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GULF PO~ER CO~PA~Y 

Before the Flor1da Putlic Serv~ce Conn. lSSl O~ 

Rebuttal Test1mony of 
Richard J. ~cM1llan 

Docket No. 891345-EI 
Date of Filing May 21, 1990 

Q. Please state your nam e , business address, and 

occupation. 

A. I an R1char o J . Mc~.l l an, ITi bus1ness acrres ~ •r 

500 Bayfrunt Park .. ay, Pe nsac ola , F lor1Ca, 3~:. : : , ar.c - :. 

bus1nes s t1t l e lS Su fervl so r of Fl ~a~c;a: F:a~~=~c . 

Q. Are you the same Richard J. McMillan who filed direct 

testimony in this proceedinqs? 

A. Yes, I an. 

Q. What is the purpose of your rebuttal testimony? 

A. I will acicress the inappro~r i ateness o f nar.) o ~ u·.e 

ao)UStments FCO~oseci by Mr . Hugh Larkln ln ~: 5 c :rect 

testimony, ana Mr . Schultz's proposec d1sa llo~a~ce of 

Gulf ' s 199 0 bank service charges and l1nes o f crec:t 

fees . 

Q. Mr. Larkin has proposed changes to the Company ' s 

plant-in-service and accumulated depreciation balances, 

and depreciation expense. Are his pr oposed adju~tments 

OOCUM[NT riU!•C:q -0.'. TE 

04463 ~~~21 !E) 

r 1-SS.-RECORj~/REPORTI~~ 
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reasonable and accurate? 

A. No. ~r . Larkin's rr.ethocology of estimat1ng 

plant-in-service by using l1near regre ss1on ~ lt~ a ct~d: 

plant balances from January 1988 through Fetruary !99( 

is invalid. Several large adjustffients anc r et1rere~ts 

took Flace dur1ng th1s time period wh1 ch ~ ou lo d1stort 

a l inea• reg ress1on. First, there ~a s a large cecrease 

in plant-in-serv1ce in June 1986 caused t~ the ertri ~c 

nove the Sc he :er Plant Acq Ul Sltlon ~ dJustre~t f r or 

Account 102 to Account 114 (approx1rrate!y $G r1lll c~l, 

ana by t he Olscontlnuance o f th e ma nual co~t r ol acco0~: 

journal entry that cleared all DSC ' s to p la~t - ln-serv:ce 

1n the month the) were spe~t (approx1rately $9 rr 1!!:c~) . 

Second, dur1ng 1986 and 1 989 the Plant ~a~ 1e! Coa: Ca r s 

w£re ret 1 rea , thus decreas1ng plant-ln-ser v: ce ~i $ 9 . : 

mill1on (with an offsett 1ng dec rease to a ccun~:atec 

aepreciation). Finally, in Decen.ber of 1989, a ~ o rt~ c r, 

of the purchase price o f Plant Sche rer U ~l t 3 ~as 

refunded by Georg1a Power , resulting 1n a $5.3 n1ll1 o~ 

decrease to plant-in-serv1ce. These la rge 

non-recurring decre~ses c~useo the results of 

Mr. Larkin's linear regre ssion to be rrisstatcd, therety 

understating plant-in-service. Using linear regre ssio~ 

of actual data to project future balances nay be 

o1storteo by unusual or non-rec u rr1ng f luctuatlons ~~ 
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the actual da ta, and w1ll not ~roperl} r eflect t~e 

exFectea fluctu ations 1n Frojectea data that are 

reflectea in the construction budget . 

Gulf ' s Capi t al Addit1ons Budget an d the 199 0 

forecast of our plant data is a more accurate ba s1s t J ' 

est1~ating fut u re plant ba lances. Constructlo~ 

ex~enditures through March are onl \ under bu~get t~ 

$1.5 ~illion due prima r 1ly to a sl1ght celay o~ a fe~ 

l arge product1on projects, wh1ch are expec ted tc catch 

u~ 1n the secona quarter. 

As Mr. La r kln ~ointed out , Gulf 's plant-1~- serv:ce 

balances for December 1989 throug~ March l99 G a re u~~Pr 

budget. ThlS is due mainly to the ad Justn.ent~ i~ late 

1~89 related t o the refunds frorr Geo r g1a Power Cor~ ~ ~~ 

ana Oge lt horpe Power Corporati on regar d1ng the 

reauction in the Plant Scherer Unit 3 purchase ~r1ce . 

In addition , the re tirements associate d wit h a few 

large pro)ects were over budget du r ing this ~er1oc, 

whic h is simply a timi ng variance (not perffianentl 

causea by several retirements which were booked earl1er 

than projected in the budget. Th is var iance 1n 

plant - in-service caused by ret irements i s offset in the 

accumulatec depreciation reserve by the saffie amount. 

The effect of the variance 1n retirewents on net ~lant 

is zero. 
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Q. What about Mr. Larkin's calculations for depreciat1on 

and the r eserve for accumu l ated depreciat ion? 

A. Mr. Larkin ' s understate~ent of plant-in-serv1ce a lso 

affects the calculation of depreciation expe~se a~c t~e 

reserve for accumulated deprec1ation. Bas~d o~ t~e se 

understated level s of plant, Mr. Lark _n calculates a 

$967,29 7 . As stated earl1er, the Comi=any ' s (:r o)ect\c.r.~ 

for plant-in-serv1ce, ad)usteo t o re flect the recuc~: 

costs related to Plant Scherer Un1t 3 , are mere 

acc urate ana reasonable; there f ore, no o ther 

adjustments to oepreciat1on expense i s war:a ~te~. 

Nevertheless, the a~)ustment ~r. Lark1n calcu l at~ c wa s 

also in err o r. After Mr. Larkin calculat ed h1s re v 1 ~ec 

electr1c defreciation and amortizatlon expe~se basec c~ 

his understatea plant balances, he comFares h1 s f1gu re 

to the incorrect amount for t he Company's pr o)ec tec 

exfense. The Company figure he uses 1ncluaes $2 ~: , ooc 

related to the amortization of the plan t acqu1s 1t1o~ 

adJustment . Th1s $255,000 is not included 1n 

Mr . Larkin's revised calculation, causing hiE 

aojustment to be overstated by the $25 5 , 000 . Although 

Gulf does not agree with Mr. Larkin's revised expense 

calculation , the correct adjustment to depreci atio~ 

expense using his figures would be $7 12 , 297 insteac o f 
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$967,297. Th1s adjust~ent also causes acc urrulatea 

oe~reciation to be unoerstated. 

Q. Are there other errors in Mr. Larkin's calculation of 

the reserve for accumulated depreciation? 

A . Yes. Mr. Larkin also has t•o other errors 1n h:s 

proJection of the ceFreciatlon reserve balance . F1rst, 

his reserve balances excluo1ng the JDITC balance 

(colurrn (e) of Schecule HL-4) for actua: Jar.'lary ar.c 

Fetruary of 1990 ar e understated ty $200,000 ar.c 

$ 399 ,00 0 , respect1ve ly. The $399,000 error carr1es 

f o r•ard to the projected amounts f or Mar ch th r cus~ 

Dec~ ffibe r of 19 ~0 . The second error 1s ar. cve r state~e~t 

of the reserve balance related t o the J:ITC a~our.~ 

sho.,.n in colurr.n (f) of Schedule HL-4. In Crder ~;c . 

16257 1ssueo June 19 , 1986 , the Comm1ssior. cec1cec that 

the deFreciation reserve imbalance adjust~e r.t should 

offset the JDITC amount. The net of these balances 1s 

$290,000 in December of 1969. Thi s is the net amount 

that is actually in the reserve, not the $5,848, 000 

shown on Schedule HL-4. When these two correcti ons are 

made, Mr. Larkin's a d justment to the Company ' s filing 

would be a decrease of $1,513, 000 1nstead o f an 

increase of $3,715,000, which resu lted 1n a $5,2 28 , 00 0 

uncerstatement of net plant. 
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Mr. McMillan, what is your conclusion wi t h respect to 

Mr. Larkin's calculation of these plant items? 

It is obv1ous that Mr. Larkln's calc~lat1on of plant 

balances, Wlthout prefer cons1deration of the 

forecastea level and tim1ng of construct1or. 

expend1tures, plant aod1tions and ~ et1rerrents, 

cost-of-removal and salvage, does not re su: t 1~ 

reasonatle or accurate projecticr.s f er 

plant-ln-service, accumulatec oefrec:atlor. , G r 

oe~r ec1 at1 cn exfens~. The CO~fany 's fro ) e Ct l o r.s, 

ao)usteo to reflect the r ev1sec costs re latec t o Pla~t 

Scherer Unlt 3 , are more accurate, ar. d fr ore rly reflect 

Gulf 's 1990 test year amo unts. 

Is Mr. Larkins's adjustment to income taxes related to 

interest synchronization accurate? 

No. First of all, ~r . La~kin has 1~cluced the ~r o ~ s 

amount for the 1nterest deduct1on, per Corr~a~y f1l1r. s , 

on his Schedule HL-11. He used the )UrlsdlCtlor.al 

interest per books amount of $3 0 ,871,000 fr 0rr ~fR 

Schedule C-44. The cor rect arrount to use is the 

jurisd ictional synchronized interest of $32,045, 000 

usee by the Company in its interest synchronizatlon 

calculation as shown on Schedule 15 of ~Y Freflled 

direct test1mony. Thls woulo r esult 1r. a 
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aecrease in interest of $2,73 4 , 000 on Sched~le HL-11 

based on Mr. Larkin's revised rate base. 

The second error related to interes t 

synchronization is the direction of the ad )us trrent t c 

income taxe s . A reduction in rate base results 1n a 

r~duction in interest as show~ on Sctedul e HL - 11 . A 

reduction in the interest ded uct1on should res~ lt ~~ a~ 

increase in 1ncome taxes. However , o~ Fase ~ o! 

~r. Schultz's Scheaule HWS-1, 1ncome taxes have tee~ 

reauced by the $587, 000 calculated ty ~r . ~arkin, ~ c t 

i ncreased as they should be. The ccrrect ad)ustre~t 

for interest synchronizat1on basec on Mr . Larkl~ ' s 

revi sed rate base is to increase 1ncon.e taxes by 

$1,029,000 ($2,734,0 00 shown above x . 3 7 63) , net t o 

aecrease income taxes by $587,000 . 

Q. Mr. Larkin bas made an adjustment to remove the 

capitalized portion of the cancelled Southern Company 

Services (SCS) building. Is this appropriate? 

A. No. The correcting entry to expense the cancellati on 

costs related to the SCS building was reco rde d in 

May 1989. The financ 1al forecast used in develoring 

the 1990 test year included actual data through 

August 1989, therefore, the correcting entry has been 

prop~rly reflected in the test year p l~r. t data a nd no 
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Mr. Larkin has proposed disallowanc e of the ins ~ rance 

reserves included in Other Property and Investments 

until the Co~pany can show the benefit t ~ ratepayers of 

these reserves. Please explain the purpose of these 

reserves. 

The Southe r n el~ct r1c systems' Publ1c L1at1l1ty a nd 

D1rectors & Officers Liabllity insuranct cuverage~ are 

otta1neo thr ough four caytlve 1nsurers: 

1. Associated El ectri c & Gas Insurance Se r v1ce£ 

(AEGIS), 

2. Energ y Insurance Mutua l (EI~l, 

3 . XL Insu rance Company (XLI , an~ 

4. ACE Insuranc~ Company (ACE). 

It should be noted that these 1ns urer s are not ~ure 

ca~tives , i.e. , they were not cr eated for the sole 

purpose of underwriting the risk s of The South~ rn 

Company and its subs idia ries. In each 1nstance , the 

captive is an association or group captive estab llshed 

b~ a grouF of companies to underwrite their collective 

risks. AEGIS and ElM provide coverage only to electr 1c 

and gas utllities. XL and ACE prov1de coverage on a 

multi-industry basis, primarily to Fortune 500 

comyanies. 
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Southern and Gulf's initial involvene~t w1th 

captives bega~ on August 21, 1964, when we jo1 ne ~ 

AEGIS. In conjunct1on with the August 21 , 1985 renewa: 

of the system fUb1ic liability FOlicy, a co~fetitive 

bid was solicited from the commercial market . Aner ica~ 

Re:nsurance Comfany/Re1iance of Illinois o fferee a 

fremium quotation of $5,2 00 , 000 f o r a f Ol.cy li n: t c~ 

$5,000,000 1n e xcess of a $1, 000 , 000 oeoJCtltle . A EGI~ 

quote for broader coverage w1th a pol1cy l1n . t cf 

$2 0 ,0 00 , 000, su~Jec t to a $1 , 000 , 000 decuctlt:E , ~ as 

$2,112,600. The coverage was a~ardec t o AEGIS . ~hesc 

~rerniu~ qu ot at1 ons wer e f o r the systen a s a ~ ~c le a~ ~ 

the cost was allocatee pr o rata ar. ong t he syster 

comfanies. We cont1nuec to pur chase excess P~t:1c 

Liab1lity insuranc e, wi th li~it s a bove the AECIS 

policy, and our D1rect o rs & Officers Li a b1! 1t y 

insurance from the com~er ci al insurance market unt1l 

1986. 

Southern joined ElM, XL and ACE 1n 19 8E . T~e s e 

captive insure r s were created in direct response t o t~e 

insurance market crisis occurring at that t1 me. rr.e 

commerc i al insurance market was e xtremely re stricted, 

terms of c overage were unreasonable and, where coverag e 

was available , pricing was ex o rbita nt . We s1rrrly coJld 

not fill our insu r ance requ i reme nts , at any 
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reasonable price, Wlth coverage ava ilable frorr the 

corr~e rcial rrarket . The capt ives offered the on:y 

viable alter native and resulted in a ~ignificant 

savings in insurance pre~ iums . 

Is Mr. Larkin's adjustment to reduce fuel inventories 

appropriat~'? 

ho. He has based h1s adjustment o~ &~ 1na~~r orr :a:e 

1nter1n ad)ustrrent. Add1t1 onally , the 1~tec1r tes · 

~er1od is not refreser.tatlve of the 199 0 test ~er:c_ , 

a na as discussed by ~r. Parso~s 1n ~~s Fref::ec c.~ec: 

testin c~y , Gulf ' s test year requesteo f ~e: 1~ve~tr~~ 

levels are reasonatle ~n~ aFfroprlate. 

Mr. Larkin has proposed a reduction in plant materia ls 

a nd operating supplies o f $2,307 ,000. Is th is 

appropriate? 

No. He based his ad justments on the actual 13 -ncnt~ 

average fo r the per1od ending February 28 , 1990 , ~h1ch 

is not represe ntat ive of the test period. Just us1ng 

actual balance as of February 1990 , with no add1t1 onal 

i nc rea se , would resul t in a s1gnif1L ant reduction in 

hi s adjust~ent. The forecasted increases 1n our 

inventory balances are rea sonable and necessary d ue to 

1nc reas i ng ~osts , anc the constantly 1~creas1ng 
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1 investment in adciltiona l elect r ic fac1~1t1e s r e~~1rec 

2 to serve ou r custoffi~ rs. Gulf's rro)ectl o~s ! or 199 ~ 

3 ar e reaso nable, and are a mo re accurate estirrate of t he 

4 test year inventory requi~ements; therefore , no 

5 acijustffient is appropriate. 

6 

7 Q. Is Mr. Larkin's adjust~ent to exclude Other Accounts 

8 Receivable from ra te base appropr i ate? 

9 A. No. These rece1vables 1nclude t he ac cunts due t~e 

10 ut 1l1ty upon Ofen accounts , othe r tha~ the a~ ounts 

11 rela ted t o assoc1atec corr~an1es a~d fr or our elec~r:c 

:2 custo~ers . The ma] r r1ty of these rece1va~!es are f c ~ 

13 po le attachment rentals !invo1ced to non- a ssoc1ate~ 

14 co~panleE) f e r which t he revenues have tee~ re cc r cec :r 

15 othe r operating revenues (Acco unt No. 454- 100) . The 

16 re~a1ning mi scellaneous account s perta1n to r c:e;l:re 

17 darrage claims a nd other rr1sce11aneous ut1l1t y 

18 b1ll i ngs. All of these amounts are properly 1nclJdec 

19 in rate base. 

20 

21 Q. Mr. Larkin bas also excluded $136,000 of prep~yments 

22 identified as other. Please explain what these • othe r" 

23 prepayments are. 

24 A. Gulf ' s f o r ecast of prepayme nt s wer e rreparec in f ou r 

25 categories. Spec1 f1c ind1V1d nal est 1rrate s were rrace 
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for insurance, EPRI dues, and pe ns1ons . All "ot~er " 

prepayments ~ere esti~ated based on a three yEar 

historical average. Thes t " o ther" pr epayrrents are 

primarily comprised of pr~paid licenses f or ~otor 

vehicles, preFai d taxes, prepaid c1ty a nd cour.ty 

occufational licenses , and prepaid regist r ~ r t ransfer 

anc f1scal agent fees. The Co~Fany's est.rrate 1s 

reasonable, and should be included 1n rate La~e. 

Mr. Larkin has excluded $ 30 , 000 rela ted to 

"miscellaneous" deferred debits fr om wo r k1ng capital. 

Is this appropriate? 

~o . Thls arrount is a conservative est1rrate f or tr.e 

numerous ~isc~l l aneous charges that are al~ay s rrese~t 

in defer red debits whi ch cannot be spec1f1cally 

ident1f1ec 1n a ov ance. The a nalys1s , wh1 ch ~r. LarK!r 

states 1ncluded no balance in the account for the 

a c tual ~onth's of January through Aug ust 1989 , 1s 

Gulf's budget workpaper utilized for the forecasted 

amounts , not an analysis including actual. The act ual 

amounts for January through August 1989 averaged in 

excess of $1 00 , 000 . The Corrpany's esti~ate is 

reasonable, and is properly includeo in working car1tal . 

Is Mr . Larkin's adjustment to remove t he Caryville 
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Subsurface Study from work i ng capital appropriate ? 

No . As discusseo by Mr. Parsons , the Caryv1lle 

generat i ng site anc related costs are properly Jncluced 

in ra te base . 

Should unamorti zed rate case expense be included in 

Working capital? 

Yes. This Comrr.ission recognizes that ra te case 

expenses are a leg1t1~ate cost of co1ng bus1~ess , a~ c 

are, the r efore , recoverable costs. S1nce the 

Co~mission requireo a two year amo rt1zat1 0~ 1n our last 

twc cases, we have 1ncluoed one- half of the exFe~se s 1~ 

1990, and the remaining half in 1991. The u~anort1zec 

balance in deferred debits 1s Fr ope r ly incl uoeo 1n 

wor k1ng capital, since t hese unrecovered cos ts c o not 

earn a return. Not allowing a re turn o~ the anort1zec 

balance wou ld unfai rly pena li ze the stockholders f o r 

complying with state regulations and the Corrr1sslo~ ' s 

ru les ana f i ling requ i rement s. 

Are Mr. Larkin's p!o~osed adjustments to allocate the 

63 mw of Plant Scherer (available to serve the 

territorial customers) to the Unit Power Sales (UPS) 

jurisdiction appropr iate? 

No. Mr. Larkin states tha t his adju stment 1s based on 
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Dr. Rosen's testi ffio ny recommending that the 63 ~~ of 

Plant Scherer cafacity be a llocat e d to UPS . ~as 

unable to find that recommenda tion in Dr . Rosen ' s 

testimony . Dr . Rosen ooes recommend disallow1ng the 

63 mw of Plant Scherer, but does not propose 1mFut1ng 

fictional UPS sales f o r the test per1oc. Mr . Lark1n' s 

p roFoseo calculations not only disallo~ tre 63 rrw of 

Plant Scherer, but also impute s addit iona _ 1nvest rre nt 

ana expe nses t o UPS , related to the tra ns~1ss:o~ and 

general funct 1ons , based on the UPS allocatl o~~ . :~e 

trans~i ssion ana general Flant invest~ent ana exrenses 

recov~r et fron the UPS custo~ers a r e not c1rectly 

re lat~d to Plant Scherer, but are the all ocat ee costs 

which are cred1t~c to the reta1l cust o~ers . ~ere tre 

corem1ssion to remove t he Company's total 1nvest~ent 1n 

Plant Sc herer fr on rate base, a s well as the a ssoc1atec 

expenses, t hen the t otal irepact of the Plant Scherer 

UPS sales should lik~~ise be removed . If the r eta1l 

jurisdiction is not going to bear the burden o f an y o f 

the Plant Scherer investment made for their bc~efit, 

they should certainly r e ceive none of the benefit s 

accruing from the UPS sales. Wh1le we have not, and 

s ee no need to make a precise calculation of the impac t 

of Plant Scherer on the retail jurisdic ti o n, when the 

credits from the UPS sales, and the Inter corrfany 
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I 1 Interchange Contract (IIC) are e ~cluoec , tie re ta1 : 

2 revenue requ lreffients for Plant Scherer, 1nclua1ng t he 

I 3 trans~ission line rentals and product1 on re lated A & C , 

I 
4 

5 

are approximately $2 million. However, t he 63 ffi~ o~ 

Plant Scherer is currently available t o serve ou r 

I 6 territorial custo~ers and no ac justmen t 1s 

7 apfropriate. Mr. Lark1n's ad )ust~ePts are 

I B inappro~riate, overstated, a nd 1 nco~s1ster.t ~l t~ 

I 
9 

10 

Dr. Rosen's recommendation . 

I 11 Q. Is Mr. Larkin's discussion and recommendation regard1ng 

12 the use of the l/8 of 0 & M (Cash Work Capital) for UPS 

I 13 appropriate? 

I 
14 

15 

A. No. This COffiffilSsion r equi res that work1r.s cafltal be 

calculated using the balance sheet apFr oac~ . Gul f' s 

I 16 sys t e m or total coffipan) working caflta l a nc each 

17 jurisdiction (retall, wholesale, ana UPS) has been 

I 18 calculated in accordance with this methooology , 

I 
19 

20 

resulting in the appr opriate reta1l working cap1ta: 

utilizing the balance sheet approach . Ea ch of t hese 

I 21 jurisdictions has numerous differences in required 

22 ratemaking calculations, but for retail ratemak1ng, a ll 

I 23 calculations are done in accordance w it~ Flor1da 

I 
24 

25 

requirements. To pi c k and choose different 

calculations ana amounts when an~ 1f 1t 1s adva ~tage o~s 

I 
I 
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lS inconsistent and inappropriate. As no tt·<l ~t l 1 o v t' the 

retail jurisdiction is already rece1ving t:lllfll f t c tH.t 

benefits related to the UPS sales calcu ltt t rd l n 

accordance with retail ratemaking requ l rt"ITll 'li l tJ , 

additional adjustments are appropriate. 

Should the net overrecoveries of fuel a nd cu nor rvat i on 

expenses he included in the calculati o n o f wo r ki ng 

capital? 

No . 'Ihe Company is req u i red t o re tu r n I' TI I 

over recoveries to the ratefay e rs ·.n t h tn t • rt·r t , ~~r. c 

conversely , the corr.pany 1s allowed t o r 1·< <•V 1' 1 l)r .;· 

unc:ierrecovery from t he rate~ayers ... 1 t h lnt«·r l tt. 

f 
, <I ll l cl t• : 1 fl (• S t r, a t 

There ore, follow i ng the co~nission o 

working capita l excludes all accountL ,• r t u •r.r, or. wr. lcr. 

a r eturn is earned or pa1d, both th t ov t• r onc1 unde r 

recoveries should be excludec fro TT wo r un<J Cl) f lt a l . 

The Co~m1ssion staff has oef endr<l 1nc lu<nng t he 

over recoveries in worJting capital on t l1<' t.a t>~ 6 that t r. ~ 
a nd 

inclusior. of any net overrecoveries u t tu t•l 

conserva tion e xpense in the workinljj {' tq d t .., l a llowance 

has the effect of requiring the a t oc kholcJcra t o pay the 

interest on these overrecoveries . Jt i n tur t he r 

contenoea that if the net overrecovt• r tcv n ee ex c l u ded 

f r o~ the working capital allowa nc~ L~t l cJIOtlon s , i t 15 
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the ratepayers who must ~ay interest to therrselves. 

This 1s not cor r ect. In oeterrrining the anount fer the 

fuel factor in the following recovery perioo, t re 

budgeted fuel expense for the period 1s reduce~ by the 

prior overrecoveries with intetest. Th1s reauce s the 

fuel revenues to be recovered frorr the ratepayers by 

the actual overrecovery, and the interest 1s ~a1d to 

tre customers thr ough ~ reduct1on 1n the1r e1ectr1c 

bllls. The Company does not actually wr 1te ther a 

check for 1nterest, but does re~uce the:r f~t ~e t:l:s 

for both the overrecovery anu 1nterest. Tnerefcre , tr~ 

custoffiers do not ~ay the 1nterest t v thense:ve&, twt 

insteao they rece1ve cred1t for the 1nterest through 

reoucea blllings. 

Incluoing overrecover1es in wo rk1ng ca~1ta: not 

only requires the stockholders to pay t he lntere st 

through a reduction in the fuel component of the 

customers bill, but would also compensate the custoner 

at the overall rate of return, which includes equ:ty 

returns. Not only is the stockholder pay1ng tw1ce, but 

a short - term interest rate is not comparable to our 

overall rate of return. As stated in Order No . 9273 

(Docket No. 74680-EI), the Commission establlshed the 

interest provision to counter any incent1ve to b1as the 

projections in either direct1on. The Corrpany d~rees 
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wi th the intent ana purpose of this provl sio~ . Btth 

the co~pan) and ratef ayer are rroFerly corrpen&ated f0r 

over/under recoveries in the fuel and conservat1on 

dockets throush the interest Frovlsions. Theref o re, 

both over and unaer recoverles should be excluded fr or. 

work1ng cafital. 

Q. Are the temporary cash investments projected by the 

Company reasonable and needed for the provision of 1ts 

regulated utility service? 

A. Yes . The Company's forecastea te~po rar~ cas~ 

investrrents are esse nti ally all of 1ts a va1 latle 

wo rk1ng funds usee f o r rraking disburserrents. Bes1r~:r~ 

in 1988, Gulf consolidatec 1ts disbursement acc0unts 

~aintained with several banks int o one control le~ 

disburse~ent account. This has enabled the Conpa~y t c 

invest all idle cash until the checks are presente d for 

payme nt . The change to t his controlled aisburserre ~t 

account has resulted in improved bank ing services, 

reduced the cost of our banking activities, allo~ed 

optimization of the use and cont r ol of ava1lable cash, 

ana resulteo in overall savings t c the Company and 

ultimately the ratepayers. 

Q. Bow should the temporary cash investments be removed 
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1 when reconciling rate base and capital structure? 

2 A. The Company has removec temporary cash frorr rate ba . e 

3 (working capital) ana has adjusted it out of the 

4 

5 

6 

7 
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10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

capital structure on a pro-rata basis in accordance 

with the Commission's treatment in our last rate case . 

As stated above, these funds are essentially all of 

Gulf's ava1lable cash. The 13-month averagE arr ou r.t o! 

$G,39~,000 (~er MFR B-2a) l& arrrox1mately !0 rercer.t 

of our average monthly d1sburserrents. In fact, the 

Corr~any is frC)ECtlng to borr ow funcs . ( 
cur 1r. ~ . lVE 

months of the- test per1oo. Unquestionably, these f ur.ds 

are required anc necessary 1r. prov1a1ng ut1l1ty 

serv1ces for ou r custo~ers. 

1he Company has always ma1nta1ned that these fur.cs 

are a legitimate working capital req u1 rene nt ar.d s~oulc 

be ir.cluoed in work1ng cafltal, and the related 

earn1ngs generated by these funds used to offset t~e-

revenue requirements. This pos1t1on is su~pcrted bi 

Staff's witness , Mr. Seery, in his direct test1rrony or. 

page 20. If the Commission dec1des to leave terrporary 

21 cash in working capital, the earnings on these funds 

22 are projected to be $506,000 as shown on Sched~Je 3, 

23 page 15 of 16 of my pref1led direct testimony . 

i4 

25 Q. Mr. Shultz has proposed diaallowing the $223,0 00 in 
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expense related t o bank fees and lines of credit 

charges. Should any portion of this amount be 

disallowed from base rates? 

A. Absolutely not. These costs are directly attr1butab l e 

to the Coffipany's utilization of a contr o lled 

d1sbursement account and the payment of fees f o r 

certa1n lines of credit • 1th area banks. ~ r..s has 

re s ulteo ~n a r€duction in our bank1ng cos t s , cas~ 

requireo for ~orklnS cap1tal, and the reven ue 

reC"'Jlren.ents r equestea 1n ttn s case . 

Mr. Schultz's conclus1on on Fage 57 of h 1s c:rec · 

testi~ony, that this expense should be bo rne ty the 

st ockholders of the Conpany s1nce they clearly cer1ve 

the benefits is totally lud1crous , anc could no t b~ 

further frorr the tr ue impact on the Coffipany' s 

stockholders. As stated by staff ~ l tness , ~~. Seery , 

1n his direct testimony on page 20: 

In general, short -term investments can be expected 
to earn less than the util1ty's overall cost of 
capital . !herefore, a blanket policy of excluc1r.s 
temporary cash investments fro~ rate base could 
result in an a sset, potent1ally necessary for thE 
provision of regulated service , earning less tha n 
a fair rate of return. 

Mr . Shultz's conclusion ~ould result not only in 

excluaing te~porary cash investments from working 

c~pital, but that the stockholders s hou ld also pay all 

banking fees and charges. These bank1ng fees ar e a 
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legitimate and necessary expense requ ir~o 1n ~he 

provision of utility services, therefore, the Comfa~y 

should be allowed to recover these costs from the 

ratepa:yers. 

Does this conclude your testimony? 

Yes, 1t ooes. 
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AffiDAVIT 

STATE Of f LORIDA Docke t Nc 891 3 4 ~-El 

COUNTY Of ESCAMBIA 

Before me ~he u ndersigned authority . personally appeared 

_..R,_.i""'c""'h .... a:...a.r->~~d'--"'J~ . .__.M,.....,cM ........ i...,l._.lul""n....._ _______ • who be i no f 1 r a t d u 1 y a w o r n . 

deposes and says that he/she is the Supervisor of 

finan c ial Planning of Gulf Power Company and that the for egoi ng 

is true and correct to the best o f his/ her knowledge . informatlon 

an d belief. 

Sworn to and subs cr ibed before me this 

~~yt0-1 . 
------~~--v~+------ · 1990 . 

c~ 

I~ day of 

My Commission Expires: IIT~I['f1'1'1f':Y.f.T lB.~ ~~ ! 
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