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286 

1 P R 0 C E E D I N G S 

2 (Heacing reconvened at 9:05 a.m. ) 

) CHAIRMAN WILSON: Hr. Holland, you can call 

4 your next witne~s . 

5 HR. HOLLAND: Call Hr. Scarbrough. 

6 COMMISSIONER BEARD: Betore you qet s tarted, 

7 there's been a munchkin or something working while I 

8 was not around, and I've got something marked Exhib!t 

9 J6 a nd No. 298. Is that something that'& just laid out 

lQ today? 

11 HR. STONE: Yes, Commissioner. We have 

12 handed out the exhibits listed under Hr. Scarbrvugh's 

13 name as miscellaneous exhibits, whi ch I be l ieve begln 

14 at Page 99 ot your prehearing order. 

. 5 COMMISSIONER BEARD: Why is it that 1 though t 

16 that I had already seen the audit report 

17 CHAIRMAN WILSON: Are you all talki~g about 

18 two different things ? 

19 MR. STONE: Those should be the audit --

20 CHAIRMAN WILSON: What Commiss1oner Beard l S 

21 talking about is a very thick document. 

22 COMMISSIONER BEARD: 881167, and I saw the 

23 891, did I not? That's the d ifference. 

2 4 MR. STONE: I've gotten the wrong one. 

25 CHAIRMAN WILSON: Who put thls on the benc h ? 
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1 MR. STO~' E: We put those on tho benc h and 

2 we've made an error, Commissioner. The one that's 

3 m8rked No . 36 and No. 298 is an error . We'll have to 

4 get that du?licated for you . That's the report and lt 

5 should have been the Company's responses. 

6 The othe r items, 20 throuah --

7 CHAIRMAN WILSON: The number designation is 

8 incorrect? 

9 MR. STONE: No. 

10 CHAIRMAN WILSON: The whole thing is 

11 incorrect? Do you want this b8ck ? 

12 MR. STONE: Tha t big doc ume nt with the rubber 

1) band you can disreqard. We can either have them back , 

14 but the other package which you receiveJ, wh1 ch wi ll be 

1 5 Exhibits 20 through 35, hopefully those are correc t. 

16 

17 

18 

19 

20 

21 

22 

2 3 

2 4 

25 

CHAIRMAN WILSON: All right. 

(Pause) 

MR. HOLLAND: Are we ready? 

CHA IRMAN WILSON: Ye s , go ahead. 

A.RLAN SCARBROUGH 

was c alled as a witness o n behalf of Gulf Power Comrany 

ldnrl, after being first duly s worn, testified as 

foll o "'s: 

DIRECT EXAMINATION 

BY KR. HOLLAND: 

FLORIDA PUBLIC SERVICE COMHlS SION 



1 Q Hr. Scarbrough, would you state you r name, 

2 business address and your position wi t h Gult Power 

3 Company? 

4 A My nllmt: is Arlan Scarbr·ough, 500 Bay Front 

5 Parkway, Vice President, Finance . 

6 0 And have you p r eti1eJ testimony in this 

7 docket entitled "The Direct Testimony ot Arlan E. 

8 Scarbrough" ? 

9 

1 0 

A 

Q 

11 testimony ? 

12 

1 ) 

14 

A 

Q 

A 

Yes. 

Do you h ave a ny corrections t o max~ t o tha t 

Yes. 

Would you please do so? 

Yes. It you go to Page 8 ot my direct 

1 5 tes t imo ny, on Line 3, c hange 6.21 to 6.20. On Page 19, 

1 6 c ha nge the Line 15 , change 5.7 t o 5.1. 

17 

18 

COMMISS IONER GUNTER: 5. what? 

WITNESS SCARBROUGH: 1, yes, sir. Also on 

19 Page 19, Line 22 , c hange 3.7 to 4. 0. On Page ~ 7 

20 CO~ISSIONER GUNTER: You do n't ha ve a r.hange 

21 on Li ne 23? 

22 

2J 

24 

WITNESS SCARBROUGH: No t on PAge 19. 

COMMI SS IONER GUNTER: OkAy. 

WITNES~ SCARBROUGH: Page J7, Line 23, change 

25 "exhibit" to "sc hedule." 
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1 On Page 38, Line 25, change $1 . 3 milli on less 

~ t o 912,000 more. On Page 39, Line 1, change "even 

3 though" to "because." 

4 on Page 46, change Line 20, the $1,120 t o 

5 $1,1 63. 

6 Also on Page 46, Line 22, c hdnge the $76 . 3 

7 million to 85.4. 

8 And those are all the changes in the 

9 narrative. On Schedu le 9 --

10 COMMISSION ER BEARD : Would you go ~ack to 

11 Page 19 for a minute, please. 

12 WITNESS Yes . It's a nit , but since ~e· re 

13 correcting things there - -

14 WITNESS SCARBROUGH: Okay . I would j ust 

15 point out on Page 19, Line 22, the 3 . 7, that 4-point 

16 tha t was left blank in mine and I put i n the zero, t..ut 

17 it should be 4.2. I gave you 4.0. It s hould be 4. 2. 

18 

19 

20 

21 9 . 3? 

22 

COMMISSIONER EASLEY : Line 22. 

WITNESS SCARBROUGH : On Line 22. 

COMMISSIONER BEARD: Does that make Li n~ 23 , 

COMMI SSIONER GUNTER: That wa s my question 

23 previously . 

2 4 

25 

COMMISSIONER BEARD: Yeah, I know i t wa s . 

WITNESS SCARBROUGH: Uold it j ust a minute , 
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16 

17 

18 

19 

20 

21 

22 

2) 

24 

25 

sir. Let me look at that. (Pause) 

Yes. It's because of r ounding, but go ahead 

an~ c hange Line 2J to 9 . 3, so it adds. 

COMMISSIONER GUNTER: That was the reason ! or 

my questi o n previoudly, Mr. Scarbrough. 

WITNESS SCARBROUGH: Yes, sir. Thank you. 

CHAIRMAN WILSON: Hr. Holland, you have 

prov i ded, or will provide the court reporter with 

corrected pages, right? 

HR. HOLLAND: Yes, sir. 

COMMISSIONER EASLEY: Schedule 9 . 

WITNESS SCARBROUGH: Schedule 9. On the 

" Custome r Service a nd Informat ion" li ne, under the 

column headed "1984 Allowed , " on the " Customer Servi c~ 

a nd Information" line, strike the "3, 5 14" and insert 

", 2522. " And o n that same 1 ine under the column he."ded 

"1990 Benchma rk," c hange the " 5,297" to " 3,801. " 

Now, the next column whi c h j ust says, '' l990 

Budget," chang~ the "2,666 " to " J, 4 10.• And o~ the 

column headed " Var iance ," change the " 2,6J1" to " '391. " 

COMMISSIONER EASLEY; I s that in brac kets? 

WITNESS SCARBROUGH: In b r ackets, yes, ma 'am, 

J91 in bracke t.s. 

And on the "Sales " line, under the col umn 

headed " 1990 Budget," cha nge the " 2~2" t.o " 281 , " and 
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also change the next column, the "Varian<.:e " line, f r o m 

2 "252" to "281." 

3 Then on the totals on the "1 9 84 Allowed" 

4 column, c hange the " 30 , 065" to "~9, 07 1." Then on the 

5 "1990 f\enchmark" column, change the "42 , 4 37 " to 

6 "4 0,941." The "1990 Budget," change the "41, 0 80" t o 

7 11 41,853." And on the "Variance" column, change the 

8 "1, 357 " t o a positive "912" nu~r.be r without brac kets. 

9 COMMISSIONER GUNTER. What wa s your '90 

10 benc hmarA !igure agair ? 

11 

12 4 0,9 4 1. 

13 

14 

WITNESS SCARBROUGH: 41,8 ~ ). No, 4 0 ,9 41. 

COMMI SS IONER GUNTER: All right. 

WITNESS SCARBROUGH: And then d e l e t e the 

15 f ootnote t hat 's on that schedu le . 

16 And t hose are all of the changes t o my 

17 testimony. 

18 Q (By Mr. Holland) Mr . Scarbrough, Wlth t hos e 

19 changes, if I we r e to ask y ~u the questi o ns today 

2 0 contained 1n your testimony, would your answers be the 

2 1 same? 

22 

23 

Yes. 

MR. HOLLAND: Hr. Chairman, we ask that Mr . 

24 Sc arbrough ' s testimony be inser~ed into the record as 

2 5 though read. 
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• 

1 CHAIRMAN WILSON: His testimony will be s0 

~ inserted into the r ecord. 

) HR. HOLLAND: And Hr. Scarbrough's exhihits 

4 have been prema=ked and stipulated to and they are 

5 Exhlb i ts 6 through J6, I believe. 

6 (Exhibit Nos. 6 through J6 received into 

7 ev ide nee) . 

8 

9 

10 

11 

12 

1 J 

1<1 

15 

16 

17 

18 

19 

20 

21 

22 

2) 

2 4 

25 
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2S 

3VLf POWER COMPA~Y 

Sefo 1~ t:h e florlda Puo :: c Ser v:ce :-umrr . ss:J:
Dt ~ec c Test t mo ny o f 
A r i a n E. Sear or ou q h 

: n Su ppor t o f Rate Re l : ~ f 
DOCI(e t :;o . 8 9 1 34 5 - ~i 

D ~ c e o f F : l 1ng December 15 , .989 

Q. Please state your name, business address and 

occupat ion. 

A. My name is Arlan E. Scarb • oug~. 

t s 500 Bayfront Parkway, Pensaco!c!l , fl o r :d c!l 32~0: . 

am Vtce Prestdent - ftnance o f G u l ~ Po we r Compeny . 

Q. Please outl ine your educational bac kground an d 

business expe r i enc e. 

A. I q rad tJ ated from the l' n.verst t y o f Scu t " er -: 

111 SSlSSlppl 1n 19S8 wtth a Bache lo r o f Sctenco:> !<>; · e-

: n Accounting . fo llo.,n ng y rad uatl on f r om co: .• ; •·. 

attended O f ~t cer Cand tda te Sc hoo: a nd was 

commtsst o ned 1n the Un tt ed State s ~ar :n e ~~ res . 

Whtle servtny t n the Mar: ne Co rp s , : g r a .:ua · e · : r . :-

East C~rol t na Untv e rstty : n ! 962 '-' lth ~ '1 as e: ' s 

deqree Ln Bustness Admt n : s trat lon . 

f o lloo,n nq my -::l :scharge ~r om acc :;e du t/ . .. 

1962 , I was empl oyed by ·~: ss ; ss:?Pt Po wer .:omp a r.; ,. 



J 

6 

9 

10 

! 1 

1 2 

l ] 

')ocllet No . 89! 34 5- :: : 
Wttness : A. f. . Sca rcr o..Jc'", 

? :IIJ"' ~ 

neld van ou s pos tttons 1n the rl epart ment Jnt:. une 

.968, when r wa s el ected Asst stan t Se creta r y an~ 

ASS I Stant Treasurer o f M!SSlSSlppl Power C~mpa~y . 

thiS pos 1t1on , my p r 1mary func t :on was re spons : c:!: ·y 

fo r all account 1nq acttVltleS. : con t: ~utd • o s~ ~ ~e 

:n that capaci ty until Oc tober 1976, whe~ I J as 

e l ected Comptro l ler, wtth stm tl ar res ponstbt!tt:es. 

In oc tober 1977 , I accepted ~ he pos1t1on o! VtcP 

Prestdent a nd Compt rol !er and Chief rtnanctal Of!t c er 

of Gulf Power Comp<Jny, and tn Aprll 198 0 , ~oJa s 

appotnted to the positton of Vice P~estdent - rtna nce , 

wtth simila r responstbtl itt e s . 

: 4 Q. What professional li cense do you hold in the !te ld o f 

. ') Accounting? 

A . I am a ltcensed Ce rtlfted Pub:;c Accountant and a 

• 7 member o f the AmeClcan Inl'tt tute of C er tl~ted Pur-l:; 

'8 Accountants and Flonda :nst ttut e o f Cert t~ted Puo! ·: 

1 9 Accountants. 

20 

21 v. Will you briefly descrtbe you r duttes a s Vi c e 

22 President - Pinance of Gulf Power Company? 

2 3 A . I am the Cht ef f tnanc1a l 0 ff:cer wtth responst ~ : .. · ; 

for all account:ng , ftnanc:al. corpora t e records , 

2S corporate plann.ng , r~te s . and tn t~r nal audtttnq a~ ·: 



2 

Juc ket ~o. 8913 4 5-E ! 
~ltness: A. ~ Scar~r o~c ~ 

?ag l' ; 

s ecurtty actlV tt tes o f the Company. -3:s o serve as 

Churman o f th•! Budget C::>mm·ttee. 

4 Q . What 18 the purpose of your testimony? 

) A. Th~ purpose of my teStlmony lS to e xp l atn the ~ ~e~ 

6 for 1mmed1ate rate reltef and to d1scuss t~e ~~te 

7 relief requested based on the ! 99 0 test year appr 0 v~~ 

6 by this Commissior. . ! • .., -:! desc rt be my r o!c :'l t'le 

9 budgeting process and the particula r areas of the 

10 budget that I am supporttnq tn these proceedt no s . 

1 1 wi ll discuss spectf i~ areas o f the 1990 Opera c: on an~ 

1 2 ~a1ntenance expense (0 ' Ml budget and prov: d e 

l) just t f tcations f o r var ~ at1 o ns from t he tench~ar< ~ 

1 4 those areas. 

1 5 

16 Q. Bave you prepared an exhibit l hat contains 

1 7 information to which you wt ll refer 1n your 

18 testimony? 

19 A. Yes. 

20 Counse 1 : We ask t 1-)at. "' r. Sea r:nouqh' s 

2 l Exhtbit. , compnaed o r 13 Sch'!d " :'!s , 

22 be marked f o r .~entif:ca t ton as 

23 

.24 

2~ Q. Are you the sponsor of c erta tn Mtn \ mum Pil tnq 



2 A . 

5 

Requ 1rement s ( KFRs l7 

~oc k ~ t So . 69.3 45- ~ : 

~ttness: A. - · Sca r = r> u~r. 

e xh:o lt . To t he bes t o f ny 1\now:edge, the 

.nfo rmat1 o n 1n t hes e MPRs :s trJe and cnrrect . 

6 Q. We re all o f the schedules in this e xhibit p repared 

7 under your dire=tion and s uperv is i on? 

8 A. Ye s . 

9 

10 Q. What !s the source of the f i gures s hown 1n the se 

l l schedu les7 

12 A. The actua l a ata p re s e n t ed on :he schedu!es -e~ ~ 

l 3 p repared fr om the boo ks and r e cords o f the Compa~y . 

14 Gu lf Power Company ma 1nU11ns I ts h<Jo ks and r<.!c ::J r-:ls . .. 

1 5 acco r dance wi t h g enerally acce p t ed accou~tt~~ 

p rinCiples and t he r ules and rPqu l a tLo~s pr<.!s c : .:e~ 

: 7 f o r pu b lic utt lt tles 1n the ~n: f o rm Sys tem 

18 o f Accou nts pub lished bt the federal £ne r qy 

19 Regula t o r y Commi SSIOn (fERC) , and adopten oy · ~ p 

20 Florida Pu bl tc Se r \'lce Comm : ss : on I !'PSC ) . •J ur oo ~ s 

2. and rec o rds ar e dUdlt e d by ll.r thur Andersen • Co . , 

22 i ndependent pub l iC accountants , and a cop y of t:-.t.:: 

2 3 latest audit optnlon , for the year end 1ng :98b , ,:; 

Lncluded ln the Company ' s 19 88 Annua ' Report · o 

2S Stockholders which :s ~::ed as MfR f-1 .n t11:s c as-:. 



2 

3 

5 

6 

7 

8 

9 

1 0 

1 1 

1 2 

1 3 

1 4 

Joc l<e t ~o . 

Wttnes::;: A. <' 

3'1! 345-::: 
Scaror.JJ'3:

? J '1 p ; 

0u r books and records are a : so aud:~ed cy ~~e fE?: 

and thts Comrn1S~10n . :n aJdttlon ~o :he sc~edJ:es 

pr esent~nq resulcs o f ope r a t :ons ~or :969 1 e11~t 

months actua l and fou r months p r o)ectedl , : .... ::~ '1. 5'1 

prese "' t c erta tn budgeted data for 1990. ~r. J . ?. 

Gllbert, Directo r o E Corpor ate Planntng , ... 1:: :es~:~·, 

about the budgeting process and methodology ~st?o : :1 

mak i ng thf: proJeCt ions ; ~r. Ma rk R . B e !~ o f 

Arthur Andersen & Co . wt il t esttfy to hts rev:ew of 

the budget ; and Mr. R. J. McMt ll a n , Su pe rvtsc r ' t 

f'tnancial Plann ing wtll test i f y t "' the ali ocHlons :J 

the Un i t Power Sales ces t omer s and t he ca"cu:at:or.s 

o f the total ret a1 1 re ven ue requirement s. 

15 Q. Why is it necessa r y for the Compa ny t o seek rat e 

16 relief at this time? 

!7 A. Gulf l ast rec e1 ved an :r.c r e a se tn ret a: l rates .:i 

1 8 De c ember 198 4, ftve yea rs ag o . Gulf has n4oe · ap: · i. 

e xpendttJr es o f o ver $3 85 mt!l: c n !rom J anuary :oa~ 

20 th r oug h Augu s t 1989 and :s proJected to make ~ ver 

2 1 $91 rntllio"' o f expendt tJres from September :989 

22 through December 199 0 . ~hus the Comp~ny w1.: h a;~ 

23 expended mo r e t han $4 76 mlll1on ~ o r plant fa c1:1ttes 

2 4 necessary to serve our c~stomers S!nce our :ds t ra · •' 

25 1nc rease . Also , the Company has 1ncurred s1gn:~:~dr: 



3 

4 

6 

7 

8 

9 

1 0 

12 

1 3 

1 4 

1 5 

~6 

• 7 

18 

19 

20 

2 l 

22 

23 

25 

Doc>;et ·: o . 8'1l} 4 5-f: 
:.i 1tness: A. !" . Sca : :> r ouoh 

? aq e " 

1ncreases 1n operat 1nq a nd ~al r.te~ance ~x?ense s , 

pomar" lY due to l nt!at : on an d cus t omer gro .,t:. 

J f!sett:nq the l~pact o f these t~cre a sed c~pt~l: 

expendtt u res and 0 & M expenses, to a s :q n1 f: c ant 

deq r~e . were be nef tts c er: ved fr om ex~ens:ve cost 

c ont r ol tffo r ts, lnc reased Non-Terrlt o r:al Sale s 

!Un1t Powe r Sales ) , a decllnlnq cost of mon ey, and a 

dec rease tn the co rporat e feder a l 1ncome ta x rat e 

f r om 4 6 percent to 34 pe r cen t. Al l o f these c hang; ng 

f ac tors were concurrentl y ref l e c ted 1n the monch!y 

s urveillance repo rts t hat a re filed by Gu:~ ·,.. :~~. the 

FPSC . These repo r ts d t d not : nd :cate a need : ? r o 

s1qn1 f icant ad justment 1n Gulf ' s re t a:! r~:es Jn t :! 

1989 . 

The ~a)or !actor trtqqe r 1nq the Company ' s 

1mmeo 1ate need for ra te re !t e! t s t ha t al: 5!5 

meg awat ts o f Gu l f's por t: o n o f tne Plant ian:e • 

c a pac1ty and 63 megawa tts t mw) of Gul f ' s ? wner sr.:p .. . 

t he Plant 3cherer c apaci tY :snow comm:tt~d f ) r 

t errttor tal servtc~. As ~hew n :n ~r . ?arson ' s 

t est1mon v ann Schedule 9 of hiS e x . .lbl t, wh 1ch: a:'l 

JOintly s ponsc nng , up •J nt !l february 1989 , the ·:a s : 

ma jo r tty o f this c apact ty ~a s suppo r ted ~you r 1n :t 

Po wer Sa les t~on- t er r ttor:d l ~e rv1 c e l co ntract s . 

from Jun e 30, 1988 to F'ecruary : , !98~ . o <~er 50r 1-'W 
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1 2 

1 ~ 

1 4 

1 6 

l 7 

1 e 

1 9 

20 

2 1 

2 2 

2 ) 

2 5 

Doc ket ~ o . 3 9 l3 4 S-~! 
Wtt ne!ls : A. E . S<. ar:H Jugh 

?JQE.' -

o f gener.?ttng capac 1 ~ y ,,..as re t u r:-~ec to terr. : o r :;,. 

se rv 1ce. The add1t1on of ~h:s c apac: t{ , c~mo:~e c 

,..lth the no r mal ~ nc reases 1n captta! ~ xpend:t~ ~ es an~ 

0 t. 11 e xpenses, c reated a stgn1 f 1c an t :9 89 ~e ta . : 

revenue deftc1ency . Th 1s was not a suc? r : s e • :u:: 

Power Company. Stnce our l as t cetatl rate :ncrease 

in 1984, ou r long-range ftnanctal ~o recasts have 

1 nd i cated a need for a subst ant 1"' 1 1 nc rease 1 '1 re t a.: 

reven ue s in 1989. Neverrhe less , ou r Company ~ as 

al way s p laced grea ·: empha sts on attempt.nq t :) ~ :n rj 

wa ys to avo i d filtng for rate reltef. DPSp ltE.' these 

efforts, 1n or der to maintain ou r high qua lity of 

se rv ice to ou r customers and a rea sonable : eve! o f 

ftnancial i ntegrlty, Gu l f req ue s ted an 1ncrease tn 

reta il rates of $25 . 8 rntl!lon on November 1 4, :q86. 

Eve n th ou gh the Company ' s f 1nanc1a l cond lt: on 

conti nued to detertorate as fo recast e d , Gul f Withdrew 

i ts request for rate re lt et on June 9, !989 , oe caJse 

of the difftculttes encountered tn conducttng a rate 

c ase durtng a Gran d Jury :nve s c 1ga t 1on. At that 

time , the Company told the Commi SSIOn we wou:d ' · .e 

another case when t he s1tua t to n wa s resolved. 

sta ted by Mr. McC rary, the ln ve sttqat ton by the G r a~: 

:u ry as 1t relates to Gulf ?owe r wa s resolve~ an 

Octobe~ 31, 198 Q. ~s antlCtpa~ ~d , Gulf ' s earn1nqs 



2 

4 

3u0 
9oc ket ~o . 39 :34 ~-~: 
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have con tinued to detert o r ate :o a s er: ous . f 

un r easonable leve l . Consequen~ ! y, "eire :eques ·.' ~ 
~ . 10 

a $ 26 . 3 mlllton o r a ...£.-:-'2'1" perc en: :1crea se . :: -·H 

ret a 11 revenues. 

6 Q. Have you made a comparison o f Gu l f' s retai l cos t t o 

7 that of other companies? 

8 A . Yes. h~ve compared Gu~ ~· s annual averaqe reta : , 

9 revenue per kl lowa t thour sold to those 0 f 2S 0t~ er 

: 0 sou theastern electrtc uttltttes for 1988 . ~Y 

Schedule 11, page L shows Gulf 1n the : owPst 

l 2 quartil e o f thts compart son group, wtth on!~ · h ree 

compan1es that had lower costs tnan Gu!! Po .1er 

• 4 Compa ny. 

: 5 

:6 Q. Would Gulf still have compa r ed f a vorably tf the 

-
• I $26.3 million rate relief requested 1n thts c ase ~ad 

1 8 been granted to Gulf tn 1988? 

19 A. Yes . As shown on my Schedu!e '. 
J o I page 2 . Cu . f's 

20 retatl revenue p~r kt! owat:hour sol d "o~:d nave 

2 1 

2 2 group . 

14 Q. You r projections indicate that in :990 Gulf' s 

• s earnings , without rate relief, wl.ll be less than :ts 
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annua l common stock d1v1dend requ1rement . What a re 

2 the i mpl ications o f th is w~ak f1nanc · al pro] ectlon 

3 f o r the Compa ny and its c ust omers? 

4 A. Common stockholders prov1de a Slgnl f iClnt p0 r·: on t 

s t~e cap1tal needed to construct )U ~ sene~at: ~ r.. 

6 transm1~S1on and dtstrloutt o n fac!!tttes. 

~ exchange, the y e xpect, and they 1eserve, a !a:~ 

8 ret urn on the1r Invest ment , and a :arge part ~ f t r.:s 

9 r eturn IS 1n the form of dtv tde nds . 

• 0 for an ongo 1ng business , earn1~gs a r e ·~" 

l l ultimate source o f c :v1dend pay ments . On a 

! 2 sho r t-te r m ba s1s , the Company could meet : ts ! :v: <!c~~ 

• ! J obl1qat10n wtth cash f low from d eprec :a:: 0r. and_ • • ,.. 

I 4 no n- cash expenses, or Erom bor r owtngs. 

l 5 the s ho r t t ern1, a gr owtng company lt ke :;u:~ ?ewe r 

1 6 mus t earn at a level l n excess o f tts d:·;: den-!. 

: 7 1s not li ke ly that add 1t1onal equtty ' aplta: JO~. ~ : ~ 

1 a ava1 lab1e to a c ompany earning on!y er.o uqh : o cov~ r 

• 9 ltS current d1v1dend . 

.. o obltga tlon would ad versely :mpact co th : ne :ompa r.. 

2: and 1ts c us t omers. 

2 2 The e v1dence Is c :ear w;th respect t r rne 

2 3 market 's reacti on to r ed " ced o r omltted d ; v1oends • . 

24 ut1l1ty compan1es . ~he .mmed1ate o ec:t~~ :~ s : -c • 

25 prtce :s only part of ·. -.e ) VPr.s •• ~eac::.: ()r. . :- "e 
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g r eate r concern ts the tmpact on t~e Company 's 

ab.::ty to access t he mar Ke t s f ~ r add::. ona, ~om~o~ 

eq ~ tty capttal 1n the fu t u r e . 

Co •pany to obtcH n addttlonal equtty cao:t-5! •1 r. 

r eJsonab l e t erms cou l d res tr i Ct q r o ~ tn o r r e su:t ~~ 

1n: ceaseci leverage wh1 ch would o nly e xacerbate d 

d~~ er to rat t n~ financta l s 1t uat 1on . 

Gulf, as you Know, ob ta1 ns l tS equity f rom ~'1e 

Souther n Company, bu t the abo ve t mpact would be ~o 

l~ss d i rect becaus e Gulf 1s respo n s t bl~ fo r : ts share 

o t Southern's d ivtde nd . Gul f' s sha r e :s deter m :~ed 

bl sed on th~ aMount o f It s e q u1ty a s a pe r cent of the 

tJt a l Southern sy3tem equity. 

15 Q. Without rate relief, would yo ur s ecu r i t y r at 1n~s be 

!6 

' -• 

18 

: 9 

20 

22 

2 3 

24 

1 5 

A. 

pu t i n j eopa r dy? 

es . I n a : ecent rep o r t on Gul f Powe r , Sched J :e .2 

) f my e xh1 b 1t, the St and a rd &o Poor' s rat::-.q ..1qe :-cci 

a ff t r m~d t he s tngl e "A" r a t tng of Gulf Power 

Compan y ' s F i r st Kortgage Bonds and prefer~ec Sc?c • . 

Th1s report r efe r enced Gul~'s " a~gr esst ve" d~o t 

leve rag e and 1t s need f o r rate re ltef . The re po r· 

concluded with a " Neqat:ve outloo~· that stated , 

ne ede d rate r e l te f ts ne t forthcomt ng , flndnc~J; 

protect10r. mea su r es cou:-1 fa!: : o : eve!s oe !o ._. · ;. ,s e 

302 
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comme nsutate W !t~ :h e current raL:~a." 

:'herefo r e , .;e conc!.;de ~hat .;:r'lo~: ~at~> ~ ~- .e~ 

Ju r bond and prefe: red st oc k rat:nqs wo~.j .:~~>:; : e 

iowng rad e d . ThiS , of cou ~ se, ~o~ou!d . nc rease _, ur ::os: 

1f c api t~l a nd posst bly restrict, to some ~eoree . ) ~ : 

tc c ess t o t he ca p 1tal mar~e ts . 

8 Q. Mr . Scarbrocgh, what are t he pro ) ected ea r n ing s o f 

9 Gu l f Power Compan y f o r lS90 wtth p resen t reta il 

l 0 rates. 

ll A. With p r esent rates , t he a d justed )u rt sd! . t !Ondl 

1 2 ret u r n on average r a te ba s e .s p r oJec t ed t0 r~ 

6 . 60 percent f or 1990 . Thts p r ov:des a re"Jrn 0" ·~e 

l 4 l verage common equ1t y (rts~ c aptta~ l compone n • ) : 

l 5 7.S2 perc e n t, wh 1ch ts s:qn : ! !cant !y ne i r w :~e 1 

1 6 pe ~c e nt determ t ne d by J r. M:>rtn o:o !"leap; ~ 0 :)::;;~<> • 

l ., Gu. f Power Compa ry . 

: 8 

• 9 Q. Mr . Sca r brough, what a r ebs o~ t he f ina nc1a 1 budqet 

2 0 a r e you testi f yi ng to 1n the s e proceed ings? 

A. A s Vice Prestden t - f tn a nce .-lna as Budqec :'r:.Mm: ·. • "~ 

2 2 Cha t cma n . I ha ve ove ra ll res?Onst bl 1 : t'l f o r rh~ 

2 3 ~nttre budge ttng process . ln these p r oree d:ngs , 

2 4 however, the budget a r eas lam supportJ:q .n: : D •: 

2S con~ tned to the Customer A-ccounts func~ :o n and ::.e 
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Adm:nlstrat ave and Gene r al a r ea oE Ope r at: cn a~~ 

."'a !~t enance (0 1a 111 expe ns e s , and to tll xe s, . . "lter,.:;t 

race assumptions, dlvtdends , capata l contrt but :o"ls 

~=om Th e Sou~he r n Company and othe r E1nanc 1ngs. 

~ Q. Mr. Sca r b r ough, ear l ier yo u made r efe renc e to 

re~olution o f the Grand Jury invest igation. 

8 beli e ve at least some of what occur red wa s as a 

9 resul t of the ci rcumvent ion of internal controls by 

: 0 those in volved. Have you ma de any c hanges t o your 

Management Procedures that p r ovide additi ona l 

I 2 gu1del inea for i nterna l cont r ols? 

l ] A. Yes. Severa l accounti ng and purchas t ng Ha naqeme r. t 

l 4 Procedur e s have bee n re v ised. Because o t the 

:) . ncr eased amount of tran sac t ions a nd the p r obl~~q 

"'h1ch were focus ed d urt nq the tnvest:qa tton pnmar: :·r' 

on t he use o f profess tonal serv1ces Lh r ou ohout r~e 

: d Company , we decad e d to tnclude them 1n the pur c~asu 

. 9 requtsltton process to provtde ad~1t 10na: ass 0 r~ nc ~ 

. o :hat the Company was gett 1ng he oest poss: o: e 

ser vaces f o r the best p r tce. 

2 2 In addttton, othe r rev :stons tnclud ed c~ a ~~~s 

• 3 ~o approval l evels for purchase requtsttt ons . 

24 personal e xpense stat ements, and execut~ v~ c?~~ = . : .. : 

2) e .. penses. Blan~et pur chase o rders werP. c apped : ~ 
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total ann~al spend 1nq l:m1:s . 

) Q . Will the tightening of the In t er na l contr ols 

guarantee that the circumvent1on of co ntr ols will not 

occur i n the future? 

6 A. To my knowledge, no cost effecttv~ syscem o f . ~ :~r~o : 

7 controls ~x1sts whtc~ can detect e ve r y :nstanCA ~ ~ 

8 theft o r fraud where collust o n ex •sts. !;rm :1 

9 belie ve that we have c are tull~· rev 1ewed our co n t r ~ : s 

1 0 and made those changes reasonab le to det ~ r the 

1 1 ceocc urrence of this type acttV tty . The l')es:: 

1 2 In ternal controls a re honest and e t h tca ) emp: o yees 

1 3 who recognize the t mporcance o f ad her ence Lo ~~e s • 

! 4 controls. As 1nd1cated l n Mr. McCra r y's test: mor.! , ~ 

! 5 number of other steps have bee n tak e n to empha s::u 

! 6 the t mportance o f such conduct. 

, 
• 0 

.8 Q. Mr. Scarbrough, has the Company made those 

adjustments necessary to remove from thi~ rat~ c ase 

20 any impact o ~ the losses a saoc 1ated with the Grand 

2 1 Jury and 1nternal investigat i ons . 

22 I;. Yes, we have. IJn spec1 f1 c ;nst r uctton from me, ~ - ~ 

2 3 aud1t1n9 and accountlng pe~sonne l hav e attempted · ~ 

1 ~ ent1fy those dol l ars assoc tat ed w1th Lhef~ o r 

o ':tH~ CWlSe 1nvo1v ·. ng t:;he c1rcum ve.1t::>n o : ·ontr ? . s. 

3v) 
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V1rtu.1~ly all o f these :tems re: cHe t o ·;ears r. r: Jr • . , 

:9e9 hnd do no t ~ mpact the test year. A re: a t: vP:y 

sma ll amount wa s capttaltzed and wou~d . :here~ 0 .~. ~ e 

:ncluded :n the test yea r had they not Dee~ remo ve~ 

from rate base as detatled t n Mr. MCM!llan' s 

tesu mony . In additton, $6 1S , COO t-udqetec f o r .e'J" ' 

fe~s 1n connectton wtth the 1nvesttgat1on wa s removed 

from 0 ~ M expenses 1n th1s case . 

10 Q . Would you please explain your ln vol vement 1n the 

11 0 ' H expense budget process? 

12 A. As Budget Comm t ttee Chairman, I adm1n1ste r the budget 

1 3 

14 

process and partictpate tn the revtew and ap pr o va: 

the 0 & M budget. 

' J . 

:6 Q. What is the most app r opr i ate compartson wh ich c an be 

: 7 made to determine the reasonab leness of the 1990 

: 8 0 ' M expense budget? 

19 A. Before I respo nd, let me :.' H st s ay that I am f.J .• y 

20 aware o f the Commtsston ' s dtrect l ve to p res~nt ~ 

2 l " benchmark " comparuson usl ng the le ve l of 0 t. M 

21 e xpenses appro ved in the last c ase. !n Gulf ' s c ase, 

the base amount is the l evel J f ') fa M appnved 1 :-. '.l \H 

2 4 l ast comp l eted rate case, Docket No. 9 4 0086-E:J, 0 r~"r 

Nu . 1 4030 . We have done thts and, be · 1 ev e , ~ ~ v "! 
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f~ll y )USt lf t e d the var1 ances between the :98 4 oa s e 

ye ar and t he 199 0 tes t ye ar . 

Howe ve r , you have a s ked me to address the ~ost 

ap pr op ri ate method o f mea s u r i ng the re a sona b l e ~ e ss o : 

r equ e s t ed 0 & M expe nse l evel s . f ee l ver y s tr 0 ng~; 

that the mos : appr oprtate and most reallS tl C me t hod 

1s t o exa mt ne the r ea son a ~ l e ness o f :ne p r 1o r year 

e xpend i tures . 0 ne c an the n compar e t he amo u nt 

requested i n the t e st year w1t h the o r! or ye a r . 

I n t his case, the mos t a ppr opr1 ate t ~st ~f t~ e 

r easonablenes s of the 199 0 0 & M budget 1s to e xa ~ 1 ne 

the reasonable nP.ss of 1989 0 & H e xpen ses a nd compa~ ~ 

them with 1990 a nd review t he e ~planat 1ons f or tne 

1ncrease. In 1989 , we hav e spe nt at ':he : e·;e ! 

ne c essary t o p r ov i de adequ at e and re lia b le e lec:~ : c 

se rv i c e to ou r c us tome rs . An e ~amtna t lon o f ! 989 

e xpenses a nd the compa n s on o f ~ 989 to :990 . s · ne 

be s t mea su re o f the reasorao t eness o f ou r : 9 9 0 ) b ~ 

budge t . 

Have you made s uch a compa r i so n? 

Yes , I ha ve . r W l l l p r esent t he ! 9 9 0 •) t. M l?xp e ns e s . 

e xc l usi ve of fuel and pur cha s ed po ..,er , a nd SJmmo ::ze 

t he e xplana t i ons f o r t he c hanqe s tn 0 & M e x~ e nse s 

'rom 1989 ( 8 mont h s act~a: a nd ~ mon ths pro'ected ' 
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1990. 7hose e xp l anatt ons are p r o v:ded o n Scn~~J . e 

In addtt: on , : am prepare~ ~ o a~dress :~~ 

s pec.ftc e xp l anat: ons f o r . he var : ances re:1·e1 ~o 

Cu stomer Accoun t ing and Ad mtn:stratt ve and G e ne~3 . 

EXpe nses which are also sho wn on ~c nedule •• ~d1P : . 

Mr. Lee, Director o f Power Ge nerH:or , ts respo .":s . G>: 

for 0 oM expenses related to Pr oduCtiOn . 

Mr. Howell, Ma nage r o f T rans m1sston and Syste~ 

Contro l , IS responsi~le for 0 ~ M e xpense s re.ared :o 

Tr ansmission . Mr. Jo rda n , uirector o f Po wer 

Delive ry, 1s responst bl e foe 0 & M e xpe nses r Q.3 "ed 

to DistribUtion. ~r. Bowe rs , utrec tor o f ~ar~ o::~q o 

Loa d Ma nag eme nt, IS respons:ble for 0 ~ M e xpe nsP-: 

rel ated t o Customer Serv tce and Inf o rmat t~~ a nd Sa. - ~ . 

In addition to t he Sch~dul e l a~a l ys :s , 

Schedule 2 compares 1989 0 & !'I expenses, esca.J'. '=; ... 

ln f latton and cus t omer q r o~rh loenchma~k ana i;s:~ · ) 

the :990 budgeted 0 o M ex penses. ;he :990 ~~c1e :e d 

0 & M expe nses ace $ 126.9 mal .. ~ n . Jh: ch I S 

$ S .9 million o r 4.4 perc e nt :ess :~an " he osca:a:u ~ 

1989 expenses. 

Mr. S~arbrough, ea r li er y ou tndicated t hat you wou:d 

present testimony r e la ttnq to the b~ nchmark 

comparison used by che Commiss io n to measu re the 
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appropriateness of 1nc reases 1n 0 ' M expenses . Do 

you believe use of the benchmark 1s an approprlatP 

too t for testing the reaE~nab leness of 0 ' H 

expensea7 

S A. As long as 1t IS truly used as an ana!yt1 c a : t oo! \S 

6 the Commission 1ntended, use of t~e benchmar r ~•Y ~~ 

7 appropriate. 

8 If the cenchma rk p r ocedure requ;res that c ~os~ 

9 e xpenses in excess of the b enchmar~ unde rgo • mo re 

l 0 r1g1d analySIS and justlflcat!on by thP Company 

1 1 befo re they are approved by the FPSC then l th :n( ~he 

1 2 t echnique iS appr opr1.1te. However, the benchmar~ 

1 ) methodo logy, as ~nte rpreted by some, ass ume s · ~d: 

! 4 customer growth ( except for productton l a no .~~:a::~~ 

I 5 as measured by the Consume r Poce Index IC P: 1, • . .. 

t 6 3dequa te ly cover :nc reases 1n 0 ' "' expenses • :""" 

! 7 whatever baseline year 1s ~sed to the test yPa :. 

l 3 know thiS lS the e xcepti On rather than the r J:P. 

! 9 multit~.:de of 0 & M Increa ses :n the J tl ' 1ty :n.:Ls::. : 1 

are totally unrelated to etcher c us Lomer ;:;;rJwl:· ..~ : 

2 l tnflatton . These ma y Lake t he form o f ne w ~ r o1:a~s 

2 2 or Increases assoc t dteJ Wlth co nf o rman g to ne w! j 

2 3 adopt ed laws or regulations . ~oreover t he C? I . .; 

measure of 1nc rease s 1n the cos t o f d mu;t!tJce 

ce;nsumer items , only a :ew 0 ~ 'oo/ hlch are •1:r .. ..... ·'I 
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relat ed to the •lt:l:cy t:'ldustr·r'· ":'::e :"lcreas~s ~ 

u t 1 tt y related expenses ~ay ~ar excee d · ~os~ 

assocaated ~1th genera: :"lcreasPS :~ :o::s~~e : 

products a c r oss t ne coun try. 

The ctqqest !allacy wh; ch ~e se e assoct a e~ 

Wlth use of the benchmark :s tho.: qro w:ng ~endenc·: •> : 

some to advocate 1ts use as an absolute or . at the 

very least , a stronq presumpu on that tf a uul : t·/ .~ 

over the benchmark, the overaq~ should be 

disallowed. Arbttr~ry app licat;on ~nc the aosence 

any clear qutde ltnes ~or determtntnq ~hat cons":~Jt~s 

a val td justi ftcatlon o f an o verage !ea ves :t( 

uttlitte~ in this state )usttf taoly apprehens:~e . ~~: 

the use of the benchmar~ ~ethodoloqy. 

unl ess the basel tne year :s rE=presentat:ve r : J ~ u 

expenses requtred to be expended by the Jtl ::ty ·o 

ma1nta1n a htqh qualit y l eve l of serv:ce to :cs 

customers, appltcation o f the b enchmark mel n0do : ~~ : 

will render results ~htch are unfatr'y s ke wed . 

In Gulf ' s 1984 rate case, Orde r No. 14 030 , \ssued 

January 25, 1985, the Commission 4pproved 198 4 

adjusted 0 & H expenses (e xc lusi ve of fuel, purchased 

power, and ECCR) totaling $80.2 mlll1on. Was th ls 

amount representative of a normal !~vel of o b H 

3 10 
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;,. , No. My testlmony 1n t:-te 1984 rlte c "se . "ld!ca ·ed 

tha t the :eve! of 0 oM e xpenses :nc:uded :n :~e 

o clgl na l f 1l 1nq foe t hat c ase was the :e ve ! "lecessarr 

foe the Company to cont1nue nor ma l operations. 

al so s t ated that due to the poor ret u rn on averaa~ 

common equ1ty wh ich wou ld result 1r the e xpendtt~res 

were made a~d 1nadequate rate reltef wa s rece1ved , 

the Company had de ferr ed c ertain expendit u res such as 

turb1ne ma 1ntenanc e , travel, tratnlng , 11nd the htr!ng 

o f new and replacement empl oyee s. 

We wer e chast ised foe c eferc1nq expenses 1n 

Ceder No. 14 0 30, and as a result, t he Comm lss t on 

reduced the reques t ed leve l o f 0 ' M expenses ~y 
5 . 1 
~m1llion. This red uct1on was determi ned by 

annual 12 1ng the actua l expendi t u re s for :984 :hr ~ua~ 

July wh1ch ~ere unde r t he l evel budgeted and nee~P~ 

fo r no r mal opera ti ons. The Comm1sston also mad~ 

s everal adjustments related t o t~ e ben c h mar ~ 

justifica t ion which further reduced the all o wr d ~ ~ ~ 

below the level needed f or normal operattons by 

- -j£ . .2,_ 
approx1mately ~1/'m.lllton . The t ote~! reductton <Jf 

3 
0 & M expenses amoun ted ro $9.~ mtllton . 

Q. Have you prepared a comparisvn of 1990 o ~ H 

.l I I 
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expPns~s, exclus1v~ of fuel, purchased power, and 

ECCR, to a benchmar~ wh ich use s the 0 ~ M a l!owe o 1n 

Order No . 1403 0 a s the base year? 

4 A. Yes. ~he compartson o~ :990 0 ~ M exp e nses · ~ ·~e 

6 

7 

8 

9 

l 0 

1 1 

1 2 

! 3 

1 4 

1 s 

1 6 

1 8 

1 9 

20 

2 1 

- 2 

• 5 

be nchmar k has been pr@pared and :s :nc ! ~ded n 

Sch~dule ) . The 199 0 0 & M budget :s $5. 1 ~:: : . ~ r. 

o ver tne 1990 benchmark. 

As I sta ted ea r l1er , wh: le the benchmdrk c an oe 

a use fu l tool 1n perform 1nq an a~a!ys1s o f 0 ~ ~ 

expenses , t he selectlon o f the ba se y ~ar ~as 3 

sign1f1cant i mpact on the resu lts obtained oy ~s•nq 

the benchma rk methodology. The use o f a base year 

that 1s wel l below the level o f 0 & M expenses ,eej~j 

for normal operat 1ons w1 ll result !n the need ? 

p r o v1 de extens1ve and additional 1 ~Stlflcat! on f o r 

disproportionately large amount o f expend!t u rP$ J ~e . 

analyzi ng a normal year. 

As t have prev1ous l'/ rn ent! oned , >:.he :eve.-::~! 

0 r. M e xpenses allowed :n 0 rder No. ! 40 30 ,..as 

operat 1ons . The var1anc e resulting from the 

a pp l LCdt l 00 Of the benchmark metnodology ~0 r~e .98 4 

allowed 0 & /'1 e xpenses ts :arger than •,.tould • ,ve 

occu rred had a normal ~~ve: of 0 & ~ e x p~rse s :. eO?;; 

used as the base . Gulf aoe - no t oel!e ve t ~at " :1 !:> .:' ... 



2 

) 

5 

6 

7 

8 

) ! J 
Docket !lo. a9 : .! ~ 5-E: : 

Wttness: A. ~ S ~ ar~ r o ~cr 

? i !JP. .: 

o f the 1984 0 & 11 e xpe nses a :. o wec tn ':l r-:er ;i o . . .; , ! . 

ad the base 1s app rop rtat~. Never t~e:ess , - e ~3~~ 

ca : cu!a ted the benc~mar x :~ comp l . 1nce w: ~~ the 

(ommlS SlOn's d 1recc : ve ustnq t~e 0 & M expe ~scs 

approved : n Order No. 140 30 , w1t h pr-,per ad )ustll'e-.t s 

as r wa ll discuss la ter :n my Lesttmo ny , as r~e ~~ s e 

and provided the nec e ssary )uSt!ftcatl ons . 

9 Q. Would it be more approp riate to use a base o ther than 

1 0 the 0 ' H expenses allowed f o r the 1984 test year :n 

1 1 the cal c ulat ion of the 1990 benchmark? 

l 2 A . Yes . c omm i s s 1 on 0 r de r No . 11 4 9 8 , 1 s sued o n 

l 3 

14 

l 5 

16 

1 7 

18 

J 9 

20 

2 1 

22 

24 

January 11, 1983, allowed $84.4 mlllt on foe ad;.;s:"c 

0 & H expenses ( exclustve of fuel, pur cnaseo power 

and ECCR) , wh 1ch 1s $4. 2 mtllton h tghec rna ~ ~ e 

$80.2 mtl l ton of 0 & ~expenses a llowed foe che .,o ~ 

test year . The use of ~he 1983 al lo we d 0 & M :eve. 

as a base res ults tn a ben<.:hmarl( o f $1 30 .4 m:ll:0n 

which 1s ~3.5 mt llton oreater than the 1990 h~dge:e~ 

0 & 11 expenses as sho wn o:. Schedu l e 4 . :'he e~~ec· >f 

the Commisslon ' s dt'ect : ve to use the 1984 3ll 0we d 

0 & M as the bas~ has requ 1red the Company co prov:de 

more detailed JUStlflcatl on for a greater po r t:on l ! 

our 1990 0 ' M expendt~ uces than would have oeen 

necessary had a norma l ~eve! o f 0 6o 11 bee r . .:sea d s 

_j 
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the base year, such as the 0 & ~ al:owed . . 1 ,>..; ~ :9 c3 

Rat e Case, Orde r No . 11 498 . 

~n Order No . l -1 0 30 , the Comm1ss. on s ~aterl t::at . 

Gul f' s st ra tegy of 1ntent1onal!y 1o t spen~ . ::1 
what it p r ofesses to need has o n:i' ~ er•1e c · ? 

complica t e our exam1nat10n o f what 1ts :~~~ 
and legittmate need s a'e . t t :$ not a 
st rategy that shou ld be repeated o r adop:~~ 
by othe rs. 

In each yea r since 198 4 the Company ~ a s heeded 

th is Commission admo~tshment and Gulf has tnCJr re1 

the level of 0 & M expense s ne c es sa·y to operate a~ ~ 

no r mal level. Applytng the benchmark me tnodo! ogy • J 

any ba s e year s1nce 1984 y1elds a benchmark that :s 

greater than the budgeted 0 & M e xpenses ~or .99 r . 

15 Q. Was the appl1cat 1on of the benchmark methodology ,,, 

Gulf's 198 4 tate case proper ly c a lculated regarding 

! 7 the joi ntly owned Plant ~anie l gene rat ing factltttes? 

1 e A. No. In Order No . 1 403 0 , the benchmar'- m e t".o~o:oqy 

19 wa s tmproperly appli ed to ma~e two s :gn1~1can~ 

20 adjustments to the 0 & H e xpenses relat~d to G~: !' s 

2 1 SO percent ownershtp tn Plane Dan:el, wh1 cr .s 

2 i jointly owned wtth and operated oy MISS!Ss.ppl Pn w~ ~ 

Company ( MPC) as Gu~E ' s agent. These ~d)ustm~nt s 

.2 4 were for tr ansm~sston l:ne rent ais and c;u . ! ' s pc ~ · 

25 of MPC's Admtnls trat t ve and ~enerll r ~ & Gl Px~e~s~s 
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'"'hLCh are :ncurred so:~ly oec.~ us e 0 ~ · ~e ' Otr. ·r 

o wned Plat'IL oan:el productton ~ac: .. ~y. ":''1~ 

benchma rk was calcu!atec bi a;:Jp!y: ~a ·".e ~S <: d:~ : ·::.n 

factors t .J the !?79 oase ye ,r, ·o~ h:cr: ·onta:~ed ; & v 

expenses for onl y Gulf owned and opera~~d q e n erlt > n~ 

facllltles. Th1s benchmark o~as compa red t ·> •!".e .98 ~ 

budgeted 0 & M expense s wh1 ch tnclud ed 0 & ~ expe ns es 

to r Gul f operated fac1l1ttes as wel: ~s 0 & M 

expenses for the JO int ly owned !HOducttor. fac<:.:.:es 

( Pl!lnt Daniel l wl.ich were operated by cu:f' s .Jqe~lt , 

MPC. 

The methodology as applted gave no cons11e·a-

t1on to the facts tha c ( 1 l there were not any ":' a ·· 

base year, ( 21 -!ll 0 & !'! exoensoes !or ?:ant )a~. ·< 

are productLon, dnd I l l all product1on 0 ~ v P~o~~s~ s 

should be added to the ben=nmark when t~ e p:an: 

placed 1n servtce. The CorumlSSlOn 1napp r op r:ate:~ 

dtsallowed $2. 0 millton o f Plant Dan1el Produ ~ t: on 

0 & M expenses wh1c:1 Gulf .s contractua ll y oo .. idc~-: 

to pay 1n order to rece1ve :ts 50 percent s har ~ 0: 

the electricity generated at Pi~nt Dan1e! 

24 Q. You stated p revious ly that the 0 'H expenses allowe d 

25 in Order Ho. 14030, 1ssue d January 25 , 1985, were used 
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as the base for calculating the 1990 benchmark. Hav e 

you made any adjustment s to the allowed 0 ~ M 1n 

calculatinq the 1990 Benchmark? 

A . 'fes. In Order No. 14030 , the CommiSSIOn j~sa.: owe 1 

e xpenditures related to the cransm~ss ton ::~e r~ntl.s 

and the Adminis t rati Ve and Gene r al l A ~ Gl expe ~s ~ ~ 

fo r Gulf ' s 50 percent ownership 0 ! P l ant Dan:e .. ~e 

8 have ad just ed t he 1990 benchmar~ c a l culatiOn to 

~ reflect t ne p r op~r trea tment of t:1e costs ~or 

lO transmtssion line rentals and Admln !str ac~ve ~nd 

ll General e xpenses i ncurred exc lusi ve ly for Plan t 

12 Dan i e l Pr oduction faca lat1 es. 

1 3 

14 Q. Please describe the adjustment made i n Order 

1 5 No . 14030 related to Plant Daniel transmission line 

16 rentals. 

17 A. The Commtss1on exc luded $4 25, 000 o f expenses f o r 

! 8 

! 9 

20 

2 1 

2 3 

rentals o f transmtssion ltnes necessary co transm 1· 

Gulf's 50 percent shate o f the Plant ~an:e ! 

qenerati o~ from MlSSlSSlPPI t o Gulf's s e t v1ce 

territory. T he d : sallowance wa s based on the 

calcula tion o f the benchmark in which Gulf ~sca:ate~ 

1979 base year t ra nsmission e xpenses by cu stomer 

g r owth and inflatton 1n 1cco rda nce w1th benchmar( 

met hodolog y. We then JU St:~.ed tne var1ance be:~ee n 

the benchma r k and the :98 4 ~udqeted expense s b~ JS:~~ 

Jlu 
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transmisston ltne r enta ls which were not "ncluded :n 

tne 19 79 base. In 1984, t hts var1ance amou nt ed to 

$1.4 mllllon. 

~he Commission 1nd1cated t hat it wa s not proper 

to esc ala t e the base year by customer g rowth and 

tnflation and then as k for r e~overy o f the l tne 

r e ntals . The Commtsston sta ted that" .. . we ~:n d '~e 

transmi ssion ltne re~ t als to be com parab le to neJ 

g enerating plants in purpose and s hal l d1sal low that 

po rtion o f the r eques ted expense that exc ~ e ds growth 

for in f l at ion alone . " I ag ree that transm1ssLon l:ne 

rentals are comoarable to new qenerat1nq pla nts . n 

purpose and should be treated in a li ke ma nner. 

dis ag ree with the Commisston ' s pos iti on that Gul~ ' s 

1984 be nchmark should ha ve bee n red~ced by c~st omer 

g r owth 1n o r der to at tatn the proper treatment. 7he 

disallowance was c a lculated by determ1n1ng the 

cus tomer g r owt h component o f the 198 4 benchmar~ . 

which amounted to $42 5 , 000. Schedule 5 shows tne 

calculatt on of the Lommlsston's ad)~stment o f 

$425, 000 r e lated t o transmt ss t on l ine rentals. 7~e 

t ran smission line rentals are requ tred tn order Eor 

Gul f to receive t he electrlc tt y generat ed by the ne w 

Plant Dant£1 faclltty and should be allowed . ~the 

same marn~r as the new c apactty. The renta: s show . ~ 

317 
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be added to the calculated be nchma rk p r 1o r t0 :he 

determ ination of the be nchmark var1anc~. 

~ Q. Pl,aee compare the treatment o f transm1ssion li ne 

5 renta l s in Or der No . 14030 w1th the p roper treatment. 

6 A. Gulf's 1979 expenses i n Account 567 , Rent s , :'"lc!uded 

7 $6, 000 t hard l y an amount rep resent ac tve o f the annua i 

8 rental o f a transmtsslon l tne. T~e rematn1nq 

9 expenses i n the transm tss ion f unctton were f or the 

:J normal operatton and ma i ntenance of Gu lf owned 

11 t ransmission fac i lit i es for a total of $ 1 ,44 4, 000 . 

12 Gulf esca l at ed t he tot a l 19 79 expenses by customer 

l J growth and i nf l ation and compa red this amount to the 

l 4 p rojected 198 4 expens~s. The va r t a '"lce was ~xp!at~ed 

1 5 p r t martly by $1,38 1 , 000 o f transm tSSIOn !:ne ~enta:s. 

16 The transmisston expe nses !ncluded tn :979 

1 7 r epresent the operatt on and mat ntenance costs of n n!y 

1 8 Gulf owned transmission fact lltt e s . All deprectat:on 

1 9 expenses a s soctated ~ 1 th trose fac1l1t1es are 

20 refl ected in Accoun t 403 , Deprectatton Expe nse , ~nc 

2 : the ca rr ytng cost o f the t nvestment ts tnclu-l e d :-, 

2 2 base ca tes th r ough the rate o f return cal cu!atlon . 

2 3 The use of custome r growth and 1nflat1on to ca : cu!at P 

2 4 the benchmark is p roper t o cover the operat:on and 

25 maintenance costs of any ne w Gu lf owne d ~r ansm:ss: 0r. 
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tacil1t 1es. However, renta!s f o r t ransm:ss: c n ~: ~ e s 

not only r eflec t the o per at1 o n and ma:ntenance cos t ~ 

of the rented faciltttes but also tnclude ~eprec:a-

ti on and c arrying costs of the o wntnq ut: l tty. ~· o r 

t hat reason, 1 t IS not p r oper t o c o .. c l ude t ha t ~ he 

benchmark c a lcul ated only on the e xpense s assoc:a P~ 

wtt h Gulf owned transmtss 1on facllltles woulo be 

sufficient t o cover t he costs associ a ted With the 

rental o~ transmiss 1on li ne s tr om others. 

Schedule 5 contalns the c alcu latton of the 

Commission's adjustment wh ich removed the c··st omer 

g r owt h component from the 1984 benchmark re !ated to 

transmission . ~lso inc luded on Sche dule 5 ts a :98 4 

benchmark c a lculation re lated t o the tra ns m;sst o n 

func t ion which r eflect s t he pr ope c treatmen: •) f 

t ransmlSSton line rental s . As s hown , the proper 

t reat ment of transmission llnf' r entals 1n the :98 4 

benchmark would have res u l ted 1n Gulf' s be: nq on : J 

$ 111 , 000 over the benc~mark. 

21 Q. Please descr i be the treatmen t of tranamiss ~ o n l1ne 

22 rentals i n the ca l culation of the 1990 benc hm4rk. 

2: A. Schedule 6 c ontatns a deta t led calculat:on o f the 

24 1990 benchmark f or tr~nsmiSSl On expen s es . ~e ~ ave 

25 treated transmlSSlon 11ne r e ntal s : n . he same ~ar.~~: 
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as we ~ould treat a generat1ng ~n:t :n cd:cul a c :~q 

the 1990 benchmark. 7he tran~m:~ s : on ex?ense ~: ·o we~ 

1n ~ rder ~o . 14030 wa s d1V1oed bet «een ~rar.sm:ss: or. 

lt ne renta ls and o t he r transmiSSion expenses. ) t'ler 

transmission expenses wer e esca lated us 1nq cJs t ome r 

g ro~th and t nflation Ln keeptng w1 : h the benchmar, 

methodology. In calculating the ! 990 benchmar~ ~?r 

line rentals, we adde d t he commlss!on's transm:ss1 on 

line rental adjustment of $4 25 , 000 as s ho wn on 

Schedule 5 , to the 1984 allowed amount f o r l1n e 

rentals to arrtve at the proper base. Th1s base wa s 

then escalated by 1nflat1on only to calr.u l ate Lhe 

1990 be ,,chmark for transmlSSlOn :1ne rentals. ':'he 

t o ta l transmission benchm3rk for !990 4mou1ts to 

$7.2 mlllion. The 1990 budg e ted transmiSS IOn 

expenses total $7.3 m1 ll 1on result tn q tn c1e 

transmtssion funct1on b~1ng over the benchmark ~Y 

$ 143,000. Juatificat ton for thls benchmar< var:ance 

ts Incl uded in MPR C-5 7 . 

Q. How is the inclusion of Plant Daniel transmission 

li ne rentals in Gulf ' s 0 ' M ex penses j ustif ied? 

A. It ts obvious that a means of transporting t he ?Ower 

from Plan t Dantel tn Mt SSlSStppl ~ o Gul~ ' s serv: c e 

area ts requ 1red. Severa l opttons ·•e re eva~vatec . . , 
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de termine whtch opt to n would be the most ~conomt c a . 

2 for Gulf to pursue. Renta l o f the ~ransm:sston : . ~ e s 

3 Er om Mt SSl SS l~P l ?ower Company and ~laoama Powe r 

4 Company was determtned to be the mos t e co nomtcai 

5 op tion. The testtmony o f Mr. Howe: : addresses ~~e 

6 justiftcat i o n f or renting the nece$Sary transm:ss: n ~ 

7 l1nes ra the r tha n selecting t he other avatl~ble 

8 altern at ives. 

9 

10 Q. Please describe the a dj ustment made in Ord~r 

11 No. 14030 related to Plant Daniel Adm i nistrat i ve and 

12 General expenses. 

13 ~. The Comm ission excluded $1, 5?] , 000 o f t he 

1 4 Admlntstrative and Ge nera l expenses wht ch ~re 

15 tncurred solely as a result of Gulf's 50 per cent 

16 ownership in Plant Daniel. The ustt ftc atl on : o ~ · ~ ~ 

17 reductton was: 

1 8 ... we ce)ect Gulf's attempted 
jus t i f i ca tion for th1s amount 1n excess 

19 o f the CPI and customer g rowth 
benchma r k. We reject tt , not beca~se 

20 we find the amount t o be unreasonacle 
or imprudent, out be cause we f tnd that 

£1 Gulf has a l ready incl uded this amount 
in a p rev1ous jus t l f tc atton . Tht s 1s 

22 so because we find that A 'G for new 
plant ia accounted f o r 1n the base 

23 0 & M and to accept 1t a s additi o na l 
jus tification would res u l t in =ou nt1ng 

24 this expense twi ce . 

25 The~ & G expenses for the new plant !Da nte!) was 

3LI 
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no t a ccounted for ~~ the ba se 0 ~ ~. 

) Q . Do you agree with the ad justment made by t he 

. .. Com.mission in Orde r No. 14030 re l ati ng to Plant 

Danie l A ~ G expenses? 

6 A. No . Here ag a i n, the Commi sston app lted the 

7 rationale that customer g r owth provt oes ~ o r 

8 suffict ent tn~ reases i n the base year l eve l o f A ~ C 

9 expenses to of fset the inc rea s e tn ~ ~ G expenses 

10 occasioned by the i ncrease tn new generat 1ng plant . 

ll Th ts rationa l e ts t rue f or the add i tt on o f plan t 

1 2 owned and ope rated by Gulf, a s the ba se year 

l 3 t ncludes A & G expenses of a s tmtlar nat ure. 

14 However, i n the c ase o f Plant Dan te ! , Gu l f e nter~d 

15 tnto a cont ract with MPC where b y HPC oper ates ? ! ant 

l 6 Dant e ! for the benef it o f Gu lf ~nd HPC. Un der tn . s 

: 7 con tract Gul f ts allocated a portton o f ~PC' s A ~ ~ 

expenses as we ll a s 50 per c ent o f th e p r odJc~ . on 

1 9 e xpens es v f Plant Danie l . 

21) The A & G expen aes fo r our 50 per c e n t owner sh . p 

2 l of Plant Da~iel are inc urr ed by Gu l f e xclus·vely r ~ r 

22 the operation o f the p la nt by MPC. There were no 

2) Plan t Dan ie l A o G expen ses tn c l uded tn t he :Q7Q 

24 base year. It ts t nappropr tate t o assume thal ~n 

25 ad ju stment for customer g r owt h when appl~ed ~ o 3 
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ba s e year whi c h 1nc l uded only C u l ~ A & G e xpe ns e s 

would cover expenses fo r the A & C ~ ~ !! e d to Gu: ~ ~ ~ 

MPC f o r Plant Dan 1e l . 

5 o. Please describe the t r eatment o f Plant Dantel A ' c 

6 in the calculation of the 1990 bench~ark. 

7 A. we have separated ~ ' G expenses Lnt o 

8 production-related A ' G and o the r A 6 C. .... 
9 Schedule 7 contai ns a detailed c a !cu latt o n o f t he 

10 1990 benchmark f o r Administrative a nd Genera l 

ll expenses. The A ' G expense all owed tn Or der 

12 No. 14030 wa s allocated between product ton-re l ated 

l3 A ' G and othe r A & G. T he produc t to n - r cl at ed A ' s 

14 is composed of a po r t i on o f Gu l f' s penston a nc 

15 beneft t expenses and propert y t ns ur a nc e ~ x pe nses ~s 

l 6 we l l a s the A & G c o s ts bt l! e d t o Gul f oy 

1 7 MlSS lS S l pp t Power for the ope r at to n o f Pl a nt 

18 Dan i el. Gulf' s pens ion an d benef l t e xpe nses ~ e r o 

1. 9 a llocated t o product ion ba s e d upon p r odu ~ t to n : a oor 

20 t o total 0 & M l abc r , and the p r o pe rty tnsu ranc~ 

21 eApense s were a ll oca t e d ba s e d upon ;n su rab : c 

2 2 va lues. Thes e component s o f A ' G e xpen s e were 

2 3 i :.c l uded as procl uctl on- ~ elued A & G s tn c e t he !eve ! 

o t t hese expend i t ures ~ould fluct ua t ~ · n d t rec t 

25 pr opo r tion to t he add: ";)n o f ne w Gu ! f operat e d 

J 2J 
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qener a tlng plant. Gulf 's po r t1on of P l ant Da n :e: 

A & G : s a l s o :ncl~ded as product:on-re ! aterl A & ~ . 

: n calcu l atlnq the 1990 benchma rk f o r 

p roductiOn A & G, we ha ve added t he Commt s st o n' s 

adjuntment for Plant Dante! A & G t o the a llowed 

p r od uction-related A & G to a r rtve at th~ pr oper 

base. Th is base was then escalated hy :nflat: ~ n 

only to calculate the 1990 benc hm a r k for 

production-related A & G. The 1990 benc hmark ~ o r 

o ther A & G expenses wa s c al cul ated by applying the 

customer growth and inflation factors to a ll o we1 

ot her A & G expenses. The 1~90 b~nchmark ~ ~ r A & G 

wa s calculated t o be $39. 2 mtl llon. The 1990 

budgeted A & G expens es, adJusted for the 

appropr 1ate Net Operat: ng Income adJ ustments , ~: · a. 

$ J8.4 million wh1ch is $. 0 mt ll1on l ess tha n tr e 

b~nchmark. 

19 Q. Why did 10u add the 1984 Dan 1el A & G disal lo wa nce 

20 to the Benchmark? 

~l A. ~ulf addtd the 1984 Oant el A & G e xpen s e 

disallowance to the production- re l ated A 1. c; 

23 benchmark f o r three reasons: ( ll Th~ Comm 1ss : o~ 

24 not rule t hat the Plant Dantel A & G expen s es Jer ~ 

25 either u:tCeasonable or Imprudent: ( 2 1 the 
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:ommlsst on authonzed the tnclus t on C' ~ Plant Jar :e: 

. n rate base a nd the recover y of the produc:: o n 

~ xpe nses 1n the l ast rate p r oceed tnq , and the 

G1 Sa llowed A ~ G e xpenses were exclustvely f o r 

produc t ion; and ( 3) t he se dlsa llowed A' G ex pen~es 

are a s peci f ic c ompo nent o f t he P l an t Dan :el 

operating ag reement be t we en Gulf and MlSSISSippt 

Power Company . 

l Q Q. Please summar i ze the j ust ificati on f or recove rl nq 

11. the Pl ant Danie l A • G expendit ures fr om Gulf ' s 

1 2 cuatoae ra. 

1 3 A. Gu l f ha s a contrac t with MPC wh ic h al locates t o Gu.~ 

1 4 

1 s 

16 

1 7 

18 

1 9 

20 

2 1 

2 2 

23 

24 

2S 

a po r tion o f MPC A &. G e xpenses and SO pe r..; ent -- ~ 

the Pr oduc t ion e xpens e s c f Plant oan1el. The A ~ ~ 

expense s fo r ou r SO perc e nt owne rsh1p of ?!ant 

Dan t e l a r e solely fo r the o?eratl on o f the plant oy 

MPC . The billing s to Gulf by MlSS1SS lpp t are 

aud i ted by the In t e r na l Auditors of Southern Compa~y 

Se r vtces o~ a per i odic ba s1s 1n o rder co d~ce r m:~e 

whe Lher such bil l ings are 1n com p l1ance With the 

terms o f t he operating agreement. 

The approva l by the fPSC o f Plant Obnle! 

capacity 1n Gulf's rate base 1n the last ratP c a se, 

a s well as the al lowa nce of th~ production ~ o ~ 
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e xpenses, recogn1zes th~t ?lant ")anu~: ,~')s ~ s are 

properly recoverab l e :rom G~lt's cus t omers . 

the A ~ G expenses are a neressar1 ~omponent f r :-te 

operattng cos t of Plant Dan~el, they ~ ~ou!d a:so r, P 

recoverable from Gul :' s customer s . 

7 Q. How have ~ou handled the 0 & M expenses associated 

8 with the additio n o f Plant Scherer for benc hmark 

9 purposea? 

l 0 A. In calcu la ting the 1990 benchmark , we have t reated 

l 1 the 0 & M expenses for Plant Scherer t~e s ame ~s for 

1 2 Plant Daniel. We have included the Produc· 10n 0 1. !'! 

1 ) expenses, the A & G ex penses f o r Plant Scherer 

1 4 ~illed to Gulf by Georgia Power , and t he 

l 'j transmission line rentals btlled to Gul f wh; ch lfP 

! 6 necessary fo r Gulf t o rece1ve the electriC i tY 

! 7 gene rated by ou r 25 percent tnterest t n Ge o r1• a 

Power' s Plant Sche r e r Unit No. l . These are 

t 9 expenses i ncur r ed by Gulf so le ly for the n e~ 

20 gene r Ating capac1ty at Plant Scherer Un1 : "IO. ~nd 

2 1 as such shou l d be tncl •Jded ~n the benchmark. Th1s 

22 treatment is cons1st e~t wtth the t r~atment spectf·ed 

23 by the Commission 1n Order No. :4030 and qtven to 

24 our 50 percent ownP.cship 1n Plant Dante ! wht ch we 

2S prev1ously discussed. 

J 2t> 
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Q. Have you made any o ther adjustments t n calculating 

2 the 1990 Benchmark? 

3 ' · Yes . We have made an adJustment re:ated t o ~ er·3:~ 

Cus tomer Se r v1ce and Information (CS &; J exoens~ ~ 

s wh1 ch were recovered through the Ener~y ~onse~ ~at:,~ 

6 cost Recovery (ECCRl mechantsm :~ . 984 but are 

7 budgeted to be recovered throug h base rates : ~ :99" . 

8 

9 Q. How were CS'I expenses handled in the 1984 case? 

10 A. In 1984 , Gulf budgeted $5.4 m1ll1on of CSol expenses. 

ll 

12 

l 3 

! s 

: 7 

18 

! 9 

~0 

2 l 

22 

2 3 

24 

25 

Our o r1qinal rate fll t nq wtth the PPSC tn :hat ca:~ 

tndtcated that $2.1 million o f ~onservat 1on expenses 

would be recovered through the ECCR mecha ntsm a~~ 

the remainde r of the conservatiOn ex~enses wou:d De 

rec overed through base rates . The Commtsst on ~ ~:ed 

that all conserva tion expend i tur~s should oe 

recovered through ECCR and, as d t rected, Gu l ! '"'O'Jed 

$1.6 m1ll1on fr om base races to ECCR . These 

expenses were not disallowed . There wa s s:mp! : J 

change tn the mechan :sm t h r ouqn wh:c h tnes e ex pens~s 

were to oe recover~d from our c ust omers. Con~~-

quently, the Commisston tn Order No . 14030 provtded 

for the recovery of $1. 5 mtll1on o f CS &! expen ~~s 

through base rates and f o r :he recovery o f $ 3. ~ 

mt ltt on of CS'I expenses th rough the ECCR c:ause. 
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Q. What has happened during the period 1984 through 

2 1989 regarding the leve l o f Cust omer Servt c e and 

3 Information (CS,ll expend : tures being rec overed 

4 t hrough eccR? 

s A. St nce 198 4 Gulf ha s conur.ued t o budg~t ~ o r an1 

6 

7 

e 

9 

10 

11 

1 2 

1 3 

1 4 

15 

16 

1 7 

r ecover conserva t t on expenses ftoM ou r custome~s 

t h roug h the ECC R mecha n t sm . Ho we ver, jJe : o ~r.anqes 

i n the co nservat t on market pl a ce an d f PS C r ul1 n~s 

that c ertdin of ~ulf' s ?r ograms were mo re customer 

servt ce in nature, there has be en a sht f t :n t~e 

reco ver y of CS& I expens e s f r om ECC R ba cK t o oase 

rates. The Commt s ston dtd no t dts app r ove lhe 

programs but rather d e t ermtn e d tha t they we r e ~ o 

longer approp ri ately recovered t h r ough ~CC R. Once 

aga i n, the re s ult was ~ shif t : n t he met hod oy whl C'l 

CS&I expenses s hould be r eco vered fr om o ur cJstomers. 

18 Q. Please describe the ad ju stment that you made 1n 

l 9 calculating the CS'I benchmark. 

.20 A. As ment : oned abo ve, :he fPSC has ruleli t'lat · 'le 

2 1 expen s es assoc t a t e d wt th ce rt atn p rogram~ wht ch ~ PeP 

22 des i gnat ec'l to be reco vered th r o•l g h t he ECCR 

23 mechan tsm i n t he 19 8 4 rate case shoul d no :onqer ~~ 

24 r ecove red t hr <Juqh t hat "Tl~Chantsm :n 19 90 . :' he 

25 progra ms the ms e l ve s ~er'! not dt sapp r ove d. : n ;; r ~··: 
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1 3 

14 

1 5 

16 

: 7 

18 

19 

20 Q. 

2 l A. 

22 

23 

24 

25 
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t0 p r operly ca l cu l ate the 1990 oenc~mar~ tt ~ as 

necessa r y to reflec t t n the be nc hmar k the change ~~ 

the me thod of recovery of the CS&I e xpen ses of 

certain programs. We tdenttf ted the fol! ow1 ng 

prog rams wh1Ch we re desig nated fo r recover y ~~ro~g~ 

the ECCR cl ause in the 1984 rate case: 

Good Cents -New· ( 2) Good Cents - rmproved: t jJ 

Energy Educat ion; and ( 4 ) Semtnar p r og ra ms and added 

the 1984 budgeted amount s for ~ he se p r ograms to the 

CS&I expenses a llowed to be recovered through ba~e 

rates in Gulf ' s 198 4 rate c ase. ;he a ffect of t~:s 

adjustment is to determ1ne a base year to he 4Sed ' 0 

calculate the 1990 be nchmark fo r CS &I expenses that 

is consistent wit h t he recovery mechan1s~s betnq 

used to recover t hose CS &I ex penses . Tht s ad) ~steo 

ba se l evel o f CS &I ex pense was then esca lated oy 

customer growt h and tnflatton to calculate the :99 0 

CS &I benchmark. 

Why was this adju ~tment made? 

This adjustment was made to e lt mtnate the e!~ec : ~ : 

the method of recover y of CS &I e xpencttures o ~ t he 
S ._ I- <l chr l.L. 

1990 be nchmark. Mr . Bower ' s ~Wfttet~ No. 3 shows 

that , in total, Gulf' s CS&I expenses are under · he 

benchma r k . However , wt t nvu t ad)uStlng f or t~e 

\ _ ... 
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rPcovery mechantsm 1n the base 1ear , t~e he~c~mar~ 

methodology could art 1f1c1a1:y cr eate ~enc~mar• 

van<tnces. Of cou r se, :he -1d~..1stment ~o~ t"'e 

recove r y mech an 1sm change does not ett m :nat~ ~u .~· s 

~ eed to jus tt ty the CS &I programs. 

Mr. Bower' s testimony provtdes )ust:ftcat:'1~ 

for the programs Included tn the CS bi f unc tt on :n 

1990. The p ro~rams are JUStif ied on the1r mer1ts 

without justi fy tnq bench~ar~ var1ances r.u~ to a 

shift in the recover y mechantsm. 

12 Q. Who is r e sponsible f e r addressing the expend itu res 

that exceed the 1990 benchmark as shown on MPR c-S7 ? 

14 A. The 1990 non-fuel 0 & M expenses are comparerl ' ? ·~e 

15 benchmark for each of t he seve n ~unct1ona: ar~as 

16 Schedu le 8 contcitns a ltst:ng o f all benchmar~ 

1 7 vartance justlftcatton s :nc !uded :n MFR C- 57 a~d :~~ 

18 wt tness responsi bl e for provadtng the JUS tl~: c a t:o~ . 

19 

20 Q. Have you compared Gulf' s 0 'M salartes to the 

21 benchmark? 

22 A. Yes . Schedule 9 of my exh ibit conta1ns the 

23 

24 

25 

benchma rk calcu l attons related to salar1es f o r a i : 

functions. As shown on Schedul e 9, Gulf ' s t ota: 
~qll. . ooo .-or~ 

salaries are $1.3 ~tll 1 00 l&85 than the benchmar < 
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eve" t~ew!h Gulf' ~ Product1 on, Sales, and 

Adm1n1strattve and G@neral funct1ons e xceed the 

benchma rk for salar1es. 

5 Q. Please elaborate on the r ea sons tor the i ncreases 1n 

6 salaries . 

7 A. Gulf's compensation proqram ts destgned t o ac h1eve 

8 

9 

10 

11 

12 

1 3 

14 

1 5 

16 

l 1 

18 

l 9 

2 1 

22 

23 

24 

.25 

the two primary ~bjectives of (l) attracting, 

moti vati nq , and retaining qual i fied employees a~d 

(2) appropri atel y rewarding employee performance . 

In o rde r to attain these objectives, Gulf s trtves to 

ma intain pay level s at a competitive positton tn the 

job market wh ~ le at the s ame time ensuring 1nternai 

equity and indiv1 dual recognition. Gulf requ:ar~y 

mon1tors its pay prac tices 1n relaL .on to ot her 

compantes through i ndustr y surveys. 

Dur1ng the 6- year pe=tod 1985 - 1990, Gu1E's 

compou nd ave rage annual merit inc re~se for the g r oup 

of employees exempt from the wage-hour l ~w was 

4.36 percent and fo r the no n-exempt group was 

3.87 percent . Dur ing the s ame period , t~e compound 

a verage annual gen~ ra l and step increases for the 

un ion group we r e 3.73 percent. In addition t o mer:t 

Inc reases, Gulf l nclud~d 1n the 1990 budget 4. 00 

percent ot the salartes of exempt an~ non-exempt 
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18 

19 

20 
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22 
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empl ~yees f o r t he Perfo rmance ?ay Pl an. The p~ ~?os e 

o f the plan : s to f ocus the attent ion anc ef~ ~ r~s ) ~ 

the empl oyees on ac h1ev1ng goa ls Jh 1ch ~a ve C.::ec~ 

and S1qn1fican t 1n f lue nc e on 1ndt~:dua l , 

o rqan 1zat lonal, and co r po r at e performanr~ . 9y 

attain i ng 1ndiv1dual, o r gan1zat1 ona 1, and :o rp o r ate 

goa l s , employees wi ll be eltqtble t o rece1ve l 

one-t1me, lump-sum 1ncent 1ve award. I ncent : ·;e 

awards are not added to base pay and must be e arned 

e very yea r . 

Gulf ' s compound average annual exemp t mer:t 

inc rease is 4 . 36 percent for the per 1od : 98 )-;9 9 0 , 

i nclus i ve. Por this same pe r 1od, the compour.d 

average annua l merit tncrease o f s everal uttl :~:es 

and i:-~dustr i es su r veted is 5.30 percent. Gu:! ' s 

entry rate sala r y l eve l f o r non-exempt emp loy~e s :s 

compared to the loca l bustnesses w1th wh1 ch ~e 

compete for emp l oyees. In ! 989 and p ro) e ct ed :990 , 

Gulf lS at 91.10 percent and 88.70 per cent, 

respect i vely, of the averaq~ entry rat~> . "'he 

avera1e annual g e neral wage tncrease ~or Gulf ' s 

un ion group Juring the per1 od 1985 rh r ouq h pro ]ect e d 

1990, inclusive, ts 3.73 percent compared to an 

t ncrease of 3 . 74 percent 1n the Cons umer Pr tce ~~1e~ 

co r the s ame pe r1 od . :n add1t1on, Gulf' s overaqe 

)J.! 
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ma xi mum j o ur neyman l1n eman wage ra te 1s 2 . 90 per ~ e ~t 

below the a v ~ rage f o r sou t heas~ern e lec tr : c 

utilities . Gul f's s alary a nd wage leve ls are 

reasonable when c ompared wtth other buSine sse s w"t " 

which we compete for employees , ~ nd ou r :ompens at: ~ ~ 

program cont i nues t o meet Lts ?r: m~ ob)e c t :v@s . 

8 Q. Please identify the major i tems comprising Lhe 

9 benchmark var iance related to the customer Account s 

10 function. 

11 A. As shown on Sched ul e 3 , the Cus t omer Accounts 

J 2 e xpenses are under the benc hmark by $ 1 . 6 m1l lton . 

13 Imp rovements in the process1ng of customer bt l ~s and 

14 inc reased compJter enhancements have al lowed Gu l f t o 

1 5 hold these expen ses s1gn 1ficantly bel ow t he 

16 benchmark level. 

l 7 

18 Q. What is the amount of the benchmark variances 

l 9 related to production-rel~ted ~ & G and other A & G 

20 expenses? 

2 1 A. As shown o n J chedule 3, p r oduct1on re lated A & G 

2 2 e xpen ses are u nder the benchmark by $ 790 , 000 c Je 

23 primarily to a ceduction in t he prope rty 1~surance 

24 a t t rlbutable to productio n . 

25 Other A & G expenses are o ver the benchmark b y 
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$4 3,000 du e t o sa l ary :nc rease s. : r. ave 

p re v1ously )U S ttf: e d Gul:'s com pe ns at: on 

ph1losop hy a nd the overa l! s a l ary :nc rea s e s f ~ r 

the pen o d 1985 th r ough :990 . OP. t <'l: l e d 

7 Q. Have you compared Gulf's levet of 0 & M e xpense s 

8 with other utilities? 

9 A. Yes . We routinely deve lo p s evera l 1nd:ca t o r s ~ 1:h 

l 0 wh 1c h we ~ompare Gulf's 0 & ~ expenses , e xc~ud1nq 

11 f uel and pu r chase power, t o ot he r utlllues 

l 2 th r oughout the southeast. Schedule 10 1s a graph 

13 wh ich compares Gulf's 0 b M expens e s less f ue l 1nc 

1 4 purc~ased power per kllowat thour l kwh l generate 1 

1 5 t0 the average f o r the southea ttern Elec tric 

16 Exchange ( SEEl conpan 1e s for the per 1od :9c3 

th r ough 1988. As shown , Gulf's 0 • M e xpense per 

: 6 kwh gene rated IS Slgnlf t cant!y l ess than t he SEE 

19 average. Schedule 10 graphically dep icts tne 

20 reasonab l eness o f Gulf ' s 0 b M e xpen ses whe n 

21 compac~d to othe r elect r ic u t 1!:t1es :n •he 

22 southea s t. 

l 4 Q. Hr. Scarbrough , does thls conclude you r tes t 1mony 

25 regarding the benc hmark )Ust:f icat1 0n? 
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A . Yes , t t doe s . Howe ver , I would ! ~l<e t o e mpha st :?:e 

o nce more tha t de tat led )U st t f tca t tons ar e p r o v, d e~ 

1n '1f'R C- 57 . I would alfo req uest t hat t he 

Comm t sst vn c ~refu l ly constder Gu l f' s 0 L ~ e xper.se 

budget process and the importance wht ch we p: ac e on 

keeping ou r 0 & M expenses as low a~ poss t b l e ~~ : : e 

ma int a ining ou r hts t o rica lly h i qh qualtty o f 

se rv ice. We !ee l very strong ly that the bud~ e t e d 

0 & M expe nses in 1990 are reasonable and ne c e ssar { 

if we a re to conti nue to ma1ntain thts re l :a ble 

level o f service fo r our reta t1 cu s t o me r s . 

13 Q. Please discuss the purchase ot the Plant Schere r 

Commo n Facilities . 

I S A. Ge o r gt a Power Compa1y sold t hetr u nd tvtdeJ ow ~ec s ~: p 

1 6 tn Pl ant Sche r e r Common Pac tll t t e s to JOi nt 0 W~c r s 

1 7 Og l etho r pe Power Corporat ion (OPC) a nd Da l Lo n . ~ 

t 8 1980 and 1977 , respect ively. On No vember 19 , :9 8 7, 

l 9 Gulf Power Company pu r chased t ts 6. 25 per cent 1 t ou ~ 

20 un1t plan t - 25 pe r cen t x 25 per cent ~wnersh1 r : ~ 

2 l one unttl p r opo r tto ~e te s har e o f the p r od uc tiO n 

2. 2 plant fac1ltties com~on to all fou · Sc herer 

23 generattng uni t s commen sur a te wlth tts ~ r e v t o us:; 

acqutred 25 percent owner sh~p tn Untt No . 3 o f ? :a ~: 

zs Sc herer. Gulf pu r c hased 1t s s har e o f the comm on 
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fac1lit1es fr om OPC and Dalton. Gui: ?atd a ~et 

p r ice o f $29, 13 1,850 for thes e fac1!tt:es . 7~e 

o r1g1nal cost of the fac1 !1t1 eS wa s $2 4, 266,4 06 . 

The d1fference of $4, 865 ,444 represents the :nteres 

(ca rrying costs) tn c u rred by OPC and :>alton o r. he 

f ac1l ~ ties pu rcha sed by Gulf unt il th e da te of t~e 

sale to Gul f. In a ddit ion , Gul f ~atd l egal ~ees o f 

$18,687 in connection Wl th the ~u r ch a se . 

10 Q. Row waa t he purchase of the Pl ant Scheter co mmon 

ll facili t ies recorded on Gulf's books? 

12 A. We reco rded the purchase tn accorda nce Wi th the 

1 :s Unifo r m System of Account s publ ished by the PERC and 

14 adopted by the FP3C . ElectriC Pla nt tnstcuctton 

15 No . 5, Inc l uded there t o, requ1res that when e lect r: c 

16 plant constituting an operat ing un1 t or system ts 

l 7 acquired by pu r chase, the cos t s o f acqutsltton 

18 ( $29, 131,8501, 1nc l u d 1ng eKpenses Incidenta l • he re~ o 

19 1$18,68 7} p r oper ly tncludtble ln electric pl an:, :lf? 

20 charged to Ac coun t 102 , Electric Plant ?urchased or 

2 l So ld. The requ ired acco·Jnunq fo r the acqu:s~r. o n 

22 continues as follows : 

2 3 Ill T he OClgi nal cost of plant <$24, 266 ,4 06) :s 

c redtted to Accou nt 102 , Electnc Plant 

25 Purchased o r Sold, and concurr e ntly char ged · o 
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the appr op rtate electrtc pl a nt-tn-serv: c e 

accounts . 

! 21 The !ccumula ted depr-:!c t au on l $ 3 . ~96 , r6 1 .:~r.a 

amort1zation ( esti ma t e d :f not ~nown ) 

applicabl e to the o r 1g1na l cost o f tr.e 

properties purcha sed is c harged to Ac counc :12 , 

Elec t ric Plant Pur chased a n1 Sold , a nd 

conc urrent ly c r edit ed to t he appr op r i a te 

ac count fo r accum J lat e d p r ov1s1on fo r 

deprectat1on o r amort1zat1on. 

()) The amount rema1n1ng t n ~ccount 102 

1$8, £,80 ,507) , Electnc Plant Pur chased ;r Sod, 

is t hen c ~ osed to Account 11 4, Electrlc P~~nc 

Acquisi ti on adjustments. 

The Pedera l Energy Reg ulatory Comm: ss: c~ 

accept e d the Company' s ? r oposa l to clear Acc o.:nt 

10 2, Elect ri c P l a nt Purchased o r Sold , :ncluoitno 

depreciat1on , on Nove~ber 2 , :988. 

20 Q. What does the acquisit io n a djustment or $8, 680,~0 7 

represent? 

22 A. The $ 8 ,680, 507 a c qu isltt on ad)ust ment amount IS nadP 

2 3 up o f th ree c ompone n ts : tnter est o r ca rr yt .. g rost 

2 4 1n the amount of $4. 865, 444 ; Accumul at ed 

25 oeprec1a ti on $ 3, 796 , 376; and At. G Cost l legall . "1 
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3 Q. Is it r~asonable and prudent to 1nclude the 

acquisi~ion ad ju stment o f $8,680,507 I n rate base? 

~ A. Absolu te ly . Unl1ke otner ctrcumstances Jhlch ~a~e 

6 

7 

8 

9 

1 0 

11 

12 

1 J 

1 4 

5 

~ 6 

1 7 

1 8 

1 9 

20 

21 

22 

been revtewed in the past by th e Comm tss~o~, 

pa rti cularly in the area of ~ater and sewe r 

utllities , the selling utilities made no p r of1t on 

the sale of the common factltties t o Gulf . 

The Comrntssion should not rely on a requ: r~--! 

accounting methodology 1n determining the prudency 

of a purchase but should compare the va 1 ue of t ~.~ 

asset re~eived with the :otal amount pal~ ~ o r · he 

asset 1n determining the appropr iate amoun t · o 

approve for r ecov~ry. To lllus· rate th: s po1n ~~~ 

the s 1gn1ficant value t o Gulf's custome r s , .s 

estimated, as shown 1n Mr. Parson's testtmon·t. · ~~~ 

Plant Scherer's Unit No. 3 1990 deprec ateo boo ~ 

cost 1nc1udinq commo n factlittes, o f $ 760 per 
i :.tt. :! 

kllowatt is well unde r ~he esttmated ~~~ ~~ ~Pr 

kilowatt cost t0 construct to a new coal Jntt :n 
1' ( $" '-1 

1990, a savings of approxlmate1y,l~.3 mlllton. 

24 Q. Please explain the non-uttllty adjustment made to 

25 the capital structu re described by Mr. McMi llan :n 

))8 
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I n Gul ~' s !98< rate f al1ng, the ~omm:ss1on : enove~ 

t he Company's non-ut1 l 1t y I nve s t me nts d1r ec~!y ~~om 

equ1ty, ~hlch was cont : ary t o s taf~' s ow, pos' :~ o n 

1n the s taff rec~mmendat1 o n. Staff a c knowledg ec 

that each expenditure made by the Company ha s a 

multitude of effec t s on the Company's f i nanc1a l 

posltion which are impossible to quant1fv dnd that 

funds can not be directly traced. No bus iness ca~ 

ope r ate in today ' s competitive env1• onment hy 

financing with equity alone and expect to ea rn a 

reasonable retu r n. The major i ty of o ur ron-Jt::ltY 

investments are related to Applianc e Sa les a nd 

Servtce, and a large percentage o f tha t IS lhe 

accounts rece1va ble fo r mercha nd ise s a e s . 

Recogntzing that some ttems tn t he c ap 1 a 

structu r e , such as custome r depos i tS, ma y not :~ 

related to non - utillty actiV1ttes, we hav e ad)us~e~ 

the non-util : ty act i v1t1es fr om th~ c ap t t al 

st ructure using lon~-term dent, p refer r ed stoc k, ana 

c ommon equity s ou r ces of cap1ta l as a reasona ble 

proxy fot the cos t of funds. As tndt c ated 1n 

Dr. Monn ' e test 1mony, Gu l f' s non- ut i li tY <'!'"~: ·, :, : es 

do not increase tne Compa ny ' s cos t o E ca pt tal. 
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W! tneqs : A. ~ Sc ar ~ ~ o~n~ 

?3oe ~8 

Q. What is the revenue deficiency in the t est pe ri od 

2 urouqht about by the difference i n the earned 

overall j urisdictional rate o f return o f 

6.60 percent ~ith present rates and the 8.3 4 percent 

requested? 

6 A. The revenue defic iency lS $26, 295 , 000 , as sho wn o r. 

7 Schedule 17 o f Mr. McMillan's test"mvny . 

8 

9 Q. Would you please summarize your testimony? 

10 A. Yes. As shown i n my testimony, and the Lest:mony 0 f 

1 1 the othe r Company ' s w i ~nesses, as we ll as the 

i 2 support ing documentatiOn, Gul f Power need s an~ .s 

l ) entitled to the rate re l1 ef :t 1s requesttnq. 

1 4 W i ~hout the inte r im and per man e nt r1te rel:ef 

! 5 req uested, It Will be 1mposs:b! e for the Compan? · o 

. 6 susta1n any reasonable l evel o f !1nanc1a :nteqr.t~ 

. 7 in the future. The need ts 1mme d1ate. We nave ~ee n 

l 8 Inst ructed by th1s CommiSSIOn 1n the past not to c ~~ 

1 9 expenses ~elow that l evel necessary to pr o~1de 

20 qual1ty reliable e.cctr 1c serv1c~ to our customer ~ . 

2 l We have not done so. At ~he same ttme , our 

2 2 shareholders do not and s hould not expect ~o ea r n 

2 J below a reasonable level 0 n the tr In vestmen t :n O J~ 

24 Company . They a re dotnq so. As th P C h1e~ f:nanc:3: 

25 Off1cer of Gulf Power company, :t 1s my 

I' ' . 
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respons i bilitY to see that the pr~ c e of ou r n r oduct 

is s~ ff :c tent to sustatn the requ tr ed l eve l 1 ~ 

servt ce to ou r customers and to provtde a reas~ ~ a ~ :e 

level of retu rn t:> our shareholder s. We r.ave , :-. 

our flllngs f o r tntertm and permanen t reltc! , s '1o wn 

the need fo r the r e quested tncrease tn ou r ~at P s . 

8 Q. Does this conclude your teot 1mony 7 

9 A . Ye s . 

10 

11 

12 

1) 

14 

15 

16 

18 

19 

20 

21 

2 2 

24 

25 
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(By Mr. Hol land) Mr. Scarbrough, have you 

2 prepared a summary of your testimony? 

J 

4 

5 

A 

0 

A 

Yes. 

Please proceed. 

Yes. 

6 The purpose of my testimony is t o explain t he 

7 need for immediate rate relief and t o di scuss the rate 

8 relief requested based on the 1990 test year approved 

9 by this Commission . 

10 Gulf Power Company last received an inc rease 

11 in retail rates in December 1984 , five years ago. 

12 Since 1984 Gulf and i ts investors have added S298 

l J million of r a te base items necessary to serve our 

14 retail customers. This is an i ncrease in rat e base ot 

1~ 48\ since our last rate case. 

1 6 Also , the Company has incurred significant 

17 increases in operating and maintenance expenses dur1ng 

1S that period, primarily due to inflation and customer 

19 growth. Offsetting the impact of these increased 

20 c apital expenditures and O&H expenses to 3 significant 

21 degree, were benefit s derived !rom extensive cos t 

22 control efforts, inc reased nonterritvrial sales , a 

23 declining cost of money, and a decrease in the 

24 corporate federal income tax rate, from 46\ to 34\. 

25 All of these c hanging factors were 
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14 

15 

16 
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l & 

19 

20 

21 

22 

23 

24 

25 
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concurrently reflected in the monthly aurveillance 

reports that are filed by Gulf with the Florida Public 

Service Commission. These reports did not indicate a 

need tor a significant adjustment in Gulf's retail 

rates until 1989. 

The addition of this r~te base, since the 

1984 rate case, combined with the increases in O'H 

expenses ducing that period, created a significant 1989 

reta il revenue deficiency. This was noc a surprise t o 

Gul! Power Company . Since our last retail rate 

increase in 1984, our long-range financial forcast s 

have indicated a need tor a substantial increase in 

retail revenues in 1989 . Uevertheless, our Company has 

always placed great emphasis on attempting to rind ways 

to avoid filing for rate relief. 

Despite these efforts, and in rder to 

maintain our high quality of service to our c ustomers 

in a reasonable level of financial integrity, Gulf 

requested a n increase in retai l rates of $25.8 mill ion 

on November 14th, 1988. 

Even though t he Company ' s financial condition 

continued to deteriorate as forecasted, ~ult withdrew 

its request tor rate r e lief on June the 9th, 1989, 

because of the difficulties encountered in conducting a 

rate case during a grand jury invesLigdtion. 
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1 At that time, the Commission t old -- t:1e 

2 Company told the Commission we would file another case 

J when the situation was resolved. As stated by Hr. 

4 McCrary, investigation by the grand j ury as it relates 

5 to Guif Power Company was rbsolvod on Octobe r 31, 1989. 

6 As anticipated, Gulf's earnings have continued 

7 to deteriorate to a seriously unreasonable l evel. With 

8 present rates , the adjusted j urisdict ional return on 

9 average rate base is pro jected to be 6 .60\ for 1990. 

10 This provide a a return on the average common equity , 

11 which is the risk capital component, of 7.52\ , which is 

12 significa ntly below the 13. 5\ determined by Dr. Morin 

13 to be appropriate for Gulf Power Co~pany. 

14 In fact, Gulf's actual return on equity for 

15 the 12 months endinq April 199 0 wa s only 8 . 78\ as 

16 reflected i n the monthly s urveil lance report f iled w1th 

17 thi s Commission. This return is only slightly higher 

18 than the return ary ind1vidual can get today on a 

19 government insured investm~nt. As the c hief financ ial 

20 officer of Gulf Power Company, it is my responsibility 

21 t o see that t he pric e of our product is sutflcient to 

2 2 s usta in th~ required level of servi ce t o our c ustomers 

23 and to provide a reasonable level of return to oux 

24 stockholders. 

25 Thereto~e, Gu lf Power Compan y is requesting 
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1 additional revenues of $2 6,295,000 to achieve an 

2 overall rate of return ~f 8.34\. Without this 

34 5 

3 increase, Gulf cannot restore its financial integrity. 

4 That concludes ny summary. 

5 MR. HOLLAND: Tender Mr. Scarbrough tor cross 

6 examination . 

7 KR. BURGESS : Commissioners, I'd like to start 

B with a question that Mr. Shr e ve had asked of Mr. 

9 McCrary, and it involves executive salaries and 

10 compensation. Hr . Hol l and has provided us with copies 

11 from 10K, ia that correct? 

12 

13 

14 

WITNESS SCARBROUGH: Yes. 

MR. BURGESS: For '86 th rough '89. 

COMMISSIONER GUNTER: Do we al l have it? 

15 MR. BURGESS: No, you don't hav e it, we JUS~ 

16 got the m this mor ning . And what I'm getting a t is how 

17 you would like to proceed. What I was intend i ng t o do 

18 was sort of use this t o develop infon:Dation which 1 was 

19 going to seek, probably necessarily through some Kind 

20 ot la t e-filed, only because I would b e surpr lsed if Mr. 

2 1 Scarbr ough has the detai l that we were go i ng to look 

22 for. 

23 I cou ld either make copies of this and p ass 

24 them out so tha~ we all have something t o loo k tor, in 

25 which case I wou ld defer cross, it I could, and come 
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1 back , perhaps after the Air force has f i n ished t h~i r 

2 cro~s examination, o r someth i ng like that. Or simply 

J go ~hrou~h ~he r est or the cross that I have and deal 

4 ~itn it later. Ho~ever you ~ould like to proceed on 

5 tha : . 

6 COMMI SSIONER GUNTER: Well , in looking at the 

7 lOK~ , i f I'm no t mistaken, somebody , 1 don't kno~ ~ho 

8 to \SX the question to, but the lOKs is a summati ) n or 

9 total cash b~nef its that ~ou ld be r eceived by any 

10 executive em~loyee -- and i n you all's case , I believe 

11 in r eviewi ng the 10K, it was three of the senior 

12 exe <;utives getting total cash benet its, wasn't t.hat 

lJ right? 

14 

15 tiv~>. 

16 

17 

18 

WITNESS SCARBROUGH: It would be five, the top 

COMMISS I ONER GUNTER: Was it five ? 

WITNESS SCARBROUGH: Yee. 

COMMISSIONER GUNTER: I'm sor ry, 1 thought It 

19 was-- well, however many, but that's total cash. And 

20 1 think the thrust of the quest ioning yesterday had to 

2\ do ~ith the base c ash salary and what the components 

L2 were, ~hat the i nd i vidual components were that arrived 

23 at the total cash benef i ts as s hown on the lOKs. 

2 4 MR . BURGESS: Exactly, Commiss1oner. And the n 

25 we ~ere going to ask about noncash compensation and 
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1 then ta Lk about the proj~ctions of it. But this 

2 COMMISSIONER GUNTER: If that's the thrust 

J that you're trying to go to, the lOKs are not going to 

4 get the re. 

5 KR. BURGESS: You're r i ght, other than it i s 

6 just going to be what would be included in this 

7 breakdown, just kind of as a guide to what wo were 

B seeking to get. But you're right, that is a 

9 possibility, simply construct here, theoreti c ally, some 

10 type ot exnibit that would present the information that 

11 we ' re seeking. 

12 COMMISSIONER GUNTER: Sorry, I thought that 

13 wa s what was asked for yesterday. 

14 CHAIRMAN WILSON: Why don't you pr~ceed with 

15 your other cross examination and have somebody fr o m 

16 Staff go ahead and duplicate those and get to it a L th e 

1 7 end of c ross examination. 

18 

19 

KR. BURGESS: All right. 

And perhaps we may not need , we're g oing t o go 

20 ahead and make the copies, in the e vent t he Co m.mi ssion 

21 miqht f!nd them useful. 

22 Apparently Kr. Scarbrough, I think, c a n put 

23 t ogether j ust fr om disc ussion the info rma t i on we're 

24 

2 5 

seeking in some type of late-filed exh i b l t . 

lHTNESS SCilRBROUGH: Steve, let me ask yo u 
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about that. Is this the last time we're goi ng ~o talk 

about this as !a- as -- be!ore we prepare thi s? 

MR. BURGESS: No, I don't th i nk so. 

WITNESS SCARBROUGH: Okay. Okay. I j ust van t 

to make s ure we don't prepare something that i s no t 

wh.st you want. 

MR. BURGESS: Okay. 

CROSS EXAMINATION 

B'i MR. BURGESS: 

Q The fi r st question I have, Hr. Sca r brough, 

relates to rate case expense, Issue 5 6 in the 

Prehearing Order. 

When do you anticipate, when wou l d you 

anticipate rates would be established or imp~emented as 

a result ot the hearings that we're engaged in r i g h t 

now? 

A I would assume sometime in Oc t o be r . 

Q In October of '90? 

A 0! '90. 

Q And when were rates last impl~men tod, a c hang e 

in rates - - a change in bas e rates last impleme nted? 

A I thtnk lt was December, 1 ~8 4. 

Q 1984. So it will have bee n abo ut six ~· c a r s 

s ince a c hange in base ratds, i s tha t correc t ? 

A That' s correct. 
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Q And you are seeking to aQortize any rate case 

expense that's al lowed through this base ra te change 

over two years, is that correct? 

A ~hat's correct . 

CHAIRHAN WILSON: What was the amortization 

period allowed in the last rate case? 

WITNESS SCARBROUGH: Two years. 

Q (By Mr. Burgess) You would agr ee, would you 

not, t hat wh ile recognizing that a ll expenses 

fluctuate, if you establish an amortiz~tion period 

that' s s horter than the a ctual time for wh ich rates are 

col lected, that there is someth i ng of a nd o ver 

amortization of t hat individua l i t em, is t her e not? 

A It would be but, you know , that is not the 

case in this part icula r event here . And our assumption 

is that the two- yebr amortization is appropriate. 

Q But if it turns out to be that you stay out 

longer, the n you've got an expense that ' s cont1nuing to 

be in the rates that were es t ablished, to be buried 

somewhere in the establishment of the rates ~ hat no 

longer exist? I mean, it's already achieved ful l 

recovery, is t .hat correct? 

A That's correct. On the other hand , i f you 

have another rate case prior t o that tim~ , then you 

don 't fully r e c over all those rate case e xpenses that 
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1 you get in that rate case. 

2 Q And you h~j a two-year amortization last ttme, 

3 and you've been out !or six years? 

4 A That 's correct. However, I would just pv ;nt 

5 out, we chose the two years. We didn 't j ust pull this 

6 out of a hat . We chose the t wo years for two reasons: 

7 Number one, that's what the Commission las t a llowed ; 

8 and , primar i ly, number two, is you look over the last 

9 ten y e ars we've h~d f i ve rate increa ses and f ive into 

10 ten gives you two, and that' s how we arrived at two 

11 years. We had a rate case in 1979, in 1981, '84. 

12 0 Some o! those rate cases you r eceived 

13 increases that were s ubstantially below that whlch you 

14 sought , is that not true? 

15 A Yes . Nevettheless, that d i dn't reduce the 

16 amount of th cost of asking for the rat e inc rease. 

17 COMMISSIONER BEARD: I've qot to back up to 

18 somethinq you saia. Your comment was that to the 

19 extent that, for example, the hypothetical you amortize 

20 over three y~ars, and you come back for a rnte case in 

21 two years, you j ust ~at that? 

22 

23 

24 

WITNE~S SCARBROUGH: Well , that's correc t. 

COMMISSIONER BEARD: I don 't thinK that is. 

WITNESS SCARBROUGH: Well , you eat it unless 

25 it's included somehow or another in your test yea r . 
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1 COMMISSIONER BEARD: Well, I don't - -

2 WITNF.SS SCAkBROUGH: In other words 

) C0HMlSSIONER BEARD: I haven't done an 

4 elec tric rate case before. I' ve done a lot of water 

5 and sewers and we deal with unamortized rate c ase 

6 expe~se all the time. 

7 WITNESS SCARBROUGH: Let's put it this way: 

8 There is a ~ethod where you would not lose it. There' s 

9 a method where you wou ld lose it. If you include the 

10 unamortized ba lance in your rate base , and thos e kind 

11 of things, you could recover. 

12 

1) eat? 

14 

15 

16 0 

COMMISSIONER BEARD: So it's no~ automati c ally 

WITNESS SCARBROUGH: Not automa~ically. 

COMMISSIONER BEARD: That's what 1 under s tood. 

(By Hr. ~urgess) But it is auto mati c that 

17 you'd overamortize it you were out longer than the 

18 duration set for the amortization of the rate case 

19 expense ? There's no vehicle to recapture that, 1 s 

20 there, unle~s you put it in some ty pe o t a ccount 

21 whereby you pay i t back the next rate c ase ? 

That's probably true. 

23 CHAIRMAN WILSON: What i s the per i od o f t ime 

24 under the revised Chapter J 66 fr om l ast year f o r f i l 1ng 

25 o f mi nimum -- I mean, how o ften are you goi ng t o 
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1 regularly be in !ront o! the Commission ? 

2 WITNESS SCA.f,BROUGH: Well , we would have had 

) to be in front of the Commission in 1990 irrespect ive 

4 or t his rate case, because we would have been required 

5 think we were the !irst ones required t o rile 

6 MfRs, notwithstanding this rate case. so we would have 

7 been before the Commission in any event in 19~0, 

8 without this rate increase. 

9 CHAIRMAN WILSON: When wil l be the next time 

10 you'll be requirod to be in front oL the Commission 

11 unde r those statutes? 

12 

1) 

14 

1994. 

0 

WITNESS SCARBROUGH: My understanding, it's 

(By Hr . B·lrgess) Mr. Scarbr ough, c an 1 qet 

15 you to look at Issue 69 in the Prehearinq Order, Paqe 

16 38? 

17 

1 8 

19 

20 

0 

a number . 

COMMISSIONER GUNTER: 69 ? 

HR. BURGESS: Yes, s1r. 

(By Mr. Burgess) Th is is just verificat.on of 

Is ~6) ,00 0 the amount of th e A&G expenses , 

21 production-related A&G expenses, related with Plant 

2:> Scherer? 

23 

24 

A 

0 

Yes. 

Okay. Then if I could qet you to move on to 

25 Issue No. 90 on Page 45. 
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Okay . 

Would yo~ plea se explain the adjustment that 

3 was made that's a t issue here . or would you like a more 

4 specif ic question? I don't know whether that troubles 

5 you, the generalit~ . 

6 You mean the 

7 0 Th e adjustment. Did you make an adjustment 

8 for an overall &ccrua l of uncollectible&? 

9 

10 

11 

A 

0 

A 

Yes; yes. 

And is i~ correct that --

Wait a minute. When you say maKe an 

12 adjustment for an overaccrual, I suppose that wa s the 

13 case. We felt like we were accruing the right ftmount 

14 each year, and what we did was c hange the method of 

15 doing it. We went to an a~ing method, and we went t o 

16 the aging method, wh i ch we felt was a better method. 

17 We determ i ned that we had about $800,000 too much in 

18 a ccumulated reserve for allowing for bad debts, and we 

19 adjusted that out. 

20 0 So the way you adjusted that out wa s basicall y 

21 take a o ne-time shot, I suppose, t o corre~t t h e exc ess 

22 that was in the reser ve balance? 

23 A That's correct. Whenever we debitod t h e 

24 reserve and c redited expense f or $813,000, wh ich 

25 actually gave us a negative a mount for 1989 . 
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A 

Q 

A negative reserve balance? 

Expense. 

35 4 

Negative expense tor '89. And a ccordi ng to 

4 your t i ling in the tax savings refund f or the 1989 

5 billings, you don' t see a refund as being proper, is 

6 that ~orrect? 

7 

8 Q 

Not hardly, because we earned 10.81\. 

So t his will basically bo a negative expense 

9 that will be reflec ted in a year that wil l not -- this 

10 nega tive expenbe will not go bac k to the ratepayers, so 

11 to speak, is that correct? 

12 Not !or 1989 . Wel l, I say it won't. I "IOU ld 

13 a ssume that it wouldn ' t, but I rec kon there's always 

14 that p otential. 

1 5 Q Based on Gulf' £ filings ? I 111ean, it ~night be 

16 c hallenged by cert~in parties, but 

17 Probably yo u, but i n any event on the othe r 

18 hand, ~hough, when you look at, let'~ say, 1985, we 

19 were allowed -- I don't remeJnbe r the exact fiqute, but 

20 it was in th~ neighborhood of a half-milliora ovllar 

2 1 expense, we wrote off something like -- (Pa u se) 198 !> 

22 our bad debt e xpe nse allowed was $52J,OOO. That's what 

23 we recovered from the customers in '85 as a rcsu !t of 

24 t he '84 rate case. We wrote off $622,667. The next 

25 year, 1986, we also recovered $523,000 from our 
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c ustomers as a result o! the 1984 case , wh ich was tr.e 

amou nt allowed, and we wrote off $86 7,2 58. So th is 

thing cuts bot.n ways. 

Q And that's part of -- those expenses that you 

cited are part o! what led to the excess in the 

reserve, is that c o rrect, that you then wrote off in 

1989? 

A The write-offs and the accruals together, when 

you take the write-offs and the accruals, of course the 

accrual increases the reserve, the write-off decreases 

the reserve. When we got to 1989 , changed the method 

in the aging of the accounts receivable, we deter~ined 

that we had, based on that aging, we had $81 3,000 too 

much in the reserve. 

Q Okay, I' m sorry . The numbers you read o ff for 

1985 and 1986 were write-of!s and not the accrual 

amount, is that correct? 

A I read both. What we 

Q The larger of the two amounts were the 

write-offs? 

A Wai t a minute . You're trying to compare 

accrual -- see, one time you're trying to state wha t 

I ' m going to recover i n 1989 from the c u s t omer, b~t you 

can't do that. You can 't compare the accrual ~o the 

write-off. If you 're going to start golig like you're 
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trying lo do, compare what I'm going to recover !rom 

the customer, you've ~ot to back and see what I really 

recovered, ~ot what I accrued in 1985. What I read ott 

was what I recovered !rom the customer, not what I 

accrued. 

Q 

trying 

I'm afraid you're misunderstanding what I'm 

what I'm trying to do is understand your 

testimony now. I'm not suggesting anything !rom the 

testimony presented by our witnesses. I'm simply 

trying to find out what you were saying. And the 

numbers you read of! were the accrual amount as a 

result or amount allowed . 

A Let me read you the accrua 1 amount. It Co r 

1985 we were allowad 52J, we accrued 592,188 and we 

wrote ott 622,667. 

sorry . 

523,000. 

I was anticipatLng your point there, I'm 

CHAIRMAN WILSON: That was for '8~? 

WITNESS SCARBROUGH: Yes, sir. 

CHA~RMAN WILSON: What about '86? 

WITNESS SCARBROUGH: '86 we recoveretl 

CHAIRMAN WILSON: Is that your accrual? 

WITNESS SCARBROUGH: No, sir. That's what 

was approved in the '84 case. We accrued 969 ,307, and 
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1 we wrote off 867,258. 

2 Q (By Mr. Burgess) And when you say 

l "recovered", what you're saying is that amount was 

4 included in the previous base rate case? 

5 A That's rxactly right. Which is what we 

J57 

6 recover, or we can recover. Tha~ ' s wi.at the baso ratos 

7 are set on . 

8 Q Well, that's assuming all other factors 

9 remain constant. 

10 A Just f~r t hat particular piece only by 

1l itself . 

12 Q Right. And not recognizing the !low !rom one 

11 expense into another or revenues --

14 

1!> 

A Recognizing anything --

CHAIRMAN WILSON · Whoa, whoa, whoa. for the 

16 court reporter and f ~r my sake , let's have a question, 

\7 and when the question i s over, then l et's have an 

18 answer, and when the answer is over, then we can have 

19 another question. 

20 

21 taken. 

MR. BURGESS: Yes. That's a point ~ell 

I apologize for my part -- J apl oqi ze for Mr. 

22 Scarbrough, too. (Laughter) 

2) Q (By Mr. Burgess) Was there a possibility 

24 would it be an alternative, alternatively prop~r to 

25 have dealt with the excess reserve on an o ngo1ng bas is. 
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In other words, rolled it in as into a factor into the 

accrual for the future? 

A Beginning at what poir.t in time? 

Q Begin11ing at 1989, beginning at the point at 

which you changed the accrulll method . 

A The entry we made was the absolute way, we 

changed the method o! doing it and based on that method 

we got the reserve balance right. That's the only way 

to do it. We could have done it --

COMMISSIONER BEARD: Time out a minute. Time 

out on minute. I want to confess ignorance here and 

get a little help. I understand recovered is actually 

the dollars you got back from the ratepayers. 

WITNESS SCARBROUGH: Yes , sir. 

COMMISSIONER BEARD: Help me understand the 

rel a tionship o! accrual and you wrote ott. 

WITNESS SCARBROUGH: Well, what we put on our 

books many times Is different t han what the Commission 

approves. 

COMMISSIONER BEARD: I unders tand th~t. 

understand recovered, that's fairly simple for me. 

WITNESS SCARBROUGH: Whllt do you do in a 

reserve tor bad debt~? You try t o estimate in any 

particular year how much o! your revenues for a 

particular year, let's say '86, are got nq to be 
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1 uncollec tible. 

2 COMMISSI0NER BEARD: And that's what you 

3 accrue on the books? 

4 WITNESS SCARBROUGH: And you charge that to 

s expense and put it in the reserve, and let's say it was 

6 tor ' 86; that's one entry that you do that. ~nd then, 

7 obviously, as something actually becomes uncollectible 

B during that year, you write that off by charging the 

9 reserve and crediting the accounts rec eivable. 

10 COMMISSIONER BEARD: So in '85, you 

11 underaccrued based on what you wrote off? 

12 WITNESS SCARBROUGH: Yes, but the thing you 

1) have to remember is what you're accru i ng is based on 

14 how much you think you're going to not recover of the 

15 '86, let's say revenues, but the write-offs could be 

tb f or a prior year, like it w1ll be for a prior year. 

17 COMMISSIONER BEARD: But accrual, you have 

18 write-offs over a s pan of time, four or five years, you 

19 can underaccrue because you wrote off more than you 

20 actually accrued or vice versa ? 

21 

2) 

WITNESS SCARBROUGH : Yes, sir. 

COMMISSIONER HEARD: Okay. 

WITNESS SCARBROUGH: That's ri g ht. Over a 

24 long period of time, hopeful l y it balances out. 

25 COHMIS~IONER BEARD: Because you have got 
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1 mul t iple years involved in any given time. 

2 

J Q 

WITNESS SCARBRUOGH: Yes, sir. 

(By Kr. Burges s) Okay. And if you would, if 

4 I could ask you again to address the question I asked 

5 of whether it's permissible or tbeore~ically possible 

6 to have dealt with the excess that you found in the 

7 reserve as a res ult ot changing the accrual methc.,d by 

8 acc ruing somewhat less over a number of years i n the 

9 future as opposed to t aking a one-time sho t to the 

10 account in the year at wh ich you changed the accrua l? 

11 A You could have done that. I don't think 

12 that's the proper accounti ng procedure, I woul d n't 

13 reflect it as being. But that would be an opt i on i f 

14 you wanted to sort of transition it in, but we wan ted 

15 t o get the reserve balance correct in that particular 

16 year so we would have it right for golng forward 

17 because we changed the method in 1989 t o an aging 

18 method. 

19 Q What goes into t he determinatio n a s what' s 

2 C c orrect ? Are there accounting principa ls t hat a ppl y 

"'1 that dic t a te one or the othe r methods o f approach i ng 

22 th i s parti c u la r p r oblem? 

23 A Yes , there are. Th e re is gene ral ly accepte d 

2 4 account ~ng p r inc ipals that, you k no w, that t al k abou t 

25 this. But what we went through is an a g i ng me t hod , 
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1 whi c h basically takes the current month and then tt.e 

2 four succeeding mont~s, tries to determine, base~ on 

J the past 12-month history for each of those c urrent, 

4 one month, two month, three month, four month 1n 

5 arrears, get that relationship, the perc entages; 

6 compare that t o your accounts receivable balance just 

7 tor that one month; multiply, come up with wh~t you 

B think the reserve ought to be, then you compare that 

9 with what the reserve is, and you make an adjust~~nt . 

10 The adjustment we made i n 1989, we no w make that 

11 adjustment the same way every single month , January o f 

12 '90 , February, March, from now on, we'll do it the same 

1) way. We'l l make the calcu!ation, compate it to the 

14 balance in reserve and either take 1n the -- add t o 

15 t he reserve o r reduce the reserve each month as we go 

16 along. The whole idea is fOU try t o get --

17 theo r etically, if you can do it precisely, which you 

lS c annot, o bvious ly, you know, account ing is not a 

19 science, but thq whole idea, any p oint in time, the 

20 balance in the r eserve should reflec t the nmount of 

21 your accounts receivable that yo u're not going to 

22 

23 

24 

2 5 

co llec t 
I 

I 
at any point 1n time. 

CHAIRMAN WILSON: If yo u ha d c hanged methvd s 

llthat indicated you had a deficit in tho reserve, would 
I 
lyo~ have tried to make i t up in a single year? 
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1 WITNESS SCARBROUGH: Yes. 

2 COMMISSIONER BEARD: Let me go just a little 

3 further. Expla~. n to me what happens when you've got 

4 $8 00, 000 -- if I got my numbers correct -- roughly 

5 shift in '89 as opposed to a $200,000 shift, in 89, '91 

6 and '92, okay, if you took the nlternative? 

7 WITNESS SCARBROUGH: Yes, if you 

8 COMMISSIONER BEARD: If you took the 

9 alternat i ves? 

10 

11 

12 

WITNESS SCARBROUGH : Thnt just means thut 

'you're , had you wanted to phase this in, rather than 

, reducing your expenses by $800,000 in 1989, you red~ced 

13 : them by 200, and 200, and 200, and 200 . 

14 COMMISSIOKER BEARD: I understand that. Now, 

15 1 the question then becomes, what is the impact t o th e 

16 l tost year of t he two opposite extremes? What happens? 

17 1 Tn other words, you have a $800,000 exc ess reserve --

18 ' I've got to go slow, okay? And it d i sappears in o ne 

19 I ') II year. 

20 WITNE'>S SCARBROUGH : Okay, if everything else 

21 would have been --

2 2 II COMMlSS:ONER BEARD : Everything else? 

23 I• WITNESS SC/>.RBROUGH: i f everything el se 

2 4 II"' as constant, what you would have had, you would have 

25 had a c redit of $200,000 in 1990, wh ich would reduc e 
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your expenses by the $200,000, which would increase 

2 your net operating income. 

) COMMISSIONER BEARD: In lieu of that, you 

4 have an $800,000 expense reduction in '89, which gives 

5 you negative expensA. 

6 WITNESS SCARBROUGH: Yes. 

COMMISSIONER BEARD: So you've got about, fo r 

8 the purposes of the test year, you have got ~bout a 

9 $200,000 swing in expenses, comparing the two methods? 

10 WITNESS ~CARBROUGH: I reckon, if you had 

11 done it over a !our-year period. 

12 COMMISSIONER BEARD : Right . I! you do it 

• 13 

14 

over two years, it's $400,000? 

WITNESS SCARBROUGH : But remember. Remember, 

15 what you're trying to ~ccomplish here is not get your 

16 expense right, that ' s not vhat you're trying to 

17 accomplish. Let me make this accrual, it's not to get 

18 the expense right. 

19 What you're tryiny t o do is get the reserve 

20 balance right compared to the accounts re~eivable; and 

~l whatever extent it takes to do that, that's •hat your 

22 expenses are. 

23 Q (By Mr. Burgess) Mr. Scarbrough, does 

24 magnitude have anything to do with the way you would 

25 handle that correction in the reserve balance ? lf it 
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1 were of a !ar greater significant magnitude, would that 

2 make a difference as to how wou ld you determ i ne that 

J the corre~tion should be aade? 

4 

5 know 

6 

7 

A 

Q 

A 

I don't t h ink so. I reckon if it was a, you 

Several million? 

Few million dollars, or maybe not that high, 

8 but I mean i f it was significant e nough , could you make 

9 some kind o! c ase !or it. But we made t he corr ect 

10 entry, accoun t ing entry, no question i n my mind about 

11 that. 

12 Q In the no npension postreti r ement benef : t s, in 

13 switch ing to an accrual method from a pay-as - you-go, 

14 when that switch was made, there was a signi ficant 

15 deficienCi in the reserve there, wasn' t there? 

16 A Well, it's not a r eserve. What we did there 

17 is changed methods again. 

18 

19 

Q 

A 

Yes. 

From a pay- as - you-go. Which meant that we 

20 started acctuing, based on actuar ial asoumptions , to 

21 expense 

23 

24 

25 

Q 

Q 

A 

So then you have a much greater 

REPORTER: I'm sorry, I didn't hear y v u ? 

I shouldn't have said anything . Go ahead. 

We started expensing the postretirement 
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benefits based on a n actuarial ~ases, so we c~n proper 

ruatch revenues, proper match expenses, make sure that 

the expenses reflec ted t he services that were r er.eived 

in that particular year. 

Q And so then you had a deficiency, under that 

new method, you had a deficiency in the liability 

associated -- or, excuse me -- that had actually 

accrued over a number of previous periods, is that 

correct? 

A You had an unfunded of liability, yes . 

Q And you had to make that up, you had to do 

something to correct that unfunded liauility, is that 

correct? 

A Yes. 

Q And you dealt with that, basicallj, by an 

additional amount of accrual on a going- forward basis? 

A Yes. 

COMMISSIONER GUNTER: Are you through with 

that one, Steve? 

MR. BURGESS: Yes, sir . 

COMMISSIONER GUNTER: r was going to get you 

to raise yout· hand when you get through. 

MR. BURGESS: Okay. 

COMMISSIONER GUNTER: Mr. Scarbrough, I'm not 

finding any fault for what you alt did when you began 
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to accrue for postretirement be~efits, bec ause 

recognizing where FASB is with their exposure draft and 

their history of o nce it gets exposure draft, that' s 

what you're going to see. Does the Staff have a copy 

ot your actuarial reports, with complete assumpt ions 

and what ;ave you, that your actuary made on your 

postretirement benefits accrual ? 

WITNESS SCARBROUGH : I think they do, sir. 

COMMISSIONER GUNTER: Could you tell me just 

very briefly what items are covered in there !or 

postretirement? for i n~ tance , have you got life 

insurance in there? 

WITNESS SCARBROUGH: We have Just g ot two, 

medical benefits and life. 

COM¥-ISSIONER GUNTER: Med ical bunefits and 

lite insurance? 

WITNESS SCARBROUGH: Yes, sir. 

COMMISSIONER GUNT~R: What' s the amount ? 

What' s your liability in that account today ? Oi d they 

t ell you that? Your total liability? 

WITNESS SCARBROUGH: Let' s see if we can ! i nd 

it, please. (Pause) 

COMMISSIONER GUNTER: And the reason for 

asking that question, Hr. Scarbrough, I read the 

exposure draft that FASB has out, and there's some 
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1 discussion or whether they're going to allow you 15 

2 years or 20 years to catch up. And at the same tlme 

J period , because o f pas t accounting prac tices, you know, 

4 whi ch were certainly appropriate in the time per iod of 

5 expensing versus accruing tot that, yo~'ve got t o get 

6 some idea a s to what sor t or basis the a ctuarial folk s 

7 ha d o n escalation of health insurance, those kinds of 

8 things that I would be interested in l~arning about. 

9 Ooos Staff, do you know i' Staff has a copy 

:o of that actuarial report? 

11 HS. RULE: Comm1ssi oner, Sta t! has a copy, 

12 i t's in your exhibit pile as No. 42 5. 

lJ 

14 

COMMISSI ONER GUNTER: 42 5, all right. 

HS. RULE: That's the a ctua rial report o f 

15 postretirement benefits as of 1-1-89. 

16 COMMISSIONER GUNTER: All r i ght. Do you 

17 treat -- this is going to get to be a generic th ing, 

18 t hink, with the Commission as you move forward because 

19 tl. is is going t o be big bucks. Do you treat your 

20 postretirement benef i ts funu the same way that you 

21 treat your cash p e nsion ? In other words, i= tha t a 

22 funded rese r ve? 

2) WITN ESS SCARBROUGH: Today, it's not. We 

24 d i d. We've never f unded ~ny of the life portion of 

25 t his reserve, but we we re all0wed to fund some of the 
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1 ~edical accrual. 

2 COMMISSIONER GUNTER : What would be the 

J d t fference in, !or instance, federal law established, ! 

4 t h ink, \.hat you must fund your pension, your cash 

5 p~nsions, up to ERISA standards, to th~t minimum, you 

6 must fund th~t b ecause recognizing the liability. 

7 Now, what would be the di !terence if you have 

8 a ~oncash benefit, which translates itPelf to cash when 

9 an employeo retires, what's wrong with the philosophy, 

10 of followi ng that philosophy and requiring that that be 

11 funded, a funded reserve, versns just being on the 

12 books and the cash being used for other purposes ? 

1) WITNESS SCARBROUGH: Well , that is, there's 

14 not .,ing wrong with the philosophy, that's the exac t 

15 ph ilosophy that should be applied. That's t he 

16 phi osophy that we would like to apply. But th~ l1fe 

1 7 and medical benefit p lans are not what they ca ll a 

18 "detined benefit plan" like the pensions are . And 

19 that's the reason that, thus far, the IRS will not 

20 allow us to fund that. 

21 They did allow us to fund, as 1 sald, some of 

22 the medical. Until the laws are changed, we're no t 

2J goin~ to be able to fund that. 

24 There is, you know, there's a lot of b ills 

25 COMMISSIONER GUNTER: Well, why can't you 
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l fund it, because of the tax? What precludes you 

2 WITNESS SCARBROUGH: Okay, well, wait a 

3 m1nute --

4 COMMISSIONER GUNTER : There is no federal law 

5 that would preclude you fro~ funding i c. 

6 WITNESS SCARBROUGH: You're right. You're 

7 right. We cannot fund it, we cannot fund it and gat a 

B tax d educt ion. 

9 

10 

COMMISSIONER GUNTER: Oka~· . 

WITNESS SCARBROUGH: We could fund it, as you 

11 suq gest, we could fund it but we would not get a tax 

12 deduction for it. 

COMMISSIONER GUNTER: You don't get a tax 

14 deduction for it with the accounting treatment that you 

1S utilize today, do you? 

16 WITNESS SCARBROUGH: You don ' t, not until you 

17 fund it, no, that's correct. 

18 COMMISSIONER GUNTER: Okay . So it real l y 

19 doe s n't matter, you don't 1et a tax deduction f nr the 

20 accc unting treatment that you afforded it, ~hether you 

21 fund it or don't fund it, do you? 

22 WITNESS SCARnROUGH: Yes, we get a tax 

2J dedu :tion for the amount that we fund. Be~ause, see, 

24 even though we're accruing one amount, we're actually 

25 funding it to the extent we're ~aying out f or medlcal 
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1 and l~!e. So we do get a tax deduct ion tor that, but we 

2 don't get a tax ded~ction for the total amount of the 

J accrua 1. 

4 COMMISSIONER GUNTER : Could you give me a 

5 copy of any correspondence you've got as a late-filed 

6 exhibit with the service on this? You're saying the 

7 Internal Revenue Service won't let you or they wi ll let 

8 you, or what have you? 

9 WITNESS SCARBROUGH : They wou ldn't let you do 

10 it and take jt as a tax deduction. 

11 COMMISSIONER GUNTER : All right, would you 

12 give me, would you provide us as a late- filed exhibit 

1J the correspondence that Gulf has had with the Internal 

14 Revenue Service regarding your accounting treatment on 

15 this? 

HR. HOLLAND: Commissioner Gunter, we 

17 provided as a l ate-filed in the tax refund docket 

18 WITNES S SCARBROUGH : Wait a minute, no, 

19 that's not what he' s asking for. 

20 

n 

C0MMI SSIONER GUNTER: No , no. 

WITNESS SCARBROUGH: What he asked for there, 

22 and we gave him, was our requested t ransfer #rom the 

2J pension fund forward. 

24 

25 

HR. HOLLAND: You're right, I'm sorry. 

WITNESS SCARBROUGH: And I don't know lf 
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regu latio ns that are pretty clear. 
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COKM: SSIONER GUNTER: Wel l , i f we don ' t have 

any correspondenc e, if you have n 't bee n --

WITNESS SCARBROUGH: And we ma y ha ve some 

corresponde nc e, I aon't kno w. 

COMMI SSIONER GUNTER: Okay. Then I have t o 

tell you, with my NARUC activitie s, 1 · m meeting with 

IRS o n this issue. And that's the reason 1 want t o see 

if, in fact , you all have made the request t o al low yo u 

to fund that postretiremen~ benefit --

WITNESS SCARBROUGH: I c an --

COMMISSIONER GUNTER: -- t o g ive it the Sdme 

treatment. Because loqic would te ll me that you would 

want t o treat it ~he same way , bec ause 1 t I s u 

li ab i l i ty that shoula be funded . 

WITNESS SCARBROUGH: You c an r est a ssured 

t hat we have requested that and we were a ll owed t o do 

that ; the y withdrew the letter ru l ing and we can ' t d o 

it no w. But we'll get you a c opy o f that 

corr espo ndenc e. 

COMMISSIONER GUNTER: 

will apprec iate tha t . 

Al l r ight, Ci ne , 

Ct~ IRHAN Wl~SON: Excuse me, do you ha ve an 

outstanding requ es t ? 
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COMMISSIONER GUNTER: Yes. I would like to 

2 have a late-filed exhibit, could we have a number? 

3 

4 

5 

6 

7 

!Benet its. 

CHAIRMAN WILSON: 549. 

COMMISSIONER GUNTER: The IRS/Postretirement 

(L~te-tiled Exhibit Nc. 549 !.dentir ied . ) 

CHAIRMAN WILSON: Mr. Scarbrough, on the 

B nondeductability ot the accrual in te~s of taxes, i! 

9 you're accruing an amount and yoJ're paying out 

10 benefits tor which you do get a ·:ax deduction, is the 

11 amount that you don't get 11 tax deduction on the 

12 i ncremental difference between wl 1a t you paid out and 

13 what you accrued? 

14 

15 

16 

WITNFSS SCARBROUGH: YEs. 

CHAI~~ WILSON: All right. 

KR. BURGESS: Commissicners , 1 have copies 

17 now of the pages, excerpts, from the lOK that I would 

18 like to pass out. And they maJ j ust be marginally 

19 useful as far as trying to devel op the information that 

20 we're looking for; a nd perhaps , I don't know, the 

21 Commission may have some refinements , also. 

22 CHAIRMAN WILSON: Why don't we take a 

23 five-minute break and you hand thoae out a nd then we 

24 can take that subject up. 

25 KR. BURGESS: Very good. 
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(Brief' recess . ) 

(By Mr. Burgess) Mr. Scarbrough, you've 

4 provided us with information !rom the 10K on execut i ve 

5 salaries. And as I see it, toe each of five specific 

6 individual ott'icers, there is listed cash compensation, 

7 which includes the PIP program and Employee Savings 

8 Plan, Stock Ownership Plan. Would you explain the 

9 Stock OWnership Plan, please? 

10 A The -- none of thesft figures that you're 

11 looking here in the stock ownership include any figures 

12 wit.h the Stock Ownership Plan because of the stocl' 

13 options that are issued to certain level employees 

! 4 because they have no value until the employee actually 

15 exercises those stock options . And the redem~ti on 

16 value of those stock options, they are probably S5 a 

17 share high~r now than the present market value or the 

18 selling company stock. So they really have no value 

19 until you, in tact, you kno~, exercise them. The, they 

20 have value. Then they would bt income, of coJrse, t o 

21 the individual who exercises them. They've got 

2i potential value, but no actual value until they 

23 axercise them. 

2 4 

25 

0 

A 

How is the redemption determined? 

I'm not -- I can't tell you exactly how i t's 
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determi ned. Bob Jackson could probably tell you ho w 

that's determined and he'l l be o n6 of t he rebuttal 

witnesses, but I ~on't know exactly ho w that is 

de termined, but I think it's probably -- I thin~ it's 

like 29, the last time that thvy issued t he m, versus 

whatever the market i s today, 24, $25. To my knowledge 

there's never been any of them exercised. 

Q Never since the plan has been 

A That's right because it wa s a relatively ne w 

plan. 

Q And, of course, that would be Southern 

Compa ny stock? 

A Yes . 

HR. BURGESS: Commissione rs, I wa s hoping t o 

see if I could get from Mr. Scarbrough some t ype of 

exhibit that wou l d break out the various types o f 

compensation for the years that are provided, that have 

been provided throug h the document that we 've 

distributed. Anu also f or p~ojected 1990. 

COMMISSIONER BEARD: Can 1 ask a qui c k 

question? 

Somewhere i n my memory bank there are two 

compone nts of the -- what's been termed a bonus but 

per~ormance incentive, isn't there? There is a 

compo nent associated wi th the gene: al perfo rmanc e of 
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the Company and then there's a performence associated 

with the performance of the individual ? 

WITNESS SCARBROUGH: There wa s beginning in 

1989. There are two. One of them is called the PIP, 

"The Productivity Improvement Fcoqram," wnich is 

limited to probably 12 to 15 employees at Gulf Powe r 

Company. And then there is the " Performance Pay Plan," 

what we call t he "PPP Plan." And that, in 1989, was 

available to your exempt employees. And in 199 0 will 

be available both to your exempt and nonexempt 

employees but not available to the covered, the un ion 

employees . 

COMMISSIONER BEARD: Okay. Wh~t I' m trying 

t o delineate is do llars-- and I'l l use the term 

"bonus." I don't mean t o be prejudicial with 1t, but 

dollars in excess of base salary associated wi th the 

genera l performance of Southern Company, I don't thlnk 

is where we were hea ded. I think it wa s more on 

individual performance. Is that a separate tiqur~ ? 

WITNESS SCARBROUGH: The Performance Pay 

Plan, which was initiat~c in 1989, h as nothing to do 

with Southern Company's -- the Souther• Company's 

performance. But the Productivity Improveme nt Plan 

does, is tied to the Southern Company pertormanr.e. 

COMMISSIONER BEARD : It's tied to Southern 
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1 Company and to the individual goals established at the 

2 beginning of the fiscal year? 

) WITUES~ SCARBROUGH: At Gult Power Company, 

4 yes, that's correct. 

5 COMMISSIONER BEARD: For an individual. In 

6 other words, there is a way to delineate ind iv idua l 

7 performance? 

B 

9 

10 

WITNESS SCARBROUGH: Oh, yes. Yes. 

COMMISSIONER BEARD: Okay. 

MR. BURGESS: Jn addition, Hr . Scarbrough is 

11 it possible to find out 

12 WITNESS SCARBROUGH: Let m~ -- I want to m~ke 

13 sure that I tu lly a nswer Commissioner Beard's question. 

14 In 1989 you had an individual component and a 

15 corporate component of t he Productivity Improvement 

16 Program. The individual component had something to do 

17 w1th the individual's performance. In 199 0 , in this 

18 beginning in 1990, that individual component is no 

19 longer there; it's just the corporate component. And 

20 the corporate component really has nothing to do with 

21 t he performance of t h e i nd ividual. It's the 

22 performance of the Southern Company. 

7.3 COMMISSIONER BEARD: It probably works out as 

24 well. I was more interested in historically, anyway. 

25 WITNESS SCARBROUGH: Yes, sir. 
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Q (By Mr. Burgess) Under this par ticular 

reporting method, how would you deal with it when -- if 

individuals redeem the ir stoc k options under this plan ? 

Would it go ~ nto the followi ng year? I mean, would you 

come up with some type o f --

A It would go i nto the year that they exercised 

it. 

Q Okay . So it would likely bo the year 

following the yoar at. which they earn tl.e particular 

stock option, would tha t be correct? 

A No . I think these stock options have like, I 

think ten years. You could go ten years a~d neve r 

exercise the thing . I mean if you have got a S29 

r edempt ion pr1ce a nd the s tock never gets to a b L•Ck-29 , 

nobody's going to exerci3e it. It ha s a pote~tial 

value but it may n e t really have an absolute value, and 

that could j ust depend on what th e the stock d oes . 

Q Is there a lapsing mechanism on the opt ions? 

A Ten years. 

Q Te n year s . So they acc umulate tor ten year s ? 

A Well, I mean, if you get one in 1989, lt 

expires ten years later. 

COMMISSIONER GUNTER: Let me ask you a 

question about that. 

How would you show -- to r instanc e , I thlnk 
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1 the o ne th~t I looked ~t in your filing is the pr! ~e i s 

2 something less th~ n $22. And th~t's where the three 

3 folks w~re illu s trated. That w~s Horton, McCrary and 

4 somebody else -- and Parsons. And the price w~s 21 7S 

5 per share. And that's on 3-7 of your riling in yo ur 

6 Section F. That's the 10 -Y. I'm looking at here. 

7 WITNESS SCARBROUGH: Could we get that 

8 please, sir? 

9 COMMI SSIONER GUNTF~: I' m not going to talk 

10 about the numbers. I just wi'lnt t.o talk about the 

11 oper~tion. 

1 2 

13 

WITNESS SCARBROUGH: All r ight. 

COMMISSIONER GUNTER: It the pri c e were )1 7 ~ . 

14 would you show that in the ye~r they exercised a t $1 0 a 

15 share? 

16 

l 7 

WITNESS SCARBROUGH: Yes. 

COMMISSI ONER GUNTER: All r i ght . Then what 

18 would you do if, in fact , they held on t o the s toc k ? 

19 Because the only cash they would rec e ive i s i: they 

2 0 bought it !l nd ther, in turn sold it . 

21 WITNESS SCARBROUGH: Y.ou wo uld d o it - - wh e n 

22 they exerciso! the option whether they s old it or no t , 

2 3 it wo uld be th~n. 

2 4 COMMISS I ONER GUNTER : It wo u l d show i t ~s a 

25 cash benefit. And i r you fell on ha rd time& a nd al l o f 
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1 WITNESS SCARBROUGH: That's exactly r ight. 

4 ~lthough, you would have establ ished a basis !or it at 

5 the redemption value because you have c;ot income, and 

6 then if it ~ent down, you would have lost money but at 

7 lease you qet a tax deduction for it. 

8 COMMISSIONER GUNTER: ~11 right. I 

9 understand. I just wanted to understand what the 

10 mechanism was there, whether you recorded the losses, 

11 too . 

12 

13 Q 

WITNESS SCARBROUGH : No . No, sir. 

(By Mr. Burgess) Is the redemption value 

14 adjusted annually? 

15 

16 

18 

A 

Q 

A 

The redemption value? 

Yes. 

I'm not too sure, Ste~e . Mr. Jackson could 

- - I don't think that i t is. I think once you get the 

19 issue for 1989, I think that redemption value is fixed, 

20 but I'm not absolutel y sure of that, and Hr. ~ackson 

21 ca n answer ~hat question . 

22 Q It's fixed tor the options that you earn for 

23 19d9, but then 1990 ' a would be adjust~d tor some --

24 A Could be. That's my understanding, but you 

25 may want to verify that with Mr . Jackson. 
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1 Q Do each of these indiviauals receive t he same 

2 number o f options or options f o r the same number o f 

3 shares? 

4 No. 

5 Q Would all have th~ same redemption pricP? 

6 Yes. 

7 Q Can you make available in this the number o f 

8 sharea that each of the individuals receives opt1ons 

9 for in that given year? 

10 By year? 

11 Q Yes, sir. 

1 2 A Yes, we can. 

13 KR. HOLUL~D: Steve, let me c larify that. 

14 You don't want the number of the shares avail a ble to 

15 them but t he number they actually --

16 WITNESS SCARBROUGH: No, he wants --

17 KR. BURGESS : No. I want the number ot 

18 shares for which t hey earned options in a g)ven year. 

19 KR. IIOLLAND : Ok~y. 

20 Q (By Kr . Burgess) And then if yOll could a 1 so 

21 provide the redemption price , yes, t he redemption pri ce 

/.2 in a given year, for a 9iven year's s~ock. 

:n Okay. 

24 Q Now, as I understand it, what's pres~nted 

25 here does not inc lude various bel,ef i ts such as 
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insur3nce prem iums and that type ot thing? 

A Well, the -e are several differenc es. Yo u 

can't tie this figure -- might as we ll go ahead and get 

t~ is out in the open so we'll both have an 

!understanding because if we d on't, we come back y o u say 

that's not what you wanted -- you c an't tie this figure 

in the 10-K to the W-2 Form and there are several 

reasons. Number one, included in the 10-K is some 

contribution by the Company to the Employee Savings 

Plan. It's included in the 10-K, but that' s not 

taxable t o the individual unt il he actually, you kno w, 

withdraws those securities upon his ret~remcnt or 

termination from the Company. so it's on h e re as a 

cash compensaticn, but it's not on hi s W- 2. 

Another thinq you have to remembe r is, what' s 

shown here, let 's say an example 1989, wasn't paid to 

these employees in 1989, it was accrued in '89, and 

trued up in 1990. But it's the actual amount t h a t they 

got paid, but they got pa1d in 1990, but lt she ws here 

in '89 . 

Q Th e indiv idual be ing on th e cash busis for 

tax reporti ng purposes? 

A That 'c right. And then there a re those 

differences . And then on t he W-2 you have t~ings l1ke, 

I re c kon the two-- you have, t or instance, l: ke th e 
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1 personal us e o t an automobile would not be o n here, but 

2 it would be on the W-2 Form . And also, a s you sa1d , 

3 t her e i s a c ert4 1n amount that is imput e d a s i ncome 1f 

4 you ha ve li f e i nsur a nce over, J think t he f igure is 

5 $ 50,000 , a nd that i s not on here, but wou l d be o n the 

6 W- 2 Form. So I'm s a y i ng you can't actua l ly matc h 

7 tnese, and I just wanted you to have a c lear 

8 unders tanding ot that. 

9 Q Okay I a ppreciate that. 

10 So in the breakout o f trying to pres ent a 

11 full compensation package of each o f the individuals , 

12 would you be able to present certain bene f its such as 

13 insurance premiums and that type of th i ng ? 

14 

15 

A 

Q 

Yes. 

Okay. You have then listed be low Lhose tr.~t 

16 are ident i f ied individua l ly, a group, execut ive 

17 o ffi c ers as a group, and an a mount f o r those . That 

18 group, tor instance, in ' 8 6 include s ei g h t pe r sons . 

19 Tha t woul d be three i n additi o n t o those f1vc ll sted, 

20 i s tha t co r r dc t ? 

21 Le t me make s ure t hat-- r ight, l t ·~ou ld be 

~2 three people in add ition to the e i gh ~ . 

2) 

2 4 

Q 

A. 

Ok ay . 

I t would be three peopl e 1n a dd i t io n t o ~ he 

25 five t o t ali ng eight, I ' m s orry. 
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1 Q Can you then, whether it's a column or a 1ow, 

2 simply lump the remaining three tha t would be included 

) here and they need not be identified individual ly? 

4 We ll, bas i ca lly, you want t he sam~ breakdo wr. 

5 tor these threE peop le as you want wi th the others. 

6 

7 

8 

Q 

Q 

Exactly. Yes, sir. 

And I think that's all the intormation -

COMMISSIONER GUNTER: For eac h of the years, 

9 Steve, or the one year? 

10 MR. BURGESS: Yes, sir. For each of the 

tl years, incl~ding 1990, looking f o r some type of trend 

1 2 or some type o f examination on a trend basi s. 

l J COMMISSIONER GUNTER: Oka}. 

14 MR. HOLLAND: Kr. Chairman, let me just. 

15 i nquire of Hr. Burgess. It was my unde rstanding from 

16 wha t Hr. Shreve sa~d yesterday a nd i n my conversat ion 

17 with Hr . Burgess that this is requested under Issue 5 0. 

18 Would that be a fair --

19 

20 

HR. BURG~SS: Y~s. 

HR. HOLLAND: - - r easonab leness o t salaries 

21 and employee benefi t s? 

2L 

23 

l4 

25 this? 

MR. BURGESS : Right. 

MR. HOLLAND: Okay . 

CHAIRMAN WILSON: When will w~ be able to sec 
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WITNESS SCARBROUGH: We should -- tom~rrow. 

CHAIRMAN WILSON : Okay . So I'll give it the 

3 No. 550. I'm not going to designate i t a late-filed . 

4 COMHISSlONER EASLEY: Is that all part of 

5 549? 

6 

7 

8 

9 

10 

CHAIRMAN WILSON : Huh? 

MR. HOLI.Jl!in : No. 

CHAIRMAN WILSON: We've al r eady gotten 549. 

COMMI SS ION ER GUNTER: That was my effort. 

CHAIRMAN WILSON: Because we'll see it before 

11 the e r ,d of the hearing. 

12 COMMI SSIONER EASLEY: Oh, okay. You hadn't 

13 giver it a number yet. 

14 (Exhibit No. 550 marked for identit ication. ) 

15 MR. BURGESS: Okay. And just to make s~re 

16 what we're talking about, rather than the total 

17 c om:>ensation, or in addition to the total compensatior., 

18 the breakdown into base pay and the amount under PIP, 

19 PP~, et c etera. 

20 WITNESS SCARBROUGH: Basically, as I 

21 understand what you want to see is the 10K figure 

22 b1oken down between base pay, incentiveb , other cash 

23 cvmpensation, and then otber non- and then the non~ash 

24 < ~mpensation , for a total. Which would basically give 

25 you the l OK numbers plus your noncash compensation. 
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MR . BURGESS: Yes, thank you very much. ~nd 

2 that's all the questions we have ot Mr . Scarbr ough. 
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1 CROSS EXAMI NATION 

2 BY MAJOR ENDERS: 

J Q Good morning, Mr. Scarbrough. I just have a 

4 few questi vns for you. I want to visit with you on the 

5 wri t e-up of Gulf's portion of Plant Scherer, contained 

6 

7 

8 

on Pages 43 to 46 of your prefiled testimony. (Pause) 

A Okay, sir. 

Q The original cost of Plant Scherer, your 

9 portio n o~ Plan~ Sch erer to develop, wa s 24.266 

10 million? (Pause) It's on 44. 

1 1 A This has to do with only the common 

12 facilities for Plant Scherer. This is not ~11 of Plant 

1 J Scherer by any means. This is j ust the co~~~tr.on 

14 facilities that go with our 6.25' of the total 

15 four - unit p lant of Plar.t Scherer at Georgia Power 

16 Company. But that's right. That's the original cost 

17 of t4,266,406. 

18 Q And on the next page, Page 4, The Accumulated 

19 Depreciation is approximately 3.8 million? 

20 

21 

A 

Q 

That's correct. 

But Gulf wants t v inc lude within rate base 

22 the Scherer facil itie~ at 29.132 million , correct? 

2J A Which is what we had to pay !or tho se, which 

2 4 wa s the original, which was the cost of those 

25 facilities . It's the original c o s c plus the cost th a t 
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1 the Oglethorpe Power Corporation and the City or 

2 Dal t on, there's a c arrying cost for them carr ying those 

3 facilities that were our shara for the period !rom the 

4 time they had them and the time t hat we purchased them. 

5 That's the differe nce between the 24 and the 29. 

6 Q So basically, what you would term an 

7 acquisition adjustment for the interest or carrying 

8 charge? 

9 We ll, it's no t what 1 would term an 

1 0 acquisit ion adj ustment. It 's required by the Federal 

11 Ener gy Regulatory Commission that we account for it a s 

12 a plant acquis ition adj ustment. 

13 Q But wou ld you agree with me that the o riginal 

14 cos~ of the facilities, minus the accumulated 

15 depreciation, is some 8.68 million less than what Gulf 

16 wants to put in rate base? 

17 You ' re talking -- but you're t al king about - -

18 and that's e xact ly right. The answer to that is yes. 

19 And the 8 million you• re t alking about is the pla,t 

20 acquisition adjustment. I t is the r e because of an 

2 : accounting requirement that requires that when you 

22 purchase an electric s ys tem that the diffe r ence between 

23 tne orig inal cost, less accumulated deprec1at1on --

24 wh ich is the book value on the books o! the pe r s on that 

25 you purchased t t from -- and what you paid him for lt , 
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you have to record as a plant acquisition adjustment. 

However, it does not mean that that was in 

excess of cost. Because in this parti cu lar c ase, what 

happened in 1~77, in 1980, Georgia Power Company sold 

common facilities to Oglethorpe Pow~r Corporation in 

Geor9ia with the agreement that they would buy them 

bac k later when Unit 3 came on line. 

When we purchased 

MAJOR ENDERS: Thank you, sir. 

MR. HOLLAND: Let him finish, please. 

MAJOR ENDERS: Okay, he can go ahead . 

MR. HOLLAND: Okay. 

A So when we purchased 25\ of Unit 3, we also, 

in that agreement, agreed that we wo ul d !ulfi !l 

Georgia's responsibility to buy our !ai r share tha t 

related t o the 6.25\, which is 25\ o! the units t imes 

25\ of the ownership of Unit 3, which would be 6.25\. 

We agreed to fulfill their respons1bility to buy those 

common faci lities fcom Oglethorpe and Dalton. 

Oglethorpe and Dalton had paid carrying cocts that 

would ha ve been paid by Gulf Power Company over this 

period of time from the time they purc hased them up to 

t he t ime tha~ we bought them from 1977 up through 1 9 

o r ' 77 and '80 up t hrough 1987 . And all we did wa s 

re imhu r se them their carrying costs bec ause it surely 
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1 would not be proper tor them to pay the carrying cos t 

2 on something that belonged to Gulf Power Company. 

) Q Let me see if you agree with this quest ion. 

4 Would you agree that the interest or carrying charge 

5 represents a clain for so-called regulatory lag? 

6 

7 

A 

Q 

No. 

Would it be fair to say that it's 

8 well - settled that utility plant added to rate base is 

9 added in the amount of the original cost minus 

10 accumul nted depreciation? 

1~ A No. That's absolutely not. We've added the 

12 plant acquisition adjustment is part of th i s rate base. 

1) Q Doesn't the accumulated depreciation 

14 represent funds that have already been paid t o Gulf by 

15 the ratepayers? 

16 A No. See, t h is accumulated depreciation 

17 wasn't on Gulf's books, this was on Oglethorpe and 

18 Dalton's books. The truth of the matter, if you really 

19 get d own to the absolute truth of the matter, it wasn't 

20 actually on their books. Some o( it was on their 

21 books, it was on there wrong, and Dalton didn't even 

22 have any depreciation on their books but we're required 

2J to estimate that depreciation. 

0 Aren't we gating a new set of ratepayers t 0 

25 pay it a second time? 
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A First of all, 1 do not know how Oqlethorpe 

and Dalto n treated this . But let's JUSt assume - 

first o f all, I' l l assume they're unregulated, s o to 

speak , l ke most municipals and coope r atives are, ! o r 

rate~akirg purposes. However, let's j ust assume that 

they did recover these carrying costs, this 

depreciation, during this period of time that they held 

it, from their customers. 

When we purchased it back, we pa id them thos~ 

d o llars. If their regulation is being d one proper ly 

like it would be done in this Commission, thoy would 

have to give that money back to those same customers. 

So it's a zero cost to those customers. So they break 

even. And now we hava it on our books. 

Their customers w~re made whole, we pa1d ou r 

!a i r share for those common racilities. There wa s no 

profits i , volved here or anything like t h is. Thls 1s 

not like you have in some water and sewer cases, where 

a guy se l ls i t and makes a biq profit. This wa s not 

the c a se . The irtent of this agreement was t hat you 

purchase these common facilities at c ost. That 's 

e xa c tly wt1 at we did. 

MAJOR ENDERS: I have noth i ng furthe r, Hr . 

Chairman. 

COMMISSIONER GUNTER : Let me just fo llow up 

FLORIDA PUBLIC SERVICE COMMI SSION 



1 

I J9, 

just f or a second. Hr. Scarbrough, tho~e common 

2 facili t ies that you a1d the Ma jor have been speaking 

) of, whose AFUDC rate was utilized in the calculation c f 

4 those f igures? Do you know what that rate was ? 

5 WITNESS SCARBROUGH : 'tou mean originally? 

6 COMMISSIONER GUNTER: No. 

7 WITNESS SCARBROUGH: for the original cost, 

8 or in~luded in the amount -- the di ff erence between the 

9 original cost and what we paid? 

10 COMMISSIONER GUNTER: The difference b~twecn 

11 origi nal you know, the FASB folks l1 ke to talk about 

12 creation of an asset. 

13 WITNESS SCARBROUGH: Yes, sir. 

14 COMMI SS I ON ER GUNTER: And you have an AfUDC 

15 rat~ . a carrying cost rate, that you've been re ferr1 nq 

16 to. A c arryi ng cost rate applied against those asse t s. 

17 WITNESS SCARBROUGH: Right. 

18 COMMISSIONER GUNTER: Whose AFUDC rate wa s that ~ 

19 WITNESS SCARBROUGH : 't'ou•r·e talk1ng about on 

20 the original c0st , developing the original cos t ? 

21 COMMISSIONER GUNTER: I'm talking about what 

22 you paid for it. You know, you start w1th original 

23 cost, mi nus deprec1~tion, plus the carrying ~ost as 

2 4 understd nd - - and really, it' s not minus depreci~tlon. 

25 It's or . ginal cost, plus the creation of the a•;set 
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WITNESS SCARBROUGH: Yes, sir. 

COMMISSIONER GUNTER: All right, no w, a very 

simple question. Whose AFUDC rate did you use in o rder 

to arrive at ~hat figure? Theirs? Yours? Southern 

Company' ~? Georgia Power's? 

WITNESS SCARBROUGH: The original cost -

let's j ust take it one step at the time, it we can. 

COMMISSIONER GUNTER: Okay. 

WITNESS SCARBROUGH: The original cost, the 

$24 million, the AFUDC rate that was used for that, 

some of that would have been probably Georgia's rate to 

the extent that they had already begun construction 

prior to the t ime of selling it to them in 1979 and 

1980 . But you've got to r£member, this plant -- these 

~ommon facilities weren't completed in '77 and '80 , 

they were under construction. 

COMMISSIONER GUNTER : Well , we'll get into a 

c hronology about when it was built, when it was 

pur~hdsed, and what have you. I have that and provided 

tha t to your attorney, so I know it's not a surprise. 

WITNESS SCARBROUGH: I reckon what I 'm 

say i ng, though, is some piece of it would be Georgia's, 

and then some piece of it wou ld be Oglethorpe. And 
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through AFUDC, and that's what you paid for it. 

that right? 

WITNESS SCARBROUGH: Yes, sir. 

)92 

Isn't 

COMMISSIONER GUNTER: Al l right, now, a very 

simple question. Whose AFUDC rate did }OU use in order 

to arrive at that figure? Theirs? Yours? Sout-he r n 

Company's? Georgia Power's? 

WITNESS SCARBROUGH: The original cost -

let's just take it one step at the time, if we can. 

COMMI SSIONER GUNTER: Okay. 

WITNESS SCARBROUGH: The original cost, the 

$24 million, the AFUDC rate that was used for that, 

some of that would have been probably Georgia's rate t o 

the extent that they ha~ already begun construction 

prior to the tirue or selling i~ to them in l ~7 9 and 

1980 . But you've got to remember, this plant -- these 

common f~cilities weren't completed in '77 and '80, 

tney were under construct1on. 

COMMISSIONER GUNTER: Well, we'll get into d 

c hronology about when it was built, when it was 

purchased, and what have you . I have that and provided 

tha t to your attorney, so I know it' s not a surprise. 

WITNESS SCARBROUGH: I rec kon what I'm 

s aying, though, is some piece of it would be Geotgia' s , 

and then s o me piece of it would be Og lethorpe . ~nd 
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then the difference between the orig i nal cost and what 

we paid them -- we woul<i.1' t ca 11 it Af'UDC, we'd call i t 

carry ing cost , but t hat was the weighted average debt 

cost during the construction ve riod of Oglethorpe and 

Dalton. 

period. 

COMMISSIONER GUNTER: That was the weighted 

WITNESS SCARBROUGH: Average debt cost. 

COMMISSIONER GUNTER: -- average debt cost. 

WITNESS SCARBROUGH: During t h at construction 

COMMISSIONER GUNTER: Where cau we see a 

c hro n ological, year-by-year, calculation of cha t? Hr . 

Scarbrough, I have to be very honest with you, the day 

of " Trust me" are gor.e. You know, " Trust r:oe about the 

c alculation." I've got to see them . 

WITNESS SCARBROUGH: Okay . I'll be happy t o 

show you. 

COMMISSIONER GUNTER: Where would we be able 

to see that and identify whose cost that was ? It i~·s 

cost-to-debt, at what rate, that's fine. I've 10t no 

problem with that. But as 1 went through, I haven't 

been able to find t hat. Do you understa nd what I'm 

saying? 

WITNESS SCARBROUGH: I think, we, tha t would 

be a pretty good task. We may very well have to go 
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back to Oglethorpe and Dalton's book A and got some o f 

that. But I think we could make an attempt t o d o that. 

COMMISSTONER GUNTER: But at some po int in 

time when you make the purchase, it would appe ar tha t 

you would have told them to "Belly up, b? y s , befo re we 

buy it," as to how you reach that rate. 

WITNESS SCARBROUGH: This has been, thl s 

trans~ction has been aud i ted. And, in !act, it was 

audited rather recently and discovered that we ended up 

getting a $620,000 refund out of it 

COMMISSIONER GUNTER: Okay. I'm j u s t, I j ust 

need to see that portion, th~t asset c reatlon po rti on, 

how that was done, you know. And who se was u s ed. 

understand it was under construction for a wh 1l e a nd 

understand 

WITNESS SCARBROUGH: It's probably go 1nq to 

end up being about two or three different peo p l e's 

done, but 

COMMISSIONER GUNTER: But at l east )t would 

give us , we would have a trai l 

WI TNES S SCARBROUGH: I under s tand. 

COMMI SSIONeR r.UNTER: -- ot under s tand i nq 

wha t the tiqure is . Because I don't under s tand t oday 

wt.at the figure is. I'm just honest wi t h you. 

WITNES~ SCARBROUGH: Y ~u don't und e r s tand t he 
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1 original cost? 

2 COMMISSIONER GUNTER: No. I und e rstand what 

) the o r1 gi na l cost was. The origina l cost was the cos t 

4 t o cons truc t 1t t o the point ~hat i t wa s avai lable f o r 

5 u s e, altho ugh at the time it wao s o ld, it wasn't 

6 available tor use because you didn' t have the generato r 

7 t o use the c ommon facilities on it. 

8 But at the time that it wo uld have come in 

9 a nd been a completed project, rubber-s tamped o!f, from 

10 that po int forward, that's the piece t ha t I' m 

11 interested in, is how was that, ho w wa s that asset 

12 c reation accomplished? 

1) WITNESS SCARBROUGH: We'll ~ake an attemp t t o 

1 4 g e t that f o r you. 

1~ COMMISSIONER GUNTER: Okay, could I ha ve a 

16 l a t e-tiled on that, Hr. Chairman? 

17 

1 8 

19 

20 

CHAIRMAN WILSON: 551. 

COHMI~S IONER GUNTER: 551 . 

(Late-filed Exhib i t No. 55 1 ident i f ied .) 

COMMISSI ONER GUNTER: Th at wou l d b-,: " Ca r· r y 

71 Cost Calcu la tions An~ually ! o r Common Fac1 l i t ies 

22 Scherer J ." 

.l) COMMISS IONER EASLEY: Who di d that aud 1t you 

2 4 just mentioned, Hr. Scarbrough ? 

25 WITNESS SCARBROUGH: Sou t hern Company 
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1 Services. 

2 COMMISSIONER F~SLEY: When WA S that? Last 

J year or two Jears? 

4 

5 you. 

6 

WITNESS SCARBROUGH: Just a moment, I'll tell 

COMMI SSIONER EASLEY: All right, I was 

7 willing to settle !or a ballpark. (Pause) Mr. 

8 Scarbrough, I really don't need an exact date, if you 

9 would just ballpark. 

10 

11 

WITNESS SCARBROUGH: It was '89. 

COMMISSIONER EASLEY: Okay. That's c lose 

12 enough !or government work. And from whom did you 

1J receive the $620,000 refund? 

WITNESS SCARBROUCH: Oglethorpe Power 

15 Corporation. 

16 

17 booked? 

18 

COMMISSIONER EASLEY: And where was thdt 

WITNESS SCARBROUGH: It was booked as a 

19 credit to plant service. 

20 

21 

COMMISSIONER EASLEY: Okay. Thank you. 

MS. RULE: Commissioner, one or our 

22 supplemental exhibits contains the audit that you're 

2J discussing. 

24 COMMI SSIONER EASLEY: Okay, I'm going tog~~ 

25 tne date after all. 
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CHAIRMAN WILSON: Go ahead. 

2 MS. RULE : Comm jssioner, we have some 

3 9Upplemental exhib)ts. My understanding is that Gul f 

4 is willing to stipulate them i n. And I would like to 

5 have exhibit numbers assigned at thjs time. 

6 I passed out the other day a Staff 

7 supplemen tal exh ibit l ist . It i ncludes identi flca tion 

8 numbe r s and titles for Staff's 152 through 157. And 

9 Mr . S t one has indicated t hat Gulf wou ld be willi ng to 

~0 stipulate to these e xhib i ts a nd r would like to ask it 

11 anybody else has a ny pro b lem wi ~h stipulat1 ng the 

1 2 exhibi ts at this time ? 

1) CHAIRMAN WILSON : All the othe r pa rt ies that 

14 ha ve seen this pacxaq e have any concern with this? Any 

15 objection? No? 

16 

17 

HR . BURGESS : (Sha kes head f rom side to side . ) 

CHAIRMAN WILSON: Good . Al l right. The 

18 numbers you have ass~gned o n here are j ust your 

19 numbers? 

20 MS. PULE : Yes. We ne ed hearing exhibit 

21 numbers and I believe the first one would be --

2 2 CHAIRMAN WILSON: 552, 553, 554, 555, ~ 56 and 

23 557 . 

24 HS . RULE: Thank you. 

25 (Exhibit Nos. 552 t h ro1•g h 557 marked t o r 
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identification.) 

CROSS EXAMINATION 

BY MS. R~LE: 

0 Hr Scarbrough, you should have in front or 

you, I believe, two exhibit packets, one labeled " S tat! 

Exhlbits" and the other "Supplemental Exhibits." And 

believe we have also given you a copy of Exhibit No. 

~3 0, which is the Staff Aud it Report. 

In Mr . Larkin's testimony, he made the 

statement that resale agreements related to the 

acquis1tion of common facilit ies from Oglethorpe and 

the City of Dalton were all part of The Southern 

Company obligation and were not transactions neg o tlated 

by Gulf Power . To what extent d id Southern Company 

particip ate in the negotiat ions and signinq? 

A The negotiations and signino ot the 

transaction between Gulf and Georgia Power Company o n 

purchase of Plant Scherer. 

0 The resale agreements related to Gulf's 

acquisition of the common facilities. 

A There may have been a couple of Southern 

Company Services employes s at ou r request that w~ s 

assisting with that. out for the most part, that was 

between Gulf Power Company and Georgia Power Company. 

0 And that was largely negotiated b y Gulf ? 
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A The purchase o! our portion of Plant Sc here r? 

Q Yes, sir. The resale. 

A Yes. 

Q Were any problaDS encountered by the So u thern 

Company 

Servic es auditors in determining original costs and 

accumulated depreciation reserve balanc e o t the comcon 

fdcilities? I believe you discussed the problem with 

deprec iation balance. 

A I'm not too sure I understand. Are you 

referring to so~ething? Can ! look at what you' r e 

referring to? 

Q No, sir. You were discussing that the Ci ty o f 

Dalton didn't carry a depreciation ba lanc e r eld ted to 

Sc herer on its books, is that correct? 

A That's correct. 

Q How did you figure out one t o put on your 

books? 

A We went back and tried to rec reate that based 

on an estimate o! the depreciation for those type items 

tor that period of time and made an e Gti mate based on 

that . 

0 Wa s this done by Gulf Power o r by SCS? 

A Gulf Power Compa ny did. 

Q Do you know why Ogletho rpe Power boga n 
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1 depreciation in 1984 instead of 1982 when the 

2 facilities went into service? 

3 I sure don't, but we adjusted that 

400 

4 depreciation back to '82. We also had to do that also. 

5 We had to try to get the right amount cf depreciation 

6 on the books in order to satisfy the PEkC accounting 

7 requirements. 

8 0 Mr. Scarbrough, I'd like you t~ look in the 

9 supplemental exhibit packet. We've identified an 

10 exhibit as No. 55 j , but on your copy it's identified as 

11 Staff 's 153. 

12 

!) 

14 

15 

A 

0 

A 

0 

Okay. 

Do you have that before you? 

Uh-huh. 

I'd like co direc t your attention to part of 

16 tha~ exhibit, the Gulf Power Company ~udit of the 

17 Oglethorpe Power Corporation, sales pri ce adjustment 

18 for Plant Scherer common facilities. That's part o f 

19 the December 8th, 1989 audit that Commissioner Easley 

20 was inquiring about, is it not? 

21 A Decembrr St .h? 

22 0 Yes, sir. 

23 A Okay. 

21 0 Look i ng at t .he last page of that report, Page 

2 ~ 4 of 4, there's a statement that said -- it's about ~he 
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1 fourth paragraph down. 8 ln addition , there exists 

2 potential future adjustments to the common facilities 

3 cost and capacity buy-back components." 

4 Do you see that? 

Yes, uh-huh. 5 

6 

7 

A 

Q 

A 

What future a d justments may need to be made? 

We don't know . As I said, they're minor. I' 111 

8 not suro there are any, but there are some 

9 poss ibi 11 ties. It's primarily got to d o with the past 

10 ~uy-back components by Georgia Power Company, but, as 

11 it say s here, they would probanly be minor , and we 

12 don't know what they would be, but they would be minor. 

13 As far as we know, when you take into consideration 

14 these refund - - the overcharge be~ause they included 

15 some o f the Unit 2 costs in the Unit 3 common 

16 facilities, and we got the refund , that'~ the on ly 

17 refunds that we have received so tar. And, you know, 

18 t hat ' s where we a re today. But as to what these future 

19 adjustments -- if we had kno wn what these were, we 

20 would have obviously made those . 

21 Q Do you know what type of adjustments t hey will 

22 be? 

23 Well, they would be adjustments to the plant 

24 service balances, not the deprer. iation, but it would be 

25 adjustments, either up o r down , to the plant service 
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balances. 

Q How wi ll those be determined ? Will tha t ~ 

t hrough another audi ~ ? 

A Yes. 

Q Will that be a Gulf audit or scs audit ? 

A It will be an SCS audit . 

Q Do you know when tha~ audit will be performed ? 

A No. 

Q The same document that I j ust referred t o you 

states on Page 3 of 4, the first paragraph, that Gulf 

has also reque~ted information from Oglethorpe Power to 

recompoute the revisrd gain f o r Gulf 's f inal booki~g of 

the electric plant acquisition adjustment. Could you 

tell me what that gain re lates to? It's the first 

complete parag raph on that page. 

A I'm not too su r o exact ly wha t they're talking 

about. I'll assume that they're talking abou t Georg1a 

' Power Compan y 's gain, which has got to d o with the 

capacity buy-backs, which, of course, affects the tot~! 

amount. I'll assume t hat that's what they're talki ng 

about here. r can, you know, try to get t he ~nswe r f or 

you, but beyo nd that I do not kno w. 

Q Did Georgia recognize a gain on the s al e? 

A Georgia billed Oglethorpe again earlie r on f or 

around a million bucks t o do with the co~on 
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40) 

And when you 

2 get the 29 mi llion, that million dollars ha~ been taken 

J out of tha t figure. In fact, i f you'll go-- we can 

4 identify that . If you've got do you have all th r ee 

5 of these audits here together? 

6 

7 

Q 

A 

Yes, sir . 

Jf you'l l look on Page 4, Page 2 of 4 o! the 

8 a udit dated January lOth, 1989 

9 Q I bel ieve that should be Page 10 ot: 20 o t ttl e 

10 e x.h ibi t. 

11 A 10 of 20 of the exhibit, you're corr ect . And 

12 if you'll look right in the middl e of the pages wher e 

13 it says, "Gulf' s portion" over to the right-hand c olumn 

14 unde r the total . 

15 

16 

Q 

A 

Yes. 

You see that they say Gulf' s portion is 

17 30,273 , 604. 

18 

19 

Q 

A 

Yes , under t he "total" cclumn . 

We've already talked about we booked 

20 $29,131,850. The difference is gai n tha t we re~e ived a 

21 refund from Georgia Power Company . And th a t ' s the 

2 2 reason we on l y recorded $29 million. See, t h e aud i t 

23 shows 30 , but we got a million dol lars ba c k wh ich we 

24 c redited to this account. 

2 5 Q Ha ve any addit i onal adjustme nt s bePn made t o 
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1 the price, or ary other aspect of the purchase of 

2 common facilities, since the October '89 adjustment ? 

J A Not to my knowledge. 

4 Q What is the adjusted net sales price of the 

5 commo~ facilities as or today? Can you provide that 

6 now, or would that be bette:- pt·ovided in the late - fil ed 

7 exhibit ? 

B A Now, this doesn't include any amortizatio n or 

9 anything. If we were to do it today, straight up, 

10 transaction today, the net amount on Gult ' s books 'Jould 

11 be 28,529,750. 

1:' Q Can you reconcile that amount to the 

1) $30,273,604 net sales price reported on Page 2 o f 4 in 

14 that December '89 scs audit? 

15 A That's the mill ion dollar ga i n and the 60 0 

16 that we received !rom Georg i a, take the mill i on - dollar 

17 -- r say it's million, it's a million-one-something 

l v gain, plus the 600. In other words, we got that fr cm 

19 Georgia Po'Jer. You start out with the )0 million that 

20 you're looking there, take th~ reimbursemen t that we 

21 go t from Georgia Power Company ot the 1 .1 mi lli on, and 

22 the $620,787, which we also got from Oglethorpe Power 

23 Corporation because they ha d some Unit 2 1tems in 

24 c.her e . If you take thos e two figures off of the SJO 

25 million you end up with 28,529,7~0. 
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1 0 Can you reconc i le the ad j usted net sales pr1 c c 

2 as of today to the $29,131,850 that you 've menti o ned i~ 

3 y <ur direct testimony on Page 44 , Line 2 ? 

4 A That's the $62 0 ,000. 

5 0 Wh~t's the amount of the acqu isi t ion 

6 aJjustment Gulf id reques ting i n ~ate base after maki ng 

7 a l l the adjustments for refunds and the other ones 

B wo 've discussed? 

9 A Wel l , I don't know what the 13-month average 

10 • o uld be, but I know the t otal plant acquisition 

11 adjustment that we originally ~ecorded was 8,680, ~ 07, 

17 a nd that's in my testimony. And the plan t a cquisition 

13 no w would be less than that. It would be $1 5 , 000 l ~ ss. 

l-1 t t would be 8,665, 44 7, a nd that repr eRents -- that 

15 $15,000 r eduction i s calculated -- tha t' s the c arrying 

16 c ost on the $620,000 we gu t refunded (rom Oglethorpe 

17 rower corporation, w~ich reduced the a cquisi t ion 

1 8 ad j ustment . 

19 

20 

I 0 What was the acquisition - - I'm so r ry. Was 

the acquisition ad justment for Plant Scherer commu n 

21 fa c ilities noted as a comp liance excepti on by :'J:::RC 1 n 

22 its audit for 1985 through 1988? 

' 2J II A 1 think ther e was a FERC issue there , yes. 
,. 

2 4 l l ~t me see if -- (Pause) Yes . 

., 0 And, in fact, d i d FERC order Gul f to amo rt1ze 
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1 the acquisition adjustment to a below-the-line account, 

2 unti l Gull can demonstrate specific ott'set.ting benefits 

3 to all customers, or un c il the adjustment is ruled 

4 fully recoverable through rates by this Commission? 

5 A I think that was their position, yes. ~t me 

6 tel l you what happened. Can I tell you what happe ned 

7 on that , please? 

8 

9 

Q 

A 

Certainly . 

Originally, we requested that that be 

10 amortized, the plan a cqu isition adjustment be amortized 

11 below the line to account 425. That wa s in 1988. 

12 When I became aware of that, t hat was before 

13 we closed the books in 1988, and I thought that wa s 

14 totally improper. Whoever looked i t up l n the FERC 

15 classification account didn't read far enough, so 

16 that's how we started recording it . 

17 Once I discovered that, in my opinion, it 

18 a~solutely ought to be recorded above-the-line, so we 

19 made an adjus tment and started recording it above the 

20 line at 406. We ha ve -- and, of course , FERC has tdken 

21 exception to thr t. We we nt back to FERC and a s ked them 

22 for approval to record i t, you know, above the line at 

23 406, a nd they cam6 bac k, as you stated, ond basically 

24 have said , "First o ! all, show us that all customers 

25 receive benefit of it," as you just stated, "and also 
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if you receive recovery from it." 

We, I r eckon probably a month ago, have 

refiled with FERC, asking them to allow us to recovery 

this above the line t o account 4 06, going into great 

d etail expl~in ~ng to them how this transact ion be nefits 

al l of Gulf's customers , and have explained t o them 

tha t we have requested it in this rate case. 

We are sort ot in a Catch 22 here, as I see 

it. You know, FERC wants us to get it approved by the 

Florida Public Service Commission ~e !ore they'll 

approve i t recorded a bove the line, and the Florida 

? ublic Service C0mmission wants to get FERC t o approve 

it recorde~ above the line. And one is sort ~ t wa iting 

on the other and we're really on a box on the t h i ng . 

But where we stand right now, we have aga in requested 

t o FERC to al low us t o recover it above the line . 

~ And at this po int you have rece1ved no 

author i zation to do so . is that correct? 

A No, ma 'am. 

Q No, it's not correct or no , you haven' t 

recei ved the a uthorizatio n ? 

A No, we ~ave not received the approva l t o do 

that. 

Q Thank you. (Pause) 

Mr. Scarbrough, I' d like to direc t your 
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attention now to what's been identified as Staff's 152 

and then numbered as Exhibit 552 . You wlll not have 

552 on your copy. It's contained in the supplemental 

e xhibit packet in !ront o! you. 

The title o! the document is, "I nvoices o f 

Timber Sales from Gulf Properties." 

A Okay. 

0 Sta!!'s 152 , now entered as Exhtbit 552, 

consists o! various invoices, payment vouchers and 

documents related to the sale or timber fr om Gulf 

Properties, does it not? 

A Yes. 

0 Are you familiar with timber sales at Plant 

Smi th and Daniel, and the Caryville site? 

A Yes. 

0 As !ar as you can tell, does Exhibit 552 

conta in all the doc umentation regarding ~ul f 's sale o f 

t imber f r om those properties? 

A I th ink t hat it does, '84 through '89, yes, 

ma'am. 

Q Are there any revenues from timer sales 

budgeted ! or 1990 !rom these pro perties , or any v thcr 

Gulf pro perties? 

A No, ma'am, there are not. 

We have asked our Land Department about that, 
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1 if they have any plans for 1990, also if they have any 

2 

) 

plans for 1991, and they tell us that the supervisor 

of tho Land Department told us that they have no plans 

4 for any sales of tiwber from any of our properties £or 

5 the years 1990 through 1991. 

6 

7 

Q 

A 

Do they have plans beyond that? 

I do not kno~ . That was the information that 

8 I received from them, '90, ' 9 1. We can get that 

9 i nformation if they may have it, but all 1 have is they 

10 say they have no p lans through '91. 

11 Q Could you tell me whether competitive bids 

12 were solicite~ prior to any of these s1les? 

! can't tell you, that wa s handled by the 1) 

14 Land Department . I would assume that they were, but 

15 do not know. 

16 

17 invoices? 

19 

19 

COMHIS~IONER GUNTER: Have you reviewed these 

WITNESS SCARBROUGH: Cursory, yes. 

COMMISSIONER GUNTER: Wou ldn 't you thlnk it 

20 would be the answer to your question , maybe and 

21 maybe not? Because wouldn't you think that it would be 

22 a l1ttle unr~asonable to have a bid for les~ than 2; 

23 cords of wood? I'm ~alking about the practical aspect . 

24 WIT1~2SS SCARBROUGH : The materiality of lt 

2; that's probably true, but when you are -- l woul d 
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1 th ink , like in Caryville, i n 19~4 there was 5425,000. 

2 

3 

I' ll assume that they probably sent a forester out 

there and maybe had him coordinate some kind or bid~i ng 

4 kind of thing. 

s C~~~ISSIONER G~~ER: That's the reason I 

6 sa id maybe or maybe not. You have got one that's a 

7 very large sale, which certainly you're going to go out 

8 fo r b i ds. Then there's some that I went through them, 

9 and you have some in there for 23.17 cords, I think. 

10 WITNESS SCARBROUGH: I change my answer t o 

11 maybe and maybe not. (Laughter) 

12 COHMlSSIONER GUNTER: Now , let me ask you a 

13 question. Have you got Page 1? You've got exhibits 

14 before you . Go to Page 5 . You've got Page 1 of ~? 

15 It's not included in t here. This i s the second page, 

16 Page 5 of 25 is Page 2 . 

17 

18 

WITNESS SCARBROUGH : Yes, si~. I see. 

COMMISSI ONER GUNTER: I was wondering wh at 

19 Page 1 was. It's not included in the package? 

20 WITNESS SCARBROUGH: That's a good question. 

21 1 don't know. 

22 COMMISSIONER GUNTER : Because, you know, it s 

23 sort o f --has Staff got that? It's a Staf f exhibit . 

21. WITNESS SCARBROUGH: I see 1t. Commissioner 

25 
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MS. RULE: 

fro:n Gulf, sir. 

411 

I'L told this is overythinq we got 

COMMISSIONER GUHTER: Let me aslt you a 

4 question then , Hr. Scarb~ough. 

5 MS. RULE: Commissioner, I believe it's out 

6 of order ar.-1 tho next page, Page 6, appear11 to be thG 

7 first page or that packet. 

8 COMMISSIONER GUNTER: Is that it, ' t' s just 

9 backwar Js? 

10 MS. RULE: I believe so, as far as I can 

11 tell. 

12 

1 ~ piece 

COHHISSIO~ER GUNTER· All right. That wa s a 

was trying to -- but that really d idr 't fit 

14 becaus~ there is a Page 2 on Page 7. And the typ ing is 

15 

16 

17 

differ<- nt. It's not the same letter. 

MS. RULE : You're right. 

COMMISSIONER GUNTER: You have a completion 

18 of a letter from St. Regis Paper Company on Page 6 t hdt 

:9 goes 01 and they have a signatu~e page on Page 7. 

20 

21 by --

22 

MS. RULE: You' re right and Page 5 is stgned 

COMMISSIONER GUNTER: I'm trying to find out 

2 ~ where I age \, that woul d accompany Page 5 . 

24 WITNESS SCARBROUGH: I don't know, I t h ink we 

25 could probably get that t'or you . Apparently t hat 1s a 
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l etter written by Jim Dunning, who, 8t that part1 c ular 

time, was responsible for the l4no Department. 

COMMISS IONER GUNTER: Could you get that ! o r 

Ut•? 

WITNESS SCARBROUGH: Yes, and I'm sure it's 

in the file because he wrote the letter t o somebody 

exp lai•ling this t o them. 

COMMISSIONER GUNTER: Let me j ust ask you a 

que s tion. 

WITNESS SCARBROUGH: In fac t, 1 have it here 

right now . 

COMMISSIONER GUNTER : We ll, that would be 

grea t . If we just get a copy of it, it would sat 1st y 

my curi osity. 

WITNESS SCARBROUGH: It was a letter fr om Hr . 

Jim Dunning to Mr. Bill Pugh, who is o ur Manager o f 

Plant Accounting. 

COMMISSIONER GUNTER: Al l r ight. I n making a 

determination of the value of p lant held tor fuLure 

use, yo u have a land total book c ost, and for tax 

purpOSl'S if you'te going to go buy raw land , • ou q o qat 

that thi ng cruised, so that if you sell t hat timber you 

d on't have to pay tax on i t . 

WITNESS SCARBROUGH: Right. 

COMMISSIONER GUNTER: When dld yo u all buy 
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1 t h is 1 ~ope~ty, the ca~fVille site? 

2 

) 

4 

WITNESS The 2,000 a c~es he~e ? 

COMMISSIONER GUNTER: \eah. In the ' 70s? 

WITNESS SCARBROUG: Can I gee some help he re ? 

5 Le t me find out what year it was. We didn't buy all 

6 the land 4t the same time but it wa s over a period o f 

7 time. ( Pause) 

8 Initially we bought some in ' 64, .:he majority 

9 o f it va& bought between '74 and ' 76 . 

10 COMMISSIONER GUNTER: The majority of it 

11 between ' 7 4 and '76. What was the date of this 

12 letter? You've gol the fi~s~ page o f it. 

:3 WITNESS SCARBROUGH: Dated Septem~r 13th, 

14 1984 . 

15 COMMISS I ONER GUNTER: 1984. So the t imber 

16 value on that p~operty i nc reased a lmost tenfc ld 1n ten 

17 years, 12 yea~s. 14 years? 

18 

19 

WITNESS SCARBROUGH: Yes. Walt a minute. 

COMM ISS IONER GUNTER: The reason J'm ask.nq 

20 the q uestion , HY. Sc arbrough, is about the t a xabil1ty 

2 1 on the timber sale , $425,000 worth of limbe~. I t you 

22 had a good cruis~ on the front end that' s non taxable t o 

~, you when you sell it . That 's you j ust getting )Our 

24 

25 

money bacx. 

WITNESS SC~RBROUGH: That's ri 9 ht. 
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COMMISSIONER GUNTER: I'm just a little 

interested - - I grow pine trees, you know. I d o n't 

have the kind of soil that woul d let we have a terfold 

return in anything 'ess than a bunc h o f ye ar s. was 

5 j ust wonder i ng , i n fact, if they're using Mirac le Grow. 

6 That's what grows b i g vegetables? 

7 WITNESS SCARBROUGH: Where are you getting 

8 and you're absolutely right,r don ' t see the 

9 COMMISS I ONER GUNTER: I ' m l ooking at tho sale 

10 price of timber of $425 ,000. That's Page 5 of 25 . And 

11 t he estimated timber value at the t . ime of purc hase o f 

12 $48,000. 

lJ 

14 

WITNESS SCARBROUGH: All rlght, sir. 

COMMI SSIONER GUNTER: And even if yo u 

15 c lear-c ut every stick of it, you had a bout a nt ne!old 

:6 growth in the value or the timber, and timber prt ces 

17 have not c hanged that much. 

18 WITNESS SCARBRO~GH: The only th i nq I can 

19 tel l yo u is that that estimate was made by t he St. 

20 Re gis Paper Company a nd l assume they kno w v hat t hey 

21 have to do, and this is after the !act -- i n fa c t, the 

22 question you're asking you not only have t o do what 

2J you're describing to det6rmine the taxab i lity o f it , 

24 but that's how you determine how muc h .s c apitall zed 

25 and ho w muc h goes to revenue. 
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J 

COMMISS I ONEP GUNTER: I understand . 

WITNESS SCARBROUGH: The 4 8,000 would have 

been the amount that would have been cr~dited to the 

4 land a ccount and the difference between it would n~ve 

5 been accredited to revenue. 

6 COMMI SSIONER GUN r ER: Okay. But you're qotnq 

7 to ge t us Page 1? 

8 WITNESS SCARBROUGH: Yes , sir, I have it 

9 here . 

10 

11 

12 

MS. RULE: Commissioner, I 'm told tha t there 

is not a probl~m with Gulf producing the document . For 

some reason it was not copied in t o our exhibit. lt's 

lJ being copied right now and I'll distribute =opies ot 

14 t hat first page. 

COMMI SSIONER GUNTER: Oka y. fine. Thank you . 1 5 

16 0 (By Ms. Rule) Mr . Scarbrough, at thi s poin t when 

1 7 does Gulf plan to come 1n fo r i ts next rate c ase ? 

18 (Laughter) 

19 A That could be, you know, a s early as be f ore 

20 the e nd of this year; or as late a s three o r t our o r 

2 1 five years out . 

22 0 And you've made certai n assumpt i on~ in 

23 amortizing some amounts, have you not? 

24 A In amort i z i ng -- you're talking about the 

25 rate case expense? 
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Q 

A 

morning, 

type of 

For 

The 

this 

thing 

The 

4 1 6 

example, yes. 

rate c ase expense , as I sai d this 

is obviously always a very sub jective 

i n malci ng that determ i natior.. 

first thing we try to do in making any 

6 kind of estimate li~e t hat, we try to determine what, 

7 you know, what the Commidsion might do. And we looked 

8 and determined that you allowed us, in the last rate 

9 case, to amortize it over two years. And, in addition 

10 to that, we have had five rate cases in the las t ten 

11 years, which is an average of one every two year s , and 

12 that's how we arrived at the two rather than look i ng 

13 forward. (Pause) 

14 Q Hr. Scarbrough, do you have Exhibit 4 30 in 

15 front of you? That ' ~ a Staff aud it report. believe 

16 that was not contained in your exhibit packet , but was 

17 httnded to you at the beginning of cross examinati on . 

18 

19 Q 

Yes, I do. 

Beginning on Page 98 of the exhibit, the 

20 audit report discusses Disclosures 59 and 60 , and those 

21 are the F ERC ~udit exceptio ns and vi o lations , are th e y 

22 not? 

2) 

2 4 

25 

A 

Q 

A 

Yes. 

Have any o f those been resulved with fERC? 

I think they have. Just a minu te. Let ' s get 
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1 a cheat sheet here and we'll see it 

2 

) 

4 

MS. RULE: Commissioners, would you l~kc t o 

give this witness a !ew minutes to l ook through his 

material? ThiP might be a good time to give h1m a 

5 break. 

6 CHAIRMAN WILSON: Sure, let 's take about f i v e 

7 or si x minutes her e. 

8 ( Recess) 

9 - - - - -

1 0 MS. RULE: Commission e r s, we are ha ndi ng o ut 

11 now tho !irst page of that two-page le tter . 

12 

13 (Pause) 

14 

1 5 

16 

COMMISSIONER GUNTER: Hold on j u st a minute. 

MS. RULE: Page 5 -- it's not th e right o n e . 

COMMISSIONER CUNTER: That ' s Pa~e 5. 

17 

CHAIRMAN WILSON: I t 1.inlt Mr. Scarbrough said 

(PaUSP) he had l t. 

18 MS . RULE: I'm t old we preliminarily r e ally 

19 thought we had it, and now we are really going t o have 

20 it. And i t's being copied is what I am told. This is 

2 1 subject to check and later revi e w, of course . 

22 COMMISSIONER BEARD: Su b jec t to f ur ther 

23 review . 

2 4 MS. RULE: The third f i nal c opy wil l be around 

"5 soon. 
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(By Ms. Rule) Okay, Hr. Scarbrough, yo u were 

looking at soue ot the PERC audit exc ept 1ons anC 

violations i n Disclosure 59 a nd 60, and I had asked you 

4 had any been resolved with PERC. 

5 

6 

7 

8 

9 

10 

,., 

Q 

A 

Q 

,., 

Q 

You j ust want to start 1, 2, J and 4 ? 

Uh-huh. 

You just wa nt to start 

That will be fi ne. 

Okay. Item 2 we have agreed. 

What page are you on, sit? Are yo u l ooking at 

11 Exhixbit 4 30? 

12 

13 

Here we go, j ust a minute. 

Coto{H l SS IONER EAS ... EY: Mr. Scarbrough, you're 

14 contus ing things when you want to ~tart with 1, 2, 3 

15 and 4. 

1 6 WITNESS SCARBROUGH: Okay. On Page -- o t your 

17 e xhi bit-- I don' t see the exhibit num! ur . It ·b Page 

18 -- let me look at the fr ont . Exhibit 4 30, Pa~e 99 o! 

19 114. 

20 Q (By Ms. Ru le) fh at's Aud it Di s c l osure No. 59 

21 c ontinued . is it not? 

22 

23 

2 4 

25 

A 

Q 

A 

Q 

That ' s right. And Item No . 2 --

By "Item No. 2" d o you mean FERC Exc eptlon 2? 

Yes. 

What was the outcome of FERC Excep~ion 1? 

FLORIDA PUBLIC SERVIlE COMM ISSION 



• 

• 

2 

) 

419 

A We basically have agreed with FER\ on l, whi c h 

has got to do with buy-out costs, and we have filed 

agreements, or are in the process o r !lling an 

4 agreement with FERC tor approval , both our unit power 

5 sales customers and our wholesale custome rs. That's a 

6 fuol-celat ed item. 

7 

8 Q 

No. 2, we have agreed to that adjustment . 

That's the impro~er classi!icatt ~n of payments 

9 to Alabama By-Product Corporat ion? 

10 A That's right. Here, again, that's 

11 fuel-re l ated. 

12 Item 3 is fuel-related, and wher e we s t a nd 

l) there, we are sticking with our position and they arc 

14 supposedly reviewing their position. So that hasn't 

15 been resolved. 

16 Q And FERC Exceptio~ 3 d~als with payment s made 

17 to Alabama By-Product Corporation in connec t ion w1th 

18 the closing of Maxine Mine, correct? 

19 

20 

21 

A 

Q 

A 

Yes. 

Have you resolved FERC Excepti on 4 ? 

No . We're loggerheads o n that s tlll. Here , 

22 again, that's fuel-related also. 

23 

24 

Q 

A 

nave you resolved FERC Exceptior 5? 

That we have agreed; have ac t uall y received 

25 the refund !rom Georgia and have a ctua l ly r~corded that 
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1 on our books. 

2 

3 

4 

Q That re!atcs to the acquisitio n ad j ustment f o r 

Plant Scherer? 

No. That doesn't relate t o the a c ; uisi t lon 

5 ad j ustment . That relates to the a c tual purc ha s e o ! 

6 Plant Scnerer itself, not the common fac ilities. 

7 Q Thank you. Has FERC Exc eption No . 6 b,en 

8 resolved? That's the acquisition ad j ustment . 

9 A That's what we revi~wed e arlier about the 4 06 , 

10 and no, we ha ve refiled with FERC and are waiting o n 

11 their response. 

12 Okay, on 59, 7, which is on Page 1 0 1 o! 114 uf 

13 you r exh ibit. 

14 0 You're referring to Audit Ducision No. 59, 

15 FERC Exc eption No. 7? 

16 

1 7 

A 

0 

That's correct. 

That one deals wi th the accoun ~ ing proc~dures 

18 for a ccruing al l owance tor fund s us ed duri ng 

19 c onstruc tion? 

20 A Right. Let me - - oka y. What has happe ned 

21 there and what the issue is, back at t he time when we 

22 could issue pollution control bonds , the wa y tha t 

2 3 works, you issue a pollution contro l bond tor qualified 

2 4 p o llutio n control facllit1es . It' s ta x exmpt to the 

25 purc haser of those bonds, and o bvi ously you gel a much 
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15 

}I) 

1 7 

18 

19 

20 

21 

22 

2 ) 

24 
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lowe r rate than you would have if the i nterest, ot 

c ourse, was taxable to the purchasers o f those bonds. 

The requ i rements are you put those a=ount of 

dollars into an interest bearing -- well, it doesn't 

have tv be interest bearing , but you put them into a 

fund with a trustee, in most c a ses a bank. Then as you 

make those pollution control expenditures and cert ify 

that you ha ve actua lly made the pollution cont r ol 

expenditures, you, in effect, draw d own. So it you've 

got 50 million in there, and yo u spend $3 million on 

po llution control facilities, you go and you with 

you drawn down $3 million. At the same time, that fund 

is e arning interest. 

And the Accou nt ing Re lease No. 13 issued b J 

the Federal Energy Regulatory Co1U111iss1 o n says that you 

charge AFUOC on your normal rate t o the fund balance 

and that you cred i t p lant with any earn 1ngs o n that 

fund balance. And they've got -- we followed t hat t o 

the tee . The problem is when J nit 3 we nt 1n se rv ice on 

January 1st, 1987 , we had not drawn down all o t those 

funds because we were s till in the p roc ess ot trying t o 

certify whi ch expendi tures were po llution c o ntro l. And 

you may t h i nk t hat wou l d be pretty simple, but i t's 

really not. It takes a r oom fu l l of lawyers t o real l y 

sometimes dec ide exactly whether this i s a qualitying 
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expenditure. So after -- norma lly when --

2 CHAIRM~l WILSON : That's your real problem, 

J probably should have had some en~ineers in there. 

4 WITNESS SCARBROUGH: Well, they are tnc luded 

5 also, but normally, obviously, when you --

6 CHAIRMAN WILSON: You should have had a couple 

7 or regu lators there. 

8 CvMHISSIONER GUNTER: You'd need a bigger 

9 r o om. 

10 WITNES S SCARBROUGH: Normally when you place 

11 any project in service, you stop c~ lculating AFUDC on 

12 it, and that's exactly what we dlj on Plant Scherer, we 

1) stopped AFUDC on the expe.,ditures e> f Plant Sc herer 

14 because it wont in service on 1-1-87. However, o n thi s 

15 fund we continued from 1-1-87 until we made the final 

16 drawdown i n 1988, calcu lat ing Af"UDC on the fund, and 

17 also credi t ing plant with the earnings on t r.e fund. 

lB And that's where we have a dirterenc e 0 f opin ion. They 

19 say that we should have stopped it. We said, "By your 

20 own regulation we are doi ng what you a &ked us 

21 to do, and we disagree on that.u We think "l .ere 1 s 

22 just an opinion, we think that w~'ve got them leaning 

23 our way on that, but that hasn't been resolved yet and 

2 4 that's what the issu~ is, but it stl ll hasn't been 

/5 resolved. 
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1 Q 

4 2 3 

{By Ms. Rule) So there are t wo parts t o FERC 

2 Exception No. 7, Plant Scherer and unfunded 

3 post - retirement benefits, and neither o f those h~ ve 

4 been resolve d ? 

5 A Okay, you 're right, there is another p iec~ of 

6 it. On the part on t he post-retirement expenses, what 

7 t hey are saying there, and they are technically 

8 corr ect, what they are saying is we hav e accrued some 

9 post-retirement benef its for life a nd medical and that 

10 we have capitalized some of those e xpe nd itur es I 

11 mean some ot t hose accruals, not expenditures, but 

12 accruals, and that we had not made the payment. And we 

13 have had conversation with Mr. Gunter about that this 

14 morning already about the lack of funding and so f orth. 

15 And what you normally dv, you don't charege AFUDC on an 

16 expenditure that's accrued on the books and that you' ve 

17 ac tually made the expenditure. And t hat' s what we 

18 always try to do. 

19 In this particular in o ther words, i f we 

20 s et up an account and have it in Accounts Payable, i t 

21 will be chargea in the pla~t. but you will have a 

22 payab le . You won ' t have actua lly paid out tne cash, 

23 and, therefore, you ex~lude that from your base i n 

calculating AFUDC. We did not do tha ~ wi th these 

25 pol lution control -- I mean the post-retirement 
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1 benefits that were capitalized. They wer e very small 

2 amounts . And with the new AFUDC ru le , whi c h says that 

J you don't record any AFUDC, unldss the expenc1ture is 

4 over $25,000, plu~ extends beyond a year's period. The 

5 AFUDC that's b~ ing recorded is very minimal , and to 

6 have to come up with a procedure would probably -- we'd 

probably have to spend 50 to $75,000 modifying the 

B general le~ger system and the plant accounting system 

9 to automatically pick that up for these pos t -ret irement 

10 benefits. 

11 So that's where we are on that. Basically, ·•e 

12 technically agree with them, but we think it's so 

1) immatelial, part icularly such a small amount of AFUOC 

14 that we a re recording. And if we are ci rec ted ~o do it 

15 by this Commission, we'l l fix it, but il's qoing t o 

16 cost some money to do it. 

17 Q Has FERC Exception 8 been resolved ? That ' s 

18 toe accounting for the sale of railroad cars and 

19 subsequent leasing of other railroad cars? 

20 That's a f ue l issue and lt has not bee" 

21 resolved. 

22 Q On the next page is AYdit Disc losur~ No. 60. 

2) It lists 1) compliance violations with the FERC Audit . 

24 I'd like you to go throuqh those and tPl1 me what th e y 

25 are and whether they've been resolved . 
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1 A Okay, No. 1 on Page 10 2 o f your -- wait a 

2 minute. On Page 103 of your exh1bit, 103 o f 114, that 

J Violation No. 1 is a generating plant spart -- exc~se 

4 me, generati~g plant spare parts. That exception has 

5 been dropped by FERC. No. 2 has been also dropped by 

6 FERC. That has to do with land not currently being 

7 used in utili~y operation. That's been d~opped. We 

8 hav6 agreed with that and there was no impact on either 

9 income statement or the balance sheet. 

10 We agree with the PERC on that adjustment and 

ll those corrections have been made ~nd it's part ot our 

12 system to follow their recommendation. 

lJ 0 Are you referring to PERC Vio lat i on 3, 

14 Recording ot Adjustments and Income Tax? 

15 A 4, Accounting for Interest and Inc ome 

16 Expense. (Pause) 

17 Yes, we agreu with that, with the second , we 

18 call it B, 4-B, the second part o t Vi olat ion No. 4, and 

19 have made the adjustment !or tha~ . 

• .!0 Okay . And No. 5, we ayree w1th that 

21 recommendat i on and we have made a correc t i ng er.try t o 

22 that last ydar. 

0 Could you tell me the ad j ustment on 4-B t h at 

2 4 was made and c he c orrecting entry made 1n relat ionshi p 

25 to Vio l at ion 5? 
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1 A Excuse me, are you talking about on 

2 Compliance Exception No. 5? Harsha, are you talking 

3 about 4-B? It actually shows up under 4 but there is 

4 a ctually t wo pieces of that . 

5 0 Yes And I believe you said th~re was an 

6 ad justment made as a result o! that. 

7 Right . In other words, rather than ch~ rging 

8 51 4 and 562, which is Miscellaneous Steam Plant and 

9 Statio n Expenses, they said since that' s a carrying 

10 cost , they are saying that we should have debited ~ha t 

1 1 t o int erest expense, which is Account 4 31 and we have 

12 done that. 

l) 

14 

0 

A 

What was the a mount? 

Excuse me. The carrying char1e a ccourt1nq , 

l S wh ich is the 4-B p a rt , has not been c hanged. 1 was 

16 looking at the A part. The c arry ing charge a ccoun t1ng 

17 has no t been c hanged. It's probably less t n3n $1, 000 a 

18 month. 

19 0 What affect , 1! any , wou ld that ha ve on 1990s 

20 figur es? 

21 A Well, obviously it would take some mon~y ou t 

22 of 5 14, 562 and it put it i n i nterest expense 

23 

24 

25 

Q Mr . Scarbrough , I think we can hurry this up 

considerably, if you would provide me with a late - til ed 

le xh l bit listing f~r each FERC violation ~ ny resolut~ ~n 
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that's been made, and any -- the amount and affec t on 

2 the 1990 figures for ~ny ad justments that were made. 

3 

4 

5 

6 

7 

8 

9 

10 

l 1 

A On the rate filing for 1990 

Q Yes. 

CHAIRMAN WILSON: That would be Exhibit 558 . 

(Late-Piled Exhibit No. 558 identified.) 

A You're not asking for that on tl1e exceptions , 

ll
you're just asx1ng for that on the violations . 

Q If there is any such impact rrom the 

I exceptions, yes, we'd l ike to know that, too. 

CHAIRMAN WILSON: Let's brea~ ror lunch now. 

12 Come back. at 1: 00 . 

1) (Lunch re~ess.) 

1 4 

15 

l 6 

1 7 

18 

19 

20 

2 J 

22 

2) 

2 4 

25 
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