purposes. (TR 2966A) Witness Seery offers two reasons for his recommended 
treatment of non-utility invest.ents. First, the cost of capital allowed for 
r·atemaking purposes should be the cost of capihl usociated with the provision 
of utility service. {TR 29668) There are very few invest.ants that a utility can 
make that are of equal or lower risk. Non-regulated invest.ents wi 11 almost 
certainly increase a regulated utility's cost of capital. (TR 29668) Thus, the 
effects of the unregulated invest.ent on the regulated capital structure should 
be removed. Second, there are the signals and incentives associated with th~ 
Commission's policies. (TR 29668) If a utility can finance non-utility property 
at the utility's cost of capital, it w111 have an economic incentive to do so. 
When this occurs, ratepayers subsidize through capital costs investments not 
necessary for the provision of ut111ty service. (TR 2966C) 
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Staff agrees with witness Seery's ~osition that non -utility investments 
should be removed directly from equity. To the extent the Company's non -utility 
investments are riskier than its utility investment, the Company ' s overall cost 
of capital will increase. By removing the non-utility investment directly from 
equity, staff recognizes that riskier investments have higher required returns 
and thus a higher cost of capital. (TR 29668) In addition, removing nonregulated 
investments from equity helps protect the ratepayer from financi al cross ­
subsidies associated with the capitalization of the nonregulated investment. 

With respect to witness Morin's diversification argument, basic financial 
theory indicates that to intelligent investors, diversifiable risk is 
meaningless. Investors will diversify their portfolio to eliminate that 
particular type of risk. The only type of risk for which investors will demand 
compensation is nondiversifiable risk . The larger a security ' s non ·diversifiable 
risk, the larger the required return. Nondiversifiable risk is measured by a 
firm's beta. Since there are very few investments that have lower betas than a 
regulated utility most non-utility investments will increase the nondiversifiable 
risk of a regulated utility. Witness Morin chose to ignore this basic t enet of 
financial theory in his discussion of risk reduction. 

In summary, staff recommends that Gulf Power ' s non-utility inves~ments be 
removed directly from equity. Removing non-utility investments directly from 
equity recognizes their higher risks, prevents cost of capital cross-subsidies, 
and sends a clear signal to utilities that ratepayers will not subsidize non­
utility related costs. 
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ISSUE 41: Should Gulf Power's temporary cash investments be removed directly 
from equity when reconciling the capital structure to rate base? (YECCO} 

RECottiENPAIIQH: Yes. Gulf Power's teJDpOrary cash investments should be removed 
directly fro. equity. 

POSITION OF PARTIES 

GYlf: No. These funds are essentially all of Gulf's available working funds, 
and are required and necessary for the provision of electric service. 

OFFICE OF PVBLIC CQUNSEL: Yes, to the extent that te.oorary cash investments are 
not necessary for the provision of utility service, Gulf Power's temporary cash 
investments should be removed directly fro. equity. 

STAFF ANALYSIS: In Issue 21, staff reco..ended that the C0t1111hsion exclude the 
Company's temporary cash investments fro. working capital . In staff's opinion 
the Co~pany did not show that its ta.porary cash investments are necessary for 
the provision of utility service. The Company's position in Issue 21, was that 
the temporary cash investllents are necesury to prov1de utility service and 
should therefore be included in working capital. If in Issue 21 the Commission 
agrees with the Ca.pany then Issue 41 beca.es moot. 

Witness Seery testified the appropriate regulatory treatment of temporary 
cash investments should depend on their prudency. (TR 2966C) If the compa, y can 
de.onstrate, through ca.petent evidence, that their te.porary cash investments 
are necessary for the provision of ut111ty service they should remain in rate 
base and earn at the utility's overall rate of return. Any earnings generated 
by these funds should then be used to offset revenue requirements . (TR 2966C) 
However, if the utility fails to dettOnstrate the prudency of their temporary cash 
investllents they should be re~~aved directly fr011 equity when 1econc1ling the 
capital structure to rate base. As stated by witness Seery: 

•such treat.ent re10ves the capital structure implic~tions of 
excess 1ve cash or te.porary cash i nvest~~ents. In a c0111pet 1t i ve 
environment the cost of poorly unaged cash resources cannot be 
passed through to custOMrs, instead shareholders bear the cost. 
SiMilar treat.ent by the Co..1ssion would •irror the competitive 
envi ron~tent and send appropriate s 1gna 1 s to ut 1li ty owners and 
•anagers regarding cash balances and working capital allowances.• 
(TR 29660) 

The CoMPany's position is that if in Issue 21 the Commission finds in favor 
with staff then the ta.porary cash invest.ents should be removed pro rata from 
the capital structure. The pro rata re10val of temporary cash investments would 
be consistent with the Ca.aiss1on's decision in the Ca.pany's last rate case. 

Staff agrees wtth witness Seery' s proposed treat.ent. If in Issue 21 the 
Commission excludes the Ca.pany's te.por1ry c1sh investments from rate base, 
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Staff recoaaends that the te.porary cash 1nvest.ents be removed directly from 
equity when reconciling the capital structure to rate base. 

9() 
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ISSUE 42: What is the appropriate balance of accuiJtJlated deferred investment t ax 
credits (lTC)? (BRAND) 

RECOMMENDATION: The appropriate 13-.anth average balance of accumulated defe .. red 
ITC's is $42,275,000 at a weighted cost and $858,000 at zero cost, befor€ 
adjustments are made to reconcile capital structure to rate base. 

PQSITION Of PARTIES 

~ The appropriate balance is $41,474,000 ($48,926,000 System). 

OFFICE OF PUBLIC COUNSEL : This is a fallout number wntch will be provided later 
with the filing of the schedules. 

INDUSTRIAL INTERVENORS: No position. 

STAFF ANALYSIS : Gulf's 13-.onth average balance of accumulated deferred ITC ' s 
for 1990 totalled $48,926,000 on a total Company basis, as shown on HFR B-23. 
This cc.;'ls1sts of $48,068,000 at weighted cost and $858,000 at zero cost , on a 
total company basis . HER 0-1 shows a specific adjustment made by Gulf removing 
UPS-related ITC's of $5,793,000. Late-Filed Exhibit No. 572 (TR 769) shows ITC ' s 
totalling $6,821, related to the rate base adjustments proposed by Staff . Staff 
would ordinarily recom.end that specific adjustments be made for those amounts 
identified, in order to satisfy the noraal1zat1on requirements of the Internal 
Revenue Code. However, such adjustments are not recommendod in this case because 
the difference between the specific identification of deferred taxes and the 
prorata adjustment 1s i~terial in its effect on the capital structure, and 
because there is insufficient basis 1n the record to support these adjustments . 

Staff reca.aends that the appropriate 13-MOnth average balance of 
accumulated deferred ITC's 1s $42,275,000 ($48,068,000 - $5,793 000) at a 
weighted cost and $858,000 at zero cost, before any adjustments are made to 
reconcile capital structure to rate base. 

31 
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ISSUE 43: What is the appropriate balance of accumulated deferred income taxes? 
(BRAND) 

RECOfttENDATION; The appropriate 13-month average iJalance of accumulated deferred 
income taxes is $189,038,000, before any adjustments to reconcile capital 
structure to rate base. 

POSITION Of PARTIES 

~ The appropriate balance is $182 ,959,000 ($203,823,000 System). 

OFFICE OF PUBLIC CQUNSEL: Th is is a fallout number which will be provided later 
with the filing of the schedules. 

INDUSTRIAL INTERVEHQRS; No position. 

STAFF ANA~YSIS; Gulf's 13-month average balance of accumulated deferred income 
taxes for 1990 totalled $203,823,000 on a total Company basis, as shown on MER 
B-24 . MER 0-1 shows a specific adjustment made by Gulf removing UPS-related 
deferred taxes of $14,785,000. late-Filed Exhibit No. 572 (TR 769) contains 
deferred taxes totalling $315,913, related to the rate base adjustments proposed 
by Staff. Staff would ordinarily recom.end that specific adjustments be made for 
those amounts identified, in order to satisfy the normalization requicements of 
the Internal Revenue Code. However, such adjustments are not recommended in this 
case because the difference between the specific identification of deferred taxes 
and a prorata adjustment is iMmaterial in its effect on the capital structure, 
and because there is insufficient basis in the record to support these 
adjustments. 

Staff recomnends that the appropriate 13-month average balance of 
accumulated deferred incoae taxes is $189,038,000 ($203,823,000- $14,785,000), 
before any adjustments to reconcile capital str~cture to rate base 
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ISSUE 44: What is the appropriate weighted cost of capital including the proper 
components, amounts and cost rates associated with the capital structure for the 
projected test year ending December 31, 1990? (YECCO) 

RECQHHENPATION: The appropriate weighted average cost of capital, including the 
50 basis point reduction recommended in Issue 38, is 7.8~. 

POSITION Of PARTIES 

~: The weighted average cost of capital as calculated at the time the Company 
filed its position for rate relief was 8.34,. Since that time, based on current 
as of Hay 1990, Gulf's cost of capital witness has adjusted his recommended 
return on equity from 13.00 to 13.501. Due to this modification, the weighted 
average cost of capital should also increase . 

OFFICE Of PUBLIC COUNSEL: The appropriate weighted average cost of capital is 
7.24,. 

STAFF ANALYSIS: Schedule 4 details each part1es position with respect to the 
appropriate components, uounts and cost rates. Attachment 1 i" staff's 
reconciliation. Staff specific adjustments were made to common equity to reflect 
the removal of nonutility assets (Issue 40, Adjustment -$14,880) and temporary 
cash investments (Issue 41, Adjustment -$6,399). As stipulated in Is~•Je 39 an 
adjustment was made to reflect the effective cost of preferred stock by 
recognizing the issuance expenses, discounts and premiums in the preferred stock 
balance as opposed to the common equity balance (Adjustment to preferred stock 
-$948 and to common equity +$948). Staff prorated over all sources of capital 
the remaining adjustments to rate base. By making the remaining adjustments on 
a pro rata basis, staff removes the capttal cost associated wi t h the disallowed 
assets at the company's overall cost of capital. 

Staff's recommended cost of capital includes the SO basis point reduction 
(Issue 38) to the return on equity reca.mended in Issue 37. Staff 's recommended 
cost of capital excluding the 50 basis point reduction to the equity return is 
8.05~. 
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ISSUE 45: Should an adjustment be made to negate the effect of the Company 's 
corporate goal to increase its equity ratio? (YECCO) 

RECQMHENPATIQN: No. Gulf Power's common equity corporate goal to maintain a 
strong •A• bond rating is reasonable. 

POSITION Of PARTIES 

~: No. The common equity corporate goal is a long-term goal which reflects 
a desire to maintain a strong •a• bond rating, which is in the 1ong-term best 
interest of the Company and its ratepayers as well as the stockholders . 

OFFICE Of PUBLIC CQUNSEL: les. Since equity is the highest cost of capital and 
is further increased by taxes, any increase in this source of capital should be 
justi fied on a cost benefit basts. 

STAFF ANALYSIS: Gulf Power has a long-term capital structure goal to attain a 
common equity ratio of 40 to 45 percent. This common equity target reflects Gulf 
Power's desire to maintain a strong •a• bond rating. (TR 3793) Standard & Poor's 
(S&P). a major bond rating agency, has developed financial standards for rating 
investor owned electric utility bonds. (TR 3794) AMong the standards developed 
by S&P is a debt leverage ratio. S&P defines debt leverage as total debt divided 
by total capital (debt ratio). S&P's debt levenge standard for •A' rated 
electric utilities is a debt ratio of 44 to 54 percent. Currently, Gulf Power's 
debt ratio is 48.9 percent, well within the standards set by S&P for an •A• rated 
electric utility. Gulf Power's equity ratio (as a percentage of investor sourc.es 
of capital) is 42.9 percent. 

The significance of a bond rating is that it reflects the ra~ing agency '~ 
assessment of credit risk. The credit risk of a security is a measure of the 
likelihood that the issuer of the security, the borrower, will be unable to pay 
the interest or principal of the security when due. Credit r1"k ts thus a 
measure of the creditworthiness of the issuer of the security. (TR 3793) 
Interest rates are higher for securities with greater credit risk, since 
investors have to be compensated for the additional risk. The highest grade 
bonds (or the bonds with the lowest credit risk} are designated by a •AAA• 
rating. Bonds rated AAA, AA, A or 888 are considered investment grade. Many 
institutional investors are restricted fro. purchasing bonds rated lower than 
investment grade. 

Witness Scarbrough testified that an •A• bond rating is the lowest rating 
that permits Gulf Power ready access to financial markets at desirable termj and 
conditions. {TR 3795) Witness Scarbrough noted that when credit market 
conditions tighten, •ass• rated ca.panies often have difficulty selling their 
securities as investors atta.pt to upgrade their holdings. (TR 3794} Under a 
tight credit market scenario, investors prefer low cred1t-rtsk instruments 
because they perceive higher credit-risk borrowers as vulnerable. Witness 
Scarbrough further testified that an •a• bond rating provides a buffer that 
allows a utility to finance ongoing capital requireMents even if unexpected 
adverse developments result in a downgrade. (TR 3795) 
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No evidence was presented that contradicted Witness Scarbrough ' s testimony 
or demonstrated that the Co~any's capital structure goal is unreasonable. Gulf 
Power's equity position is weaker than many other electric utilities 'n the 
southeast. Witness Scarbrough compared Gulf Power to the other 26 electric 
utilities comprising the Southeastern Electric Exchange. Witness Scarbrough 
testified that of the Southeastern Electric Exchange utilities, only four were 
more highly levered than Gulf Power. (TR 3819) 

Staff believes that the Company's desire to maintain a strong "A" bond 
rating is reasonable and 1n the long-term best interest of ratepayers. Thus 
attaining a capital structure which helps the Company maintain an "A" rating is 
also reasonable. Staff reconnends that no adjustment be made to negate the 
effect of the Company's corporate goal to increase its equity ratio in order to 
maintain a strong •A• bond rating. 
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ISSUE 46: The CQ~~Pany has proposed a net operating 1nc0111e of $60,910,000 
($78,848,000 Systetl) for 1990. What 1s the appropriate net operating 1r.come 
for 1~90? (MERTA) 

BECOHHENOATIQH: The approprtate jur1sd1ct1ona1 amount ts $63,290,000. 

pQSITION Of PARTIES 

GULfl The appropriate amount~ are $60.910,000 ($78.848.000 System>. 

OfCl $70,394.000. 

STAff ANALYSIS: The parties' pos1t1ons are shown on the fo11owtng chart: 

Operating Revenues 

Operating Expenses 
OU4 
Depree. & Alaort. 
Taxes - Other 
Current Income Taxes 

Jur1sd1ct1ona1 Net Operating Income 
(000' $ 

Pub11c 
Gulf Staff Counsel 

$255,580 $255,688 $258.089 

113.382 110.213 99.297 
47,701 47,561 44.957 
20,822 20,793 20,501 
13,185 14.198 22,596 

Oef. Inca.e Taxes <net> 1,621 1 .674 2,187 
lTC (net> U.041 l U.041 l u .8~3l 
Total Operating Exp. 194.670 192,398 187,695 

---------- --------- --------
Net Operating Income $60.910 $63,290 $70.394 

•••••••• • ••••••• ····--··· 
*Operating revenues and expenses are net of fuel and conservation. 
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ISSUE 47: Should revenues be 1mputed to Gulf for the benefit derived by the 
appliance d1vis1on from the use of Gulf's logo and name? <MERTA) 

RECOHHENOATIQN: No. Revenues should not be imputed to Gulf for use of Gulf's 
logo and name by the appliance d1vision. 

GU..l. r........ No. ( Bovers) 

~ Yes. Any value attributable to the operation of the electric sales 
division should be recognized and an appropriate allovance should be credited 
to the Company above the 11ne. No amount is proposed. 

STAff ANALYSIS: The appliance division uses the Gulf Pover name and logo. It 
does not pay a royalty fee or in any vay reimburse Gulf for his privilege. 

Gu f H1tness Bovers testified that based on a survey conducted by the 
company, the appliance d1vis1on does not possess s1gn1ficant name recognition 
in the marret as only about 20'L of the 600 people surveyed k.nev that Gulf 
Power vas in the appliance sales business. He concluded that the us~ of the 
company's name and logo did not give the appliance division a competitive 
advantage over other appliance dealerships in the area. <TR 904) Mr. Bowers 
is currentl ; charged vith determining vhether Gulf should continue in the 
appliance business since the operation has incurred signHtcant losses over 
the last few years. OR 908-909) Gulf H1tness Scarbrough test1fted that the 
appliance division, in fact, wishes to change its name. (!R 464) 

Public Counsel believes 1t highly unlikeit that the appliance 
division does not benefit fra. the use of Gulf's n~e and logo since appliance 
sales advertisements are enclosed as b111 stuffers along wtth the electric 
bills. <OPC Brief, p. 61) Publtc Counsel recommended a nominal charge for 
the use of Gulf's name and logo, but did not propose a method of calculatin9 
the charge. 

In staff's op1n1on, the record does not support imputing revenues to 
Gulf or chaq1ng a fee for the use of 1ts logo and name. Therefore, staff 
reconrnends that no revenues be imputed to Gulf. 

The1 e 1 s precedent for charging a roya 1 ty fee based on Order No. 
18939, Docket No. 870285-TI, United Telephone Company of Florida. Here, 
United Telephone Long Distance <UTLO) was ordered to compensate United 
Telephone C~pany of Florida for use of the United name, logo and reputation. 
The actual t~ e was 2.81 of the d1fference between net revenues (gross revenues 
minus uncollect1bles) and or1g1nat1ng and terminating access charges. T~e fee 
was not to exceed, on an after tax basts, 17.51 of UTLO's net operating income 
to be computed vithout the fee. 

98 
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ISSUE 48: Should revenues be imputed at applicable standby rates for 1990 for 
the PXT customer who experienced an outage of his generation capacity and took 
backup power from Gulf but was not billed on the standby power rate? <HEETER> 

RECQI1ENPATIOH: Revenues of $16,325 should be imputed for 1990 on the basis 
of the customer having a standby service capacity of 7959 KW. The company 
test1f1ed that the customer experienced a forced outage of his generator and 
tvok standby service for backup power of 7959 KH. 

POSITION OF PARTIES 

GU..L£...;.. Yes, revenues should be determined for this customer as Gulf filed in 
the revised "No H1grat1on" Study. (Exh1b1t 231) In that study, the 
customer's contracted standby service KH's were used for the test year, 1990 
(0 KH standby 1n January. 3000 KW 1n february, and 7,500 KH for each of the 
remaining ten ~M:>nths of the 1990 forecast period). These demands are the 
actual standby service contract KW's of th1s customer, and Gulf expects that 
the custcmer will limit its standby to no more than 7500 KH 1n the rea sonably 
foreseeable future. 

OK.;. Yes. 

STAFF ANALYSIS: Company H1tness Haskins stated that the customer in questi on 
experienced a forced outage during Septellber 2 and 3 of 1989 < TR 196~) and 
that the customer took standby power of 7959 KH during that outage (TR 1966). 
HHness Khla. who testified on behalf of the customer stated that Stone has 
taken the generator off line for maintenance to repair the boiler during the 
period in question. (Tr. 2782) 

According to the deft n1 t1 on of standby power 1 n Order No. 17159 at 
pages 3 and 4 and on th~ Company's Standby Service tar iff, Sheet Number 6.32, 
the energy or capacity supplied by the company during this time period to 
replace energy or capacity ordinarily generated by the customer's own 
generating equip•ent was standby service in the forM of backup or maintenance 
service . FurthentOre, Order No. 17159 at page 21 provides that the ut111ty 
will be responsible for analyzing the •etered data to determine ~hat amount of 

the customer's service was suppleaental and what amount was standby service, 
either backup or uintenance. The fact that the customer had subscribed for 
zero standby service capac1ty and failed to report the outage 1s immaterial to 
the determination that the 7959 KW taken during the t1me per1od was standby 
serv1ce. 

Furthermore. staff be11eves the 1ssue is aoot because Gulf sti~ulated 

to staff's position on Issue 113. ident1fying the add1tiona1 standby taken and 
7059 KH. If Gulf had properly billed the customer for standby service for 
Septeatber, 1989. as requ1 red by Order No. 17159. the t est year revenue and 
billing determinants for standby service for the customer would be based on 
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the 7959 KH of standby service that the company calculated this customer used 
dur1 ng September, 1989. Gulf has based its revenues and bill\ ng determ1 nants 
on the customer's contracted standby service KHs for the test year. Staff 
believes the use of the 7959 KH of standby power on which the customer should 
appropriately be billed during 1990 is .are appropriate than the actual 
contracted level of KH because the previously contracted levels of 4:ero and 
3000 kl't have been shown to be unrea11st1cally low. Furthermore, 1t was the 
company's dec1sion or mistaKe not to have b1lled the customer for the 7959 KH 
of standby service. The est1mated effect of bas1ng the test year standby 
service billing determinants on 79S9 KH 1nstead of the customer's contracted 
standby service KH for the test year in the No-M1gration study 1s $16,325 
(Exhibit 513, pGge 5). 

If the COIMI1 ss1on dec1des that was not standby power, the customer 
does not qua 11 fy for the PXT rate due to h1s annua 1 1 oad factor and the 
appropriate revenues and cost to be used in the rate case for this customer 
must be bas ~d on the LPT rate, as or1g1na11y f11ed by the company. 
Unfortunately, there 1s no cost of serv1ce study w1th this customer 1n LPT 
which incorporates the corrections made by the company and supported by staff 
to the service class nor any of the rev1s1ons requested by staff 1n the 
record. The company should also have b111ed the customer pursuant to the PXT 
minimum b111 prov1s1on. 
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ISSUE 49: The cocnpany has projected tota 1 operati ng revenues for 1990 of 
$255,580,000 ($262,013,000 Syst .. ). Is th1s appropr iate? <~IG> 

REcnttENDATION: The appropr1 ate uount of revenues for 1990 ~ s $255 . 687.463 
($262,120,463 Syste•>. 

pOSITION Of PARTIES 

WJ..E.;_ Yes. 

~ The cO£pany's sales projections should be increased by $2,493,000 to 
reflect a more accurate sales projection . 

STAFF MALYSJS: Thh 1ssut 1s basically 1 fallout of other NOI and rate 
1ssues discussed under other sections of thh recoaaendat~~n . The company's 
projected revenues should be increased by $107,463 as described below: 

1. Sod fa[l: Staff has rec~nded. under Issue 6, that the 
percent of acreage devoted to the sod fa,.. or 101 be excluded 
fr011 rate bast. Therefore, 1t would bt appropriat e to remove 
fr011 other operating revenues $3,450 in rental revenues received 
fra. the sod fanl operation. 

2. Non-Ut1 11ty Operations: The company has several non-utility 
operations: sod fan~, v1s1s1on design and the appliance sales 
and service. In the past and currently. Gul f has allocated cost 
of the •etered electric consumption to these operations at the 
actual cost of generation. 

In staff's opinion, these non-utility operat1ons are being 
subsidized 1n part by cost of electr1c1ty thdt it would 
otherwise pay tf its consuaptio~ were billed out at the 
appropriate tar1ff rate. Gulf filed late-F11ed Fxh1b1t ho. 564 
vh1ch provided the KNH consumption, uount allocated and the 
dollar uount 1f Mlled under the tariff rate. Based on this 
exh1b1t, tt would be appropriate to increase revenues by $34,913 . 

3. Add1t1ona1 Standby Revenues : Staff has recommended in Issue 48 
that the utt11ty's revenues be increased by the amount which 
would have been received if the customer had been properly 
bi11ed for standby service taken in 1989. ($16,000) 

1 .. I 1 
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4. Adjustment to OS-I and OS-II Classes: The company fa11ed to use 
the revenues shown on their .ast recently revised E-16 for these 
classes <Exh1b1t 480). These revisions were offered by the 
ca.pany and were not 1n response to any staf f requested 
recalculation. ($66,000) 

5. Adjustment of OS-III and OS- IV Revenues: The company failed to 
correctly transfer the revenues from E-16d to E- 16a. This 
results 1n the ut111ty overstat i ng 1ts current revenues. 
(-$6,000) 

l I I. 
~ 
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ISSUE SO: Has Gulf budgeted a reasonable level for salades and e!llployee 
beneftts? (REVELL/SALEK) 

RECQHHENDATIQN: Yes, Gulf's budget level for salaries and fringe benef1ts is 
reasonable. 

POSITION Of PARTIES 

GULfl Yes. <Scarbrough. Jackson> 

QPCl E~loyee benefits should be reduced by $1,405,445. 

STAFF ANALYSIS: Although thh hsue addresses Gulf's level of s.tlar1es and 
fringe benefits, no party to thh procttding has any specific concern over 
bast salary levels at Gulf. The COIIIPlftY has access to a large number of 
salary beneftts surveys wh1 ch show the COIIP&ny 1s not out of H ne with 1ts 
level of salarhs [T-332] COIIPartd to other COIIP&n1es even though Gulf did 
exceed the 1990 benchmark for salaries [T-330]. 

The necessity of certain fringe benefits 1s the highest concern on 
the part of Public Counsel, ngt base salaries. The three areas of concern are 
supplemental pension beneftts and post retirement life and •edical benefits. 

Suppl.-ental benefits are benefits offered to certain high paid 
employees who would otherwise have the1r benefits capped due to IRS 
li•1tat1ons. The purpose of the plan is to avoid discri•inati on due to these 
arbitrary 11•its. The suppl ... ntal benefits plan for these employees includes 
penstons ind the .atchtng of .-ployee savings which is addressed in Issue 91. 
Both of these have 11•1tat1ons set by the IRS for highly patd employees. 

Staff believes that the suppl..ental benefits plan should be 
considered as part of the total coapensation package for the employees. Hith 
lack of evidence to the contrary, the COIIPtnsation plans for the employees 
appear to be reasonable. It 1s also reasonable that the high paid employees 
of Gulf should not be discrt•inated agatnst due to tax considerations. Gulf's 
top e~loyees, even wtth thts plan, are st111 below the 75th percentile which 
1s the level Gulf whhes to COIIPenute 1ts employees [T-3967]. A survey 
conducted by the Edhon Electric Inst1tute. "Executtve Coalpensat1on for 1990". 
1nd1cated that 821 of the 103 surveyed companies had a comparable supplemental 
benef1ts plan [T-3973]. For these reasons. staff believes there should be no 
dha 11 owance of expenses rtl a ted to the supp 1 etNnta 1 benef1t s package at the 
cQ~~Pany. 

Gulf pays .ed1cal and ltfe insurance beneftts to 1ts retired 
employees. <TR 3795-3796) In 1987. Gulf changed frat~ the "pay-as-yot;-go" 
basts Ccash basts) of accounttng to accrual accounting for other 
postret1re~~ent beneftts. <TR 3796) OPC witness Schultz testifted that Mas a 
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result of a proposed, but not yet adopted accounting standard, the Company 
began accruing an expense for the future cnsts of other post retirement 
benefits." CTR 2465) He believes that using the accrual accounting would 
allow the utility to collect funds before the payments are due and the 
"pay-as-you-go" bas 1s should be considered when sett1 ng rates. <TR 
2465-2466) Witness Schultz further recommends that no postretirement benefits 
:. o~ou 1 d be a 11 owed t f Gu 1 f ts not funding the benefits. <TR 2466 > 

Utiltty ~itness Scarbrough explains that Gulf began revising 1ts 
accounting treatment of other postretire.ent beneftts after implementing SFAS 
87 <Employees' Accounting for Pensions). The ca.pany deter.tned that 1t ts 
appropriate to use an accrual bash to account for the benefits. CTR 3796) 
In support of accrua 1 accounting for other post retirement beneft t s, Hi tnes s 
Scarbrough states that accrual accounting recognizes the expense in the proper 
period and matches the recovery of the costs fr011 the the customers that 
receive the benefit of the employees' services. (TR 3797) 

With regard to the proposed accounting standard referenced by Hitness 
Schultz, Witness Scarbrough states that the Ftnanctal Accounting Standards 
Board has 1ssued an exposure draft requiring accrual accounting. The final 
version t s expect&d to be tssued by the end of the this year. <TR 3798> 
Although the exposure draft does require accrual accounti~g. Gulf dtd not use 
the actuarial uthod required by the exposure draft. Gulf uses an aggregate 
cost •ethod and the exposure draft requires a benefit method. Gu 1 f f11 ed 
Late-filed Exhibit 625 that calculated the amount that would be accrued under 
the terms of the exposure draft. 

As to Httness Schultz' concerns about the other postretirement 
benefits bet ng funded, the coa~pany did fund for the benefits t n 1988 and 
1989 . (TR 3827) During these years Gulf received a tax advantage for the 
funding as the result of a letter ruling requested by Gulf. The Internal 
Revenue Service later revok.ed the tax advantage of funding the amount . (TR 
3827) Witness Scarbrough points out that the amounts that H1tness Schultz 
wishes to exclude because they are not funded are actually payments made for 
the postretirement benefits . 

The expense for medical and ltfe insurance benefits would be $518,000 
and $110,000, respectively, 1f the the cash basis of accounting were used. 
<Exhtbit 426) Under the crtter1a of the exposure draft, the accruals for 
m~dical and life insurance benefits would be $1,194,000 and Sl ,008,000, 
respectively. (Late-filed Exhibit 625) Under the accrual •ethod as filed by 
Gulf, the medical and life insurance expense 1s estimated to be $993,000 and 
$917,000, respectivftly. Gulf updated 1ts estimate of the expense arsoc1ated 
with the benefits with a letter submitted by the actuary. The updated amounts 
would be $922,000 and $917,000 for •ed1ca1 and life tnsurance benefits, 
respectively. CExhtb1t 422, p. 2) Th1s same letter also updated the penston 
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expense. <See Issue 75) In the pension issue. Staff rec00111ends that the 
updates included in th1s letter not be recognized. To be consistent, Staff 
recommends that the letter be unrecognized for purposes of this tssue also. 

Staff reca.ends that Gulf's ated1cai and itfe insurance benefits be 
recognized using the accrual basis of accounting. St&ff believes that accrual 
accounting does .are accurately charge the cost of the employee providing a 
service to the custOCDer who h rece1ving the service. At th1s time, Staff 
belhves that Gulf should not be required to follow the exposure draft of 
accounting for postret1reaent benefits that has been released. It will not be 
implemented unt11 sa.e date tn the future. Staff believes that no adjustments 
should be .ade to Gulf's other postretirement benefit:. 

j (I ~i 
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ISSUE 51: Is Gulf Power's projected $510,524 ($510,852 System) bad debt 
expense for 1990 appropr1ate? <ROMIG> 

RECOHHENDAIION: Yes . No adjust.ent 1s rec~nded for bad debt expense. 

pQSITION Of PARTIES 

GUlfl Yes . Gulf's approved accrual .. thod of calculat1ng Bad Debt expense 1s 
appropr1ate. 

~ No adjustaent was proposed by Pub11c Counsel . 

STAff ANALYSIS: Gulf was alloved $523,000 1n bad debt expense 1n 1ts last 
rate case. page 22 of Order No . 14030. In 198~. the company changed its 
method 1 n deter111 n1 ng the accrua 1s for bad debt expense; the 1990 projected 
accrual 1s $510,852. 

Public Counsel N1tness Schultz stated, "Tht COIIPany ' s recent change 
1n deter.1n1ng the uncollectible expense of $510,852 1n •Y op1n1on, produces a 
representative aJDOunt for 1990. Therefore. I u not reca.nending that the 
1990 budget for uncollect1bles be adjusted.• T-2463 

Staff 1s 1n agreement w1th the other part1es and therefore recommends 
no adjustment to bad debt expense. 

1 Ot, 
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ISSUE 52: Should fuel revenues and related expenses. recoverable through the 
fuel adjustment clause. be re.oved fr01 NOI and tf so, what amount? <ROMIG> 

RECOHHENDATIQN: No add1t1onal adjustaents should be made to the a-aunts 
removed by Gulf for fuel revenuts and related expenses. 

pQSITION Ot PARTIES 

~ Yes. The fuel revenues are $198,128,000 and fuel related expenses are 
$198,132,000. 

~ Yes. No a.ount available. 

STAff ANALYSIS: Gulf adjusted 1ts 1990 revenues and expenses to remove fuel 
revenues and expenses whtch are recoverable through the fuel adjust.ent 
clause. Thts &djust.ent 1s consistent w1th eo..tsston po11cy. Publtc Counsel 
dtd not take tss~~ wtth the ca.pany's adjust.ent. 

Staff 1s tn agreement wtth Gulf's adjust•ent and therefore reca..ends 
1t be accepted. 

l () l 
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ISsuE 53: Should conservation revenues and related expenses, recoverable 
through the conservat1on cost recovery clause, be removed from HOI and if so. 
what a.aunt? (ROMIG> 

RECOMHENDATIQN: No additional adjust.ents should be made to the amounts 
removed by Gulf for conservation revenue~ and related expenses. 

POSITION Of PARTIES 

W1.f.;. Yes. The conservation revenues are $1,878,000 and the conservat1on 
related expenses art $1,877,000. 

~ Yes. No aaount available. 

STAFF AHALYSIS: Gulf adjusted 1ts 1990 revenues and expenses to remove 
conservat1on revenues and expenses wh1ch are recoverable through the 
conservation cost recovery clause. This adjustment 1s cons1stent w1th 
CO..ission policy. Public Counsel d1d not take 1ssue w1th the company's 
adjustaent. 

Staff 1s 1n agrea.ent w1th Gulf's adjust•ent and therefore recommends 
it be accepted . 
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ISSUE 54: Should the 1990 projected tes t year b~ adjusted for any 
out-of-period non-recurring, non-utility items cr errors found in 1989? 
<ROMIG) 

RECXH1ENPATIOH: Yes, reduce O&M expe.•ses by $189,840 ($194,229 
Jurisdicttonal) for other non-recurring expenses. 

pQSITION Of PARTIES 

~ No. No such items have been included in the 1990 Test Year. 

oec.;_ Yes. Remove $116 ,000 for heavy equipment rebuilds and $252,000 for 
renovations to the Panama City office. 

STAff ANALYSIS: Mr . Scarbrough stated that 1f Gulf's budget conta 1 ned any 
truly non-recurring, out-of-period or non-utility ite•s that it would have no 
objectior to the removal of those 1tas <T . 505) , that tn Gulf's opinion no 
such ittlls are contained 1n the filing . Mr. Gilbert iest\fted that 
non-recurring 1te•s are budgeted each year. Although those spec1f\c 
act1v1ties w111 not recur next year, si•ilar activiti es wi11 occur (T. 645). 

Public Counsel stated in its brief that the discussion 1n support of 
th1s issue has been included in Issut 29. 

Gulf includes 1n its budgeted O&M expenses amounts for non-recurring 
1tHs. Staff 1s in agreet~tnt with the CO!Ipany that the same items will not 
recur each ynr but will be replaced by other activities. Staff rev1ewed 
Late-F11ed Exh1b1t 629 which presented actual and budgeted non-recurring 
expenses for 1990. In staff's opinion only a reasonable level of 
non-recurring expense should be allowed in O&M expenses . For 1990, Gulf 
budgeted $1,701,705 for other non-recurring expenses compared to a 5-year 
average of actual expenses of $1,507,476 or a difference of $194,229 system 
uount . The COIIJ)any stated on page 2 of the exh1b1t that the amount of the 
1985-1990 average 1s greater than the ..aunt requested in the 1990 test year . 
Gulf did not offer any explanation as to what act1v1ti es were projected for 
1990 in support of the $1,701 ,705 non-recurring expenses. Since t hese 
expenses affect all functional categories of expenses, the adjustment has bpen 
included on the OU4 benchllark schedule as a single adjustment to total O&i4 
expenses. 
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ISSUE 55: Are Gulf's budgeted tndustry assoc1&t1on dues 1n the amount of 
$199,343 during 1990 reasonable and prudent? <MclEAN> 

RECXM4ENDATIOH: A total of $147,172 of 1ndus try assochtton dues should be 
allowed. Th1s reflects the company's re110val of $32,150 of industry 
association dues to comply with Conlll1ssion guidelines, the staff's 
disallowance of $19,378 (33 1131. of the requested EEI adm1n1strative dues of 
$58,133), and the staff's d1sa11owance of $643 associated w1th miscellaneous 
organizations that were not 1dentif1ed by the company except as "Organizations 
to be joined in 1990. " <100'1. jur1sd1cttonal) 

PQSITIOH Of PARTIES 

~ The company has removed $32,150 of industry association dues <Schedules 
C-3 and C-27) and, as such , 1s requesting $167,193 for industry association 
dues C$199,343 or1gtna11y budgeted •1nus $32,150 removed). 

~ In add1t1on to those dues re110vtd by the company, based on the latest 
EEI report, an additional $21,608 should be ra.oved . <Tr. 2474- 2475) 

STAFF ANALYSIS: In regard to EEI dues, the c011pany d1d not remove one-third 
of the EEI ad•inistrative dues which has been disallowed by the Commission in 
the past as lobby1ng expenses based on eom.tsston OrdPr No. 13537 (Ovcket No. 
830465-EI, FPL Rate Case). Dur1ng cross exuination, company Httness 
Scarbrough stated that EEl 1nfor.ed the company that approximately o~e percent 
of the EEl dues should be considered lobbying for t he 1990 test year Or. 
3811-3812). Public Counsel Witness Schultz stated that, based on a review of 
a report prepared for NARUC that addressed EEI expenses for the year 1987, he 
believes that a 37.171 disallowance of EEI aeabership dues ($21 ,608) 1s 
appropriate based on the percentage of EEI dues (Tr. 2474-2475). Since 
Witness Schultz failed to identify the report and enter tt into the record, 
the staff was unable to examine the report to address the amount of fE I dues 
reca..ended for disallowance by this witness. The Commission's pas t rate case 
dec1s1ons to dtsa llow one-tht rd of EEI dues as lobbying are based on t he 
recom.endations of the NARUC Staff Subca.mittee on Accounts, which was 
requested by the NARUC Executive eo.Mtttee to analyze the expenditures of EEI, 
and on the testt110ny of FPL Witness Douglas Bauer, Vtce President of HI, 
durtng Docket No. 830465-El. Since the company has not presented an adequate 
segregation of EEI expenditures, the staff suggests that one-third of HI 
ad•intstrative dues ($19,378> should be disallowed for the test year 1n 
keeping wtth eo..isston Order No. 13537. 

In addition to the c()llpany' s adjustMnts. the staff suggests the 
add1ttona1 rt110val of $643 associated wfth •1scellaneous organ1zat1ons that 
were not ident1f1ed by the company except as •organ1zat1ons to be jo1n~d 1n 
1990. N 

.:. 1 (J 
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As regards the EEl Medta eo-untcat1ons Pror1rua, no adjustment is 
required s1nce the ca.pany stated in response to tnterrogatortes that 
contribut1ons to the Med1a eo..unicattons Progra• are charged to Account 
930-170, and have been adjusted out of net operattng incom~ on MFR Schedule 
C-3, Page 6 of 7, Ltne 10. 

The staff's suggested test year system dues adjustments are shown in 
the following industry assoc1at1on dues tabulation . 

.:. 1 1 
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Docket No. 891345-EI 
Industry Association Outs Evaluat~ by Staff(a) 

(HFR Sch~u1t C-27, Pagt 3 of 3) 

$MicM.Int Rec~ by Staff 
Qoallli 11li QD SMiounl hsaal~ bx tOIIDADlt lg 1!1 All ow.d 

1990 1990 

0r'9&f'hations that are requtst~ by tht COIIP&nY 
for tht 1990 test year 

1. -..rican Co.pensation Association 225 225 
2. ~rican National Standards Institute 1,911 1,911 
3. ~rican Society of Heating, Refrigerating and Air Conct. 40 40 
~. -..rican Society of Industrial SKurity 300 300 
5. ~rican Society for Personnel Adlrinfttratlon 160 160 
6. The Association tf £dhon Ill~inating COIIP&nieS 801 801 
7. letter lus\ness Bureau 1,075 1,075 
8. Electrical Contractors Association of Northwest Fla. 350 350 
9. Edison Electric Institute 58,133 38,755 

10. florida Electric '-er Coordinating Group 14,275 14,275 
11. florfda Public ••lations Association 191 198 
12. Gulf Coast Econo.ics Club 1,000 1,000 
13. ~builders Association of West Florida 210 280 
14. International Cri•inal Invtstigators Association 25 25 
15. International Foundation of ~lo; .. Benefit Plans 350 350 
16. Hltional Association of Chiefs of Police 30 30 
17. National Cuh Mana~t Association 150 150 
11. National ~fety Council 950 ~ 
19. Nort~st Florida Saftty Council 500 500 
20. Southtasttrn Electric Exchan91 6,"20 6.420 
21. Southtasttrn Eltctric Rtliability Cou~cil 6,195 6,895 
22. Utilitits Ttltcom.unications Council 2,482 2,482 
23 . Organizations to be joined in 1990 ~ 0 

SUBTOTAL - ~nt rtqutst~ In Cor~any's Brltf 167.193 147. 172 

Pagt 1 of 2 

$Mount R.ca.end~ by Staff 
tQ bl ~Jaa11ow.d 

1990 

0 
0 
0 
0 
0 
0 
0 
0 

19,)71(b) 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 

643(c) 
20.021 



Oraa11hation 

Docket No. 891345-£1 
Industry Assocl1tion Dues Evaluated by Staff(a) 

("FR Schedule C-27, Page 3 of 3) 

~Mount Bydatttd by CQI!PAny 
1990 

$Mount Rec~td by Staff 
to be Allawd 

1990 

8. Or9aniaations ~vtd by the C~any in its filing 

-.. ' ........ 

to coaply ~th C~isslon Guidelines - ("rR Schedule C-3, 
lint 9, Page 6 of 7) 

1. Assochttd Industries of Florida 
2 lay County Ch.-btr of C~ree Resort Council 
3 l&y County Motel and Rutaur~nt Association · 
4. Chlllbers of Ca.erce 
5. c~ ttHs of 100 
6. Crestview !Soard of RealtoN 
7. EMerald Coast l.prov.-.nt Council 
8. Florida EcOI\aic O.Velo.-nt Council 
9. Florida Tax Watch, Inc. 

10. Gr1ctvllle Area Otvelo~t Council 
11 . International Society of Arboriculture 
12. Leadership Pensacola 
13 . "llitary Affairs Ca.aittee 
14. National Association of Manufacturers 
15. Pensacola Historical Society 
16. Utility Arborist Association 
17. Varrior-Tombigbee Otvelopnent Association 

SU8TOTAL 

TOTAL (A•B) - Orlgln1l Filing R~est 

Notes: 

4,000 
140 

~ 100 
15,870 
1,875 

40 
1,000 

400 
5,000 

125 
65 
25 

700 
2,000 

lOO 
10 

_5QQ 
32,150 

199,343 

(a) All doll•r .-ounts shown 1rt per books (syst .. )- jurisdictional f1ctor is 1.0 
(b) One-third of lht $5a,113 EEl a~inistrativt dues (i.e., $' 9,378) was dls•llow.d by st1ff based on 

C~lssion Order No. 13537 froa Docket No . 830465-EI FPL Rate Cast 
(c) Tht Coapany neglected to r..ovt and to Identify tht org~nizatlons •ssocllltd with $643 specified 

for "Organizations to bt joined In 1990" 

0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 

147,17! 

P1gt 2 of 2 

$Mount Rec~ndtd by Staff 
to be Disallow.d 

1990 

4,000 
140 
100 

15,870 
1,875 

40 
1,000 

400 
5,000 

125 
65 
25 

700 
2,000 

300 
10 

500 
32,150 

52,171 
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ISSUE 56: Hhat 1s the appropriate uount of rate case expense to be allo_,ed 
1n operating expenses? (MERTA) 

RECOHHENDATION: The appropriate a.ount of rate case expense to be allowed 1n 
operating expenses 1s $333,333. Projected rate case expense of $1 ,000,000 
should be amortized over 3 years, therefore expenses shou 1 d be reduced by 
$1,:;5,667. 

PDSITION Of PARTIES 

~ The appropriate amount of rate case expense uort1zat1on for the test 
year is $500,000. The total cost of the case is budgeted at $1,000,000 . The 
amortization period of two years is appropriate . 

~ Stnce no rate increase h necessary, no expense should be allo_,ed for 
recovery. Reduce expenses by $500,000. In the event th1s Commission 
determines that a rate increase is appropriate, the expense should be adjusted 
based on the ratio of the total rate relief granted to the total relief 
sought. Th1s adjusted a.ount should then be uortized over 5 years <TR 
2464). Reduce operating expenses by $300,000. <Schultz> 

STAff ANALYSIS: The Company projected rate case expense at $1,000,000. Th i s 
amount 1s not contested and consists of: 

Outside Consultants 
legal services 
Meals and Travel 
Paid overtiae 
Other Expenses* 

Total 

$248.000 
164,000 
37,000 
7,000 

544,000 
$1,000,000 
•••••••••• 

*Includes SCS expenses, postal charges, pr1nt1ng costs and transcr ipts. 

At issue 1s the &JIOrttzat1on period over whtch the expense _,111 be spread. 
Coalisston po11cy 1s to a.morttze rate case expense over a period of time 
because a rate case benef1ts not only the current pertod, but future periods 
as well. In Gulf's last rate case. the eo-tss1on in Order No . 14030, a11o_,ed 
a two year amortization period. In Gulf's 1982 rate case. the Commission in 
Order No. 10557, allowed a three year period. In the fPUC-fernandina Beach 
Division rate case, the Commtsston approved a 5 year amortization period since 
1t had been approximately 15 years s1nce the company's last rate case. (Order 
No. 22224, Docket No. 881056-El). 

Gulf Hitness Scarbrough testified that a two year amortiza t ion per 1od 
was appropriate because over the past t en years, Gulf has had ftve rate cases 
for an average of one rate case every two years. In addition, t he Commt ss1 on 
ordered a two ye~r amortization 1n Gulf's last rate case . <TR 349-350) . 

.l 1 ·1 
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OPC recommends that rate case expense be disallowed s1nce they 
believe that an increase 1s unnecessary. A five year a.ortizat1on per1od is 
recoaaended, 1f the C:O.hsion grants Gulf an increase. (TR 2464). Public 
Counsel pointed out and Hitness Scarbrough agreed that when a shorter 
amortization period is granted than 1s actually experienced, there will be an 
overrecovery of rate case expense. For exuple, H rate case expense was 
ordr ed to be recovered over two years and the company came 1 n for a rate 
increase 1n five years. the expense would have been fully recovered in two 
years but would continue to be 1n rates for an additional three years. <TR 
349). On the other hand, if the COIIP&ny 1s granted a five year amortization 
period and comes in for rate relief in two years, the company would not have 
fully recovHed the expense. The una110rtized balance could be allowed in 
rates by the Commission and thus fully recovered, however, there is no 
mechanism for recapturing the overrecovery. <TR 349-351). 

It has been sh years since Gul f• s last rate case. <TR 348). 
Pursuant to Chapter 366, F.S .• Gulf .ust file ~1f1ed Hin1mum Filing 
Requ1reaaents <MMFR's) 1n 1994. (TR 351-352). Based on these facts and the 
argu111ents presented above. Staff bel hves the amortization per1 od should be 
greater than the two years ordered 1n Gulf's last rate case but less than the 
sh years between cases. since the Collpany IIUst f11e MHFR's 1n four years. 
Staff rec~ends that rate cast expense be a.ortized over three years. 
Expenses should be reduced by $166.667. $1,000,000/3- $500,000 • $166,667. 
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ISSUE 57: Should Gulf be allo~ed to recover any costs assoc1ated ~1th Docket 
No. 881167-EI, the ~ithdra~n rate case? (REVEll) 

RECOft1ENDAIION: No. Gulf should not be &llo~ed to recover any expenses 
assoctated ~1th the ~1thdra~ case. Furthennore, any deferred debits 
associated with the ~1thdra~ case should be r..oved fr01t working capital. 
Ho~ever, Gulf 1s not requesting any recovery of expenses from the ~1thdrawn 
rate case and the company has reJDOvtd the associated deferred debits from 
working r"pital. 

PDSITION Of PARTIES 

~ Gulf has no O&t' expenses budgeted in the 1990 test year for the 
withdra~n rate case, Docket No. 881167-EI. (McMillan) 

~ No. 

STAff ANALYSIS: He have adopted the posit1on that no expenses will be 
recovered from the ratepayers for the ~ithdra~n rate case, Docket No. 
881167-EI, no would ~~ allo~ any deferred debits in ~orlr.ing capital whtch 
would earn a return for the company. 

The COIIPany fully expensed all charges associated w1th the withdrawn 
case 1n June, 1989, and 1s not projecting any additional O&M expenses for 
1990. In addition, the company has re110ved all deferred debits associated 
with the rate case. As a result, staff recommends that no further adjustment 
be made for any expenses or deferred deb1ts associated with the withdrawn case. 
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ISSUE 58: Should bank fees and line of credit charges be included in operating 
expenses? (ROMIG, YECCO) 

RECQMHENDATIOH: Yes. To the extent bank fees and line of credit charges are 
necessary for the provision of utility service they should be included in 
operating expenses. 

PC~ITION OF PARTIES 

ml.Lf: Yes. These bank fees are for our utility banking services and are 
properly included in electric operating expenses. 

OFFICE Of PUBLIC CQUNSEL: No . The total budgeted a~unt for this time should 
be borne by the stockholders. Reduce expenses by $223 ,400. 

STAFF ANALYSIS: OPC's position is that the total budgeted for bank fees and lin€ 
of credit charges should be borne by the coapany's stockholders. OPC witness 
Schultz t r st1fies that the cash previously held by the company as compensating 
balances, can now be invested to earn a return that 1 s not 1 ncl uded 1 n net 
operating income. Gulf Power's position is to the extent that the banking fees 
and line of credit charges are necessary and prudent for the provision of utility 
service they should be included 1n the O&M budget . 

Staff agrees with the Ca.pany's position. The bank fees and line of cred1t 
charges are for a controlled disbursa.ent account and the payment of fees to 
mai ntain lines of credit. According to COMpany witness McMillan using a 
controlled disbursement account and paying fees to maintain lines of credit have 
reduced Gulf's banking cost, cash required for working capital, and the Company ' s 
revenue requirements. 

Staff eva 1 uated the 1110unt budgeted for bank fees and 1 i ne of cred a 
charges on the basis of need and prudence. In staff's opinion the company needs 
to maintain some liquidity to .eet short ten. cash requirements . The Commission 
should allow the Company to recover the cost assochted with 111aintaining a 
reasonable level of liquidity. In prior rate cases the Commission included the 
amount of cash held for compensating balances in rate base permitti"g the Company 
to earn a return on this asset equal to the Company's overall cost of capital . 
Thus, the effect on revenue require.ents of •a1ntaining COIIIPensating balances was 
the Company's compensating balances .ultipl1ed by its authorized cost of capital . 
Staff notes that the Ca.pany's current banking practices will result in a lower 
revew1ue requirement than its previous practice of 11aintaining large compensating 
balances. 

In a related utter, the FERC has taken an exception to the Company ' s 
recording of Line of Credit Fees in account 921, Office Supplies and Expenses, 
instead of the account, Other Intert1st Expense. (PSC Audit Disclosure, FERC 
Violation 12) (Exh. 383) FERC's basis is t hat these are ca.m1tt.ent fees paid 
for bank loans cam.itted but not borrowed and should be considered interest. 
Staff believes that if these fees are for •Letters of Credit• the fees should be 
treated as interest. Letters of credit are bank guarantees of bonded debt. As 
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such they are expenses associated with issuing specific bonds and thus shouid be 
recovered over the life of the bond. In staff's opinion. line of credit charges 
are for the purpose of .aintaining sufftc1ent liquidity to .eet short term cash 
needs and should be expensed. 

. ] ~ 
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ISSUE 59: Gulf budgeted $8,963,407 ($9,459,943 Systell) for Outside Servtces 
expenses for 1990. Is th1s amount reasonable? <REVELL) 

RECQI4ENOATIOH: Yes. The $8,963,407 ($9,459,943 Syste•> for 1990 Outside 
Services expense 1s reasonable. 

~JITIQN Of PARTIES 

~ Yes. The UIOunt if reasonable for A&G Outside Servtces charged to 
Account 923. <Scarbrough} 

OPel Th1s account should be reduced for the affect of other tssues. 

STAFF ANALYSIS: Staff's 1n1t1al pos1t1on was that expenses for outstde 
services for anything connected w1th the ~rand jury invtstigatton would be 
disallowed. After a review of MFR C-65, pages 1-5, which listed no grand jury 
related act1v1t1es, as well as d1scuss1ons with Gulf employees and a review of 
FPSC Audit Report, staff ts satisfied that the $8,963,407 ($9,459,943 System> 
refl ects genuine needs of the ca.pany and contains no expenses related to the 
grand jury investigation. Therefore, staff recommends that $8,963,407 
$(9,459,943 Syste•> 1n expenses for OUtside Services is proper. 

j 1 .; 
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ISSUE 60: Gulf has projected $7,775,000 ($7,780,000 System> 1n Cu~tomer 

Accounts expenses for 1990. Is this a.ount reasonable? <MERTA> 

REOOHHENDATIQH; Yes. 

PDSITION OF PARTIES 

GULfl Yes. <Scarbrough) 

~ Pub11c Counsel did not address this issue in their Brief. 

STAFF ANALYSIS: The parties agree that no adjust.ent is nec:ssary to Customer 
Accounts. 

Customer Accounts expenses are recorded under three major 
categories: General Expense <Superv1ston. Custoeer Records and Coll ect1 ons. 
and Miscellaneous), Meter Reading Expense, and Uncollectible Accounts Expense. 

Gulf's projected expenses in the Custoeer Accounts function are below 
the bench81rk by $1.6 ai111on. Gulf M1tness Scarbrough testified that 
1~rove•ents in the processing of custoaer b111s and increased coaputer 
enhanceaents have allowed the co.pany to hold these expenses below the 
bench.ark level. (TR 333). 

Staff rec~nds no adjustaent in th1s issue . 

. ~ 20 

J 



ISSUE 61: Should the expenses related to the Industrial Custorrer Acttv1ttes 
and Cogeneration Program be allowed 1n base rates? <BALLINGER> 

RECQHMENDATIQN: No. Expenses should be reduced by $426,464. This program 
appears to be a load retention program for large industrial customers. 

POSITION OF PARTIES: 

~ Yes. Gulf should be allowed to include the expenses for th1s program 1n 
base rates. The act1v1t1es conta1ned 1n this program contribue to our 
on-go1ng goal to reduce the average cost of electric service to our 
customers. Gulf 1s requ1red as a result of changes in FEECA, to address 
cogenerat1on as part of its plan to reduce the growth rate in peak demand. It 
1s only logical that the Comm1ssion allow Gulf to continue a program that 1s 
now requ1red by statute. 

QfCl No position stated 1n the br1ef. 

STAFF ANALYSIS: As justification for th1s expense, Gul f states that thts 
program prov1des benefits to the general body of ratepayers by preserving 
revenues. Th1s 1s the age old question of the benefits of high load factor 
customers to the general body of ratepayers. Hh11e this may have some 
benefits, there 1s some concern w1th Gulf's program because on one hand, they 
contend that the retent1on of h1gh load factor customers benefits all 
customers and on ~he other hand, the Company does not have any firm purchases 
of cogenerated power and 1s request1ng that add1t1onal plant be placed 1n base 
rates. This seems to be contrad1ctory 1n nature and staff fails to see the 
clear benef1t of this prograa and would recommend that the budgeted ~~unt of 
$426,464 be d1sallowed from base rates. 

Also, Gulf has proposed an Energy Audit and Technical Assistance Program 
as part of 1ts overall conservat1on plan. Th1s program no t only addresses 
conservation measures, but cogenerat1on applications as well. In other vords , 
1t appears that these may be a duplication of act1v1t1es between cost recovery 
and base-rate expenses. 

. 2 1 



ISSUE 62: Gulf has budgeted $50,000 for the Good Cents Incentive program. Is 

this expense appropriate? <BALLINGER) 

RECOMHENDATION: No. The expenses for th1s Hem are sp11t between Issues 63 

and 100. Therefore. staff "<>Uld recoamend that th1s expense only be 
disallowed once and not double counted in the following issues. 

pQSIIIQN Of PARTIES: 

~ Yes. Th1s activity l.as contributed to the overall success of Gulf's new 

hom~ and improved heN progrus. The result has been 1mproved eff1c1ency in 
equipment and construct1on techn,ques. All ratepayers have benefited through 

reduced peak demand on Gulf's system. Th1s activity has contributed to Gulf's 

commitment to conservation. The expenses ($50,000) for this activity are 

contained within Issue No. 63 C$25.000) and Issue No. 100 ($25.000). 

~ In the event this or any other program is contrary to Commission policy 
on conservation or cannot be justified as a 1egitimate expenditure. it should 
be d1sallowed. 

STAFF ANALYSIS: The Good Cents Incentive program offers merchandise and travel 

packages to contractors for the 1nstallat1on of energy efficient appliances. 

It also offers these incentives for the retrofit of gas furnaces to electric 
heat pumps. The provision of these appliances does not require the use of an 

incentive for two reasons. First. the appliance market place does not cater 
to ineffic1ent appliances. Even if a contractor wanted to save some money and 

install an inefficient syste•. he would have a hard time finding one. 
Secondly, the general public. as well as the real estate COIIIJiun1ty, 1s well 
aware of the benefits of having an energy efficient home. This has become a 
major selling point for many houses and 1s the result of the demand from the 

customer to have an energy efficient ~a.e. 
Since the provision of 1ncent1ves to contractors is not necessary, staff 

would recommend that the $50,000 budgeted for the Good Cents Incentive program 
be disallowed from base rates. 



ISSUE 63: Gulf has budgeted $457,390 for the Good Cents Improved and 
$1,023,995 for the Good Cents New Home progra.s. Are thes~ expenses 
appropriate? <BALLINGER) 

REQOHHENDATIQN: Yes. While these programs may be only marginally 
cost-effective, they do prov1de a valuable customer service . 

PQSITIOH OF PARTIES: 

~ Yes. Gulf has demonstrated that these programs are cost-effective, hav€ 
a t~•gh participation rate and that the services provided as part of the 
programs fulfill the demands of our customers for a source of un~iased 

information concerning energy eff icient residential dwellings. 

~ No. Remove $1,023,995 for the Good Cents New Home Program and $609,783 
for the Good Cents Improved Home Prograa. 

STAff ANALYSIS: Pursuant to Order number 19742 hsued July 28, 2988, Gulf 
Power and the staff stipulated to the re110val of the Good Cent" New Home 
progrilll from the ECCR factor. Th1s stipulation was reached because 1t was 
shown that the prograa was aarg1na11y cost-effective based on the Commission's 
cost-effectiveness test. Cost recovery for the prograa was not dented , it was 
simply removed from the preferential treat•ent of the ECCR. This was done to 
insure that a program whose cost-effectiveness depended on questionable 
assumptions could not abuse the "11a1tless" uount available through direct 
cost recovery. 

The Good Cents Improved progru was removed from the ECCR for many of 
the same reasons. Also, this program showed a long pay back. period for 
participating customers which cast doubt on the participation rates assumed in 
the cost-effectiveness calculations. As with the new home program, cost 
recovery was not dented, only reaoved from ECCR. 

Based on witness Bowers test110ny, both Good Cents progra•s are customer 
service programs. <TR 4032) These prograas provide 1nformatton and services 
to Gulf's customers which would probably be asked for even wi t hout the 
programs. Such services are energy awareness. appliance selection and 
assuring coap11ance with the State's energy bu11d1ng code. These types of 
services are a component of the ut111ty's business and are appropriate to 
include as a budgeted expense ita. 1n base rates. The ECCR factor should only 
apply to conservation programs. CustOMr servtce programs are better su1 ted 
for incluston in base rates and don't require special cost recovery treatment. 

Hhile the facts that led to the removal of these programs from the ECCR 
have not changed, the nature of these programs s t111 prov1 des customers with 
services and information. For th1s reason, staff would reconrnend that the 
budgeted expenses for these two programs are reasonable . 

. 2'~ 



ISSUE 64: Gulf has budgeted $767,609 for the Essential Customer Service 
Program. Is this expense appropriate? <BALLINGER> 

RECt)ttENDATION ; Yes. This h a support progru to other customer service 
programs. 

POSITION Of PARTIES: 

~ These expenses support acttvittes requtred by our customers but are not 
contained wtthtn spectftc program headtngs. Th1s act1v1ty 1s merely an 
accounting mechanism to whtch these act1v1t1es are allocated. Specific 
expenses included are related to preparation and 110nttortng of the 0 & H 
budget; developasent of the cust0111r, KWH, and revenue forecast; travel to 
meetings with the Florida Coordinating Group, Edison Electric Inst1tute, the 
Department of Coaauntty Affairs, etc.,; general supply expenses, as well as 
vehicle expense. Also included in •Essenttal Customer Serv1cesu are the 
expense related to the Company's Safety Information Program. 

QfCl No posttion stated 1n brtef. 

STAFF ANALYSIS: Thts progru 1s primartly a backup or support program to 
Gulf•s other customer service prograas. Expense for this program tnclude rate 
comparisons, develo~ent of inputs from fteld data for kwh and revenue 
forecasts, and s011e travel expenses. Thh progru was separated to ease the 
accounting procedures stnce the tnfonaation collectPd 1s conwnon to several 
programs throughout the company. 

... 2 1 



ISSUE 65: Gulf has budgeted $425,474 for 1ts Energy Education Pro~ram. Is 
th1s expense appropr1ate? <BALLINGER> 

RECOHMENDATIQH: Yes. 

PQSITION OF PARTIES: 

GfCl ies. The energy education progra. ts a veh1cle Gulf uses to 1nform our 
customers of the conservatton and energy aa.nagement programs and services 
avatlable to them and to rece1ve feedback from them on hov to continue to meet 
the1r needs for nev products and services. 

QfCl No. It should be removed for OIM expenses. 

STAff ANALYSIS: Th1s progru 1s a dtrect educat1on program geared tovards 
adults as well as school aged children. The expenses contatned tn th1s 
program are for mater1als such as brochures and charts, labor, and 
advert1s1ng. The 1nfonnat1on prov1ded 1s d1rected tovards the eff1c1ent use 
and cho1ce of electr1cat appliances and other conservat1on and customer 
serv1ce progra.s offered by Gulf. Th1s 1s also a servi ce that would probably 
be asked for by Gulf's customers •~en 1f a spec1f1c program did not exist. 

In 1ts br1ef, OPC argues that bas1cally, people do not need to be 
educated any 110re on energy conservat1on. Noth1ng could be further from the 
truth especially as new technologies emerge and fuel prices are rematning 
stable. Educatton 1s a customer servtce that 1s always changing and be1ng 
requested by Gulf's customers. 



ISSUE 66: Gulf has budgeted $55,429 for its Presentation/Seminar program . Is 
this expense appropr1ate? <BALLINGER> 

RECOMMENDATION: No. Thh progru 1s only a promotion for local contractors 
and should not be included in base rates. 

PQSIIION Of PARTIES: 

~ Yes. These presentations are custo.tzed for the needs of Gulf's 
co111nerctal and tndustdcal cust011ers and are used to educate them regarding 
ad~anced end-use technologies and the services the Company makes available to 
them. 

~ No. They should be removed from O&H expenses. 

STAff ANALYSISi Gulf contends that this program provides presentations to 
local contractors about the energy eff1c1ency of electric appliances. Thh 
appears to be a pdrttal duplicat1on of the Company's Education program and the 
Good Cents programs. Ioday ' s contractors are well aware of the importance of 
an energy efftcient home and add1t1onal presentations and seminars should not 
be requir' d by Gulf Power. Hh11e these presentations and semt nars do foster a 
better relationship between Gulf and the local contractors, staff does not see 
any additional benefits accru1ng to the general body of rayepayers. In other 
words, the ratepayers would probably get the same serv1ce from the contractor 
without thh program. Therefore, staff would recoarnend that this expense be 
disallowed from base rates. 



ISSUE 67: Gulf has budgeted $145,652 for its Shtne Against Crime program. Is 
thts expense appropriate? <BALLINGER> 

REOOHHENDATIQN: The percentage of this expense 
i nsta 11 at ions should be disallowed because this 
electricity and increases kwh consuaption . Thts 
disallowance of $91,761. 

PQSITION OF PARTIES: 

attributable to new 
promotes the use of 
would result in a 

GP~ Yes. This program provides direct benefits to the part\ctpating 
customers by reducing the energy consuMd in street 11ght1ng. Thts program 
benefits all customers through the better utilization of electrical plant and 
the significant societal benefits from a lower crime rate. 

~ No pvsit1on stated 1n brief. 

STAff ANALYSIS: The Sh1ne Against Crime progra- is simply an outdoor light\ng 
program. These types of prograas have been in existence for some time mainly 
to change out tneff1c1ent 11ghting w1th more efficient high pressure sodium 
ltghting. Thh practice actually reduces kwh consumption and conserves v1tal 
resources. 

Section 366.80-.85 of the Florida Statutes, also known as the Florida 
Energy Efficiency and Conservation Act (FEECA), mandates that utilities 
control energy growth. Hh11e the replaceaent of inefficient outdoor fixtures 
helps to reduce energy requ1 reme"ts, the pr0110tton of "new" outdoor 
1nsta11at1ons increases energy requiraents. It 1s this facet of the Snine 
Against Crime program that staff takes exception with. The promotion of 
off-peak load does not contribute to reducing energy requirements and 1 s 
contrary to FEECA . The Company's witness Bowers stated that aoprox1mately 35 
to 371 of the expenses for this prograJI are attributable to changeouts of 
ex1st1ng fixtures . (TR 4038) This .aans that 631 the expenses, or $91,761, 1s 
attributable to new installations and the promotion of '.)ff-peatc. sales and 
should not be recovered through base rates. 
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ISSUE 68: 
develop~~ent 
reasonable? 

Gulf has projected $687,000 ($687,000 System> for economic 
expense in the sales function for 1990. Is th1s amount 
(REVELL) 

REClH1ENDATIOH: No. Expensts should be reduced by $687,000. Expenses for 
econa.ic development promotes the use of additional electricity. Also. Staff 
does not think that Gulf should be duplicating the efforts of Chambers of 
Commerce or other development boards 1n its service area. 

POSITION Of PARTIES 

~ Yes. Gulf ' s service area is go1ng to continue to grow. Our ec~~omic 

development activ1t1es are for the purpose of influencing the type of growth . 
We recognize that sOtH growth 1s go1ng to occur. Gulf wants to be in a 
position to ass1st 1n the unag .. ent of growth so that our colll'l1un1ties and 
ratepayers will receive lasting benefits . <Bowers> 

~ The total ..aunt for economic devwlopment should b€ excluded from 
recovery. <Schultz> 

STAFF ANALYSIS : Mr. Bowers states that Gulf's we11-be1ng is directly related 
to that of the ca-un1ty, and that 1t has a d1 rect stake in the c01m1unity ' s 
overall develo~ent. [T-894] As a result, Gulf has developed a marketing and 
prc.ot1onal cupa1gn to develop the appropriate infrastructure, infomation 
and data base to collb1'1e with local ca.un1ties for a •maximum effort" 
[T.895] . Mr. Bower~ further states that, " ... economic development has become 
a key part of our electr1c utility de.and-side marketing plans due to the 
greater opportuni ties provided to increase load factor , by adding or expanding 
custa.ers that have G higher load factor th .. selves or have need for utilizing 
energy during non-peak hours.• [T-895) 

What thts .eans is that Gulf has assumed some of the responsibilities 
of local cha.Jibers of ca.erce or development boards. Traditionally, those 
organizations have been tn the forefront of attracting businesses to expand 
and particularly relocate 1n the1r area. Hhat Gulf 1s do1 ng 1s duplicating 
these efforts. Even the CQIIP&ny ad•1ts that 1t has "assu•ed a leadership role 
1n furthering the capability of caa.un1t1es 1n its service territory to 
attract and/or expand the industrial base." [T-8961 In actively seeking to 
expand industry or business acttv1ty in general, Gulf 1s actively setting out 
to increase salts of electricity. 

Even w1th a projected 1990 expenditure of $687,000, the company 
a0.1ts that ut111t1es have a 11•1ted ab111ty to directly cause a new 1ndustry 
to relocate or an existing industry to expand. [T-895] Also stated is the 
belief that the affected ca.un1ty themsel'.•es are responsible fur prov1d1ng 
whatever 1ncent1ves are necessary to attract new industry. 

·, 2S 
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Obviously, various types of .arketing expenses ~ould be expected of a 
company operating in a non-regulat~j environment. A desire to increase sales 
or urket share against the ca.pet1t1on is normal and healthy ~hen there is, 
1n fact, ca.petit1on. The reason Gulf ts regulated, ho~ever, 1s that Gulf has 
no ca.pet1tors supplying electrical po~er in the same geographic area it 
serves. Being regulated 1s the pr1ce that 1s paid for having a monopoly on 
t~e customer base for electrical po~er. 

Staff does not believe that operating in a 110nopolistic sHuation 
Gulf should pass on to the genera 1 body of ratepayers expenses for mark.eti ng 
itself and the region when 1t 1s the •only ga11e 1n to~n" for electrlcHy. 
Besides, such efforts are directly related to increasing sales of electricity 
~h1ch the Commission, in general, opposes. The Commission disallo~ed similar 
expenses in the last rate case. The company is over the benchmark for the 
entire $687,000 budgeted amount because 1t ~as not allo~ed. The company is 
attempting to include 1t in th1s docket. Public Counsel agrees wHh staff 
that this expense should not be allo~ed for recovery from the ratepayers. If 
ne~ bu .. inesses relocate and ~ant power, Gulf not only would be required to 
provide service but ~ould be more than happy to ~ork ~lth the ne~ company to 
serve thY efficiently. Therefore, we recommend that the entire S687,000 In 
1990 expenses for economic development be disallo~ed. 

' 2 .t 
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ISSUE 69: Gulf has projected $5,358,179 C$5,655,000 System> ln 
Production-Related A&G expenses for 1990. Is th1s amount reasonable? <ROMIG) 

REQQMHENPATIOti: Yes. The 1990 Production-Relat ed A&G expenses are reasonable . 

PQSITIQN Of PARTIES 

~ Yes. <Scarbrough) 

OPel No, this a.ount should be reduced as rec~ended in other issues. 

STAFF ANALYSIS: In the company's last rate case, the company did not separate 
A&G ex~enses bet~een Production-Related and A&G Other for O&H benchmark 
purposes. The Production-Related expenses represented Gulf's 501 share of A&G 
expenses. The Comm1ss1on. 1n Order No. 14030, reduced expenses $1,464,000 as 
not being justified since the company app11ed CPI and Customer Growth to all 
A&G expenses , including the Product ion A&G. <CPI only is applied to 
Production expenses for purposes of the benchmark calculation.> The 
Commission in that order found that .. ... He reject it not because we find the 
amount to be unreasonable or imprudent, but because we find that Gu l f has not 
already included this amount in a previous justification. u 

In this docket. the ca.pany restated the 1984 A&G expense by 
separating this function into A&G Production-Related and Other and then 
recalculating the benchaark variance. After restate.ent. the company was 
under the benchmark for A&G Production by $790,000. In calcul at \ng the 
benchmark variance, the coapany added back the disallo~ance to the base amount 
and also included A&G expenses related to Plant Scherer. 

Public Counsel addressed the Production-Related A&G expenses ~nder 
Issue 89, Plant Oan1el expenses ~erein they recommended a reduct\on \n A&G 
expense by $1,172,000 to reflect the proper benchmark level . 

OPC Witness Schultz testified that based on his rev\ew of the 
budgeting process for Plant Daniel, Gulf has very little control over these 
expenses. <T. 2446-2448) Gulf took exception to this state~~ent by Mr . Lee 
~ho testified that the budgets su~1tted to Gulf from Mississippi are rev\ewed 
for reasonableness. Throughout the year the budget compar1 son report 
regarding expenditures versus budget are revie~ed (T. 3593). 

OPC's concerns are that Gulf does not actively part1c1pcSte in the 
budgeting and operations of Plant Daniel . 
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Pub1tc Counsel on pages 85 and 86 of their brtef. 

Setttng aside the argument of operation expense 
input, the Coan1uion IIUSt look at the "bottom line" on 
thts issue. That 1s, are the expenses at Plant Daniel 
reasonable? In Gulf's t.st case the Commission 
detena1ned that based on the benchmark the expenses were 
not reasonable [T. 2449, 2450]. Using the same test in 
th1s case and considering the shallow justiftcation for 
the overages. the Commission should reduce the Plant 
Daniel expenses as outlined above. 

In Gulf's last case the Comission on Page 27 of Order No. 14030 
stated the following wtth regard to A&G expenses. 

We reject Gut f' s attetnpted just1 fi cat1on for thts 
amount 1n excess of CPI and customer growth benchmark. 
We reject it. not because we find the amount to be 
either unreasonable or imprudent, but because we find 
that Gulf has already included thts amount in a previous 
justification. 

Wtth regard to expenses b111ed Gulf by M1sstss1ppi, these billings 
are aud1ted by the Internal Auditors of Southern Company Services on a 
periodic bas1s 1n order to detenaine whether such b111ings are 1n compliance 
with the terms of the operating agre.-ent. These audits have found In certain 
instances where Gulf has been over b111ed. The overbillings were corrected by 
Mississippi. 

In our opin1on, the cocnpany has atteapted to cure ary problems the 
Coamtssion may have had in its last case by separat1ng the A&G expenses. The 
Commission did not reduce expenses in the last case based on unreasonableness 
or imprudency. The adjusted benchmark 1s a negative $790,000; no adjust"'ent 
ts reconmended. 

.. 31 
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ISSUE 70: Gulf has projected $31,070,804 ($32,792,000 System> 1n Other A&G 
expenses for 1990. Is this amount reasonable? CKOMIG> 

REOOHHENPATIQN; No. The appropriate a.ount is $29,837,434 ($31,500,000 
System> based on adjustments aade in other issues . 

POSITION OF PARTIES 

GULfl The correct ..aunts are $32,037,266 C$33,812,000 System). These 
expenses are reasonable. 

OfCl No, this ..aunt should be reduced as recommended in other issues. 

STAff ANALYSIS: This issue is a fallout of the other A&G issues. 

Staff has recoarnended adjusttaents in other issues which reduce A&G 
expenses $1,233,370 ($1,292,000 System>. Deducting the sy~tem amount from 
Gulf's $43,000 benchmark variance results in a $1,249,000 neqat1ve benchmark. 
var1ance. No further adjustments are recommended. 

During the hearing, staff addressed the area of Prov1s1on for 
Property Duage and Injurtes and Dauges. Gulf Power aa1nta1ns Accumulated 
Provt s tons for Property Damage and Injuries and Damages 1 n accordance with 
Coalll1sston Rule 25-6.0143. Included in the rule ts a prov1s1on that the 
provision level and annual accrual w1 11 be evaluated at the t1me of a rate 
case or by separ~te petition outside of a rate case. Neither staff or Public 
Counsel proposes any adjustments to the accrual or balance tn the accounts. 

Proytston for Propert) D~~&ge: In the company's last case, the 
balance in thts account was $3.2 •111ion and projected to be $7.0 million at 
the end of 1990. The cQIIpany 1s currently ac!:ruing $1.2 M1111on per year. 
The ca.pany noted on page 94 of the C schedules the desired balance should be 
aatntatned from $5 to $10 •illion. Mr . Scarbough stated that the company has 
not tncreased the accrual stnct tht last rate case and that to the event the 
ba 1 ance reached the upper 11•1ts of the desired ba 1 ance, Gulf wou 1 d pet H 1 on 
the eo-tsston to cease or reduce the accrua 1 CT . 438-439). H1th regard to 
losses charged against the reserve, Mr. Scarbrough stated that 1n 1985 S3 .8 
m1111on was charged to the reserve as a result of hurricane damage and l n 
1979, Gulf carried a negative balance as a result of Hurricane Frederick <T . 
439). Staff recoamends that Gulf continue tts $1.2 m1111on annual accrual. 

Proyhton for In3ur1es and Damages; In the company's last case the 
balance in thh account was $1.8 •1111on and projected to be $1.3 m1111on at 
the end of 1990. The cO!Rpany 1s currently accruing $1.2 m1111on per year. 
The company noted on page 95 of the C schedules the des1red balance shoulo be 
from S2 to S4 •1111oo. 

. 3 ~ 
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Mr. Scarbrough stated that the des1 red balance of S2 to S4 million 
was based on Gulf's recent experience, the size of claims and the deducttbles 
1n insurance policies (T. 440). Mr . Scarbrough also stated that if the upper 
limit for the injuries and da.ages reserve was reached, Gulf's action would be 
the same as w1th the Provision for Property O&mage (T. 441-442). Staff 
recommends that Gulf continue 1ts $1.2 •11 11on annual accrual. 
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ISSUE 71: Has Gulf included any lobbying and other related expenses 1n the 
1990 test year which should be r..oved froa operating expenses? <ROMIG> 

RECOHHENQAIIQN: Yes. Expenses should be reduced $263,534 ($278,133 SysteM). 

pQSITIOH OF PARTIES 

~ Yes. Gulf has agreed to remove a total of $253,265 <System> from 1ts 
projected operating expenses 1n the 1990 test year. 

OfCl No. •r. Scarbrough has now agreed to re110ve an additional $101,997 of 
lobbying expenses. along with $126,566 related to information gathering and 
adll1nhtr&t1ve act1v1t1es of 1ts registered lobby1st [I. 3810-3811]. Also, 
any further expenses that may show up 1n late-filtd exh1b1t 626 should be 
re110ved [I. 3853]. 

STAFF MALYSIS; Mr. Scarbrough at I. 3811 stated that Gulf inadvertently 
included $101,997 of lobbying expenses which should be removed froa expenses. 
In addition, Gulf has also agreed to r..ove $126,566 of ext)enses related to 
the 1nfonaat1on gathering and administrative act1vities of 1ts registered 
lobbyhts. It should be noted that the $253,265 adjustllent reflected in 
Gulf's position above does not agree with their stipulated amount of 
$228,563. The difference of $24,722 represents the salary of a Governmental 
Affairs Analyst. $23,722, and $1,000 tn dues which have been adjusted out of 
NOI. Staff dots not reca..end an adjust.ent for the $23,722 salary. 

The above expenses were reflected on Late-Ftled Exhibit 626. These 
expenses were associated with the Tallahassee Office and Mr. Earl Henderson's 
expenses. $126,566 and $101,997 in expenses charged to SCS Horkorder 4750-30, 
Outside Consultants. 

In addition to the above, staff noted G~ late-fil~d exhibit that Gulf 
incurred expenses for the following: Regulatory Matters Coordinator posit1on 
$5,673 recorded below-the-line in 1989 and agreed to re110ve from expense for 
the 1988 tax savings docket; SCS Morkord&r 4750-01, Governmental Affa1rs, 
$173,667 and SCS Norkorder 4759-30, Govern.ental Affairs-Atlanta, $720. 

Mr. Scarbrough was asked the following with regard to SCS Horkorders 
4750-01. 21 and 30 (T. 3855-3856). Question: Could you tell me whether the 
services provided by the Southern Cotlpany pursuant to these workorders would 
be si•ilar in function to ... si•11ar to the function fulf111ed by Gulf's 
Tallahassee Office? Mr. Scarbrough in response: "It's similar in that there 
are a lot of activities carr1td on 1n that build1 ng, some of wh1 ch are 
lobbying; and so yes. it's st11ilar.• 

' 3 ·t 
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Staff, therefore, rtc~nds 1 further rtduct1or. 1n expenses for the 
fo11ow1ng consistent w1th tht C()llpany•s agretMnt for the 1988 tax savings 
docket and 251 reduction associated with the Tallahassee Office. 

State Regulatory Matters Coordinator 
SCS Horkorder 4750-01 
SCS Horkorder 4750-30 

s 5,673 
$43,717 
s 180 

Based on the above, staff recoaaends reducing O&H expenses by 
$263,534 ($278,133 System). 
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ISSUE 72: Hhat 1s the appropriate C.P.I. factor to use in deter~~ining tPst 
year expenses1 <REVELL) 

RECOttENDATION; The appropriate CPI factor to use 1; 4.TL for calendar year 
1990. 

POSITION OF PARTIES 

GULfl The inflation CC.P.I.) factors used in MFR C-56 are appropr1ate: 

"L 

1985 3. 552 
1986 1. 920 
1987 3.662 
1988 4.082 
1989 4.910 
1990 4.369 

The .ast recently projected 1990 C.P.I. fro. Data Resources Institute (4 .758t 
as of 5/90) would also be consistent with th .athodology used by the 
to.aiss1on in Order No. 14030. (Gilbert> 

OfCl. To the extent the Collpany• s projected expenses were based on their 
1nflat1on factor and the resulting expense level is !xcessive, the Commission 
should aakt its own deter.1nat1on as to the proper factor to use. 

STAFF ANALYSIS; Gulf originally used an inflation factor of approxh1ately 
4.4"1 for calendar year 1990 in MFR C-56 ft led tn Hs request for a rate 
increase. Gulf in its prehearing stat..ent projected a factor of 4. 75t as of 
May, 1990, as reported by Data Resources Inst~tute <DRI). In keeping with our 
poltcy of using the latest factor ava11able, we are recomending that the 
factor of 4.7"L be used for calendar year 1990. This represents the June, 1990 
factor fr011 ORI. 

... 36 
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ISSUE 73: For each functional category of expenses, what 1s the appropriate 
level of expenses for services provided by the Southern Company? <ROMIG> 

RECQtttENDATIOH: No specific adjustaents to SCS expenses are rec01m1ended tn 
this issue. The appropriate level of SCS expenses by function are as follows: 

Production 
Transmission 
Distribution 
Custa.er Accounts 
Cust. Serv. & Info. 
Ad•1n1strat1ve & Gf~. 

pPSITIQN OF PARTIES 

System 

$3,496,551 
584,945 
108,945 

1,173,025 
199.177 

8,246,591 

GUU[· The appropriate levels of SCS Operation and Maintenance expense are as 
follows: (1) Production - $3,496,551 <Systell); (2) Trans•1ssion - $584,945 
<System); (3) Distribution - $108,945 <System); (4) Customer Accounts -
$1,173,025 <Systea>; (5) Customer Service and Information- $199,177 <System); 
(6) Administrative and General - $8,392,165 <System). 

OK;. The Company• s amount related to steaa production should be reduced by 
$734,595. 

STAFF ANALYSIS: Public Counse 1 W1tneH Schu 1 tz ex pres sed concern about the 
amount of input Gulf has in the development of the SCS budget <T. 2454-2459). 
It appears that the majority of the budget d1 scussions between Gulf and SCS 
are related to activities specifically requested by Gulf. The budgeted 
amounts also include costs for services performed for all of the participants 
of SCS and allocated to those companies. These costs are not subjected to the 
same scrutiny as that of the specifically requested items. 

In 1986 and 1987 Larkin & Associates were retained by the Georgia PSC 
to review Georgia Power to.pany•s budget. Their review included an attempt to 
substant1ate the SCS budget Hems fr011 the SCS workpapers. They were unab 1 e 
to do so since no workpapers were available. Mr. Schultz further testified 
that he was not provided support for the SCS budgeted changes (T. 2456-2457) . 

In response to Mr. Schul tz• concerns, Gulf has 1 nput t n the budget 
process to ensure that expenses are minimized and necessary to provide 
electric service (I. 1454). Before the budget 1s subll1tted, Gulf and SCS 
personnel review the SCS workorders. Before the SCS budget 1s presented to 
the Cat~Pany' s .anage11ent for approval, SCS personnel rev iew the budget with 
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approprtate ca.pany personnel <T. 1454- 1455). Throughcut the budget ye~ r 

actual changes are continually rev1eved. Any concerns by Gulf are d1scussed 
and resolved betveen SCS and Gulf . 

Hith regard to the study performed by Lark1n & Assoc1ates for the 
Georgia PSC. Mr. Scarbrough testified that Mr. Sc~ul tz bases his 
recommendation on a three-year old reviev in another jurisdiction. Mr. 
Schultz has not performed such a reviev in this proceeding <T. 3801). 

Gulf H1tness Mr. Parsons testified that allocated costs and c~sts for 
spec1f1c services are subjected to the sue scrutiny by Gulf, not just the 
spec1f1c act1v1t1es (T. 2455). 

In rev1eving stea• production ~rkorders, ~r . Schultz states that he 
pulled 4 out or 28 vorkorders for purposes of coa~par1ng budget to actual 
amounts. and those wh1ch he pulled represented the larger variances <T . 
2543-2544). As eoa.1ss1oner Gunter recognized. Mr. Schultz could shov the 
results s1gn1f1cantly, one way or another, by not havi ng randomness 1n the 
sa•ple. If all 28 workorders had been analyzed and averaged, the total actual 
expenses exceed the budget for these act1vities (T. 2543-2544) . 

In staff's opinion. the record does not support the concern expressed 
by Mr. Schultz and hh nc~nded dinllovance of $734,595 1n SCS Steaa 
Production expenses. Gulf's budgeting process should be the same for each 
functional category of expenses; yet Mr. Schultz only npressed concern and 
proposed adjustments 1n the Steu Production area. In addition, no concerns 
vere raised 1n the staff audit report regarding the budgeting of SCS expenses. 

Staff rev1eved late-F t led Exh1b1t 630, non-recurring expenses. This 
exhibit contained budgeted SCS non-recurring expenses for 1987-1990 and actual 
a.ounts for 1987-1989. Based on a three-year &verage of actual, non-recurring 
expenses of $349.208 and 1990 budgeted uount of $873. 1 51 , 1t vou 1 d ~pear 
that a reasonable level of non-recurring SCS expenses for 1990 would be 
$523,943. Included 1n the budgeted uount vas $415,000 related to 
i nvesti gat ion expenses vh1 ch have been rMOved by Gulf for a difference of 
$108,943. Also included 1n these expenses vas $408,040 in Environmental 
Ground Testing expenses. This progru vas discussed on page 198 of the MFR C 
Schedules. Since staff has not reca.ended a spec1fi c adjustment for this 
progru. no adjustllents are recaa.ended to the 1 eve 1 of SCS non-recurring 
expenses. 

The rec~nded level of SCS functional expenses 1n the 
reca.endation of thh hsue has been reduced $145.574 for the recOIDIIended 
d1sa11ovance discussed 1n Issue 71 , lobby1ng Expenses . 
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ISSUE 74: Has the company properly re110ved free~ 1990 expenses a'l costs 
related to I.R.S., grand jury and other similar investigations? <REVELL) 

RE<XIItENQATIOH: Yes. The coapany has removed from 1990 expP.nses all costs 
related to IRS, or the grand jury 1nvest1gat1ons, including an additional 
$5,000 1n expenses which were identified since the filing of the HFRs. 

POSITION Of PARTIES 

GUlli The Cocapany has made a concerted effort to 1dent1fy and aoj~st from 
this cast all costs associated wtth these investigations. S1nce f111ng this 
case the Collpany has dhcovered an adutt1onal $5,000 associated w1th outside 
auditing related to the investigation and stipulates to remove that amount at 
this ti... (Gilbert> 

OfCl Any &MOunts remaining should be r..aved. 

STAFF ANALYSIS: MFR Schedule C-7, page 2 11sts approximately $615,000 for 
outside services expenses related to the grand jury and JRS investigations 
which have been r.-oved fra. the 1990 test year. At [T-645-46) company 
Hitness Gilbert states that thh $615,000 has been removed fr011 the 1990 O&M 
budget. However, this does not include a $5,000 expense for the company's 
outside auditors to provide support for any presentations or reviews by the 
Board of Directors [T-670]. Commissioner Gunter at [T-670) asked Hr. Gilbert 
if any addtttonal employee expenses incurred in 1989 were factored up in 
calculating 1990 expenses. Hitness Gilbert indicated that salaried employees 
worked addtt1onal hours w1th no additional ca.pensat1on to accomplish the dual 
tasks of regular COIIPany business and the IRS/grand jury business, and any 
overti.a and copying costs or travel expenses had been identified and removed 
1n 1989 CT-674] . Arthur Andersen & Company audttors, Gulf Power's outside 
auditors, reviewed the 1990 O&M budget forecast and found no expenses relating 
to the IRS or grand jury investigations which the cocpany had not removed 
[T-700-701 ] . 

Pub11c Counsel and staff, fr011 the beginning, have agreed that any 
expenses in the 1990 test year r~lat1ng to IRS/grand jury matters should be 
re.oved. It appears that Gulf has 1dent1fied expenses of $615,000 wh1ch have 
been retDOved. Staff also reca.ends that the $5,000 for outside services 
subsequently 1dent1fied also be re.oved. 
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ISSUE ZS: What is the appropriAte aMOunt of pension expense for 1990? (SALAK} 

RECQMHENOAJIQN: The appropriate amount of pension expense is SO. 

PQSITION OF PARTIES 

®.Lf: Gulf has budgeted SO dollars for pension expense accrual in the test 
year. 

OFFICE OF puBLIC CQUNSEL; No position . 

INPUSTRIAL IHTERVENQRS: No position. 

STAFF ANALYSIS: Gulf presented three projections for pension expense in 1990. 
First, the co.pany budgeted SO for pension expense and included this in its 
petition for a rate increase. (Exhibit 383, p. 51) OPC witness Schultz stated 
that he concurred that no amount should be budgeted for pensions since the 
Company will not be expending money for pensions in the foreseeable future. (TR 
2465) 

The second amount presented by Gulf was on MFR Schedule C-66 (p. ~53) , 
Pension Cost. This MER reports projected net periodic pension cost to be 
($11 ,020). This is an early projection of pension cost under SFAS 87 . 

Exhibit 422 contains the third a.ount presented by Gulf to project pension 
expense for 1990. Exhibit 422 is 1 letter dated June 1, 1990, from the actuary 
retained by Southern Ca.pany. The letter indicates that the revised estimate of 
pension cost under SFAS 87 for 1990 1s $199,000. Of this amount, Witness 
Scarbrough testified that $156,252 would be expensed. (TR 445) For this 
projection, all assu.ptions re.1ined constant, except the discount rate for the 
liabilities was reduced fro. 8.51 to 81. {Exhibit 422, p. 1) 

Historically, Gulf's pension expense has been on the de~line for the past 
three years. For 1987, 1988, 1nd 1989; Gulf's pension expense was $1,538,000, 
$1,385,000, and $47,000, respectively. These are the 1.1110unts recorded under SFAS 
87. (TR 443-444) 

Consistent wtth utility's treatMent of pension expense for 1987-1989, Staff 
believes th1t pension expense should be recorded under SFAS 87; however, the 
estimates of pension cost vary fro. ($11,020) to $199,000. ~lthough the $199,000 
is the .ost current est1 .. te available, it is not supported by a full actuarial 
valuation. Because of the new estt•te provided, Staff believes that the pension 
cost will probably be greater than ($11 ,020). Since the 1990 pension costs are 
sttll estiaates and the 1987-1989 trend of pension expense is downward, Staff 
recommends 1 pension expense of SO as filed by Gulf. This is a conservative 
approach in favor of the ratepayers. 

~ 4U 
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ISSUE 76: Art the projected O&H Jxpenses for add1 t1 on a 1 personne 1 reasonab 1 e 
in the sttaa production function? <BALLINGER> 

RECOHHENQATIQN; Yes. 

pQSITION OF PARTIES: 

~ Yes. 

QfCl No position stated in brief. 

STAFF ANALYSIS: Prior to tht hearing, staff was unclear as to how the 
addit1ona1 personnel from this function were accounted for. He were unsu re if 
the .. new" positions were actually new or a shift in personnel . Testimony 
presented by wttness Lee 1ndtcates that thesG positions were not included in 
the 1984 base year but wert f111ed pr1or to the 1990 test year. This caused 
the benchmark for this function to bt exceeded. Hhilt most of these employees 
were previously wtth Gulf, they wert not part of the power production 
department. These positions art necessary for the provision of electric 
service and the variance fro. the 1990 benchmark appears reasonable . 

:. 41 



ISSUE 77: Gulf has budgeted $210,000 1n O&M expenses for research and 
development projects. Are these expenses reasonable? (BALLINGER) 

RECOMMENDATION: The $43,000 system ($31 ,813 jurisdictional) budgeted for the 
Acid Rain MOnitoring program 1s an extension of a previous acfd ra1n program 
and not a new R&D program. Therefore, the Company has not justf f1ed this 
variance from the 1990 benchmark and th1s 4mount should be disallowed from 
base rates. 

POSITION OF PARTIES: 

GPC: Yes. Gulf has just1f1ed each of these projects as reasonable and 1n the 

DeSt 1 nteres ts of the ratepayer. 

OPC: No pos1t1on stated in brief. 

STAtF ANALYSIS: In 1981, the Florida Electric Power Coordinati ng Group began 
funding of the Florida Ac1 d Rain Deposi tl on Study. 1 n 1986. this study was 
concluded but the mon1tor1ng of acid rain continues today as an outgrowth of 
the study. In other words, Gulf spent money on this program during their last 

rdte case and presumably had those expenses approved by this Coornission. 
Their just1f1cation for the benctaark variance 1n the R&D function is the 
devel opment of t~e mon1tor1ng program as if it were a new program. Th1s just 
isn't true and is not a justification for the benchmark variance of $43,000 in 
this funct1 on. Therefore, staff would reconmen<l that the benchmark excess of 
$43,000 for the R&D function should be disallowed from bcJse rates. 

In Issue 102, Public Counsel has ra1Sed a concern with the EMF studies 
being performed by Gulf. At the time the EMF standards were adopted, the 
Floriaa Environmental Regulation Coan1ss1on establi~hed a task force t o study 
methods of reducing EMF levels from electric faci11tles. The FCG agretd t o to 
fund the $1 million project and Gulf's contribution i~ the $39,000 in 
quest1on. S1nce this project is the result of new legislation, ft fs 
appropriate to consider this expense as justification of the benchmark 

var1ance in this catagory. 



ISSUE ~ Has there been any ''double count1 ng" of expenses for serv1 ces 
rendered by Southern Company Services or EPRI? <BALLINGER> 

RECOtttENPATION: There vera no specific aud1 t exceptions that would 1 nd1 cate 
"double counting• of serv1ces provided by these compan1es. 

PQSITIQN Of PARTIES: 

~ No. The projects undertaken by these groups are comp11mentary to, but 
do not duplicate, one another. 

QfCl t'o pos1t1on stated in br1ef. 

STAFF ANALYSIS: This issue arose because of the appearance of double counting 
betveen Southern Company Services and EPRI 1n the R&D funct1on. Staff 
requested that thh be investigated as part of the general aud1t. S1nce no 
spec1f1 c audit except1 ons vere ment1 oned, there 1s no ev1 dence 1 n the record 
that vo 1ld 1nd1cate double counting betveen Southern Company Services and EPRI. 



r 

ISSUE 19: STIP\JLATED ISSUE: Gulf has budgeted $332,000 for ash hauling at 
Plant Daniel. Is this expense reasonable? (BALLINGER> 

RE<nttENDATIOH: All the part1es 1n th1s proceeding have stipulated that the 
$332,000 budgeted expense for ash hauling at Plant Daniel 1s reasonable. 

PQSITIQH Of PARTIES: 

~ These expenses are reasonable and just1f1ed as this act1 v1 ty 1 s now 
required by new environmental regulations. These expe~~es are a component of 
and included in the Company's total Q&M expenses for Plant Daniel wh1ch have 
been 1dentif1ed for consideration and rev1ew under Issue 89. 

~ No pos1tion stated 1n brtef. 

STAff ANALYSIS: Plant Dan1el has a wet ash pond that stores ash produced f rom 
the burn1ng of coal. Add1tional storage capacity is needed so Gulf w111 begin 
d1gging and hauling the ash from the pond to a landfill 1n 1990. The budgeted 
expense represents Gulf's 50\ share of the expense. Actual construction and 
capp1ng of the landfill w11t be a cap1ta1 1tem but the expenses for digging 
and hauling the ash w111 cont1nue annually. The expenses for this function 
were not incurred 1n 1984 wh1ch 1s why there 1s a benchmarK variance of 
$332,()()1). As mentioned 1n the recolllllendation, all parties have stipulated 
that th1s 1s a reasonable expense and should be included 1n base rates . 



ISSUE 80: Gulf has budgeted $3,017,000 for Transmission Rents for Plants 
Daniel and Scherer. Are these eApenses reasonable? <BALLINGER> 

RECOHHENDAIION: Yes if Plant Scherer 1s 1ncluded tn the Company's rate base. 
If Plant Scherer is not allowed, this expenses catagory should be reduced by 
$1.825,000. 

PQSITION Of PARTIES: 

~ Yes. These amounts result from agreements which secured the least 
expensive alternative available to provide necessary transm1ss1on service to 
Gulf's service territory from Plant Oantel and Plant Scherer. 

~ For the reasons cited in Issue 27. Plant Scherer costs should not be 
included for retail recovery at this time. Based on this position, the 
transmission rental of $1.622.000 should be removed. 

STAff ANALYSIS: As with any power plant, transmission facilities are necessary 
to transport tht power to where 1t ts needed. The transm1s s ion rents. or 
facilities charges, are a cost effective alternative to Gulf building 1ts own 
transmission lines to receive power from Plants Daniel and Scherer. As 
test1f1ed by witness Howell. the expPnse for these fac111ties ts below the 
fully embedded cost of the ut111ty wh1ch owns the ltnes ~below Gulf's own 
cost vf construction. (TR 1494-1495) Since these expenses are similar to 
plant additions. this expense catagory should only be escalated at the rate of 
1nflat1on for future benchmark analysts. 

If the Com1s1on does not allow Plant Scherer into Gulf's rate base, 
then the associated transm1ss1on expenses should also be removed. This would 
exclude all respons1biltty for Plant Scherer from Gulf's ratepayers and would 
result 1n an adjustment of $1.825.000 to the entire transmission expense 
catagory. 

_j 



ISSUE 81: Gulf has budgeted $1,047.000 for 1ts Pub11c Safety Inspection and 
Maintenance progr&m. Is th1s expense reasonable? (BALLINGER> 

REcot11ENDATIOH: Yes. Gulf has expanded severa 1 existing programs and added 
some new programs s1nce the Company's last rate case. 

pQSITIQN OF PARTIES: 

~ Yes. 

~ No. Th1s expense should be reduced by $740,000 to reflect the 1990 
benchmark.. 

STAFF ANALYSIS: Gulf's justification for the $740,000 benchmark. var1ance was 
the addition of several new progrus under th1s function. The purpose of 
these programs is to reduce the risk. of personal injury and property damage at 
Gulf's fat 11it1es. Therefore, any additional expenses should be offset 
somewhat by reduced claims. 

Exh1b1t number 595 was presented at the hearing by Gulf's witness 
Jordan. This exh1b1t shows the actual expense for each program as well as the 
claims paid in each year. Since 1985, two of the existing programs have 
increased dramatically. These are the relocation of d1str1but1on poles and 
safety 1nspect1ons of faci11t1es. Also, the Coalpany has implemented two new 
programs since its last rate case. This exMbit also shows that the total 
expense, program cost and cla1ms paid, has dec11ned over the last three 
years. This is a good indicator that the programs are worthwhile since the 
program portion of the total expense will lag the claims portion. There fore, 
staff would recommend tnat the budgeted expense of $1,047,000 1s reasonable. 
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ISSUE 82: Gulf has budgeted $47,701,000 ($54.079,000 System) for Depreciation 
and Amortization expense. Is th1s amount appropr1ate? (REVELL/LEE> 

RECOMMENDATION: No. The appropriate jurisd1ct1ona1 amount is $47,561 ,000. 

POSITION Of PARTIES 

~ The appropriate amount 1s $47,701,000 ($54,079.000 System). 

~ Test year deprec1at1on should be reduced by $967,000. 

STAff ANALYSIS: Except for spec1fi c adjustments addressed 1 n other 1 ssues, 
there are no other adjustments. 
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ISSUl~ Gulf has budgeted $20,822,000 ($36,106,000 System) for Taxes 
Other. Is this amount appropriate? (HERTA) 

RECQHHENPATION: No. If the CO..ission accepts staff recommendat1on 1n Issues 
48 and 87, the appropriate amount of Taxes Other is $20,793,000 a J no 
adjustment 1s necessary here. Otherwise this a-aunt should be adjusted based 
on the Commission's decisions. 

pQSIIION OF PARTIES 

~ Yes . 

~ The adj ustment h a $321 ,000 decrease to Taxes Other as prov1 ded in 
OPC's schedul es . 

STAFF ANALYSIS: The Company's projected Taxes Other includes adjustments to 
re1110ve tax expenses related to revenues recoverable through the Conservation 
Clause, franchise fees. and the Qross receipts taxes and FPSC assess~nt fees 
associated with fuel, conservation, and franchise fee revenues which were 
removed. (TR 742, 744). 

Staff agrees with Gulf's calculation of Taxes Other , however based on 
the adjust•ents to revenues and payroll taxes in Issues 48 <Increase $1,000), 
and 87 (Decrease $30,000), a reduction of $29,000 1s appropriate . Public 
Counsel agrees with Staff on Issues 48 and 87 according to OPC' s Operating 
Income Schedules. However, OPC ~aak.es an additional adjustment in Issue 27 
decreasing Taxes Other by $244,000. COPC Brief p. 79). These adjustments 
will be made in the specific issue and no adjustment 1s necessary here. 



DOCKET NO. 881345-EI 
(GULFREC.JEB) July 27, 1990 

ISSUE 84: What is the appr~priate amount of income tax expense for the test 
year? (BRAND) 

RECQHHENDATION: Jurisdictional income tax expense is Sl3,B31,000, consi sting of 
$14,198,000 current, $1,674,000 deferred , and $(2,041,000) lTC amortization. 

POSITION Of PARTIES 

.G!l1...E..L. $12 765,000 ($18,999,000 System) , including the amortization of investment 
tax credits. 

OFFICE Of PUBLIC CQUNSEL: This amount should be adjusted based on other i ssues 
raised . The final amount will be supplied later in the Operating Income 
schedules. 

INDUSTRIAL INTERVENORS; No position. 

STAFF ANALYSIS: Income tax expense is a fallout number based on other 
adjustments to NOI. 

Gulf's budgeted jurisdictional inc011e tax expense for 1990 was $12,765,000, 
consisting of $13,185,000 current, $1,621,000 deferred , and $(2,041,000) ITC 
amortization. Staff increased current taxes by $1,293,000 and deferred income 
taxe' by $53,000 for the tax effect of other recommended adjustments to revenues 
and expenses. As discussed in Issue 85, the combined interest recc~ciliation and 
lTC interest synchronization adjustments decrease current taxes by $231,000. No 
parent debt adjustment is necessary, Gulf's parent has incurred no debt and does 
not expect to incur debt for the projected test year. (MER C-47). The resulting 
current tax is $14.247,000, deferred tax is $1,674,000, and lTC amortiz?tion 
remains $(2,041,000). Total jurisdictional income tax recommended by Staff is 
therefore $13,880,000. 

i 4 ~J 
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ISSUE 85: What is the proper interest synchronization adjustment in this case? 
(BRAND) 

RECQMHENQATIQN; The interest synchronization adjustlent should be $231 ,000. 

PQSITION OF PARTIES 

.G1l.l.£.i.. The jurisdictional interest synchronization adjustment results in a 
reduction 1n income taxes of $442,000. 

OffiCE OF PUBLIC CQUNSEL; This a.ount should be adjusted based on other issue 
raised. The final amount will be supplied later in the Operating Income 
schedules. 

INDUSTRIAL lNTERYENQRS; No position. 

STAFF ANALYSIS; On page 6 of his rebuttal testt.ony (TR 3,908-3,909), Gulf 
Witness McMillan stated that OPC Witness larkin had calculated the interest 
reconciliation and lTC interest synchronization adjust.ants incorrectly. He had 
used the !)er-books interest a.ount of $30,871,000, instead of the correct 
jurisdictional synchronized interest a.ount of $32,045,000, and had also 
decreased tax expense, rather than increasing tt. Witness Larkin acknowledged 
his error and agreed with the nuabers sublttted by the Company. (TR 2271-2275). 
The correct adjustiiK!nt, based on Staff's reco.-ended capital structure and 
reflecting the appropriate ..aunt of interest from the Company's tax expense 
calculation, decreases tnca.e taxes by $231,000. 

t 5U 
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ISSUE 86: Should an adjustment be ude to the test year referen1.e level of 
$2,630,877 for the Employee Relations Planning Un1t? <REVELL) 

RECOHHENDATIQN: All parties now agree that no adjustment should be made . 

PQSITIQN OF PARTIES 

GULf: No. A miscalculation of the 1988 reference level stated 1n the budget 
meso;.-ge was corrected by Corporate Planning. The correction was approved by 
the Budget C0..1ttee and reflected 1n the approval letter. The Employee 
Relations reference level 1s appropriate. The reference level as used 1n 
Gulf's budgeting process only affects the a.ount of documentation prov1ded by 
the planning units . The budget, however , 1s developed independently of th~ 

reference level. (Gilbert, Bell) 

QfCl Ho adjustment should be aade [T-2520] . 

STAff ANALYSIS: Thts issue was originally raised by Public Counsel'; Hitness 
Schultz . In ex .. 1n1ng ca.pany budget docuaents. he found that th1s un1t 
showed a large, unexplained increase fr011 budget year 1988 to 1989, meaning 
that 1f 1t were unexplained for 1989, 1t shouldn't be ucarried over" to the 
test year, 1990. Therefore, he reca.aended a reduction of $648,000. At 
(T-2520] H1tness Schultz ad•ttted the unexplained increase was 1n fact a 
correction of an error and he withdrew his rec~nded adjustment. Th1s 
1ssue, therefore, 1s 1100t: no adjustaent 1s necessary or recOIIIIDended by any 
party to th1s docket. 
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ISSUE 87: Has the Company .ade the proper adjustment to remove the effect of 
vacancies on the labor ca.pla.ent? <ROMIG> 

RE<nt!ENOATION; No. OU4 expenses and payroll taxes should be reduced by 
$403,222 C$412,544 Syste•> and $29,982 C$31,560 Syste•>. respectively. 

POSITION OF PARTIES 

~ Yes. 

QfC: No. The labor COIDPltment adjusteent 1s understated by $990,381. This 
also requires a payroll tax decrease of $78,406. 

STAFF ANALYSIS: In Gulf's last rate case, the Cocml1ssion lllclde an adjustment 
for excess he budgeting of number of employees. In that case, Gulf budgeted 
for 109 additional employees assu•ing all ~uld be hired for the entire ye~r 
~ith no vacant positions. 

In th1s proceeding, Gulf analyzed 1ts vacant positions for the eight 
.onth period and ident1f1ed that, on average, there were 42 vacant positions. 
Included in the 42 pos1tions were 4 positions ~h1ch were eliminated in the 
1990 budget resulting 1n 38 vacancies. These 38 vacant pos1t1ons were the 
basis for Gulf's adjustaent reducing O&M expenses $378,000 to reflect th1s 
hiring lag. CT.642) 

Public Counsel H1tness Schultz has recoanended an add1t1oncl 
reduction 1n O&M expenses and payroll taxes of $990,381 and $78,406, 
respectively CT. 2438-2439). Thh adjustment ~as based on the most current 
1nfon.at1on available ~hen Mr. Schultz prepared his test1.any <Brief 81). For 
the .onth ending February, 1990 thtrt were 1,567 positions filled compared to 
1,625 budgeted positions or a difference of 58 vacancies <T. 243S-2439). 

In staff's opinion, the .est current data available should be 
ut11ized in detentin1ng the nUitber of vacant positions. Mr. Schultz also 
agrees ~1th th1s pos1tion CT. 2524). Also, 1t 1s more appropriate to use an 
average number as being more represent&ti ve than using the number of vacant 
positions as of a single point in t1•e. As Mr. Gilbert stated 1n his rebuttal 
testimony, MThe vacancy rate is a fairly volatile numberw <T. 3887). 

Gulf filed Late-Filed Exh1b1t No. 565 which provided the actual and 
budgeted nuMber of employees for January, 1989 through May, 1990. Using th1s 
~xh1bit, staff calculated an average of 1,575 employees for the 12 months 
ended May, 1990 or an average of 50 vacancies. 
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The company reestimated 1ts h1r1ng lag adjustment on Late-F11ed 
Exh1b1t No. 565 or an add1t1ona1 adjust•ent of $229.244. Th1s rev1sed amount 
considers the average salary aaount used by Mr. Schultz. h1r1ng of unbudgeted 
temporary eaaployees to f111 s0111 vacant per.anent pos1t1ons <T. 2526> and 
actual salary increases for union personnel. 

Late-Filed Exh1b1t No. 565 vas the basis for staff's recommended 
adjustllent using 50 vacant posUions less the 4 pos1t1ons removed from the 
b Jget by Gulf for a net average vacancy rate of 46 pos 1t1 ons. O&M expenses 
and payroll taxes should be reduced $403.222 and $29.982. respectively. 



ISSUE 88: The Company has included $5,340,000 in Turbine and Boiler 
Inspections, is further adjustment necessary? (BALLINGER> 

RECOHMENDAIIQN: Ho. 

poSITION OF PARTIES: 

GfCl No. Thh 1s a reasonable and justified expense vhich is necessary and 
beneficial to the customer, and is appropriately recovered through base rates. 

~ Yes, based on a five year projected average of amounts supplied by Gulf, 
the Company v111 average $4,602,000 in annual exoenditures for 1990 through 
1994. Therefore, the Company's amount should be reduced by $738,000. 

STAFF ANALYSIS; Turbine and boiler inspections are necessary to maintain the 
re11ab111ty and enhance the performance of generating units. H1tness LP.e 
testified that these inspections, as vell as other maintenance programs. have 
increased the ava1lab111ty of Gulf's units from 83.7 to 88.7 percent. These 
inspect ~ ons have also led to the increase in system capability of 74.; HH. (TR 
1456) All of these increases in performance have resulted in a fuel savings 
of approximately $67 million . <TR 1457) 

For this function, Gulf exceeded the 1990 benchmark by 202,000 or 
approximately 41 of the benchmark amount. This is a small amount considering 
the cyclical nature of turbine and boiler inspections. It is also very small 
considering the fact that the cost of turbine and boiler inspections do not 
necessarily track 1nflat1on and custa.er grovth . They are more related to the 
age and use of the un1t. For these reasons, staff vould recommend that the 
budgeted expense of $5,340,0<>0 for turbine and boiler inspections is 
reasonable. 

154 



ISSU: 89: What, 1f any, adjustMnts should be aade to the level of expenses 
for Plant Oantel? <BALLINGER/ROMIG) 

BECQHNENQATIQN: None other than those sptc1f1cal ly addrtss~d elsewhere in this 
reca.endat1on. 

PQSITIQN OF PARTIES: 

GeCL None. Expenses for Plant Daniel are necessary: reasonable, and prudent . 

~ Plant Dan1tl steu production costs should be reduced by $646,000 and 
the " & G expenses should be reduced by $1,172,000 to refltct the proper 
benchurk. level. 

STAff ANALYSIS: Staff vtews this 1ssue as a •catch 111• issue. At the tiae of 
the prehear1ng, staff and all the part1ts 11sttd specific issues and tncluded 
some •catch a11• issues 1n case sa.. infor.ation surfaced from the outstanding 
discovery. There wert no add1t1ona1 concerns after revtewtng the dtscovery so 
staff would constder this issue 100t. 

OPC 1s contending that since Gulf is not involved wtth the actual budget 
preparation, t t can not control costs at Pl&nt O&n1el. Gulf does revtew the 
budget for reasonableness and reviews actual vs. budgeted expenditures. <TR. 
3593) Staff believes that thh h a reuonablt way to control costs of a 
facility that ts outside the utility's service territory. Also, no production 
re 1 a ted A&G expenses have b11n rec~nded for dha 11 owance as dhcus sed 1 n 
Issue 69. 
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ISSUE 90: Mould it be proper to UIOrt1ze the 1989 credit to unco11ect1ble ~ . 
which arose due to an accounting change, above the line? <ROMIG> 

REC0111ENDAIION: No. The CQitPany properly accounted for the adjustment to 
unco11ect1bles and did not adversely impact Gulf's custOGers. 

PQSITIQN Of PARTIES 

WJ£.;,. No. The change 1 n the aethod of accruing for unco 11ecti b 1 es occurred 
in 1989, and the adjust.tnt to restate the reserve balance was properly 
recorded in the year the accounting change was made. (Scarbrough> 

QfC: Yes. Since the custa.ers have paid for prior year uncollect1bles, they 
should receive any credits that arose due to excess accruals. A four year 
amortization results in a yearly credit of $203,250. 

STAFF ANALYSIS: In 1989, the CQIIPany changed its -.ethod in deten~ining the 
level of the bad debt accrual resulting 1n a $813,000 credit to expense 1n 
that year. The 1990 projected accrual is $510,852 which appears to be 
reasonable. No adjust-.nt to the level of expense is proposed by staff or OPC 
as discussed under Issue 51. 

Public Counsel stated in its brief (Pages 87-88) that the company has 
a history of over-accruing the reserve for bad debt. In Gulf's last case, 
Gulf requested an accrual of $823,000 which was reduced by $300,000 by the 
Coalllhsion for ct net allowance of $523,000. In GJlf' s 1983 case, the 
CQIIPany's actual accrual was $269,109 less than allowed by the C011111iss1on 1n 
that case. 

Since the last full rate case, Gulf has overaccrued Hs reserve for 
uncollectibles by accruing $782,670 each year <T. 3799). Publ1c Counsel's 
position is that any over charges have overstated expenses 1n 1ts surve111ance 
reports and tax refund dockets. 

The c011pany has changed its aethod 1n calculating the accrual fo ,. bad 
debt because 1t was deter.ined that the reserve for uncollectibles was 
overfundtd CT. 353-355) . Accordingly, OPC H1tness Schultz has recommended 
that the $813,000 adjustllent be UIOrtized over four years, or a reduct1on 1n 
expenses of $203,250, on the basis that the customer has been ov~rcharged over 
a period of years. 

Gulf stated 1 n 1ts brief (Pages 265-266) that 1t 1 s necessary to 
est1aate how .uch of the CQIIPany' s revenues for a part1 cui ar year w111 be 
uncollectible 1n setting the reserves for bad debt CT. 358-359). Gulf 
determ1 ned that its accrua 1 for bad debts had been excess 1 ve and <' s a result. 
changed its Mthod of accruing for uncollectibles, resulting 1n a $813,000 
reduction to expenses 1n 1989. 

5h 
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Dur1ng cross examtnatton, OPC Witness Schultz was asKed 1f he had 
compared the amount collected fr011 the customers since the company's rates 
were p 1 aced 1 nto effect to the net wr1 te-offs. H1s response was no < T. 
2606). Mr. Schultz was further asked that if Gulf had actually written off 
more than recovered fr0111 the customers would hh pos1t1on be the same. His 
response- "I'd have to rethink •Y pos1t1on." 

Based on Staff Exh1b1t 155, 1t can be determined that Gulf has 
recovered $2,615,223 fr011 its customers for 1985-1988 through base rates or 
thE tax savings docket. For thh same period, Gulf's net wr1te-offs were 
$2,666,197 which were tn excess of the aJDOunts recovered from 1ts customers. 
In add1t1on, the $812,000 credit to expense w111 be considered 1n the "1989" 
Tax Savings Docket <T. 3859) . Therefore, staff reco111nends no adjustment 1n 
this proceeding. 

r::: ~ .. 
,..) { 



Docket No. 891345-EI 
July 26. 1990 
1709E 

ISSUE 91: Should an adjustMnt bt .ade to r.-nve part or all of the costs 
associated with the employee savings plan? <MERTA) 

RECOHHENDATIQft: No adjust•ent should be .ade for the r.ployee Savings Plan. 

PQSITIOH Of PARTIES 

GU.Lf.: No. The Employee Savings Plan h a reasonable and integral component 
of Gulf's overall salary and benefits prograa which is necessary to enable the 
Company LO attract and retain well qualified, highly motivated and ta lented 
employees. (Jackson) 

QfCl Public Counsel did not address this issue 1n thei r Brief. 

STAFF ANALYSIS : No party has recoa~~~ended any adjustment to the expenses 
associated w1th the Ellployee Savings Plan. Gulf's 1990 contribution to the 
Employee Savings Plan <Plan> 1s budgeted at $1,398,500. This is approximately 
6.gl over the benchmark for the Plan. <TR 3979). 

The Employee Savings Plan 1s part of Gulf ' s overall salary and 
benefits program and enables the Colpany to attract and retain well qualified, 
highly .ativated and talented .-ployees. The plan was implemented to 
encourage employee ownership 1n the ca.pany and to supple~~nt retirement 
income. The Company's witnesses testified that Gulf's base salaries are below 
the .arket median for total direct CQIIPensation. (TR 3966). Incentive Plans 
such as the Productivity ImprovetHnt Plan and Performance Pay Plan and 
benefits such as the E~loyee Savings Plan enable Gulf's employees to 
partially make up this difference. (TR 3974). 

A 1989 EEl Benefits Survey, the Benval Report, indicated that 941 of 
the 130 companies surveyed had CQIIParable savings plans. CTR 3974). However, 
Gulf H1tness Jackson did not know whether these plans were allowed in rates by 
their respective Public Service CO..iss1ons. (TR 3980) . 

Public Counsel did not rec0111end an adjustaent for the Plan but did 
suggest that the COM1ssion consider placing a cap on the costs in light of 
the numerous benefits received by Gulf employees. (TR 2468). 

In Florida Power and Light Collpany• s last rate case, the Colnhsion 
disallowed the a.ount over the bench.ark for their Thrift Savings Plan. 
COrder No. 13537). However, in Gulf's 1984 rate case the r.ptoyee Savings 
Plan expenses were fully allowed. 

Based on the above, Staff reca..ends no adjustment for Gulf's 
Employee Savings Plan. 
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ISSUE 92: Should the eo.n1ss1on rerove all or part of the costs of the 
Productivity Improvement Plan (PIP)? (REVELL) 

RECOMMENDATION: Yes. The OU4 expenses of this plan should be reduced by 
$339,407 ($358,209 Syste.). This adjust•ent reduces Accounts Payable thereby 
increasing Horking Capital. Hork1n; capital should be increased by $169,187 
($179,105 System). Expenses of $99,066 ($105,968 Syste~~> should be allowed 
for this progr1111. 

PQSITlQN Of PARTIES 

GU.Lf: Yes. Gulf has changed 1ts PIP program. Expenses should be reduced 
$339,407 ($358,209 System). The PIP program 1s a reasonable and integral 
component of Gulf's overall salary and benefits program designed to enable the 
Company to attract and retain well qualified, h1ghly motivated employees. 
<Jackson> 

~ Yes. The entire $464,177 should be removed from test year .:~penses. 

<Schultz> 

STAFF ANALYSIS: The Product1v1ty lltprovement Plan (PIP) \s a part of the 
total COIDI)ensat1on plan for the top 11 employees of the company. There are 
ho components to this plan. There 1s an 1nd1vidual component which can be 
directly influenced by the hands-on perfon.ance of an individual and there is 
a corporate component which 1s paid to these individuals 1f Gulf and the 
Southern Company exceed predete.-.1 ned corporate goa 1 s on the preced1 ng four 
years average return. Public Counsel in its brief (p. 89) states that "since 
th\s plan 1s based on Southern Collpany's return on equ1ty ... , this ple1n h 
nothing 1110re than an A..bgyf-the-11 ne prof1 t sharing incentive that shou 1 d be 
~-the-11ne where 1t belongs.• 

Staff believes, however, that this is a very narro~~t focus on the 
issue. Rather, the focus should be on the overall compensation aod benefits 
package of Gulf and whether 1t 1s suff1c1ent to attract and retain quality 
employees, or if the overall package 1s excessive and certain expenses should 
be disallowed. 

Gulf has the philosophy to pay employees at the 75th percentile level 
CT-3967]. To only receive a base salary would mean Gulf employees would be 
compensated at a lower level than other companies who were in compet1t1on ~~t1th 

Gulf for employees [T-3966]. Gulf has stated that th1s program is not 1n 
add1t1on to a full compet1t1ve salary for the qualifying employees, but that 
it ma~es it possible if the 1ncent1ve payment is pa1d to achieve close to. but 
st111 shy of the 75th percentile goal [T-3967]. One other benefit noted by 
the company 1s that these payaents are not automatic; these payments represent 
a variable cost not a f1xed cost on a year to year basts. 
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Due to a change 1n the destgn of the PIP program after the budget1~Q 
process was completed. the company feels a reduction in the program 1s in 
order. The or1g1na1 amount for this progra• was S438.473 {$464,177 System). 
The company's new amount 1s $99.066 ($105.968 Syste•>. Since it appears that 
Gulf's overall salary and benefits progra. 1s not excessive. and th1s plan was 
allowed in the last rate case. staff reco..ends that the expenses 1n the 
amount of $99.066 ($105.968 System> for th1s progra.m continue to be allow~d 

for ratemak1ng purposes. 

Since this plan reduction represents a reduction in Account~ Payable, 
a current 11ab111ty in working capital. the 13-month average of working 
capital should be increased by $169.187 ($179.105 System) 
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ISSUE 93: Nhat amount of the Perfonaance Pay Plan should be approved for 
retail recovery? <REVELL) 

RECCHtENDATION; O&M expenses totalling $1,021,637 for the Perfonaance Pay 
Plan should be allowed. 

pQSIIIQN OF PARTIES 

Wlli All expenses associated w1th PPP should be allowed. It 1s reasonable 
to put part of an .-ployee's pay at rtsk and it increases management ' ~ control 
:>f oven 11 sa 1 ary expense. The PPP progru 1s a reasonab 1e and integra 1 
component of Gulf's overall salary and benefits prograa designed to enable the 
Company to attract and retain well qua11fted, highly .athated empioyees. 
<Jackson> 

OfCl None of this a.ount is appropriate for recovery in retail rates. Remove 
$1,021.637. <Schultz> 

STAFF ANALYSIS; The Perforaance P&y Plan (PPP) ts siatlar to the PIP plan 
discussed tn Issue 92. PPP ts for all non-union e~loyees except the highest 
level of .. nag ... nt wh1ch ts eligible for the PIP plan. This plan also places 
at rtsk a portion of the available c~ensatton for these employees. Nr . 
Johnson points out that 681 of 71 uttltttes surveyed have i~lemented such a 
plan [T-3969]. 

Gulf has the philosophy to pay esaployees at the 75th percentile. 
[T-3967] To only receive a base salary would lltan Gulf employees would be 
compensated at a lower level than other ca.panies who were in competition with 
Gulf for a.ployees [T-3966]. One benefit of this plan ts that this portion of 
compensation is not automatic: these payments represent a variable cost not a 
fixed cost on a year to year basts. 

In any event, Gulf's overall compensation even w1th th add1tion of 
the PPP component, does not appnr excessive. In Issue so. the 1ssue 110st 
directly related to base salaries , the Public Counsel does not take exception 
to salary levels, only fringe benefit levels (also see PC br1ef. p. 64). 
However, in a 1989 survey CQ~~Partng overall benefits. the Edison Electric 
Institute found that Gulf was • ... well below the population mean when 
considering those benefits patd for by the ratepayer.• [T-39781 

As stated tn other issues by staff. the focus should be on the 
overall c()llpensatton package of Gulf's aployees, not the individual 
components unless there ts evidence that a particular component 1s out of line 
w1th other coapantes of siatlar size. The Perforaance Pay Plan appears to be 
a part of overall ca.pensatton of .any companies in prtvate industry as noted 
above. It should be noted that unlike the PIP COIIP()nent of benef1ts for 
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upper aanagtMnt, wh1ch was approved 1n Gulf's last rate case, th1s plan 1s 

new w1th1n the last one or two years. However, 1t allows all non-un1on 

e~~p1oyees the sue opportunity as top unagRtnt to 1~aprove product1v1ty and 

cut costs. 

Therefore, staff rec~nds that all expenses projected for the 

Perfor.ance Pay Plan, $1,021,637, be approved for retail recovery. 



ISSUE 94: What uount of the $326,808 for EPRI nuchar research should be 
included for setting retail rates? <BALLINGER> 

RECOHHENPATIQN: None. 

POSITION OF PARTIES: 

GeC.i. All of the $326,808 syst• ($309,654 jurhdict1ontl> budgeted tn the 
test year for EPRI nuclear resurch h reasonable and should be 1ncluded 1n 
base rates. 

OfCl The entire a-aunt should be r.-oved fro. expenses. 

STAFF ANALYSIS: Staff is .. inly concerned with the a.aunt of expenses 
associated with nuclear research as opposed to the entire uount of EPRI 
dues. The expense in th1s function represents tpprox1.ately 201 of the total 
EPRI dues and Gulf doesn't own a nuclear pltnt. Nh11e 1t .. Y be true that 
research wy lead to benefits to the Southern systn, who has ownersh1 p 1 n 
nuc 1 ear fac11 i tits, there was no evi denct 1 ntroductd as to the shar1 ng of 
costs among the operating c~anies. for all staff knows, Gulf 1s p1cking up 
the tab for all the operating ca.panhs in the area of nuclear research. 
Staff believes that Gulf hts not fully just1f1ed th1s expense and would 
recaa.end that this expense not be allowed in base rates . 



ISSUE 95: Should an adjustment be aade to the Plant Smith ash hau l tng 
expenses? (BALLINGER> 

REQQHMEHPATIQH: No. These expenses are necessary to increase the ash dtsposal 
capacity at Plant Smith. 

PQSITIQN Of P~RTIES: 

~ No. Th1s 1s a just1f1ed expense wh1ch 1s necessary and beneficial to 
the customer. 

~ Yes. This expense 1s overstated by $360.000. 

STAFF ANALYSIS: The need for add1 t1onal ash dhposa 1 capacity at Plant Smt th 
was tdent1fied in 1982. f1na1 approval for the construction of a new landfill 
was obtained 1n 1985. The construction and capping or the new landfill are 
capital expenditures but the d1gg1ng and hauling of ash from Plant Smith to 
the landfill are O&M expenses. T~ese expenses were first incurred tn 1986 and 
will continue annually and staff would recommend that th1s expense be allowed 
tn base rates. (TR 1431-1432) 
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ISSUE 96: Hhat adjustment, if any, should be ude to the Company's Employee 
Relations budget associated with the relocation and development programs' 
(REVELL) 

RECOMMENDATION: No adjustment should be ude for the elll)loyee development 
program, however a reduction of $55,988 should be .ade in expenses associated 
with the employee relocation program. 

PQSITIQN Of PART!~ 

~ No employee relocation expense adjusment 1s warranted. The Company 
budgets a reasonab 1 e anaount of funds in order to a 11 ow management to put the 
most qualified person in vacant pos1t, ons. (Jackson) 

QfC: The deve lopment program costs of $72,250 should be rUIOved as well as 
the $172,460 in costs associated with selltng hOCDes of relocated employees. 
<Schultz) 

STAFF ANALYSIS ;_ < 1) The executive deve 1 opaent program 1s designed to keep 
upper level employees "up to date on issues affecting the business world." 
[T-3975] Most companies have soae sort of training or development program for 
its eiiiPloyees. SOlie examples of courses offered include a 2-week Corporate 
Financial Management Progru at Harvard Unhers1ty, sessions on l.!mployment 
benefits issues, and the PUR Utility Management Program. 

Public Counsel has stated that these expenses should be disallowed 
unless they are justified through a cost benefit analysis. [T-2481] 
Unfortunatel;, the benefits of programs such as these probably cannot be 
quanti f1ed . However, one resu 1 t certain 1 y 1s that emp 1 oyees gain a greater 
understanding of the business world and know that the company is interested 
enough in them and their career to fund this program. He therefore recommPnd 
no reduction in allowed expenses for this program. 

(2) Staff also disagrees wHh Public Counsel's H1tness Schultz on 
the overall necessity of the yPloyee relocation program. As the Public 
Counsel's Jrief stated, "The question here is not should relocation costs be 
recoverabl e through rates but rather w rmLctl should be paid." Staff could 
not agree more; however, unlike Mr. Schultz, we do not rec011111end disallowing 
all relocation costs. 

~r. Sch\.lltz is under the mistaken impression that relocation costs 
only con 1st of realtor commissions for selling transferred employees' homes . 
[T-2480] The total requested a110unt for the 1990 test year is $324,100 . 
Witness Schultz states that QA.[1 of this cost, 221, relates to the costs 
incurred in selling employees homes . [T-2480] This 221 equals $71 ,300. 
However, Mr. Schultz just1f1es hh recomended disallowance by olvtding the 
entire $324,100 by the expected 10 transferees 1n 1990 to say that the average 
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cost per transfer 1s $32,410, "···"ell 1n excess of any fees charged Jy a 
realtor for selling a home." [T-2480] The correct amount us1ng h1s argument 
1s $7,130 per home. In any event, th1s amount is a NfeeM rather than just a 
selling co.mission and covers a variety of items such as appraisals, 
inspections, insurance, closing costs, mortgage costs, and brokers expenses. 
[T-3970] The remainder of the relocation budget covers the employee and the 
employee's fam11y's moving expenses and living costs until a new home is 
bought. 

The relocation budget approved in the 1984 rate case was an 
unrea11stically low $50,000 . Even 1f Gulf 1s held to the position that the 
benchmark approved in 1984 and subsequent adjustments will be blindly 
follo"ed, even 1f a m1stake 1n budgeting 1s acknowledged, th i s category of 
expense is one in "hich year to year changes are in most cases impossible to 
forecast. It is not possible up to 1 1/2 years in advance to know what 
pos1tions "ill become vacant and "ho will be chosen to fill these vacant 
pos1tions. Relocation expenses cannot be neatly extrapolated by year to year 
percentages like salary expenses or plant maintenance can be, because 
relocation expenses sho" wide variations from year to year as can be seen from 
the yearly amounts listed belo": 

rw: 
1984 
1985 
1986 
1987 
1988 
1989 
1990 (budget proj.) 

Actual Amount 

$263,066 
121,536 
113,552 
285,361 
205,287 
468,246 
324,100 

Th~ large amount for 1989 was priaaar1ly due to the company reorgan 4 zation. 

Staff believes strongly that Gulf should not be penalized for 
budgeting er rors six years ago. However, "hile admitting that predicting the 
1990 actual expenses is impossible, "e be11eve that $324,100 1s too high 
considering t he fact that 1t follows a year of extensive changes which are 
unlikely to reoccur anyt1me soon. He believe a more reasonable approach is to 
allow an amount which is equal to the 1986-1989 average yearly expense for 
relocation. This average equals $268,112. He recommend therefore that Gulf's 
1990 budget for re 1 oca ti on expense be reduced by $55,988 from $324, 100 to 
$268,112. 

f) h 



DOCKET NO. 881345-EI 
(GULFREC.JEB) July 27, 1990 

ISSUE 97: Should an adjust.ent be .ade to reduce the level of obsolete material 
to be written off in the test year? (WILKERSON) 

RECQMHENDATIQN; No adjustment 1s necessary. 

POSITION OF PARTIES; 

~ No. 

OFFICE OF PUBLIC COUNSEL; Yes. The Company has included a write off for 
distri~· ·tion material of $109,000; this should be reduced by $83,000. 

INDUSTRIAL INIERVENQRS; No position. 

STAFF ANALYSIS; Public Counsel witness Schultz took the position that $83,000 
of write off should be re.oved as that is •the a.ount in excess of the benchmark 
which the Company has not justified• (Tr. p. 2483). Further, he says that this 
may be an indication that the Company •over-purchased or imprudently purchased 
such items in the past•; this may be true, but there is nothing in the record to 
support the assumption. Gulf witness Jordan (Tr. pp. 3611-3614) discusses the 
Company's efforts to identify and reduce unnecessary inventory, and the change 
"from the former practice of writing-off obsolete uterfals initially to the FERC 
163 Clearing Account to the current practice of writing these materials off 
directly to the proper OlM Accounts.• He then goes on to show that the projected 
1990 Budget amount is in line with the average of the last five years . 
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ISSUE 98: How much 1f any, of the off1cer 4lnd 111.nagement "perKs" for tax 
services and f1tness prograas should be borne by the ratepayers? (HERTA) 

RECOMHENDATIQN; Gulf's ratepayers should not pay for tax services and fitness 
programs for executives. These expenses should be borne by the stockholders. 
Expenses should be reduced by $65,100. 

PQSIIIQN Of PARTIES 

GULf..;_ B"' ~h the tax serv1 ces progru and the fUness progru are reasonab 1 e 
and integral components of Gulf's overall salary and benefits program and are 
des 1 gned to enab 1e the COIIIPany to attract and reta 1 n we 11 qua li fi ed. high 1 y 
motivated and talented tiiiPloyees . Both of these progrus are beneficial to 
the ratepayers and thus are appropriate for recovery through base rates. 

~ Both of these items should be re110ved. Reduce exp~nses by $65,000. 
(Schultz> 

STAff ANALYSIS: Gulf has budgeted $6,600 for personal talC services for 1ts 
executives and vice pres1dents. In addition, the Company has budgeted $58,500 
for a fitness ~rograa available to only 167 employees from supervisors through 
executives. The Compan; stated that these programs are typical employee 
benefits and necessary components of the Coalpany' s total salary and benefits 
pacKage and allow Gulf to compete for qualif1ed top management employees 1n a 
marKet 1n which such services art routinely offered to executives. (Gulf 
8r1ef p. 286). 

Gulf Hitness Scarbrough testified that the tax progra. relieves 
executives of the respons1bi11ty of preparing complicated tax returns and 
ensures that the returns are correctly prepared thereby avoiding the wasted 
t1me and distractions associated wtth Internal Revenue Service inquires. (TR 
3811). 

The eo.pany budgeted $5,000 for Arthur Anderson & Co. to provide tax 
services to Gulf's President and an add1t1onal $1,600 for a local CP firm to 
provide serv1ces to the four viet pres1dents. Gulf budgeted $400 per vice 
president with a $1,500 cap per individual. There is no cap on the amount of 
tax services Arthur Anderson can provt de to the President. <TR 3861-3861). 
The services provided by Arthur Anderson 81Y include 1ncome tax return 
preparation. tax planning, representation at IRS aud1ts and preparation of 
personal f1nanc1al state.ents. The v1ct presidents are only eligible for 
income tax return preparat1on. <TR 3860- 3861). 

Gulf H1tness Jackson test1f1ed that the f1tness progra~~ was fully 
allowed 1n Gulf's last rate case. <TR 3980). The progra. has been effect1ve 
1n reduc1ng employee t1u off due to illness. producing an average of 2.69 
days per year less 1n sick days for part1c1pat1ng employees as compared to 
nonpart1c1pat1ng ~loyees. (TR 3972). 
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In Order No. 7843, Docket No. 760727-EU, F1or1da Power & Light 
Company's 1976 rate case, the Comm1ss1on d1salloved expenses for tax planning 
serv1ces. The Coam1ss1on stated: 

... Th1s type of expend1ture 1s not an ettployee benefH 
that is normally incurred 1n the everyday course of 
bus1ness. and 1s not, 1n our op1n1on, the type of 
benef1t that should be pa1d for by the ratepayers. The 
benefits of th1s plan are enjoyed only by a few key 
e•ployees of the company. Further.ore, the cu.pany did 
not adequately show that the dollars spent on this 
serv1ce actually increased the product1v1ty of the 
employees who used the service . Therefore, we are 
d1sallowing the ent1re expenditure .... 

Staff believes that the tax services and the fitness program provided 
Gulf execut1ves should be disallowed for the sa .. reasons the Commission 
disallowed FPL's tax planning services. Tax services and f1tness programs are 
not the type of emp 1 oyee bentfi t noru 11 y incurred 1 n the everyday course of 
bus1nes" . These .. perks 11 are prov1ded to a few top execut1ves and are not 
ava11able to other employees. Other large corporat1ons may provide these type 
benefits to their executives and Gulf .ay w1sh to continue their programs, but 
Gulf's stockholders should bear the costs just as the stockholders bear these 
costs in the large corporat1ons. 

The COCDPany did not convince staff that the dollars spent on these 
benefits 1ncreased the product1vity of the employees who participate. If Gulf 
d1d not provide tax serv1ces. staff doubts the executives would personally 
prepare and 11U.ke inadvertent errors on comp 11 cated tax returus wh1 ch wou 1 d 
take th .. away from their work to respond to Internal Revenue Service 
questions ... 

Even though expenses related to the fitness program were not 
disallowed 1n the last rate case, staff has found no ev1denc~ that they were 
specifically identified and analyzed. In add1t1on, the argument regarding the 
reduction in ei!ployee time off due to illness 1s not conv1nc1ng since Gulf 
H1tness Jackson test1fied that upper level el!ployees noraally take less time 
off due to 111ness than the re~~a1nder of the ca.pany. <TR 3981-3982) Hr. 
Jackson testified that the fitness progra• was designed to prov1de an exercise 
progru, physical exuinat1ons, health counse11ng, and a fac111ty in vh1ch 
executives could work out. He defined act1ve participants 1n the fitness 
progru as .. People who receive their annual physical, the counseling, and any 
other tests that are prescribed in that progru.• <TR 3980-3981) In staff's 
op1n1on, these are services best provided by personal physicians, HHOs, or 
s1m11ar health care providers not by a fitness center. 

Based on the above, staff reca..ends the expenses be reduced by 
$6.000 for the tax services program and $58,500 for the fitness pro~ram for a 
total disallowance of $65.100. 



ISSUE 99: The Conapany has projected $1,109,000 for duct and fan repairs for 
the test year . Should an adjust~ent be made to this level? <BALLINGER> 

RECOHHENPATION: No. 

pQSITIQN Of PARTIES; 

~ No. Thts 1s a just1f1ed expense vhtch ts necessary and benef1c1a1 to 
the customer. 

~ Yes. In Exhibtt 312, Mr. Schultz calculated the average for th1s cost 
over the pertod 1984 thorugh 1989. Hts average of $833,914 sho"s that the 
test year amount 1s not representative and should be reduced by $275,086 
[T.2485]. 

STAFF ANALYSIS; As discussed in Issue 88, thts regular ma1ntenance program, as 
vell as other programs, has tncreued the efftctency of Gulf's po"er plants. 
Duct and fan repairs are a normal part of power plant maintenance and are 
determ1 ned 110re by the age and use of the unit than by cus tamer growth or 
inflat1on. Thts maintenance practice also contr1butes to fuel sav1ngs which 
offset the cost of the prograaa and vould flov d1rectly to Gulf's ratepayers 
through the fuel adjustment clause. 

Stnce thts program ts a necessary component of regular ma1ntenance and 
vill result tn fuel savtngs and enhance reHabtltty, staff would reco11111end 
that th1s expense 1s reasonable. 

7U 



ISSUE JQO: Should an adjustment be made to the Customer Services and 
Information benchmark? <BALLINGER> 

RECOtt1ENDATION: This 1s a summary issue and no other adjustments should be 
made that have not been specifically addressed in this recommendation . 

pQSITION Of PARTI.ES 

GfC.;. No. The expenses identified in Mr. Schultz' Schedule HHS-13 (£xhib1t 
314) relating to 11Essential Cust011er Service" (itells 16, 17, 20, 21, 24, and 
25), amounting to $626,135 are being addressed in Issue 64. This could result 
in double disallo~ance. Items 11 and 12 ($226,883) consi st of expenses 
• elated to Issue 61. <Industrial Activities) The reaaaining NON_ECCR expenses 
of $399,006 are related to Residential and Commercial Technology Transfer. 

QfCl Yes. Conservation costs not allowed for ECCR recovery should be 
disallowed in base rates also. Reduce expenses by $1,207,237. 

STAFF ANALYSIS: At the time of the prehear1ng, th1s 1ssue was raised as a 
"catch a11• issue that may surface from the information contained tn 
outstanding discovery. The only additional 1ssue that was raised was by 
Public Counsel ~ith regard to the Technology Transfer program. The Company 
has budgeted $399,006 for this progra. ~hich provides information on emerging 
technologies to trade a111es. By participating in the Tect.nology Transfer 
program, Gulf's customers benefit by receiving information on the latest 
technologies. Th1s program ~111 also help Gulf 1n tts forecasting efforts as 
these new technologies become commercially available . Therefore, staff would 
rec0111mend that no other adjustments be made to the Customer Servi ces and 
Information benchmark. 
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ISSUE 101: The Company has included expenses for urketing in the test year. 
Should an adjustment be aade to remove this cost? (BALLINGER> 

RECOHHENOATIQN: No. 

pQSITIQN OF PARTIES : 

~ No. The expenses detailed in Items 9-18 <Totalling $685,500) on Hr. 
Shultz' schedule HHS-14 are conta1ned in Issue no. 68. These are expenses 
related to the Company~s Economic Development program. Items 1 and 2 
(totalling $108,510) are admin1strattve and general expenses related to 
personnel adm1n1stration program performance documentation and expense 
budgeting. These expenses ($108,510) are necessary for the proper management 
of the Company's market1ng resources. Items 3 and 4 C$50,665) are the same 
expenses as those related to Issue 61. Items 508 ($303,814) are expenses 
incurred in the development of the Company's load forecasts, economic analysis 
and market and load research activities. All of these activities are crit ical 
in pro~1d1ng the basis for sound bus1ness decisions which result in reliable, 
low cost service to Gulf's customers. 

OPel Yes. The identifiable level of marketing expense which should be 
removed 1s $303,814. 

STAFF ANALYSIS: Again. th1s was & •catch a11• issue raised by Public Counsel . 
Of all the expenses listed by Publtc Counsel. only the $303,814 budgeted for 
the load forecasts and load research activ1t\es were not iden•i fi ed 1 n other 
issues. 

The load forecats and research act1v1t1es of a utility are the 
foundation for vir tually every aspect of the ut111ty's business. Generation , 
transmission. and d1str1but1on planning all require load forecasts and market 
research. A 1 so. many PSC requ1 rements are based on the 1 oad forecast of the 
Company. This information 1s al(o used to develop conservation programs. For 
these reasons. staff would recommend that the expenses assoc iated with 
marketing should not be adjusted any further thar. where specifically di scussed 
elsewhere in th1s recommendat1o~. 
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ISSUE 102: Hhat adjustments art necessary to reflect a proper benchmark test 
of expense levels? (BALLINGER> 

REOOHHENOATIQH: No other adjustaents than those previously mentioned are 
needed. 

PDSITION OF PARTIES: 

~ Thh issue relates to the calculation of the benchmark itself. and not 
to whether any expenses should be disallowed due to inadequate justification 
of excesses over the benchmark.. In calculating the benchmark, the Company 
made adjustments to the base in connection with three functional areas: 
P Jduction related A & G. Cust0111er Service and Information, and Plant Daniel 
Transmission fac111ty charges (line rentals). These adjustments are 
reasonable and appropriate and should be approved. No other adju'itments are 
necessary. 

QfCl Th£ following expenses have not been adequately explained or verified in 
the Company's benchmark analysts and should be reduced accordingly. 

a. Plant Crist-condens1ng & cooling proj. 
b. Oistrib.-work order clearance 
c. Oistrib.-und~rground line extensions 
o. Oistr1b.-network protectors 
e. Electric & Magnetic fields study 
f. Acid ratn monitoring 

$ 289,000 
$ 418.154 
s 351,000 
$ 90,000 
$ 39,000 
$ 43.QOO 

$ 1 ,230.154 

STAFF ANALYSIS.:. Th1s issue 1s intended to address the actual calculation of 
the benchmark. level, not the budgeted variance justif~cation. Public Counsel 
has used this hsue to try and address other 1tems that should have been 
separate issues. Public Counsel's concerns over the EkF studies and the Acid 
Rain monitoring should be addressed in Issue 77. research and devlopment 
projects. The other four areas of concern should be addressed 1n Issue 30 and 
Issue 103 which 1s a summary issue for the entire O&M expense catagory. 

The adjustments in question are to Production related A&G, Customer 
Services and Information, and Plant Daniel transmission rents. These 
adjustments are discussed 1n issues 61 through 67, 69, 80, 100,and 101. There 
were no other areas of the benchmark calcu1ation that require adjustment to 
reflect pr1 or C011111s s 1 on act1 on and therefore. staff wou 1 d reco1r111end that no 
further adjustments to the calculation of the 1990 benchmark are necessary. 



ISSUE 103: Gulf has budgeted $129,712,291 for O&M expenses. Is this amount 
appropriate? (BALLINGER/ROMIG) 

RECOMMENDATION: The proper level of O&M expenses should be Sll0,213.000. This 
is a fall out issue fro. other previous issues. 

POSITION OF PARTIES: 

GULF: Yes. 

OPC: Thfs is a fall-out issue and wfll be provided with separately filed 
schedules. 

STAFF ANALYSIS: See staff discussion for Issues 46 through 102. Public 
Counsel also raised four areas of concern in Issue 102 wh1ch should be 
addressed in this issue. The first of th~se concerns is the benchmark 
variance associated with the cooling tower and condenser corrosion maintenance 
at Plant Crist. Gulf's justfficatfon was the variance was caused by an 
increase in the cost of chemicals needed to reduce corrosion of condenser 
tubes. This prevention is important b~ause it increases the ava1lability of 
the unit and saves fuel dollars. Gulf contends that the costs 1nc~ased for 
two reasons, increased generation and inflation of chemica 1 cost. Increased 
generation will cause the comsumption of chemical~ to increase and the actual 
cost of the chemical used has fncreased approximately 74\ since 1984. 
Therefore, staff would recOIIIDend that the e"-pense budgeted for cooling tower 
and condenser corrosion maintenance fs reasonable. (TR 1433. Exhibit 541) 

The second area of concern raf sed by Pub 11 c Counse 1 is the expense 
associated wfth distr1butfon work order clearances COSO's). Gulf's 
justification for the variance is that following an evaluation of their 
distribution accounting practfces, they were better able to identify and 
separate cost to plant and O&M functfons. Thfs was done in 1985 and resulted 
in the increase of expense 1n this catagory by 61\. While the overall cost of 
the total function did not increase IIIUCh, the allocation to O&M increased 
significantly. This justfficatfon seems reasonable and staff would reconmend 
that thfs expense ftem be fncluded in base rates. (TR 3609-3611) 

Pub11c Counsel also took fssue with the benchmartc variance for 
underground line extensions. This expense is for the maintenance of 
underground lines, not the installation. Gulf's justiffcatfon for the 
variance fs the fact that .aintenance costs on underground lines has increased 
as well as the demand for underground lines. In fact. the amount of 
underground w1r1ng 1n Gulf's service area has increased approximately 67~ 
since 1984. Th1s 1s well above the rate of customer growth and staff would 
recommend that this variance is reasonable. CTR 3607-3609) 

Lastly, Public Counsel takes 1ssue with the repair of the underground 
network system 1n Pensacola. They don't take issue with the actual expense, 
only the treat~ent of the item. This 1s the subject of Issue 30. Therefore. 
this item should be d1scussed in that 1ssue • 
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Issue 104: Has the production and pra.otion of the appliance v1deo knovn as 
NTop Gun• contrary to the C0..1ss1on•s poltcy regarding fuel neutrality? 
(BALLINGER) 

Recommendation; Yes. 

POSITION OF PARTIES; 

G.UJ.Fl. Gulf does not believe that H was. Any violation was unintentional. 
There are no dollars associated with any activi ty of this kind included in the 
1990 test year expenses. Therefore, thh 1ssue 1s trrelevant . Moreover, 1t 
was Gulf's understand1ng d the time that the fuel source neutrality poli cy, 
as espoused by the CO..iss1on, was applicable to incentives <rebates) 
recovered t hrough the conservation cost recovery mechan1sm. This even t 
occurred 1n 1987. The controversial portion of the v1deo constituted 
approximately 6 seconds. The r..ain1ng al.ast seven •inutes vas dedicated to 
the promotion of energy efficient hOMs. Gulf's intent vHh respect to the 
video, as with all of our prc.ot1on efforts , 1s to provide infor~aation and 
technical expertise to custa.tri on the .est energy efftcient application for 
thetr par t tcular circu•stance. OUrs and the C:O.tss1on' s phtlosophies are 
identical--the best interest of the cust011ers . The video was intended to be 
shown only one time, at a s .. tnar to less than 200 people. Since that time, 
Gulf's management has on a nu.Cer of occasions acknowledged that the 
controversial portion of the video was an inappropriate response to the 
promotional efforts of other energy suppliers. 

OfC.;.. Yes . 

STAFF ANALYSIS: Hh11e there are no expanses associated with th1s item in t he 
test year, Issues 104 through 108 serve to show several instances of Gulf ' s 
dtsregard for the Comhsion•s policy on fuel source neutrality. The video 
vas produced in 1987 and shown to a group of contractors and builders at 
Gulf's annual awards seminar. Portions of the vtdeo show f ighter aircraft 
shooting gas appliances out of the air and indicates that you too, meaning the 
contractors, could be a top gun in your area. Even though this portion of the 
video was short 1n duration, one has to wonder at the overall intent of not 
only the video but Gulf's entire st~~1nar presentations. 

The fuel neutrality poHcy can be su..arized best by say1ng a ut111ty 
does not have to .. ntion the ca.patitivt fuel, they just shouldn't put it 1n a 
bad light. These policy objectives were the content of Orders 9974 and 12179 
which were 1ssued 1n 1981 and 1983 respectively. However. v1tness Bovers 
stated that Gulf interpreted these orders 1n such a way that these 1tems vould 
not violate the principle of the orders . (TR 956-957) Thts video vas blatant 
in its message that Gulf's tntent w1th its contractor programs 1s to promote 
electricity and displace gas. 
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The production and d1strtbut1on of th1s video are also 1nd1cators of 
Gulf's managerial v1ew towards the to.hston's policy on fuel source 
neutra11ty. Gulf has also adattted that thh, and other actions, may have 
been inappropriate but that they w111 not happen 1n the future. <TR 
4045-4046) It 1s staff's optnton that Gulf is requesting that the Comm1ss1on 
disregard the basic premise of regulation wh1ch is after the fact review of 
the Company's actions. The production and d1stribut1on of th1s video were 
presumably approved by Gulf's unageunt and they should be held accountable 
for th1s action . As Coall1ss1oner Gunter potnted out, 1f ut111ties are going 
to i~1ovattvely read orders to fit what you •tght want to do, why do we waste 
our time voting and having attorneys writing orders. (TR 957-958> 
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ISSUE 105: Has the production and distribution of tee-shirts "1th the "Gas 
Busters" symbol contrary to the C0..1ss1on's policy regarding fuel neutrality? 
<BALLINGER) 

REOQMMENDATIQN: Yes. 

pQSITIQN OF PARTIES: 

~ Gulf does not believe that 1t was . Any violation "as unintentional. 
There are no dollars assoc1&ted with any activity of this kind included in the 
1990 test year expenses. Therefore, thh issue is irrelevant. Moreover, 1t 
was Gulf's understanding at the ti .. that the fuel source neutra l tty policy, 
as espoused by the CO..fss1on, was applicable to incentives <rebates> 
recovered through the conservation cost recovery mechanism. This event 
occurred 1n 1985 and s1nce that tiM, Gulf's 111nageaaent has on a number of 
occasions acknowledged that, in hindsight, the shirts "ere an inappropriate 
response to the pra.otional efforts of other energy suppliers. 

OK.;. Yes . 

STAFF ANALYSIS: A total of 559 of the tee-shirts in question •ere distributed 
1n 1985 to Gulf Power e.ployees. In rtspone to Staff Interrogatory 188, Gulf 
states that •[tlhe shirts were ude available to employees who "anted them 
during a series of ~~eetings during 1985 and were intended to explain and gain 
ca..it.ent to the to.pany•s strategic .arketing plan, titled EMPACT (EMPloyee 
ACTion>. The shirts th,.selves were an inappropriate reaction to the 
pra.otional efforts of other energy suppliers that was very .uch in the pub11c 
focus during thh tillefrue•. <Exhibit 443) Again, Gulf 1s asking that the 
CO..ission forgive &nd forget their fuel neutrality policy For more details 
on this, see staff analysis contained 1n Issue 104. 
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ISSUE 106; was the incenthe progn.m known as "Good Cents Incentive" which 
utilized electropoints that wert redeemable for trips, awards, and merchandise 
contrary to the eo..ission's policy regarding fuel neutrality? <BALLINGER> 

RECOHHENDATIQN: Yes. 

PQSITIQN OF PARTIES; 

GU.J..f.l No. Thh hsue duplicates Issue No. 62. This promotional tool is 
source neutral as it is available to any contractor who wishes to participate 
and has resulted 1n increased nullbers of energy eff1c1ent homes in Northwest 
Florida. 

OfCl Yes. These costs should not be tncluded for recovery. 

STAFF AJfALYSIS: Th1s 1ssue 1s intended to address t he Good Cents Incentive 
progra.s that were in extstence during 1987 through 1989. These programs were 
specifically tailored to award contractors, in soate manner, for the 
replacement of gas furnaces with heat pumps. The contractors were paid 
anywhere from $25 to $100, in cash or •erchand1se, for each installation. See 
Exh1b1t 171. 

Gulf se~s to be unsure of wh1ch argua.ent it wants to sponsor. On one 
hand, the Company contends that the MTop GunM video and the Gas Buster 
T-shirts were O.K. because the eo..issions fuel neutrality policy was 
interpreted to apply to rebates and incentives. (pps 308,312, and 315 of 
Gulf's brief. TR 958-959) On the other hand. the Coalpany contends that the 
Good Cents Incentive prograas resulted in .are eff1c1ent homes be1ng built in 
the panhandle. These prograas not only provided incentives for the 
raplacettent of gas heat but also increased the Company's winter peak demand 
and annual energy. <Exh1b1t 171, TR 932) Staff 1s of the opinion that a 
pr0110t1on of energy sales and an increase 1n deaaand 1s contrary to FEECA . 
Hhen asked what the distinction was between these old Good Cents Incentive 
progra•s and the one proposed for the test year. witness Bowers stated that 
there is no distinction on fuel source and the related points at t ributable to 
a changeout. <TR 933) This can only Man that the old progrea.•s ill have a 
d1st1nct1on with regard to fuel source and promoted electric over gas 
appliances. 
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Issue 107: In 1987, a ca..erc1a1 building received energy awards from both the 
U.S. Depart•ent of Energy and the Governor's Energy Office yet d1d not receive 
Good Cents cert1f1 cat1on because of a su 11 uount of backup gas power. Has 
th1s pract1ce contrary to the eo-1ssion's po11cy regarding fuel neutra11ty? 
(BALLINGER) 

Recommendat1on: Yes. 

fOSITION OF PARTIES: 

WL£..:.. No. As originally conceived, the Coalll1ss1on's fuel source neutra11ty 
po11cy only app11ed to incent1ves paid through the conservation cost recovery 
mechanism. Gulf' s progr&8, as originally approved by the Commission, required 
a bu11dino to be all electric in order to receive Good Cents certification . 
The bu11ding referred to was bu11t in 1984; Gulf ' s standards were rev1sed i n 
1986, and now allow certification of buildings ut11izing natural gas. 

~ Yes. 

STAff M~LYSIS: The referenced building was cOCDpleted 1n 1985 . \t that time, 
Gulf's Good Cents coaaercial progr&8 required that a building receive al l of 
1ts energy fr011 Gulf Power. Th1s progr&8 was approved by the Conni ssion in 
1981. However, 1n 1986, th1s progra. was revised to remove the restriction of 
energy supplier at the staff's request. Th1s request was primarily the result 
of the COIIIPany•s EMPACT progra• which also had the Gas Buster T-shirts. The 
EMPACT program was in effect during the 1984-85 timeframe . Hhile the Company 
was following its approved progru guidelines at the time, staff has to 
question why those guidelines were included by the Ca.pany 1n the first place . 

Another troublesa.e area for staff is why the building wasn't certified 
after the gas restrictions were re.aved fro. the program? Gulf has contended 
all along that the Good Cents logo ts synonymous with energy efficiency. Hhy 
then wouldn't a highly efficient building that received other awards be 
granted Good Cents certification? It seems as though Gulf 1s not practicing 
what it preaches, the promotion of the .ast energy eff1c1ent bu11d1ng fo r 1ts 
ratepayers. 
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ISSUE 108: Has Gulf participated 1n a1sleading advertising 1n order to gain a 
competitive edge on gas usage? <BALLINGER> 

REQOHHEHDATIQH: Yes . 

POSITION Of PARTIES: 

WL.E..:. No. There h no adverthing of the nature wh1ch thh 1ssue addresses 
contained 1n the 1990 budget. Thh hsue 1s therefore irrelevant . The ads 
which th1s 1ssue 1s apparently intended to address w!rt in response to natural 
gas company advertising vh1ch a1sled Gulf's customers by overstating the cost 
of electric service 1n a Good Cents Home. Gulf's ads were implemented in 
response to the inaccurate gas company ads . Gulf is not attempting to gain a 
competitive edge on gas us&Qe through use of advertisements. The Company does 
have a desire to present the truth to its customers. 

~ Yes. 

STAFF ANALYSIS: A sampling of the advertisteents in question are contained 1n 
Exhibit 447. When cross exu1ned by staff, witness Bowers agreed that the 
savings stated 1n the ads are not derived froa ident~cal homes . CTR 948-952) 
In fact , the hoaos had different levels of insulation and sizes of equipment. 
Both of these attributes wn 1 affect the energy usage of the home that is 
aodtled, yet the advertheaents d1d not Mnt1on thh fact. Staff 1s of the 
opinion that 1f the general public were to read these ads, they would believe 
that the hOllis were identical. Th1s 1s •hleading to Gulf's general ~Y of 
ratepayers. 

The Company's just1f1cat1on for these ads 1s that they were respond1 ng 
to advertising by local gas companies that Gulf thought was •1slead1ng. 
Staff does not find this just1f1cdt1on acceptable because the Comhsion can 
not control the actions of unregulated companies and even 1f we could, two 
wrongs do not aake a r1ght . 
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STI P\JL.ATED 
ISSUE 109: Hhat is the appropriate revenue expansion factor for 1990? <ROMIG> 

RECCII1ENQATION: The appropiate expansion factor for the 1990 test year \s 
1.631699. 

PDSITIQN Of PARTIES 

GUL£l The Revenue Expansion factor 1s 61.2858 percent and the NOI multiplier 
1s 1.631699. 

QfCl .612858. (NOI Mult. • 1.631699). This should be adjusted for any change 
in the bad debt allowance. 

STAFF ANALYSIS: All parties agreed that the revenue expansion factor 1s 
61.2858 percent and the N.O.I. multtplter is 1.631699 adjusted for any change 
1n the bad debt expense allowance. 

S1nce no adjustlents were proposed to the li~el of bad debt expense, 
no re\1sion 1s necessary in the above rec~nded expansion factor. 
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ISSUE 110: Gulf has requested an annual operating revenue 1ncrease of 
$26,295,000. Is th1s appropriate7 <MERTA> 

RECOHHENOATIQN: The appropriate jurisdictional a.ount 1s $14,577,000 . 

pQSITIQN Of PARTIES 

.GU1..E..;. Yes . 

~ ($15,164,000) is the a.ount prov1ded by OPC in their schedule. 

STAFF ANALYSIS: Thh issue falls out frota the resolution of all the other 
issues. The following schedule shows the parties• positions. 

calculation of Revenue Requirements 
(OOO's) 

Dtctlber 31. 1990 Test Year 
PUBLIC 

<DCPANY ill££ C(lJNSEL 

Rate Base $923,562 $915,892 $843,931 
Rate of Return 8.341 8.051 7.90'1 

----- ---
Required NOI 77,025 73,708 66,671 
Adj. Achieved NOI 60,910 63,290 70,394 

-------- -------- --------
NOI Oefi c1 ency 16,115 10,417 (3,723) 
Rev. Expansion Fac. 1.631699 1. 631699 1. 631699 

-----·--- ------ --------
Revenue Inc./Dec. 26,295 16,998 (6,076) 
ROE Reduct1on 0 ( 2,420) (9,088) 

----- ------- -------
Total Rev. Inc./Dec. $26,295 $14,577 $(15, 164) . ....... -------- ----···· 
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ISSUE 111: Should any port1on of the $5,751,000 1nter1m increase granted by 
Order No. 22681 issued on 3-13-90 be refunded? <MERTA) 

RECOHHENDATIQN: Yes. $2,693,000 should be refunded on an annual basts s1nce 
the 8.051 overall rate of return recOCIIIIended by staff 1s less than the 8.261. 
used 1n calculating the 1nteri• increase. The $2,693,000 1s an annual amount 
and does not represent the actual amount to be refunded . 

pQSITIQN Of PARTIES 

GUlfl No. The Company's requested rate relief of $26,295,000 is appropriate 
and since the interim relief granted 1s less than the appropriate permanent 
relief , all interim amounts collected are proper ly retained by the compan) . 

Of.C..;. Yes, the entire amount should be refunded. 

STAFF ANALYSIS: Order No. 22681 1ssued on March 13, 1990, granted Gulf an 
interi• rate increase of $5,751,000 pursuant to Section 366 .071, florida 
Statutes. The interim increase was calculated based on a December 31, 1990 
test year which 1s the same test year used in the peraaanent case. The 
Commission approved the inter1• rate increase for collection , subject to 
refund, pending the outcome of further evaluation of the Coapany's request for 
permanent rates. Now that the evaluation is co.plete, the question as to the 
appropria~e level of interim relief must be addressed. 

The Company based its refund position on total dollars and stated 
1n 1ts Brief that no refund 1s necessary since the interim relief gr~ n•ed 

($5,751,000) is less than the appropriate permanent relief l$26,295,00). 

In the 1110st recent electric rate case, FPUC-Fernand1na Beach 
Division. Order No. 22224, Pocket No. 881056-EI, the C011111hsion based \ts 
refund on the rate of return and stated: 

... In general, a refund should be ordered if it is 
necessary to reduce the rate of return during the 
pendency of the proceed1 ng to the same 1 eve 1 within the 
range of the newly authorized rate of return which 1s 
fou~d fair and reasonable on a prospective basis, as is 
provided by Chapter 366,071, Florida Statutes. 

In th1s dock.et, the i nteri11 increase of $456, 195 was 
calculated using an 9.61l rate of return, which \s 
higher than the rate approved herein. Therefore, we 
will requ1 re a refund of $67,725 on an annua 1 bas 1s, 
with the refund to be made on a "per KWH" bash. 
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Based on the Colllltss1on's order 1n the FPUC-Fernandina Beach rate 
case, Staff recommends that s1nce 1t would be necessary to reduce the rate of 
return dur1ng the pendency of the proceed1ng (8.261) to the sa.e level within 
the range of the recommended rate of return (8.05~) a refund would be 
necessary. Therefore, $2,693,000 of the 1nterim increase should be refunded. 

If the Comm1ss1on were to base its refund position on total dollars. 
then no refund would be required s1nce the interim award of $5,75 1,000 is less 
than the recommended increase of $14,577,0<>0. 
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STIP\JLATED 
ISSUE 112: Should Gulf be required to file, ~1thin 30 days after the date of 
the final order 1n this docket, a descr1pt1on of all entries or adjust~nts to 
its future annual reports, rate of return reports, published financial 
statements and books and records ~1 ch ~111 be required as a resu 1 t of the 
Commission's findings in this rate case? <REVELL> 

RECOMMENDATION: Yes. The ut1t1ty should be requ1red to fully describe the 
entries and adjustments ~hich ~111 be etther recorded or used in preparing 
reports subm1tted to the eom.1ss1on. 

POSITION Of PARTIES 

~ Gulf ~ill make all appropriate filings, as required by the Commission. 

~ Yes. 

STAff ANALYSIS: Various adjust•ents ~ill be .ade to the records of Gulf Power 
Company as a result of f1nd1ngs 1n th1s rate case. Gulf should be required to 
fully descr1 be all entries to the accounting records ~h1 ch are affected by 
changes ordered by the C:0.1ss 1on. In SOM cases, these changes ~111 be 
reflected in 1nfonaat1on f11ed ~tth the eo-1ss1on 1n the future. Staff .ust 
be adequately :ntonaed of the changes the c()llpany has made to adequately 
evaluate the financial integrity and records of the company. 
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GULF IWER COMPAAY 
OOCK!T 110 . 891345-EI 

COMPOUIID NUL T I PLIERS 
----·---------------

Totll Collpound CPI Calpl...nd 
YMr Custc.ers I lncrMM !tlltlpller Mount I lncrMtl 1t1 1 tl p ller 

. ... ..... ... ......... -·------- ---·------ ---------- ------ ---------- ---------· 

·~ 239, 956 1.00000 1.039335 1.00000 

1985 253,135 5.49Zl 1.0!>492 1. 076250 3. 5SZI 1.03552 

liM 263,646 4. 1SZI 1. 09873 l. 096917 l.9lOS 1. 05540 

1187 271.«8 2.9S91 1.13124 1.137084 3.MZS 1.09405 

IMa 277,883 2.3711 l.l580e 1. 183500 4.08ll 1.13871 

1989 283,659 2.0711 1. 18213 1.241614 4.9101 1. 19462 

1990 290. 092 2.2681 1.20894 1. '!95654 4. 3681 1.24811 

TRUE - UP Of WE YEAit IIJl T1 Pll W (1911 - 1984) , PIIOJECTED TO ACTIW. • 

1984 ACTUAl 

1114 PIIOJECTEO 

DIFFtiOIC£ 

1.23001 

1.20439 

0.0257 

• 1984 ACTI.W. CPI WAS 4.3S M1J CUSTOMD 6IDIT1t *5 5.5031. 
1114 PIOJECT£0 ASStiiES CPI WAS 4.3S All) CUSTOitER GltOIITH WAS 3.31S. 

1.4311 

1.4316 

0.0000 

SCHEDULE 3 
P1ge 2 of 3 

lnflltlon lnd 6rcuth 
ltllttpller 

1.0000 

1.0924 

1.1596 

1.2371 

1.3117 

1.41H 

1.5073 

1.7110 

1.7242 

0. 0381 
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COMPANY: 
DOCKET NO.: 
TEST YEAR: 

LUI! ADJ . 
NO. NO. 

1 1 
2 2 
3 3 
4 4 
5 5 
6 6 
1 1 
8 8 
9 9 

10 10 
;.· ;, 11 11 
c.ol2 12 
~13 13 

14 14 
15 15 
16 
l7 
l8 
19 
20 
21 
22 
23 
24 
25 
26 
27 
28 
29 
30 
31 

GULF POWER COKP:\NY 
891345-EI 
DECEMBER 31, 1990 

SCHEDULE OF PRORATA ADJUSTKEN'l'S 

DESCRIPTION 

ALL PROiATA ADJUS'I'K.ENTS 

Total 

l'AKIN OUT AS FOU.OVS : 
Lona tera debt 
Short tera debt 
Preferred stock 
Customer deposits 
Common equity 
Deferred ITC - zero cost 
Deferred ITC- weighted CtJt 
Deferred income taxes 

SCHEDULE 4 
Page 3 of 3 

26-Jul-90 
02:12:28 PH 

COMPANY STAFF 
(TOTAL CO.) (JURISDICTIONAL) 

(31,152) 

(ll,l52) 0 

(11,453) 0 
(146) 0 

(1 , 886) 0 
(519) 0 

(9,512) 0 
(28) 0 

(1,391) 0 
(6,218) 0 

(31,152) 0 

-, 



COMPAK'i 
DOCKET NO .: 
TEST YEAR 

;. 
~ 
-..1 

LINE 
NO. 

1 
2 
3 
4 
5 
6 
7 
8 
9 

10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 
24 
25 

CVLF POWEF CO~PANY 
891345 · EI 
DEC~~ER 31, 1990 

DESCRIPTION 

Revenue Requirement 

Uncollectible Accounts 

Gross Reciepts Tax 

Regulatory Aaaesament Fee 

Net Before Income Taxes 

State lncoae Tax Rate 

State Income Tax 

Net Before Federal Income Taxes 

Federal Tax Rate 

Federal Income Tax 

Net Operating Income 

Net Operating Income Multiplier 

CO~PARlSON OF 
REVENUE EXPANSION FACTORS 

COMPANY STAFF 

100.000000 100.000000 

(0.113300) (0.113300) 

(1.500000) (1.500000) 

(0.125000) (0.125000) 
----------- -----------
98.261700 98.261700 

5.5000\ 5.5000\ 

----------- -----------
5 .404394 5.404394 

----------- -----------
92 . 857307 92.857307 

34.0000\ 34.0000\ 

----------- -----------
31.571484 31.571484 

----------- -----------
61.285822 61.285822 

l. 631699 1.631699 

SCHEDULE 5 
26-Jul-90 
02:12 PH 

PUBLIC 
COUNSEL 

100.000000 

(0.113300) 

(l. 500000) 

(0.125000) 

-----------
98.261700 

5.5000\ 

---------·-
5.404394 

-----------
92.857307 

34.0000\ 

-----------
31.571484 

-----------
61.285822 

1.631699 



--

COMPANY : 
DOCKET NO.: 

GULF ~OUER COMPANY 
891345-EI 

TEST YEAR: 

LINE 
!\0. 

1 
2 
3 
4 

5 
6 
7 
8 
9 ;. . 

10 c.o 1: <r 12 
13 
14 
, 5 

16 
17 
18 
19 
20 
21 
22 
23 
24 
2) 
/6 

DECEMBER 31, 1990 

DESCRIPTION 
. 1 } 

Adjusted Jurisdictional kat~ a.se 

Required Rate of Return 

Required Net Operating Income 

Adjusted Achieved Test Year 
Jurisdictional Net Operating Income 

Jurisdictional NOI Deficiency 

Revenue Expansion Factor 

Revenue Increase (Decrease) 

ROE Basis Point Reduction 

TOTAL REVENUE INCREASE (DECREASE) 

COMPARATIVE REVENUE REQUIREMENTS 

COMPANY 
AS FILED 

[2} 

$923 , 562 

8.34\ 
··-·---- ·------

77 '025 

60,910 
--------·--· ---

16' 115 

1. 631699 

---------------
26,295 

0 
---·---------·-

$26,295 

STAFF 
RECOMMENDATION 

[3] 

$915,892 

8.05\ 

---------------

73,708 

63,290 
---------------

10,417 

1.631699 

---------------
16,998 

(2,420) 
-------- -------

$14,577 

SCHEDULE 6 
26-Jul-90 

02 · 12 PM 

PUBLIC 
COUNSEL 

l 4 I 

STAFF · 50 WIS 
POINT REDUCTION 

[5} 

$843,931 $915,892 

7.90\ 7.89\ 
----·----·----- ---------------

66,671 72,224 

70,394 63,290 

--------------- ---------------
(3,723) 8,934 

1.631699 1.631699 

--------------- ----·----------
(6,076) 14,577 

(9,088) 

------·-------- ---------------
($15,164) $14,577 
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