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1 P R 0 C E E D I N G S - - - - - - - - - - -
( Hearing reco nvened at 9 : 05a.m.) 

2 
COMMISSIONER GUNTEr: Al l r ight. 

J 
HR. STONE: Hr . Chairman, our ne x t Witness 1s 

4 

Don Gilbert, who has LJcen the stand. I don't bel1eve 
5 

he' s been S\oorn. 
6 

DONALD P. GILBERT 
7 

appeared as a witness on behalf ~f Gulf Power 
8 

Corporation a nd , after beinq first duly s worn, 
9 

testified as follows : 
10 

DIRECT EXAMINATION 
11 

BY HR. STONE: 
12 

Q Would you please state your name and 
13 

occupa tion ror the record . 
14 

A Donald P Gilbert. I'm Manager c~ Cor~o r a te 

15 
Plann ing. Business addLess is 500 North B~yfronl 

16 
Parkway. 

17 
Q Mr. Gilbe.r t, are you the same Donald 1'. 

18 
Gi lbe rt that prefiled d irect tes timony 1n Docket 

1 9 
891315 , dated December 15, 1989? 

20 
A I am. 

21 
Q Have you any c:lanqes o r correc t ions t o your 

22 

profiled Cirect testimony? 
23 

A r have somu chanq~s . Page 16, - -
24 

COMMI SSIONER GUNTER: Hold o n JUSt a S('I..Ond, 
25 

Hr . Gilbert, I apologize . PaqA 16? 

FLORIDA PUBLI C SERVICE COMMIS S I ON 
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1 ~age 16, Line 5, change the word "t.,..elve" t o 

2 "eight." 

J Schedula 7 in my exhibits, d elete the 

4 r~ference to MFR F-11. I'm not r~sponsible f or that in 

5 thts hear i ng. 

6 0 With those ..;hanges. if I were to ask yo•J the 

7 que stions contained in your prefiled testimony, would 

8 your responses be the same? 

9 

10 

Yvs, they would. 

MR. STONE: Mr. Chairman, I ask that Mr. 

11 Gilbert's prefiled testimony be inserted into the 

12 rec<rd as though read. 

13 COMMISSIONER GUNTER: 1 t w 1 1 1 be 1 n sc r ted 

14 int o the record ~s though read. 

15 (Exhibit Nos. 37 through 4 J stipulated tnto 

16 evidence.) 
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Pl e a s e s t ate you r name and bus 1ne s s add r e ss . 

,; , )ona:d ? . Glloert , ~00 day:ron ~ :>.H k'"' af , ?en:;., ·<.o . ... . 

!".or:da 3250: . 

Q . Plea s e d esc r ibe y ou r educ atl on <!! l and p r o t ess1<; :1a: 

backg r ound. 

-. .... 1 0 

~ecrno. oqy ~rom th~ ~ntve r s. · ~ ' - 0 l 0 

. ..J: - •,:r ... 1 I ' 

'It<: :o:por" ·e !eve. - tnce 

0 • 

~ · :r. So...:t~.er:-: Company Se~·J.C" ' ") ... · I 

econome tri c mooe! . 

nave oee n ~~ my pr~sen -..r,s : ' t•) ' l'~- .:· · ... . 

--~ _,;r o ra te r>lann . :.g s•r.c<;: j ~ J • 
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A. 

u .le 
JOC Ket ~io. 0:,9.J .t 5-E: 

:.ltt~ess: )Ona : d ?. . .:;e ~· 

' JO E- • 

Please desc r ibe ycur r e s pon stbiltt:es and ~ut:es as 

the Director of Corporate Planntnq . 

~Y ? Clmary ~unct:or. : s to ~ n sure that 

planntng process :s pffec::ve oy cstao!:s~:r.~ 

appropr:atp ::>ol:c:es a~d procedures ~ h:r~ =-- ~ o ·: : :" 

conststency and cont :nu:t y amono s~ ~a te•J.: ;;..,;:- . :-o, 

oudqet1 ng , fo r eca s t lr.g , and per!ormar.ct> ••~t•asur<•rq~~.:. 

ln addltton, ; coo r dtn H e the •) ver.ll: :.c~ r.r: .. , 

~?rto rt, and r arn r esponstol~ ~o r • ht· 1:roduc- · . • ·. 

the ·:omp a ny' s flnancta: forecast . 

Q. What 1s the pu rpose o f your te s t tmcny? 

"· '!y pu r pose 1s t o p r ov1de an 0 ver v:ew o: :ne ~:u~.~ : :-.• 

p r ocess wh :ch resu lts 1n the oroduct!on 0 : 

flna nc: a: forecas t. The ~:nanc:.:~! forPca5 ' 

_..., '1 j. I 
_, -" . ~ 

tr.:; rat,. case . Spe c 1 : L c a 1 ~ i' , : ., 1 • : =' r '? s P :: • 

out.1ne tne ossu!T'pr:ons .;sfi'o ... :e\ .... or.::c 

p r ocess , and Gulf ' s Responstbt! :t·r Repo r· tna s·:st•·"· 

Q. Ha ve yo u prepared an exhibi t tha t contains tn f o rmatt on 

to whi Ch you Wl ll refer :n your ~est1mony? 
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A . :es . 

Cou nsel : '"'e nsk that ~ r . G:.•,er: ' s : x~ . . ::· ·- · 

compnsed of., SchL•(!u : ~?!: , :<: -ar ·•-: 

fo r :dent t f : co t tun 1S "' x h: r.: ': ~ -,;- ~ ~ 

! DPG- 1 : . 

Q. We r e all of the schedules an th1s e xh1 b1t p r epared 

unde r your supervision? 

;.. . Yes. 

ur.der my s uptrv:s1 o n and J 1 re c t: u ~ . . 

Q . Are you t h e sponsor of ce r ta1n Min 1mum f 1! 1n1 

Requ1rement 3 I MFRs ,? 

A . Yes . These a r e listed o n Schedu:"'., at · h., ... :;r: •: 

my e xh tot t. To t~e best of n. ·; •n " "' ledaF- , ·--:•· 

tnf o r matton 1n all 0f the !ts tPti ·••·ps .s ·r-"' .:: 

correc!:.. 

Q . Please descr tbe Schedu le 1 of your exhtblt 

;.. . Schedu:e ~ 1s 'I flow chart 'J ! <;, .. : ' :: ,,nnJa .... ,. -

and ~udge t 1~q process . 

t n tendeo to develop a ftnan~::.:~. f o r'\'casl : •1 : - '~' 

the f u t~re d • tectton o ! the Company . :"ne ~t . ..1r ' 

shows the e:qht CO(Tipone nt budqc: s · •.a· HP. 
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Joc ~t ec ·;o . ·" . ] ~ '>-::r 

'..,t: t'lf'SS : )O~.Lj r - : !ter · 
?d'lf' .: 

. nco r po rated : n to C u l ~" 5 ~ : r. a nc :a . : 1 r ,. ,- .1 s · , · · .... 

reJau onc h1p among the uudge t ~ . ar,d :r.e:r : ~.ot. o n-

s hip to the !Jnanctal model. : n add:· : );. 

ac t ~Vlt :t> s :dentthed on Schertu:e ' .. J(IA 

n\.lmer~us rpv:ews anc approva :s ·-.· r; . :. ~· s a. ·~-::e• 

Committee and tne C~1 ef ~xecJt:v~ ) f!. cP : 'JP • 1 .: 

the rev: e.., and approva l o f · ~·"' 

Budget by ou r Boar d n f J. rect o r s . :'':e:..P : • '.'; " ooi S 1 r.~ 

a pp r o v cl 1 s a r e .:1 n : n t eo r a : t a rt •) : .. u : · u-: a<- • . ., : 

p r ocess . Schedule ! :nd:catt"S t he . r•d:·': 'J.I. 

respons1b l e for c :scuss:nQ . :1 ·~: s ~: ')ceeo:. · 

component oudget , ;J r ov1c:r.a · "'• ~" assumr• .. "' :-.· 

:ncorpo rated : r. each ~Ja<;et, -.~no deve . >p . 'lJ · · ,... 

ft nanc1al forPcast . 

Q . Please tde nt i f y t he e tg h t c om p~nent budg e ts wn: c h 

a ce tnco r po cacej into Gu l f ' s financ:a l fo r oca s~ . 

~ :nanc : al ~crecast ~re :~e: 

:ustomer '3udgPt 

f.nerqy Budget 

Peak Demanc BudoP· 

Revenue eJcqet 

~· :.:e l iludget 

:~tercnange Budge· 



') 

J 

~ 

5 

6 

7 

8 

9 

~0 

l 1 

1 2 

e I 3 

1 < 

: 5 

:6 

.., 
- j 

. 8 

. 9 

20 

2 1 

22 

;_) 

l ~ 

' <; .. 

\JJ 1 
)oc llet ·:o . o<l. 1 4~-E: 

.-lttncss: ::lor.a: :: ? . 

Operatton t. Maintenance I•J 1. Ml auao<> · 

. . ~e r' 
:> J<J e ' 

Q. Who wi ll t esti fy o n the prepa ra ti on o f t he etq ht 

. 
" · 

component budget s 1n Gu l f' s t:nanctal f o recast ? 

As lndtca t erl o n the f low .:h lrt -> : <;c~~ciu:e • r e 

Custome r, Ene rgy , ?ea k Demand , Hid R~vPnJ., ~ ... :1e · s 

are the responslbtllty o f '1 r. l<t.l "' r " : · ~e "'· ·· · 

Budge t ts t he respons:hti :t'/• t ·· ~. ~a :- cr.!5; ·· . ~ 

: nte rcha.,ge Budget : s the reupons t t> 1 1. •; ·,· J: 

Hr . Howe l l , .:~nd the Captta: ;oo: r . . )ns Bud•J" ' 

responSlO l llty o f 'lr. Cc.nr.e• , '\c. :!oweJ., ·• · 

:l r. :.. ee and Mr. Sca r b r ouq~ . 

M at n~ enance Bud get w1 1 ~ oe r!tscJs~ed n y- "'r. :.t- •' , 

Mr . Ho ...,e:! , 11r . Jo r dan , '1r . ~ o -..·c r s , .;nd 

'1r. 5car tH Ou -:jh . '~ r ~ f1 c M 1 • • _J n t...• t • • .J ... ~ : : ,... ~ ::: • ·, ~ 

tnte r face o f the component t; t..tJ<: •·• - ..;:·'" · :-.e 

ftnanctal mode! 1n ~. Is · est:m<>n'f . 

Q. Ha s Gul f Power fil e d a l:stlnQ o f the assumpt: ~.,s 

used 1n d eve lop ing Gu lf' s flnanc1al f o recas t ? 

A. Yes . ''lf'R f-17 liStS tt.e ,H:!lump t .. ''Hi S .sPd ; 

develop:nu Gulf ' s f1n a nc:Jl 1 -:> r<•ca!' · \:'',<i • ·.~ 

supporunq bas1s for each assurop • . r. A.dr!.:: o · •.. :, 

th1s l"fR :nd1cares tl:e "' ltn ~ s.s r<>sr.t :-..~ :~ 
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noc ~et No . 89:J 45-E: 
.,..t tness : ~anal.-: P. ~!lbert 

?"oe 6 

~ ~ec:::c assumpt:on . Sul~ ' s manaoement ~e •• ~~ ~ s t~~ 

assumpcons used :n Gulf ' s ftnanc:al fo reca s · , l!:i 

JUL !!nec! o n MFR F- : 7 , to b e reasonable ::1 .. nt '? t 

ou r expertences anc ~ ~e c:rcumstances -.nown • r ~S ;r 

che t:me the assumpt:vr.s ·,.oe:- e ::eve!oped . 

Q . Who administers the budgeting ptocess? 

A. :'he Budget Comm ttt ee adm tnt stP r s the oudge • -, 

? r ecess and approves al i componenl budoe~ s 

'1r. Sca rbr o .;g h se rves .=ts ·he ?.uc!ge -omm:t·"~ 

Chat rman. 

Q . Sc hedu le 1 shows CorporatP ?lann1nq's lnvolveme .H :r. 

productnq Gulf ' s financta1 fore c a st . would y o~ 

descrtbe you r department' s ro1e7 

coorrl:na:::ng the Cap:•.:.; Aoolt :ons "'nd ' " v ~. :J"' 

;Hocesses . ':he depart ment - ~ 1:s. ~esp•,· .. -~ .~ 

prepar:~g fo r us e . .. · 'l fl' r .r.d:lr . . ;: ~od~ . ~ •e 

Q & M Bud9e t s . 

ensure accurate f o rec a st~ 0! 

C'?SUits. 



t.JJ 
iockec ·: o . -o · ) ~5- :: 

~/1tne ss: 

Please describe Gulf ' s Cap1t al Additions Budqet. 

~ :'he Ca? :ta ! Add l t:ons 3udg e t cons:s~s v t ?! ar.· 

C:xpend :: .: re : : : .. ; . 
.; co ver 1ng a per1od o ! s:x ,ear~ . 

b aus1ne ~.; , Transm!SSlOn , Dlstnbut:o n , :fl:r.t 

:> 

c. PE 1 ~ , 1nrl Bla nke t ?~ 1 S . . . .,. . . 
: 0 cost 1 nq $ 50 , 000 ·H more that a r» nd; . ! l~l'l. •, 

~ 1 natu r e and r~ay requ:re expenri:'H"S ."'. r, .. .... ... 

: 2 yea r !:. A c cum u 1 at : on P E I :- : :1 c : J ::l e . n d : ·: ; c! 11 J 

e • 3 ;no)ects that qene r aily -o ~· :.-.!:r · 'J~r ~ : .. 
... e a c r . n d 1 ·; 1 c! u .1 : ;> r o • e c • . : s ~ e ·: • I " 0 I f• 

. ') ?f . • ".'P • : ;: t-· • I 

. 6 :.oa:~:c.ns ..,h :cn -1 r e no ,..as .• , :to:.·, ,· : 

• 7 d:~t:nqu.sh~a as :nc:v:dua: o r ••parlt•· . .. , . 

• & 

. 9 

20 Q. When 1s t he Ca p1 t a l Add1t:ons Budge prepare:~ 

- 1 A. r Q • ;,..-• • 0 •• ....... 

22 

-} The F~"'brua ry revt~lor. :~t .. :..J cl• n _.:1 f '1 r•·;~· •• , ... ...... .... 

J . 
~ .. 
2'5 ........ : . ... 
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::> ocke t ·: o . 89!~ 4 S-:: : 

"'ltne ss : ::>or.a!~ P . ·::t->e~: 

"JQE.' = 

or!:'v : ous yea r ·o t he bucqet ·;~ar l'.: n:r:te~ .• :ona: 

car r yovers! , or prOJects acce.erated ~ro~ a ~~r~ras · 

rea r to the ~ludqe t ·1ea r . 7he Fehrua r y re v1s:0~ 

:ncludes one budg e r y e a r and ~:ve ! o r ecas: ;ears 

.nEo r mat1on . T he Oc tooec cev:st on :nc:_atP · n~ 

~ 1n a l bu ... q e t es t ~rr.ate of ::.:1e c.aren:: fear. an:: · · p 

.n1t1 a l budge • for the com1nq ;eor, :nc. 1..::r.s ne ... 

and rev1 sed p r o)ects . The OctooPr revts:on :r:c:udes 

' -'O oudqet yea r s c :•.e r.urrent ':'"'ar !"ucue• :::: · ::•' 

c on ve r s 1 on o f the f ' r 9t f o re c a:;t Y~' 1 r • o " t . JtJ'l" ' 

year J and f ou r f o r eca s t '/ears . 

Q . Wh o is r e s ponsi bl e f o r deve lop1 nq the P l an t 

Expendl Lu re (PE l p roj ec t s a nd p rep~ · 1nq t he 

ne c es sary documentation? 

fu nct:ona: o p t: r at : ng ar'!cs ... re r"spo:-. !i :t.•· :.~ ··.•· 

Plant F. xpend!tUrt!s . ":'he ..,a· r oc r•. _- · -.P 

cap1ta. Add:t. ons 3udqe · .:::. :-: • .., .. :.,.·.: _:-.. :··: .. , 

Q. Who i s re .;pon s i bl e f o r revl e Wll'lq t he P la n t 

Expend i tu r e p r o)e c t s and t he ove ra ll CapltA: 

Add i t ions Bu dget? 

A . '!'he !')J recror rJ: "'anaqer !'PSOOr.~:! ! •'> : ., r -:'1-. :- . i .• 
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Q . 

;.. . 

o3~ 
;oc ke t ·:o . :9:Hs-::: 

...'ttne s!: : )ana:~: . -:::e r· 
=>11g P Q 

s r eq;.. : red · o '" · 1 c. • '"·"' ? =- · 

!he Cap:·~. Auoqe t Rpv :Pw ~omm: ·· ~~ 

respons t b:e fo r rev:e,.. :10 al~ P!" ' " ar-:! ~ ·Jr.r-: .. . ·.l 

:~e :-ecomme t"dec Ca t' .. .. a. ~ OC!:: nns ~:.!dee- · · """~ 

a udge: Comm t t t ee f or : ~n a l a pprov~ l . 

anc app r oval '.J'j t he 3udge t Comm l' tP<> ... no . ...... 

? r e s : o e n t , 1 h e tJ uti g e t : s !, u b m 1 t ~ ,. () • "J .--; •• • : • ·' ·\ 1 J r r. 

J ~ ~: r ncto r s fo r ~=~~~ ~pp r ? v t , . 

What is the Corpo rate P l an n1ng Depa r t me n t ' s ro. e tn 

t he Cap 1t al Add i t i ons Budget p r oc ess? 

Co rpc r .:lte ?lt nn t nq perfo r r-s :--.:~.~., '" •~r-:.- :r" :, · _.., 

ro l e t n coo rd tnat Lng the rr~pa r a t : n~ 

.. 

scneCu!~ , .lSSJrtnq .- ne p~ · .... sr • ....., :nt.'.~~A, 

?E ' s ~ :> ~ • he rev:ew and .:Ofl ' ' f J 'J<>. ; r ,. •. rs, .:.: 

p r epa r : :1o the lpp r ove d rap::JJ ri~ . · . ·; r t!~ ~ ~: :t • · 

Q. Doe s Gu l f mon1 cor t he actu al c ons t r uccton 

. 
" · 

expend ; tuces aga1ns t tts appr o ved budg e t ? 

':'e s . ,') n a r.:o r. t h: ': · as : .:; - ·1 - ,, ~J ~ · - .-. ... ,._ 



::> o cket :ro . 39 ,2 -1 5 - :: ! 
·.·1ltnesR : Donal d P . ; : !ber t 

?age : J 

''JPY o f ·. he Comp a n so n of P ; ant :C: x pe na : ~Jre s · · -.,;. 

3 udget Co mm ittee memoe r s a nd Dire c t o r s a nd ~ ana~P ~ · 

re s ponstble f o r the Cap1tai Add!: t o ns 3 u dg~ ·. - h · 

~ compar: s on 1nd1cat es t h e d ev1a t 1on f rom o udaet ~~ 

-
6 and total Buo1et f o r t he cu r rent mont~ an ~ 

, 
y e ar- to - dat e . Wheneve r a PE h a s a j ear- t o - ~aL ~ 

:3 buoget va o a nce o f elthe: :o percent o r $ 2 5; 0 , J' . 

'j '"'h : c heve r IS : es s (le ss than $ 10 , 000 nee a ~· o t ~ e 

. ~ ~ epo rt(>d) , a summar ~ ze d r e po r t :s oe ;:> r epa r e o t" : ' ~~ "' 

. J r e s po nst o le Dtrector a nd s en t t o tne app r opr:4 ~ F 

1 2 Vtce ?resident . A copy o f th1 s report .- t gned :.. y · :. ~ 

e d re spo n s tb l e Vt c e ?res ~ oer.t : s s ent ·. o · he " a~ d :er 

. 4 F1nanc l a l ?Lann1ng . T he rep r.J rt e xp la . ~ s : ·1 

. 5 c:h e re a son s fo r :he d ev 1at 1on , · !:e .Jct .•H . 

. 0 

: 7 an eS t i ma t e of the budg e t s t a tu s .~t : e a r - en u 

: 8 c o mplet i o n v f the p r o)ec t. :s ~ :; e :n- so n .... s .:- : ,. · \· 

. 9 o r my 9 e pa r t me nt ~ o Pna u r e thl ~ 

20 

Q . What 1s t he amount of Gu lf ' s 1 99 0 Cap 1ta l Ad d : t :ons 

2 2 Budge t ? 

23 A. Gulf ' s tot a 1 1 990 Cap! r & ~ Ad d: •- t o n s : •JOIJ" ' . :; 

2 ~~ $62. 2 !T1 1ll 10n . Sc he du le .. o f my e x h: r . ._ ... r :~,..· ~ : ; .• 1 

2') 199 0 Ca p t t al Ad d 1~ : ons 3• Jdge t .. c a t P ·l .~ r·,. . 
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&37 

· . .;tcness: 

P£ ' s :nc lu ded 1n each c ategory . 

p repar ed to d : sc..;ss the app ropr:Jt;> :·o :t: r , -:. •· 

Capt ta l Add1t: ons Bud~et . 

Wou ld you rlease s ta t e the p ur pose o f your test:mony 

as lt re l ates t o t he 0 & H Budget ? 

; Wlll desc n be the pr eparati On process _,nc r r ·,•:: :e 

:990 0 & M Budget. The fo! lryw: nq . ·,d: ·:. ': .,.a 

responst!;le ~:> r anc are !l re pa r e<.. • o acldress · · u 

re:ated t o the !99u: 1." B.Jcr:<> · I • ' ,. .... ; : .. .:: 0 • • 

~.Jnct1 ons . 

il !tness 

.J :.Pe 

M . ..J . :-!e we 1 ~ 

c . f. . Jo rda n 

~-. :> 3owe r 

fun c · :on 

?roduc · : or . 

)tstrtt .~ . n ; -:-~r:sc 

~...:s · J r:.~r ,.. t-"": ·: .. .... ~ ·• 

Cus:.om£~r ·\· ·--, 

Ad m : n : :; ~ r 1 . ·:"' '> 

.. 
0 0 

The assumptions and the1r Sl.lppvr~.:-.·4 · n se:· : . : ·• .. 

:990 0 1. 'I Budoe'.!. .Jr~ J .: .. ·w; . UC'}J ~·. - , 



-

2 

A .. 

b 

l3 

3 

. 0 

. ' 

1 2 

: 3 

: 4 

. 5 

• I> 

. 8 

(dv 

Doc ket ·; o . ~9\1 .!S-:: : 
·..: nne ss : :>ona !~ ? . ~ . ::::e r t 

?aqe :2 

~ - What ~s the amoun t o f Gul f's 1 99 0 0 ' M 9udset ? 

;.. , :'he • 99 0 0 & 1': Budget, e xc. us 1 ve •A •J . rec~ : J '?. anc 

~o-u r chased power , :s $1.29 . 7 ml.: :')n . 5 c r. e r~ _ . •• ; •J :' 

my e x hlb~t sumra ozes the .9~ 0 IJ & ~ ~Jcoet .... ..,a· ) ~ 

Eunct:onal c a teqo r:e s . 

Q. Please desc r i be the Cocpo-ate P lann.nq Depar tment' s 

role 1n p repar ing Gulf ' s 0 & M BudgPt. 

.... . Co r porate P lann 1n-:1 ts r esponS !!)le ! n r •a : :-: · 1 :". . :.1 

: oq1c a l p roce ss fo r th~> o re p<H 3~: o n J f • :: c> 1 J :qo:. • , 

for adr.:1n1st e r:nq t!'le p r ocess Jnder · re '!::· -~ . • r. 11 

the oudqet Committee , a nd f r:J r p r o vld !nq • ., .,. · ~· ~Jt·' 

oudgetlry d eclslons . Scnedu e ' o f ~y ~x~.: .s 

. . 

addit: o r. to t ne r•:>mna:.,·- ,., . · ~·:) OUO<;!':' '. , . •, 

20 Q. Would you des~ r1be the process o f prepar:nq ~~ -~· s 

0 ~ M Budget, exclustve o f fuel and pu r chased power ? 

A . RefE:rnng to my Sc 'ledu!P ~ . :he !:r st ~ · 1' : . . . 
'1 j •) 6o M Budget process :s • ne .ssuance • • p : P>:l '• 

,4 Bus1ness P l an. Each oepar:.rr.ent , .;s ' o . .:s~.-.: -: .:1. ·. 

then p repares >101"" ~ ~ ve s and 'l Od J •• "' ' • .:~ , J: ~ •'::>:5 
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:locket 'l o . c9:3 ~ 5-E : 
'"' ttne~s: Dona:r! ? . : .. :.ert 

.., 3Q€' : ) 

7he planntnq un t t goals ano oo) e - ::ve 5 s~ppo: : 

spectf tc qoa!5 ::1cluded :n the Co tp o r at.P. ~~ $ . :.10'55 

) nee Jeve1oped , the depart ment ' s coa . s s;.-: 

ob)ect:ves ar ~ rev1~wed and 3pp r o vt•d ;.y ·~..: .: ' s 

managemert. AftPr t~e :ndtv adual jepartment: ' 1oa:s 

and ob) ectt ve s a re appro ved , ' 4udq~t ~ e~saq~ ~ 

tssued by the Budget Comm t t ~c e Ch a1rman . 

parame ter a.:Jsumpttons and provtd f> s 'he Pe~"' r •'n·•· 

L evel fo r ~?ac h depar tmen t ~or •Jse :"1 p ~ ~pa~ . :-. : ""' 

0 c. 11 Sudget . The Reference ~e v~ ! .s j ef .~.'l' ': s· : 

estab l:she d each year ny the O u dg~~ :omm:: · P~. :r.e 

pl ann tng untts are requtn d o JUStlfi' :r. c r~> a:. • ·s H 

decrea ses 1 n e xpense s from t 'le Re-f e rer. c'• :.eve.. 7 ::e 

;{e f erence Le ve l dete r mtne!: · :11? .lmf1 <Jn t ,r 

dorument dt:on requ1 red t o oe ··.;um. ttet1 • :; · > ~ 1. :o •·• 

20 Q. How did the Budget Commi ~ t ee def tne t he Referen c e 

Le vel f o r t he 1 99 0 0 c. M Budoet ? 

:L A . T he 1990 Pefe ren ce Le ve l : s C:\!c·ulilt€''1 : .) •p · -,. 

19 89 Budget ! ess ll 1989 Co rpo rate Con trol.'!': 

e xpenses , 21 1989 nonrecur ::nq :: ems, l~ci }t .,,, :l : : .. s 

fo r pos1t1 on s wh 1cn wece oudqet ed :n :9o9 _; • · ~ ·; 
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:>ocket ·; o . :9:34 :.-:: : 
't<1•ness: :>ona l1 P. · l !:-t· ~: 

?!qe : ~ 

~ot ~ee n added t o the : om p leme n · ~ A r. : c r. ... e ~ ·), 

oucqeted :;, !989 but ~ad not be en appro ver.: ~) ~ 

ft l: tn g for i2 mont~s . 

Q . Pl ease o e scnbe wha t is meant by Corpo r ate 

Control led 1tems ? 

A. Ite ms 1ncl ude~ :n Gul:'s oudqtt as Co r pu r~t e 

Controlled represent . .:.roe dol:ar ··.<pe-!ld :t .;r r:-s ·wr,; .- •, 

r e q u 1 r e l he act : on o ~ e 1 t he r l n . n tJ : v : 'J u a . 

than the pe r son responslb!e f o r rr.or.1t0 ::nq • ·.•· . .• ,,m , 

a g r oup o f :no:v1duals , •H rhe :npu t t r .•: · 

compan1e~ to cont r ol t!.e '? Xpendlt ..: re. ;:: x arr'. ·· ~ 

Co rpo r ate Con::. r o lled expenses : nc; ude • :-:£> •• u .,~ .: •:s 

of Plant Dan1el. ?!ant Sc nP.rer , ?enstor. 1nri .,,., .... 

costs , Southe r n Comp any S-: r v: cP.s L1 : !:.,q:; , 

Rentals . GJlf remove s ~~e ':o r oo : .1·e "' o n~r •·: 

e xpenses whe n : a lcu:a::.:no the PefnrPnc 

spec 1 t 1 c p • ann : n g c1 n : •. s : o p r v p e : ' , : - : . "' · • .. 

the department head .has ~ : rect :orn r .. .. 

Q. Wha t is meant oy non r ecurrlng :terns as u~ ed 1 n 

Gulf ' s budget p r oc ess? 

n. ·~onre r.u :-r1 :10 ~ .. err s ar '! ~ ef. r.ec as .. ·.os ... . - f-'~ ~ ~~~ • 
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• 1 

i.2 Q. 

• 3 

A. 

b 1 I 

',·/t " "1 P S5 : Jona . : :> . • p ~ . 

- 1 J f"l 

JO "10t :ecur : o r :!":e ;. :ann:n <J 

year nut may recur :n !' ·JtJr~ ':'<'tlr S , r :e .:-.c ~::•· · : : 

- 1 . 

What was the pu r pose of the salary adJustme nt ~ade 

in calculatlnq the 1990 Refe r e nce Le vel? 

calculating the .990 ?eEe r encP · ... v•·. ,... ' .. 
~ . 

:he : 98~ budgeteo :;a : ,:;r te s !'H · ~ns e ·nc1~ · 

0 I I M ' ' : f I 

c omplement ~nd those vacant ~os ;: : Qns ~r ~: 

been ar proverl fo r ~: '! ; r.q ~ o r 

adJustment was made so that a li planr. :~: 

at!'ected •1ould oe r e q l1 l r e..; ' <J :· o> ; s . . .. .. : • •J' ' t 

:3-41 ·~ 

aoJ~Strnent n td not '!":dtcate tnar ....... 

not lpproved , '>nl·/ • na~ . t tnf" ; . .1-~.-: 

oudgeted thH pos .·: o:. , .. ·o~0:.: :e ~ ... -=e -' : 

pro vtde current ; u5 · :~ :ca: : ur.: r · n•· \ . . 
t .. • • 

Have any other salary re lated ad Justment s ~e~r. made 

1n the 1 9 90 0 6 M budget? 

Yes . ,. ... . 

aoove, ':iu 1 f 11ar:e iln 1~ ' USt ,-e;. · - •• "!1" -.::; o- ., . ... 



- .J fTd. 

2 personne l turno v~r. 

) 

4 Q. How was this adjus t ment calculated ? 

"> A. Gulf analyze d ~ :s vacar.c~ ,. s f"lr · ne ·r, ~ "".~r, r 

6 

7 a verage , 42 v aca~c1es ~ x: s t ~d wn:c · - ~~ ~ ·:.~ 

8 ? r e ce ss o f be1nq ~llLPd . 

9 

l 0 ln the :990 oudget ~es u;::na . :. !o ·:..;c.>r. :- .·· ., 

: 1 ? r oces s o f beLnq !!_:ed. "l'le thPn :e ,. or:-.n .-.· ~ ·· •· 

1 2 a verage s a lar "{ o f • ne new emp. otees ·. = ·~: . : 
e 1 3 cuong t !"le same pe ~: oc !:10 appl :c~ -,;;•;j-:•• 

1 4 s a la r y :o t he 35 ~acanc:ec . 

I 5 

! 6 .... ~ . ....... 

0 7 ~esultl ng amount wa s $4~ 2 . J01) . 

18 $3 78. 000 relates to 0 & ~ e xpPnse . ---- ... :.-:lo: "' t·· ·::. .., 

.<; : 990 0 6 ~ Budget has oee n . .. c ':- ':, . . ..- . - ' 

.: c reflect th l s 1. : r l nq : a•• . 

2 1 

22 Q . Please describe the o & ~ Budge t p r oc e ss after the 

2 3 1ssuance of the Budget Message. 

24 A. Upon ·ece :pt .Jt t •• e auoqet '1e 5sac: .. ac. >·pa! -~ ,. -. • 

25 p repare s :he oeta: , P_ !)~<.:qe t "'' . - · 3 .. p~v;r:s 
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)oc ~et :;:: . ~~?:; ~ s-c:: : 

:~t~ness: )ona:d F. ;~:::>er · 

?a~ e 

The budget represents tne funds ·he r:epartmpp· 

mar.agement determ1nes are requ:r•. fJ r •• ac;;;o;r;: .. : ; .. • s 

goals and ob)ect!ves . 

revtewed and ~pp roved by t~e :espons:b:e !:~a 

Pces1dent. ,l,fter the d epartmf'nt • s r •dget '- ,H· : , ... n 

rev1ewed and approved by thP ~: ~ e ?~Ps:den •, 

subm itted to Co rporate Plann1n~. 

rev1e ws the documentatiOn l'>r ···Jmp: . .Jnct:o 

by the 0 & M Revte w commt:t ee. 

.. .. . :,r.. 

The) & M Revtew Comm:ttee : :- esta:::::s:oo:-: :: .• ,.. 

Budge~ Cor.-.mlttee and ts ::hargt.><: "'cr. r,..v: ·: ·· J .. 

the Resources Requ ests suorr:Lteo. 'Jpon rom: ... . 

:eve: of 0 & "4 e xpen ses t ) appr c·"'"'· 

aft~r constder:·.q the ·1 6. ~ Pev:~ ._ .. c)rn:;, . · ....... 

recommendation. Afrer ' hP :n:t:o.ll lt>t>t'• '·'" · 

resources oy the Budget ··ommltt. ••l', •'ac:· :.:o: ... : ·. P ·.• 

provtdes the f'ERC account '11Str:t>u•: o r.s :'H 

approved resources . 

also forecasts 0 & :-1 expenses f ·>r r h~ 'lex :. ~ ) .: 

years. An exp!anat:on .s pr , v: 1e.: : : • .r 



:lOCKet ::o . ~9:345 - ~! 

Wi t ness: 00n111rl P. '; :: ~ert 

?ao e :a 

,..hlc n c"1anq ed d ... r.r.s ::.ne iJCO)ecte(J p ~>r. 1 • ,· ,;, 

2 

3 ) f .n!:at. on . Once •ne accour.t numLJer .. ss.:r.:r.~·. t:; 

4 and proJect tons ~ · e developed and approve•! · ·:· 

5 d epartmental mana q ement , r.he :)udqt-t 1mO!.ln"· ... :v: 

6 

7 Comm1t tee and by the PrestdP nt. 

8 

9 Q. How does Gulf ' s budqet process incorpor,te the 

! 0 budg~t variances f r om the prior y~ar tnto he Dudqet 

1 1 estimate for the upcominq oudqet year ? 

: 2 A . Dunng July a na Auqu :_;. , f each '/eat as • r.e t .. Jrr.: ~. :J • 1 J 

l 4 vartanc~ reports f o r the cu rrent 10d pr,.v. 

' . ~ a rP ... t:.t7.ed. 

! 6 ~ x per . er.ce , ana r: r o f ess: o r:.:.: '~d·~ .. ne-r : .. , . 
• 7 

: B a ffect rhe var:ances mtqr: r - 1 1 ! . t ~ n ~ ' . f t ••• • • 
. ~ .. 

. 9 budget 'fear . 

20 Dunnq the rev :e·,.. pr o cess pnrf ·:i t"'"'~ • .... ,. ~ v 

, ' .. . Rev:e w Commlttee , the bU(;Q"'C .:~r:l a· · J1. 

22 e xpenditur~s , by FERC Account, fo r r•act· t ': 1 ". ' ~J 

L J unlt fo r Lhe years 198 - :989 16 mont:,:; ~r :•·: ·m .... 

24 19891 wer P rev:ewed . The depa r tmert ~.ead~ ~•·: : 

25 queStloned as to the effect ce rta :r 'i .•Jr. : : .· o"' 



JOCKet ·:0 . c91': 4 '> - £ ! 
Witnes s : 1ona:~ ? . :; .~) er· 

· l oe : 9 

~w· 3::onces had on 1nd :v:d~a: t::dnn.~o .. :!~:. : ..... : : .,, 

'lnd , :f approprlate , the oudq e ts - Pre Hl'.S~"';. 

":'he Budget :ommt c tee wa s ••. so p r '•:.~e!: ,;If·" 

and actu a l amounts by planntn<) untt ~or . s f'. :-. . ...... : 

revtew pr: o r · J appro v::1o the .9~'' . !. '! ili•:a ·". 

Q. Mr. Gi lbe r t , has the Company tnclud ed in tts budge ted 

~ Op ~ ratio n s and Maintenanre 10 ' M) e xpen ses any 

nonrecu r ring ~xpenses whi c h s houl d be d i sallowed? 

1 0 A . No, Gu lf's no nrecu r rtnq t> XpPnse s oS : ·; t~VP : ' ' ! ."i''l 

. ' on page 14, ..:ons:s t of $ 7 , !58 , : 05 . :-ur : :--:•· . :.· 

l 2 

e : 3 

ao1 1 e r e xpen ses and Veh; c l e Reou: . ~ s .._. ~ . : 

!rom 'jea r to year o n d1:'ferer.t .:n: · s ..) \.- -. r: '·: .. 

! 4 $ 5 ,34 1) , 000 and $ 11 6, ';00 r "s ;:H~Cttve.; , . ! ·:·· 

! s $ 7 , ! 58 , 205 . The rem a 1 n 1 nq $ 1 , - l : , - 'i . s ,. 

6 e xcess:ve amount Qf per: r1d:.:: o r ~ ·f r: . . ca . ,.,·: •·· 

: 7 a rep r esentattv~ test yea r . 

. a 

. 9 actlVlt:es ~111 occu r . T n: s . s o .. : on s- .. •.' 1:. . : , ... 

20 estimate of cyc l1 cdl 3Ct:v:r;es !H Ah . . " A o ' 

~. 

22 

2 3 Q. How are t he costs associa tt>d w1th the recent federal 

4 ~ i nvestigat ions of Gulf ~owe r hand l ed 1n thiJ ~ ase? 

25 A. Gulf nas ldentlfted $6 l5 , JOO 
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Q. 

A. 

::> o c k e t ·z :J . .: 9 : • 4 ~ -:: : 
Witness: )O:'l a:-: ?. : :::er : 

:>;,up 20 

has made a 'let 0pe nt: ng : r.come • w;: 'I .j :; • s:. rr ,. r. ' · ; 

re mo ve • hese ~~dqeted ~ x pendl tJ r" b r iJm C:) n s; ! t>r.tt:~ n 

tn thtS C.:lSe. 

stoc k ho ld e~ s . :hes e ad )Jst:nent s :.-- , ,e n : :':o:: 

1r. McM ill an' ~ test : mony . 

In G ~ lf ' s pl e a agreement w1th t he Un it ed St at e s 

Government, severa l specif ic In s tance s were Cited o f 

p&ymen t s to vartous pollt tca l , ct v tc , and o ther 

o r 1anizations made by vendo r s a nd t hen bt:led t o 

Gulf as some o ther expense s . f.. re any o f these 

expenditu ::- es included tn Gulf' s 199 0 0 r. r! bt•dqet? 

.; r e not . nc l u d ed 1 :1 .:; ..: • : ' .- J 9 9 0 ) 1> ·~ : .; •; c e · ' .... 
foll0 wtnq reaso:1 s : ; I·',' , , ~ l 

tn the .ate r years o f ·:-:e Plea oJor,eMer. · 

:989 1 :elated a mos t ~xc.~5.~D.y · :ol· - e-· · -,: ... 

through il dve rtlSH•g agenc:(' s . ~ ... 

l n the pl ea ag reeme n: 1nd · n,..: : ~;,J r.~: .. ..:: · :: , : " 

hetnq ren e we r} 1n the fu1 Jr". 

that Gu 1 f cou lrl :.e t equ 1 r ._. ,! · J na Ye : ~-.·,.,-:r. · ~ 

r ,. : 

:hese agenc:es .n the " Jtur<• ~:. : .J ' <l'. • 'f< -:· C' •': l ' . : <> 

ad ve r t1~1ng p r ~~ ram wtt h var: o u ~ r. .; : ~~r~ . 
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)oc l< ec ·:r . -:G:) 4 ~-F : 
)ona:rl P ~::o P:-" 

'J ' t~p ;: 

~IS p r og ra m 3 bu!lder ~ou:1 s~:ect .ne . "" ,, ... 
ag e nc1 e s and G~l f ~ould De requ:reo • 0 0-.1. 

• I .. rr. ~: : vr, 

o !' the Ol. . i:ler' s acver~! Si nq •:OS ' S !.r·'C'.: 

agenc:es. -:'ht s t n no way det ra c t s !'rom · "It: 

that t.he qJeStlonable payment s .Jre :-:ot ~:-: C."*j ~ r~ .~~ 

Gulf' s : 99 0 Q & M Budget. :n :990 ..Jdvf>rt: .. . · .q 

tnHtat ed b y G~l ~ --' lll be r.anci.eo c'r' J r. ew qe•n .. '1 

whlch was c hosen th r oug h a •. horo.;o~ :>r>!<?cc. J :; 

p rocess. Tht s new agency :s ~u · 

:Juesttonaole d ea l tnq s men tioned . n :he p :~. ~ 

a q r eement. 

: eta1ner fees were use d to 'Ptmbt.rse ~e n~- ~ ~ 

. 0. ,. 
" . ,r,y 

s e veral quest to n abl ·~ Payments. 7:-~e:~ .:; - ,, ... . .l ' ".f'r 

tee f o r the new ad ver t:str.a ag e nc·; ll udoe " d ... <191}. 

(J l -:'he COm!>at•!' ' s :>usu:Pss iea!::1q:: - : · .. ~ :1J, ' ·•·. : 

c•asec! ~n :ate . 386 . 

ac t lV!t:es re r~ 01 11ed by "'r. :owe J. '.J '.'f~ : ,. , .. 

~~~0 budget . & oased upon ~ ne }Sls . .... cu t· ~··; . 1b9 

fo : t~.ose g raph tc ser vtces not •J n :9bd ' s ··)S ' 

( 4 1 -:'he r e were no ques t 1cnaule . · "~s · .•) t"! . • .. t R4 

by the plea agreement . 

Q . What rate o f inflatlon i!' used b y Gulf !n c he 

p reparation of its Ope r at! or ' Ma1ntenancr (Q & HI 
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Doc ke t ·: o . ~9 . 1 ~ :.--• r 
'.-ll tness : Jonald P . -;· 1ber · 

=>'lq e 2 2 

Budget? 

2 A. The Budget MessagL 'ssued oy the Budget :omm: ·• pe 

) ~Pcludes the tnf!at:on rate co oe _sec L'l :hr: 

. .. planntng u n lts 1:1 prepar1no ":.he I) t. 1-1 rudq~·. ~he 

~ rate tnc .Jded . n the Budget '1e ss age :s ~r.P .cH<:>s~ 

& avai la~le estt mate o f the Consume r Pr: ce :nde x -

7 Uroan f o r the budget a nd fo recast years at ·he · : me 

8 tt~ Budget Mes sage :s tssued . T he rate o ~ . n ! .... t ton 

9 fer 1990 used 1n p repat tno t he 0 (. r~ oudq et ::· ~.4\. 

~ 0 

J 1 Q. Ho~ is this i nflat ion rate used by the planntnq 

1 2 un t ts? e j 3 1\. Th .s tn fl att o n factor t s Jsed ny ·~"' r:ann:· 1 ."!'S 

:.~ to esca! ate the nonl abor ~?xp enses , ~lt"'Pr: ;·• :.-· 

. s ac·ual. ·oo~ nen sue!': esca lation :s t:,e ro!:• ;ppr t'',.J ' P 

: 6 ~e·hod o ! budg e ting t~e ~ x?•nse . 

7 

:0 Q . Ho~ is the 0 t. M Budget t :-~ q p r ocess used by cu:~ 

:9 Power Company? 

20 1\ . Gul f uses the budgetl.ng i) r ocess us .) compt~:-.t-r.:· . • ·p 

' ' .. ma1. agemen t tool bot h to p1an and to ··or.t r•J, · ·.r· 

22 co~pany ' s ope r a t ion s . Thr~ugh the budq~t:~~ 

L 3 p r ncess , ·.1e es t ablish goals, ob)ec t: ·:es , ,pr; 

24 pr.ortt Les, attempt to antiCipate events, an·~ 

..'5 es·aollSh the appropr!3te JeveJ r • PXOenbPf . 
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? h le • · 

proce :s permlts us 'O addrl!s 

s!)ectfl c dollar 1mpac t of st!l ect ed r:> per:~t:n<~ 

Addlttonal!y , · he 0 & "1 Aur.!o<-· 

'lpproved by the Budget Commtttee :s .1 :trer:· : ·w: • 

~nto ou r 1espons!.~! :~: y Repor· . . :-1Q ~yst~:ra ,., r . ~r. 

prod~ces monthly Budget Compar:son ~ep0r:s . 

~epor t s rompa r e actual amounts t o ~urlge t@~ 1~c~1~t 

and !J COVtde d<"'lla r and pe r cent ·Jar:anc ·~s o ·1• • CC"J: • 

Q. Do i ntermediate and lower level manage r ~ rece:ve 

Budget Compa r 1son report s? 

;.. . Ye s , the y ! o . ; t : s G u l f ' s p :1 : : o sop!":'/ • t. a · · :-. <· 

s 1 ~ s .... ._ -r - ~ .. . :; .s: 

9ud :et Compar:son reports . 

Q. Doe s Gu lf ' s upper ~anaqemen t mon:tor t he C mpa~ y · s 

act ua l p e rf o rmanc e a s rom~ar ed to rh e budget ? 

A. Yet. S c t1ed u 1 e :. : s an ex a r.f: • " 

r e po r t . 

to subrnt Bu'iget Var:ance repor s Jh. - '1 . ·.c: _ :~ 

explanatt ons tor s:gn t f t can t Ja r:il r.cc· s ~r·Jrr r ._:lM 
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~c:::ou r.c. Those ~eports are 5ut:--· . · • "J • 

appropr1ace Vtce President f ~ r app r "~~ . . 

presented to t he Budget Cornmtttee ~Jr ='! ·:."~ 1-' 

app r o vd l . 

Q. Does Gu!f ha ve a met hod to r ev 1ew poss1~!e 

except ions to the appr o ved o ' M Buog e t? 

A. I I J 

cunnq the budge~ yea:, ·w ;:> r o v td €''1 ~ J = :. · · .r· 

bud')et , ;nust .)e presented to c.e !3udne• · ,) -n'"'. · · ,,., 

f..>r d!Jpr?val H J:sapprova:. 

Q. Ha ve the t1nanc 1al mode l results and the var1 ous 

A . 

component budg~ t s been r e v te wed by an ou t stde pa rty ? 

'( es. 

.-\ndersen & Company h as p r ov1d e~ • ~>sr :mLn'i 

. ~ 
test penod ftnanc,al =es u::s , · he •>vera .. 

reasonab leness o r c he assumpt . nnz !"1aoe D'f 

Company to develop those r~~ults, Jnd · n~ 

consistency o f the data used :n app!y:ng :~os-

~ssumptl ons throughout the ~or~cas~. '1 r. 4P ... 

evalJatecl the ~tnanc:al furec~st 1qa: •.s· ·;-.• . . .. -, .. 
- . . .. . 1'\ 
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'its :est tmony s~ a t e s · :.at f'P : J..::-. ;: 

. .. :ne Si"Stern ~sed'! •.:-.e :>moo·, 
~.th •e!e·1ant p r o fe sstona: · ·a· :a:: ~ . 

~d equat~ :or t ts ::>u r pose , ·o,p . •· · •' ,r 
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J . How is the financial model u tl; t z ed 1n p re pa r 1n4 

'J , 

Gul[ ' s ft nanc1al forecast: 

:- ~~ ~ '> u t p u t s f r om :.; .... : : • ': ' ) ...! <..: cJ n " • · . 1 · . ' '" ! • •• t . : l 

1. 1 r.l'·, 

shee t accounts , a nc! tne: :nanr.L , ,.; ... m; I " ' ' 

.;.put ."CO the : tnar:c:.:~. 'TlOOe ., ~r .. 

• J • ...... . 

'1 r . 

.. t:» • .·.ilnC:J! iiOO'? .. 

'lc ' t: . . 3r: ,. . . 

Mr. G i l be rt, would you p lea se su mmartLe your 

test i mony ? 

'; u l f 1 t .. i z e s a ·: ~ r 'I s t r 3 • r: ,. , ~ -- r ·... r : • , ,., . 
,;omp r e r.e'lstve ?rocess ... l'~V". 1 .~.J • ., ... 

• . ndnc:a~ fo r ecdst . 

2 ~ ') r ... ,.. ·a._:,· 

... I #to • 
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;nalung. ·.ve oelteve the assumpt :rJn!l "' U:1ca::-.•~J • . .-a..:n 

oudqet are reasonable 1n l1qht o f ou r exper.~ncPS and 

9ercept: ons of ·he futu re and that :hey ". av e tJt>"n 

obtained ~r.Jm the best sources ava!lahle .H ' :'le ·:me 

the budget s ~ere 1eveloped. 

lnfo rmatt c n conta!ned :n he ~:qrr romponen • 

o tner Income and !J al.lnce sheet 1ccnut' t s , '\:1<:: ·•· 

financt.:tl .:~ssumptl on s Into J r11't ,1!l-'ri -ompJ • • : - · 11:;erl 

st atemen ts that -omprtse r)ur ! tnanc:d: : > ro· C·) , . 

Q. Doe s thi~ conclude your testimony? 

A . Yes , :t does . 
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(By Hr. Stone) Hr. Gilbert, d o y o u have a 

2 summary of your testimony? 

J 

4 

5 

A 

Q 

A 

I do. 

Please proceed. 

The purpose of my testimony is to pro vtde an 

6 overview of the planning and budgeting proce s s wh1 c h 1s 

7 resu lting in the production of Gulf's ! i nanc i3j 

8 forecast. This financial forecast 1s tho bas t s o t 

9 Gulf's projected data for the 1990 tes t yc~r us~d in 

10 this case . 

11 Specif ically, I have provided . in additi o n t.o 

12 the o verview of the plann ing and budgeting p r ocess , ~n 

1 J outline of the assumptions used in the f o r ec:il!'t .• 1 

14 description of ~he c apital additions budge t ing ~roccss, 

15 a description of the operati o n and matntcnanc:e bud get. 

16 process, a description of the responsibility re~or t tng 

17 system. 

18 1 have also identJ!ied the etqht componen t 

19 budgets which a-e inputs t o our fin anc: t al fo r ecast, dnd 

20 I have identified l h e witness or the witnesses wh o wJl l 

21 tes l ify on each of those budget s . 

22 I have a l so testified n n why l a m con v i nc ed 

2J that no amounts associated with the pr io r Ill eg a l 

24 activities as identi f ied in Gulf's pl ed ag reemen t WJ t h 

25 the United States government are incl ud e d 1 ~ t h i s case. 
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1 In summary, I would like to remind that you 

2 that Gulf's planning and budgeting process is performed 

) annually. It is a logica l, straightforward proc ess, 

4 based on the goals and objectives ot the Company. We 

5 use this budget in our day-to -day opera tion of the 

F Compe ny. The assumptions used in the budget and the 

7 financial torec a s t are from the best source available 

8 at the t ime the budg ets and forecast we re dcvPlo~cd. 

9 And in conclusion, I would lik e to po 1nt out 

10 t hat this forecast is Gulf's plan of opera t ion t or 

11 1990. And I believe that thi s forecas t i ng process, 

12 along wi th the commitment of Gu lf's ma naq emcnt to keep 

13 c osts low, i & what has allo wed Gulf hi s t orically t o 

1 4 maintain our operating costs per kil o wat t ho u r as o ne 

1 5 o f the lowest in the Southeast. 

1 6 That concludes my summary. 

1 7 MR. STONE: I tender Mr. Gilbert f v r c r o s s 

18 examination. 

19 COMMI SSIONER EASLEY: Mr. S t o ne , wct o hi s 

20 exhibits among those that were st ipul~Lcd to? 

21 

22 

2) 

24 

2 5 

II 

MR. STONE: Tha t is correct. 

COMMI SSIONER EASLEY: ~hank you. 

HR. BURGESS: We have no questions. 

HR. Bl!RGESS: We h .;1 ve no ques t i o n5 . 

MR. Pl.LECKI: Staff ha s 4 few questi o n:; . 

FLORIDA PUB~IC SERVICE CO~~ISS JON 
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We 'd like to ask. abo"': the ad justments made t.o r emove 

2 the effective vacancies on the labor complement. 

3 CROSS £XAMINATiu N 

4 BY HR. PALECKI : 

5 Q Did you make an adjustment in the filing to 

6 consider vacant positions? 

7 

8 

9 

10 

11 

A 

Q 

A 

Q 

A 

Yes, s1r, I did. 

And how many vacancies have you lis t ed? 

In that adjustment? 

Yes . 

The method we used in looking at that 

12 ad justment was to look at the first eight ruonths of 

13 1989 and average that period. The vaca~cies, the 

14 approved vacancies dur i ng that period of time, var 'ed 

15 from a high of 49 to a low of 38. They averaged 42. 

16 In our budget message for the 'QO budget, ~e 

17 had adjusted several types of positions thaL were in 

18 the complement or not in the complement froc the 

19 reference level, asking the pl anning un1ts t , come ba c k 

20 and rejustify those positions. 

21 Three of the vacancies that were on our 

22 vacancy list at the time that we were making the 

23 adjustment had been dropped from the compl~ment. So we 

24 took those out -- actually it was t our, not three 

25 which gave us a fiyure of 38 posit1 ons as being 

FLORIDA PUBLIC SERVICE COMMISSION 



1 represe ntative of a typical turnover r a t e t o r Gu lf 

2 Power Company. 

) 0 Mr. Gilbert, could you pro vide vs , as a 

4 l a te-f i led exhibit for ea c h of those J 8 pos1t ions o n 

5 the job title, the beginning and maximum s al a r y l evel 

6 !or that position, the functional group o t expens~s 

7 that the salari~ s would be charged, and fina ll y, th~ 

a amount of the adjustment made by Gulf by f unc ti on . And 

9 I would like that a s late-fi led exhibit e ntitl ed , " ')dt .1 

10 o n Adjustment for Vacant Positions." 

11 HR. STONE: Mr . Palecki, may I as k yo u d 

12 question? Did you reali ze that the vac ancies he's 

13 talking about are averages over the per1od anJ , 

14 therefore, it might be d ifficult to idcnt t r y s oc c 1f i c 

15 -- as I understand it , i t wa s the average vu c anc y . 

16 

17 

WITNESS GILBERT: That's correc t . 

HR. STONE : When you 're talking dbout It 's 

18 a dynami c th i ng where the actua l j ob p~s iti ons ou t are 

19 going to differ over time . 

20 0 (By Mr. f'alecki) Weren't .. _here spet: t! i c 

21 vaca ncies that you 've referre d t o in t he 

22 interrogatories, in the dat b that you supp li ed t~c 

2 3 Stat!? 

There are two sets of data . The t i~s t was 

25 that support ing the calculation that I mad e i n th 1s 

F'LORIDA PUBLI C S ERVI CE COMM ISS ION 
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And what I thnught you were asking for was the 

2 data s upporting that calculation. The second set of 

J data wa s provided in my rebuttal testimony, wh ich wa s a 

4 sing le month's vacancy at a point in time, specifically 

5 as of May 8th. When you take a point in time , you can 

6 look at the specific po~itions i n the vacancy. Wh Pn 

7 you do it over a period of time, it is a dyna mi c thino . 

8 

9 

It does inv~lve several groups of salaries. (Pause) 

Q We wou ld like to have tnat in form~tion f or 

10 the point in time that you've rP-ferred to. 

11 A The Hay 8th that I provided in my rebuttal 

12 t estimony? W~ can do that. 

13 

14 565 ? 

15 

16 

1 7 

CHAIRMAN WILSON: All right, that wou l d be 

HR. PRUITT: That is correct . 

CHAIRMAN WILSON: Late-filed. 

HR. PALECKI: Short title wou l d te "Data on 

18 Adjustment for Vacant Posi tionss ." 

19 (Late-riled Fxhibit No . 565 1dent ified . ) 

20 Q (By Hr. PalecK i ) Gulf h as bndgeted 

2 1 approximately 11. 5 million in tringe benefits f o r 1Y90, 

22 or an increase ot about $443, 000 over 1989, is t~aL 

23 correct? 

2 4 A Subject t o check, yes, I'd sdy th~t's 

25 correct. 

FLORIDA PUBLIC SERV I CE CO MMIS51JN 
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Q Can you explain how the budgeted amoun t s f ur 

fringe benefi~3 was developed? 

A You would have t o look at several different 

acc ounts, but let me see it I can simplify it. 

With the exception of payroll taxes, Gul f 

uses a method based on t .he previous yodr ' s actuC\1 

employees, a11d that is brought forward to the budgete d 

year for pensions, medical insurance, employee sav 1ngs 

plan, e verything that is in benefits, with the 

exception of poyroll tax, lags one year. It is bas ed 

on the data through May from the previous year, and is 

not inflated, with the exception of payrcll is 

concerned, me rit increase assumption. And th e refore, 

it's not reasonable, in making a vacan~y adJustment, t o 

ad just out benefits otner than pa yroll taxes . We don' t 

include the growth in employees in those be11ef1t 

estimates. We base is on last year's empl o yues . 

Another way to say tha c 1s that for 1990's 

'~l's budget, we will base i t on the actudl nu~ber o ! 

employees we have in 1990, or for 1990's budget, we 

base it on the actua~ number of employees we h ad in 

1989. It has nothing to do wit h the va c anc y ratP. 

Vacanc y rate does not enter into it. 

Q We'd like an additional late-( tleu . Could 

you include in ~hi s l a te-fi led a detailed llstinq o f 

f LORIDA P UBLI C S ERVICE COt1MlSS ION 
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1 each fringe benefit shown on Schedule c-JJ, Page 100 ot 

2 the c Schedules, the amount budgeted, less you r 

J adj l! stment included in the filing? If there are no 

4 individual fringe benefits associated with those va c ant 

5 positions, could you provide a detailed ~xplanat1on for 

6 the omission? 

7 A Let me .... lari fy one thing. When you say the 

8 adjustment made in the filing, we made no adjustment t o 

9 bene fits in the filing. 

10 Q Could you explain t.hat, please? 

11 A When we made our vacancy adjustment, we did 

12 not include the benefits because we d idn't f eel l1~e It 

lJ was approprtate. We did not include payroll taxes, in 

14 error. We should have included payroll taxes. ~c d1d 

1~ not. So, in tact, any adju~tment we ~ade in my 

16 prefiled testi~ony, we made no adjustment ~ o benetl t s. 

l7 Hy question to you is, since we mad e none, 

18 it's not necessary that we include uny ad justment t o 

19 benefits. 

20 Q We'll witharaw that request tor t he 

llAte-f iled. 2 1 

22 Hr. Gilbert, you have been li s ted by Gul f ns 

2 3 a wi tness who is available to testify concerntng the 

24 Aud l t Disclosure No. 42, which specifi c" llv i s the 

25 assertion that Gulf Power does not true up its cu rrent 

FLORIDA PVBLlC SERVICE C0HMISSION 
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year's reference level for var iances resu lting f rom th e 

previous year. And I refer you t o Page 80 of 114 o! 

Exhibit No. 4 30 . 

CHAIRMAN WILSON: Excuse me just a minut e . 

Did we get a number for that late-filed exhibit you 

j ust asked for? 

MR. PALE~KI: We withdrew that . 

CHAIRMAN WILSON: You wi thdrew that, okay. 

Q (By Mr. Palecki) S pe~ifi cally, the Staff's 

assert ion ia that they have been unable t o verify 

Gulf' s representations that it has trued up th e 

reference levels, and I have a copy o f Gulf's Audit 

Disclosure which was filed June 11th, 1990, where in 

Gulf asserts that it has provided verification anu 

basically asserts that it ha s trued u~ it's current 

year reference levels. Are you able to provide any 

documentation for the assertions tha t you've made? 

And, specifically, I'm refer ring t o aud it disclosure 

No . 42, budget varianc es and the company comm(nt 

there.:>n? 

A Let me clear up one t hing. The disclosur~ 

s tates that we don't true up the ref erence level for 

budget d eviations. 

Q Correct . 

A That i n i~se l f is a true statement. With the 

FLORIDA PUBLIC SERVICE COMMI SS I ON 
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1 exception that in the 1990 budget message we did remov e 

2 two types o employees from the compliment. Emvloyees 

3 that were not in the comp liment wer~ subt r actod f r om 

4 the reference leve l , employees that had not been where 

5 the posi t ions had been vacan t for \2 months we r e 

6 r emoved from tho vaca n cy level. 

7 Now, the othe r po int I'd l1ke t o make at th :s 

8 t ime is that truing up the reference level and truing 

9 'lP our budget estimates a r e two separate things, and 

10 let me explain that. 

1 1 Gulf begins it's budgeting process by i ssuing 

12 a corpor ate business plan. That' s mace up of g oals ano 

lJ objectives in the strategic direction o f the company. 

14 The 17 planning uni ts then develoP their own gvals and 

15 objectives, in oupport of the corporate goals and 

16 objectives. 

17 Once t hose are approved, they then devel o p a 

18 budget that &upports those g oa ls and objec t ives . The 

19 method used in d~ve1opinq those budgets ar~ zero baseJ 

20 budgeting methodology, trend ing m~thodoloqy, o r the y 

21 may take t heir e stimates d irect from a contrac tur1l 

22 agreement. Those estimates are devel o ped comp letely 

23 independent of the r e ference level. That re f erenc e 

2 4 level is very similar to the Commissi on ' s benchma rk. 

25 The Commission goes back to a yea r that its 

FLORIDA PUBLIC SEHVI ~E COMMI SS I ON 



1 

2 

3 

4 

"> 

6 

7 

8 

9 

l 0 

ll 

12 

1 ) 

1 4 

}C:, 

16 

1 7 

18 

19 

20 

2 1 

22 

2) 

• 2 4 

2"> 

.:.s2 

comfortable with , in th1s case the 198 4 rate co~e o t 

Gul! Power Company. It builds f orward us1ng c~stomer 

gro~h and inflation, unt il it reac hes a le~el o f 

expe nses for the questioned year and then ha s the 

company explain any deviation above that e xpe nse level. 

Gu~f's re!erence level is ve~y simi lar to tha t. 

The yea r we're most comf o rtable with 1s the 

previo1·s year's hudgel but rather than add t\olo we 

subtract from that reference l evel In order t o ge t more 

detailed explanations. So , \olhcn you sav that 1o1 e did 

not true up the reference level, we did f or vacancies. 

That is totally different than sayi ng ~o~e did not true 

up our budget estimatPS f o r budget variations because 

we did t hat . 

And I t~ink to• a Macro test I i r you jnst 1 ook at 

our 1989 budget versus our 1990 budget , c ur '90 budget 

o nly increased t our-tenths o f l\ o ver our ' S9 budqet, 

so I th ink that' <> indica t ion ': ha t. 1o1 e have t M:en I n t o 

considerat ion budget variance in developinG that 

budget. I 1o1ill say thdt the Staf f' s statement that we 

did not i nclude i t in our reference level is partillly 

correct but not totally correct. 

Q When you assert t ha t you have taken into 

consideration budget variances, and you have asserted 

that in your audit disclosure, in reponse to t h 1s audlt 

FLORIDA PUBLIC SERVICE COM.MI SSIOti 
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1 r e port, what documentation have you prov i d ed t o th a t 

2 e ffec t ? 

J We have two methods by which we c ap t u r t 

4 budget deviation. Qua r terly we do a budge t d evia t ion 

5 repo rt. Each department looks at the i r budge t 

6 Vdriancco, they explain the~, over c ertz in preset 

7 dolla r s amounts, and they then make an est i mate o ~ 

8 wh~re t hey will be at year e nd. Though this i s a 

9 s eparate operation from the budget i t' s an int e g ra l 

10 part of the budget, i n that beginning immediat e ly with 

11 the fil·st month we issue thos e budge t dcv i 1ti o ns t h e 

12 planning unit begins to s e e where th~i r asStlmp t i c,n :; m.1 y 

1 ~ have been wrong, they may s e e c hanges 1n sco p e 1n 

14 opecific projects. 

1 5 The way our system i s set u p , r a t her than 

16 hand l e t he budget deviat i on o n the !ront Pnd by 

J7 adju s ting the refere nce l evel a s t he S t a f f suq•Jf;!Sts, .,. L. 

, a handled i t on the back end of ~u r ou dgct pro~e~s 

19 \.hrough what we c all modified a c t ivi t ie s . We h av •• a 

~ n mod i fied-- a new and mod j fi e d act l VJ t y f o rm ~~lied a 

/. l B4 . 

22 The 84 r e flect s t ile c hang e s t o t he bud gcl 

23 o ve r the ref~rence l evel. When yo u l o ok at tho~c B~ s . 

24 which have bee n pro vided to th e S t a f l, 2 2\ v i tt1em a r e 

25 n e gative B4s , th e y RUbtr act from the r e t e · e n , ·e level. 
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Many o f those are budget deviations. And l! you've go t 

the time, I'd b~ glad to read f rom them t o show yo u how 

those are c aptured. 

0 That won't bP necessary. I j u s t have a 

c ouple more questions. Your rate, request f o r rate 

inc rease in this docket, is one-half mill1 o n dollar ~ 

greater than your request in the docket th~t wa s 

withdrawn, the rate case that was withdrawn lest year , 

is that correct? 

A Subject to check, I believe that's c orr e c t. 

0 What was the amount o ! fine that was charq~d 

by the federal Court as a result of your plea o f 

guilty? 

A It's a ha lf million dollars , but i t ha s 

nothing to do with that inctease. 

HR. PkLECKI : Thank you. I have no furthe r 

questions. 

COMM ISSIONER GUNTER : Co~mlss l one t ~? 

COMMI SS I ONER BEARD: No. 

COMMI SSIONER EASLEY: 1 hav e one yu i c k o ne . 

Can you make just as qu ick a sta t ement a s t o th e rea son 

why the halt million is more tha~ the o r1ginal r a t e 

case request? 

WITNESS GILBERT : We 11, there ar e a number o t 

fac tors. We've had one year of gro wth . You had the 
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effect o f inflation that's one more yea r . We had merit 

2 increases o ne more year, which would all far exceed the 

J half million. 

4 We had offsets in reduct ions to o ur budget 

5 where W1! had either c hanged programs, wher·e we had 

6 negotiated better prices , 0 r whatever. We had 

7 negative changes to last year 's budget o f about 7 00 - -

8 excuse me, $7 . 5 million. 

9 So some things went down, inflation and merit 

10 went up, and so it's just purely circumstantia l that 

11 the di fferenc e between the two requests in thls case 

12 happens to be a half million. 

1) COMMISSIONER EASLEY: Remind me, dld I s~e a 

14 document that deli neates the di ff erences between th~ tw 

15 cases that comes c lose to pro v iding tl1at in f ormat 1 o n? 

16 

17 reca 1 1 . 

18 

WITNESS GILBERT: I' m not sun~ . I don't 

20MM ISSIONER EASLEY: I may be th1nk1nq ot 

19 something in the tax case. 

MR . HOLI...AND: Commissione r Eosley, l th1nY. 

21 there is an e xh i bit to Hr. Scarbrough's test1mony, if 

22 I'm not mistaken, that compares '89 a c tual to ' 90 

23 budget. Let me --

2 4 COMMI SSIONER EASLEY: But th , t ' s not d1rectly 

2~ to the two rate case requests, as 1 rccal •. 
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1 HR. HOLLAND: No, it doesn' t, it doesn't 

2 reconcile the $500,000. I don't think there is . 

3 COMMISSIONER EASLEY: You don ' t remembe ~ a 

4 d ocument that does that ? 

MR. HOLLAND: No, ma'am. 

6 COMMI SSIONER GUNTER: Yes , bCC3UOO tho MFRs 

7 give you '89 actuals and '90 pro jecti ons. They a: e 

8 full of those tables. 

9 

10 

11 

1 2 

13 

14 

1 5 

request 

16 t o find. 

17 

18 

to 

COMMISSIONER EAS LEY: Yes. 

MR. HOLLAND : Right . 

COMMISSIONER GUNTER: But not ra t e rc l i c t 

rate relief request. 

HR. HOLLAND: Right, correct . 

COMMISSIONER EASLEY: Ye ah . 

COMMISSIONER GUNTER : --that I've be en ~blc 

MR. HOLLAND: No, I don't t hink R O. 

COMMI SSIONER EASLEY: Would that be a r eal 

19 di fficult doc ument to come up with? 

20 

21 

WITNESS GILBERT : lt wou ld be - 

COMMI SS I ONER EASLEY: Pretty extens ive, 

22 would guess . 

2) WITNESS GILBERT: - - an extensive do~ument, 

24 because we did not take last year's requ e st dnd add 

25 $500,000 to it. 
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COMMISSIONER EASLEY: I understand that. 

WITNESS GILBERT: Every line item in this 

667 

3 c a se c hanged because that's the way we do ou r budqe t . 

4 We start from scratch. 

6 

COMMISSIONER EASLEY: Thank you. 

COMMISSIONER GUNTER: Y.r. C i 1 bert, d c.;,'t 

7 have a ny inqu j r y, but I'm trying t o under stand Issue / 4 

a and what efforts the Company went through, I ssue 7 4 on 

9 Page 40 of the Prehearing Or der . 

10 

11 

WITNESS GILBERT: Yes, sir . 

COMMISSIONER GUNTER: And th e 1 ssuc is, "Hils 

12 the Company properly removed from t he 1990 expenses all 

13 cost s related to the IRS grand Jury and othe r simtlar 

14 lnvestigations? " 

1 5 Would you expla i n what you all dt d, ho ,. you 

1 6 all went about that to make su re that none o r those 

17 costs we r e there? You know , that'b a it' s JUSt sort 

1 ~ of a c urious ki nd of thing with me a s t o what dct:~ns 

1 9 you all took. I don't find anywhere, you know, 

20 everybody say s , "Well, we did that," bu t I don 't kno w 

21 how, hnw you all went throug h making the de t ermJnatt o~ 

22 or what should be r emoved , what should be lo ft, ~nd 

~3 what have you . 

24 

25 

WI TNESS GILBERT: I wi ll be gl ild t o d o that. 

COMHIS~TONER GUNTER: Okay. 

FLORI DA PUBLI C ~ERVICE COKMlSStON 



66£1 

1 WITN ESS GILBERT: First, we started with t wo 

2 documents. Let me begin by saying that we had already 

J put o\lr budget together at the time trat Cult entered 

4 into a plea ag reement with the United S tates 

5 Government, Ao that document came after-the-tact. 

6 COMM ISS IONER GUNTEk: Sure. 

7 WITNESS GILBERT: What 1 did h~ve was our 

8 Auditing Department's notes , their Audit Repo rts. Wh~t 

9 we touk was t hose two documents the Audit Rcoorts 

10 of the investigations o r Gulf Po wer Company, th e pie~ 

11 agreemert from the United States Governm~nt, dOd they 

12 did have additional in f ormation through thet r su ~iJOcn3 

lJ power that we did not have. 

l4 We took those documents. First, we rev1cwed 

15 those against our 1990 budget work papers t or every 

1~ planning u nit. We went bacK in dnd we physicall y 

17 looked for any items. The thing we gleaned !rom th~t 

18 was that most of these in the -- le t me b~~k up a 

19 second . We also looked at prev1ous years. 

20 I The thing we g l eaned from that wa s that many 

of these activities, illegal activities, t ook plc)C<· 2! 

2 2 through ret a inert~. Where they weren't t hr·o uqt1 

23 retainers, they were substituted and displdc cd budqetcd 

24 items and were disguised ~s budgeted items, mostly 1n 

25 the advertising area. 
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Gulf does not budget for Illegal activ1ties, 

2 as do most companies, you just don't do that. Alth o ugh 

J most companies , I'm sure , have some type of illegal 

4 activities they're unaware of, you just don't budget 

5 for thos J t h ings . So what we had was items that had 

6 been presentod tor a sp~~ific purpoAP thro~gh the 

7 budget process that were dive rted to the other 

8 activ1t1es and disguised as a budgeted activity . 

9 No w, some things that I know about 1990 that 

10 would p~ohibit these expenses from being there and 

11 hopefully from anything like th is happening a~ain --

12 although no budget ing process wo uld protect you trom 

lJ the type of collusion that went on: 

14 I know that those retainers are not there. 

15 They have bee n physically removed. The;'re not in t tl~ 

16 budge l . 

17 I know that the agenc ies involved no longer 

18 nave contracts with th~ Company. 

19 I know that the indivlduals 1nvolv~d in thl s 

20 who ~ere part of the coll us ion are r o longer ~ith the 

21 Compa ny . Specifically, where most of the pro blems were 

22 involved was in advertising. Those advertising 

2J age nc ies are no longer there . The '90 budget was l 'u t 

24 tog~ther with the help of a new advertls1ng aqenc; . and 

25 I feel very com!ortabl ~ that what we have ijentifled 1s 

FLORIDA PUBLIC SERVI ~E COKMISS I ~N 



• 

670 

1 some l egal f~es on behalf of the Company and SES . 

2 And we did overlook one thing, we wer~n·t 

J perfect. Imbedded in one of the new activ ity fotms wa s 

4 a $5,000 expense for Arthur Andersen in anti ci pation o f 

thei r support of us on any presentations t o t he 

6 Board's, or review w1 th our Bcdrd of Di ~ecto r s . AnJ we 

7 caught that a~ter we filed the case and we have 

8 stirulated to that . 

9 I feel very comfortahle that we have r emoved 

10 eve r ything associated with that. 

11 COMMISSIONER GUNTER: Let me as l you a 

12 qutstion. The only time prev iously I can recall we 

lJ we .·e in a situation like thi s was back when JI.Tt. T "Was 

14 invo lved in the anti-trust litigation at the federal 

1 5 l ~ vel, which gave rise to the breaku~ o f AT&T 1n 1984 

1 6 b :: the Pedera 1 Court system. And I jus t d on't r eca 1 1 

1 7 a ~ that time period, but just wanted to ~ xplore with 

· a yo u. Attached to Mr. Scarbrough's testimony was the 

19 a nalysis of O&H expense, you kno w, wh 1ch dealt w1th 

20 previous periods escalated up . .1\nd, in fa c t, in the 

2 1 MFRa , there are 1989 actuals and ' 90 pro)c<.: tl c. ns, anc! 

22 what have you, a ll the way through. 

23 Ha s there be~n any thouqht --and I'm t ry1m1 

2 4 
1
to make sure that I understand Ot.H b~nchmdrk, whi c h 

25 you're no t speci f 1~ally charged t o tcst.ry t o, bu t , yo~ 

FLORI DA PliBLIC Sl:.RVICE COMMl.:>SIOtl 



1 

2 

) 

4 

5 

6 

7 

8 

9 

10 

11 

12 

• 13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

671 

know , you're in the planning and pro ject ion bu s iness. 

I'm wondering about the approp~iateness, f o .· ins t anc e, 

regardless o! who perpetrated an ~ct - - whe ther 1t 

would be, you know, the buck stops with the Chi ef 

Executive Officer. Like with AT*T, b~ck with DeButz 

and Company. 

How about the expenses associ ated with 

hcw~ver many employees that were required to testify, 

pre~are testimony, retrieve re~ords, copy, do all o f 

those kinds of things, t r avel, per diem, tna t we re 

involved in that investigation which ultiwately Gulf 

plead to? 

For purposes of doing an anal ys1s, an Ot. M 

beJ .chmark analysis of actual '89 expenses, ~ ome o f 

those were in '89. Were those removed so tha t you 

could make ft comparison of the actual el~~tri c 1ty 

ge nerating side of Gul~ and taking out th~sc e xpenses 

that were i nvo lved in that outside activ1ty s o th.H we 

could get a 1989 making clectriclty and 1989 

involvement with the grand jury? 

WITNESS GILBERT: Let me see i! I Cdn set you 

a t ease. I've ~hought ot the same thing. 

COMMISSIONER GUNTER: And I unde rstand 

that's, tho se don't always match, Hr. Gilbert. 

WITNESS GIT ... BERT: Right. 
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1 COMMI SSIONER GUNTER: I want t o ma ke sure you 

2 understand. They don't always match, because I kno w 

3 that there were folks with Gulf -- becau se you al! have 

4 got a ton of folks that are at least in the experienc e 

5 1n the year s I've been here, have been dedica ted t o 

6 providing electric oervice to their cuatomers . And : n 

7 no way any or my co~ents are intended t o cast dou h t on 

8 thotte folks. I'm trying to just l ook at dollars. And 

9 I recognize a lot of those f o lks got their job done and 

10 then worked long hour a i n doing this other piece. I 

11 understand that. 

WITN ESS GILBERT: Right. 12 

1) COMMI SS ION ER GUNTER: Because the electrl • 

14 s e rvice was stlll provided and you all didn't h a ve d 

15 big bump of people, and somnhow all th q wo rk got done 

16 and people got called to Atlanta , and what have you. 

17 understand that. But when I put -- purely, when I t ake 

18 the p e rsonal side out and look at the dolla r s that we re 

19 involved, and there are two ways to look at that . Have 

ZO you all done that kind of ~na l ysis ? 

21 WITNESS GILBERT : We have loo ked at th rJs e 

22 expenses. And I agree with fOU Lhat th e exempt 

23 personnel that are paid on a salary basis, there Is n o 

24 incremental expense there . There was an imp os1 t 1on o, 

2 5 their time. Certainly, no responsi bilttie~ we re 
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1 removed from them. They still had the same job t o do. 

2 They had to work nights, weekends to make up the 

3 difference. 

4 On a lot or t he trave l expense associated 

5 with witnesses in the grand jury investigation, those 

6 are paid for by the U. S. Governme nt. I mean, that' -. 

7 part of their -- the y house them it they have t o stay 

8 over, they pay their travel, they give them meal 

9 expe nse, so forth and so on. 

10 We did have some internal t ravel expe nse 

11 assoc iated with people visiting with our lawyer~. and 

12 so forth and so on. We d id have some copying e xpens e 

1) associated wi th those type expenses. I can't say any 

14 of those were - - and when you l ook at the ent1re O~M 

15 cost of Gulf Power Compa ny -- were significant. 

16 COMMISSIONER GUNTER: We ll , let me ask you 

17 thi s . Did you all have a , did Hr . Scarbrough , t h r ough 

18 f olks that work tor him, did )OU a! l have a p1ece o ! 

19 corres pondence that came down from Accounting that 

20 said, "Hey, wait a minute. Everybod) that spends any 

21 t ime on this project, cha r ge yo ur, on your time s heet, 

2~ c harge your a ccount to No. 1235 , so that we have a way 

23 to capture a ll the time that has been spen t on that, 

24 regardless of whether it ' s for, you know, for money 

25 purposes or whatever." Did you all get o ne like that ? 
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1 Did everybody in the Company charge that number? 

2 

J that. 

4 

WITNESS GILBERT: No, sjr, we dlrl not do 

COMMISS IONER GUNTER: Wouldn't that have been 

5 advisable to have done that? 

6 WITNESS GILBERT: In retrospect, Mondny 

7 morni ng quarterbac~ , ye~. We were actual -- in t~e 

8 actual process, every month we thought it was going t u 

9 be over with, and it j ust drug on and on and on. 

10 

11 foot. 

COMMISSIONER GUNTER: It' s li ke my hurting 

I keep !rom going t o the doct~ r. be c ause I kno w 

12 it's going to be better tomorrow. But it's not qettim;~ 

1J any better. 

14 WI TNESS GILBERT: We did not captu r e the 

15 labor hours, the direct 1-bor hours, o t the exempt o r 

16 nonexempt. We did captur e some overtime for those tha t 

:7 wera pa i d overtime and caused to work overtime in 

18 copying some of the stuff. And we d n Know about s0me 

1? of the travel and ~opy ing expenses. So t o those 

20 c xlnnt, we can identi ( y those expenses . 

21 

22 

COMMISSIONER GUNTER: All right, t ine. 

WITNESS GILBERT: Le t me i!dd one othe r· th l ny . 

~3 When we filed our tiling in thi s '69 tdX rule that we 

24 just tiled ba c k in March, we subtracted those expenses 

25 we know about out of that t ax rule. 
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COMMI SS I ONER GUNTER : Al l r ight. I'm beat 1ng 

a dead ho r se . I ha ve noth i ng f u r the r , Hr . Chairm~n. 

CHAIRMAN WI LSON: Redi r ec t ? 

HR. STONE: Yes , pl e a se . 

REDIRECT EXAMINAT I ON 

BY ~. STONE 

0 Mr. G i lb~rt, to f ol l o w u p just a moment on 

what Commisa i o ne r Gunter was a s king you, the travel and 

c opying that took p lace i n 1989 re l ated to the grand 

j u r y, was any or t ha t budgeted in 1989? 

A No . 

Q Were an y o r the e xpenses of employee 

a c t iv ity, we re t h ey b udgeted in 1989 ? 

A Wo uld you r e pe at that question? 

0 Were any o f the expe ns e s in employee ac t1v 1ty 

ass ociated with thos e, helping wi th t he gr ... nd jury and 

things o f that s ort, were they budg e t ed in 1989? 

A We r e the employee ' s actual e xpenses for h1s 

no r mal work rout ~ ne budgeted ? 

0 Well , 1 1:ealize chat thei 1 norr:1al ...,o rk 

rout1nes we r e budge t ed . Did you budget extra f o r those 

e xt r a a c t i v i t ies r e l a ted to the grand jury? 

A No. 

0 Subsequently, have you had t o budget any o t 

those materl~ls t o r those expenses in 1990? 
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A No. None that we haven't remo ved tram this 

2 c ase. The only onP~ that were budgeted were some legal 

) a ctivities and Arthur Andersen, which we' ve removed all 

4 those from this case . 

5 0 Did the Company have t o hire any addltlonal 

6 personnel to perform the activities that related t o t he 

7 Grand Jury? 

8 

9 

A 

0 

None thnt I'm aware o!. 

Basically then, Mr. Gilbert, is it true that 

10 none of those activities have any affec t on the 1990 

11 budget which is the basis of the test year? 

12 

lJ 

A 

0 

That's correct. 

In addressing some of the th i ngs that c h anged 

14 between the 1989 test year and the 1990 test year, 

15 there were some aduitions to rat ~ base e a r ly 1n 1989, 

16 were there not? 

17 

18 

19 

A There were additions to 

MR. BURGESS: I'm going t o hav~ to object t o 

the question. He's getting too lead ing. l ' mgo1nqto 

20 have to object on the basis o f it being a : cad i nq 

21 ques tion. 

L2 Q (By Mr. Stone) If there were addi t1 ons to t hP 

2J r ate base in 1989, would the effects of l J-mon th 

24 average r ato base, would they be fully reflec ted in t:1c 

25 1989 test year? 

PLORI DA PUBL:C SERV I CE COKMl SSlON 



1 

2 

3 
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A 

That's correct. 

Would th _y or would they not ? 

Rate base is cumulative as far a s any 

4 construction is concernej. So anything that •as 1n 

5 1989 would be in 1990. 

6 Now , if you're talking about var i at ions , 
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7 variations to our plant in service for 1989 would nQt 

8 carry forward into 1990 because we pic ked a new 

9 starting pc~nt for the plant-in-servic e numbe r s . 

10 0 Perhaps the question may be be tter addressed 

11 to Mr. McMillan , but in terms of lJ-month a vrrage rate 

12 base, some of those effects are delayed because o f t he 

13 13-month average, is that correct? 

14 

15 

That's c.orrect. 

MR. BURGESS: I'm going to have t o o bJec t. 

1€ He' s leading the witness. 

1 7 CI~IRHAN WILSON: That' s a v er y l e a di ng 

18 ques tion. You're going to have to rephrase that. 

1 9 

20 0 

HR. STONE: I'll explore it wi t h Hr. Mc Millan. 

(By Hr. Stone) Mr. Gilbert, do you kno w 

2 1 whet her the -- you mentioned that the individurt l 

~ 2 planning units do their own budqetings o n a zero-ba~ed 

23 o r a trending of it, use different analyses , that it ' s 

2 4 not bas ed on the reference, although they d o budget lng, 

2 5 i s t hat correc t ? 
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A That is correct. ~,d the refe rence leve l , 

2 like the benchmark, only determines how much 

J documenta~ion you'd get. 

4 Q Those budget pa pers in the individual plann1ng 

5 units, have they been made available in this rate case? 

6 A Primarily to Public Counsel. The Public 

7 Counsel requested selec~ed work papers, and the Staff 

8 has been provide~ all the 8-4 documents that are the 

q justification documents. 

10 

ll 

MR. STONE: We have no further questions. 

COMMISSIONER GUNTER: Hr. Chairman, I have 

12 one, just a clarification as a result o f those clos1nq 

13 questions. 

14 Hr. Gilbert, 1 understand that you're not 

15 responsible for Schedule C-21, at least you're not the 

16 witness identified in the HFRs, but your i nformation, 

17 ' when you go f o r 1990, the test year, from your planning 

18 act1vity there would have been a portion o f that wh1 ch 

19 comes from your effort~, would they not? 

20 

21 

WITNESS GILBERT: I'm not su re what C- 21 ts. 

COMMISSIONER GUNTER: C-21 is the detailed 

22 change~ and expenses when you're tdlkincJ about O&M, and 

23 you're taking the prior year, which yeat ended 1~89, 

24 and then they've got the 1990 test year. so when 

25 you ' re in 1989, you were budgeting f o rward for l <t9fl, 1s 
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that correct? 

2 WITNESS GILBERT: That's correct, but thi S 1s 

J not year-end data. This is n1ne months actual, f our 

4 months, three months --

5 COMMISSIONER GUNTER: Looking at the heading 

6 up on the riqht-hand side, type ot data shown. 

7 

8 

WITNESS GILPERT: Right. 

COMMISSIONER GUNTER: Projected test year 

9 ended 1990. 

10 

11 

WITNESS GILBERT: That's correct . 

COMMISSIONER GUNTER: Prior year e nded 1989. 

12 I'm just looking at the MFRs and I'm tak ing that at 

lJ face value. It said that the pro j ected 1990 datd s hown 

14 in Column 3, and I guess it's the same, I'm j ust 

15 looking at c-21, Page 4 of 7. 

16 WITNESS GILBERT: Yes, sir, that's correct. 

l i But in the negotiation of the MFRs, the pr1or year wa s 

18 defined as nine months actual, three months proje c ted 

19 for O&.M . 

20 COMMISSIONER GUNTER : Let me jump ovN· that. 

21 But some o! your i nformation would have co~~ fr om 

22 there, is that right? 

2; WITNESS GILBERT: Yes , si r. 

24 COMMISSIONER GUNTER: In counsel' s statement 

25 they asked you a question did you budget for any o f the 
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1 expenses in the Grand Jury investigatio n, and your 

2 answer, ot course, .c1s no, you didn't have a ny way t o 

) fotecast that. But in the prior year, if I' m r e adir.J 

4 the heading on C-21 correctly, these are actua l 

5 expens es that were incurred by the Company in 1989, is 

6 that correct? 

7 

8 

WITNESS GILBERT: Through September. 

COMMISSIONER GUNTER: Through September. So 

9 the heading up here is incorrec t ? 

10 WITNESS GILBERT: That's ~orrect. It was 

11 defined as part ot the MFR process. 

12 COMMISSIONER GUNTER: Okay, f i ne . I 'm not 

13 taking exception to that . I'm j u s t trying t o 

14 understand whnt the MFRs tell me , becaus e it says ended 

1 ~ 1989. It didn't get down to the po int tha t you'r e 

16 getting at. 

17 

18 

WITNESS GILBERT: We fil ed a - -

COMMI SS iONER GUNTER: But t he ac t ual expenses 

19 you i ncurre d in 1989 tor our eval uation , are t hose 

20 expenses you inc urre d in 1989, whethe r they we r e 

2 1 planned for i n ' 88 to happen in '89 o r n0 t, I s t hat 

2~ right? 

23 

24 ye s. 

25 

WITNESS r. ILBER1: Essent iall y t ha t' s correc t , 

COMM ISS I O!lE.R GUNTER: Oka y. 
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MR. PALECKI: Mr. Chairman, I have one furthe r 

2 question based on ~onat 

) CHAIRMAN WILSON: All right. 

4 REDIRECT CR~SS EXAMINATION71 

5 BY HR. PALECKI: 

6 Q Isn't it true that as part of your o wn job 

7 functions at Gulf you were required to divert time as a 

d result of the Grand Jury investigation? 

9 

10 

11 

A 

Q 

A 

Are you asking me personally? 

Personally. 

I have very little to do with that spec ific 

12 investigati~n in ' 89 . 

lJ 

l4 

Q 

A 

You had to back the numbers up, didn't you? 

As part of this case I had the task of 

15 searching our budget work papers t o see if any oC the 

16 related activities were i nvolved that was really n o t 

17 part of the investigation comple~ely. It wa s as a 

18 result of this case . 

19 Q Do you have any doubt t hat employees at every 

20 level of management at Gulf were diverted fr om their 

21 n o rmal, daily tasks as a result of the inves t igatio n ? 

22 

2 J 

24 

25 

A In 1989? 

Q Zither in 1989 or at the time of the 

investigation. 

A I'm sure there vere many empl o yees that were 
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1 diverted !rom their tasks. As I say, as far as I know, 

2 no responsibilities w ~e removed !ro m any emp l oyee. To 

3 the ~xtent we worked any overtime bec ause o f tha~. 

4 where it was pa id overt ime and i ncurred incremental 

5 expenses, we have ajdusted that out ot the '89 tax 

6 savings rule tiling. As tar as exempt employees that 

7 had to work overtime, we have to work overtime a ll th e 

8 t ime. We don't get paid one dime !or it. There was no 

9 i ncrementa l ox~enses associated with that type of 

10 employee. 

11 

12 

13 

HR. PALECKI : No further questions. 

CKAl~ WILSON: All right. No thing turthe r ? 

HR. STONE : None with this wi t ness . 

CHAIRMAN WILSON : His exhibit s have been 

15 stipulated ? 

HR. STONE: That is correct. 16 

17 CHAIRMAN WILSON: Thank yo u very muc h. Yo u 

18 may be excused. 

19 (Witness Gilbert exc used. ) 

20 - - - - -

2 1 

22 

2 3 

2 4 

25 

CHAIRMAN WILSON: Call your next witness . 

MR. STONE: Mr . Hark Bell. :Pau s e) 

Hr. Chairman. I don't be l1 e ve Kr . Bel l wa s 

here on Monday when the witne s s e s we r e s worn. 

CHAIRMAN WILSON: Rai se your r i ght h <1r.d, 

FLORIDA PUbLI C SERVI CE COMMI SS ION 
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J 

please. 

(Witness B~ll sworn . ) 

CHAIRMAN WILSON : Thank you. Go ahea d. 

4 MARX R. BELL 

683 

5 was called as a witnoss on behalf of Gulf Power Company 

6 and, having been duly sworn, testified a s f o llo ws : 

7 DIRECT EXAMINATION 

8 BY HR. STONE : 

9 Q Would you please state your name, yo ur 

10 employer, and your business address for tho record ? 

11 Hy name is Har k R. Be l l . I am a partner with 

12 Arthur Andersen. Hy address is 133 Peac htre e Stree t , 

13 Atlanta, Georg ia. 

14 Q Are you the same Hark R. Bell that has 

15 prefiled direct testimony i n Doc~et No . 89 13 45 d ated 

16 Dec ember 15, 1989? 

17 

18 

A 

Q 

Yes, I am. 

Hr. Bell, do you have any cha nges or 

19 correc tions to your testimony? 

20 

2 1 

A 

Q 

No, I do not. 

So if I were t o ask you the questi o ns 

22 c onta i ned in your prefiled direct tes t ~mony, your 

23 r esponses, would they be the same? 

2 4 

25 

Yes, they would. 

HR. STONi : Hr. Cha i r man , I woulJ azk trat Hr. 

FLORI DA PUBLiC SERV I CE COMMISSION 
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1 Bell's testimony be inserted into the record dS tho ugh 

2 read. 

J CJI-.IRMAN WILSON: Without ob) e c t 1 o n, 1 t w 1 I I 

4 be so inserted into the record. 

5 HR . STONE: Mr. Bell's exhi bits have been 

6 previously identified as stipulate~ . 

7 (Exhibits 46, 47 and 48 previously stipulated 

8 into the r~cord.) 

9 

10 

11 

12 

1J 

14 

15 

16 

17 

18 

19 

20 

21 

22 

2J 

24 

25 

FLORIDA PUBLIC SERVICE COMMI SS I ON 
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Bef o re t~e F:o r: da Pu~ l :c S e~ v:~e :;~~. ~~.~ · 
D:rect 7est:mony ? f 

Mark R. Be l! 
! n S~ppo rt o f Rate ~ e ! .e f 

Doc ~e t ~o . 89:3 4 5-~: 
:>ate o f fllt:'!g Decemoe~ .':, . c;.69 

6 Q. Would you please state your name , bustness addre ~s . 

1 and occupat ton? 

8 A. :1y nam e : s xark R . E!e!! . 

9 ?e ach t r e e S t r e e t , ~l . £ . , ~ t ~ an .. _ ! , G eo r a : d , · "~ , 

- tJ am a partne r lr. t ~e a ccou r1t : ~g :~rm Ar~:J: ~'"'. : 4?:- s p -

Compa r.y . 

: 2 

:3 0 . Would you please state your e duc at 1 on a 1 and 

pr o fess 1ona l backgro und ? 

- 5 A. JO :ned Arthu r Ander se:1 & Co . :n .96~ : :: : . A. · : 

g ra~ u a:: o n from St . ~ou:s ~:1 :vers: : y A,:- ~ E!a =· ~. 

: 7 J f Sc:ence degree :n ~cco~ ~t::1g. 

: 8 Puoltc Accountant :n the sta te s o f C e o r ~:a , 

Cal!. f ornla , and "':ssou rt, and : arr a "'err.oP ~ ' ~ ··p 

20 Am e n c" n I n s t1 t u t e of C e rt : : : e d ? J o i : c A c::: : - : .j ~ • s 

2 l !AICPAJ. 

2 2 

23 Q. Would you briefl y descnbe the! wo rk of Art hur 

Andersen 'Co.? 

A. The ftrm has app c ox: ~ate: ~ :60 ~ ~f :ces , A • 



2 

J 

l> l;t, 

)oc ~et ~0 . eo:! c ~-~= 

'.Y t:ness: ~- ~- 9~.> : : 
?a~e : 

abou t one-ha~f are 1n the U"'lt ted St !tes a:1d ·-.,. ·= ~-e~ 

half i n other parts o f t he wo ~ l d . W~ ~ o ~~ - ::~ a . . 

types of businesses, bot~ regu:a t ed an d nor.~egu:a ce:. 

5 t . What i s the nature of the wo rk you have pe r~ o r~e d at 

6 Ar thu r Andersen a ~o . ? 

7 A. Wh1 l e I hav~ had expertence :n a nJ~= e~ ~ = . ~c~str~es. 

8 a signif i cant port1on o f my career ~ a s been jev c ~e~ 

9 to regulated 1ndust r1es, :nc:udt ng e !e ctr~ c ~tt.~ : :es , 

! 0 wa te r and sewer, gas and te l ephone co~pan.~~ -

11 I have cond uc ted a nd supe rv:sed _- j e ~e ~~e~· 

1 2 aud i ts o f t he ~:nanc :a l s tateMe nts o f ..... . ..... ,_ .. .. 
:-- - .... . 4 _ -· ··· 

.t# S 

13 and have superv1sed work tn conne ct:or. . :t~ :-e 

l 4 tssuance of securtties o f the se com pa n.es. : -a~e 

also asstste~ i n numerous ~at~ ft ltngs on a w :~e 

16 range of topics before var tous s ~ate ~ eg~:at o r y 

bodi es. My exper:ence bef o re t~e :: o ~: oa ?-c!: ~ 

.8 Service Commtsston t nc ludes tes: : ! y:ng : :1 G-! ~ ?~ - er 

! 9 Company ' s l ast two reta: l rate hear :"'lgs on Tf 

20 t ndependent review o f the Company's ! : nar.ct :c ~e -

21 casting system. Consequent ly, arr- famt l t ar ·~: :n : ne 

22 Company ' s f o recas t.tng techniques and tt.s p:anr.:.1g "l r.: 

2 3 control systems. 

25 Q. What are your present respons 1b il1t1es at 
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5 

6 

7 

9 

9 

: 0 

&H7 
Docltet :1::-. a9::! 4 ~-:: : 

W 1 t ne s s : ·• P . 9 e: : 
?aqe ; 

~rthur ~ndersen' Co . ? 

A. Curren t l y , ! am par tner - ln - cr.ar qe c ~ ~~e aJ:. · 

ClV l S I On responsible for our regu l a t ed ~ncust::es 

p ract ice 1n the Atla nta off 1ce, wh 1ch s er ves as · ~~ 

co nc entratiOn o f~ 1 ce for our reg u : atec tr.cJs::~ 

5ervices in the southeastern United Stat es . 

addltt o ~, I serve as the eng agement part ner :or 

?ower company and several o t her e ! ec t rtc ut: .. ::~ s 

and te l epho ne companies . 

: 1 Q. What i o the purpose of your testimony ? 

A. The purpose of my test1mony :s to p r esent :~ A : e s . ::s 

• 3 of my Independent rev iew of the ! 1na nc: a ! ~o:ecas::~ ~ 

system used by the company, :r.c:Jd:nq ~v rev.e J . ! 

• c t ~e accuracy w1th wh1c h the sy ~ tem ~ o recas: s :-e ·e ~ · 

penod f i nancial results, the overa l! r~as-:·.ab:e-p s 

o f the assumpti ons made by t~e Conpar.y · o ~e~e . . ~ 

· a t hos e resu l ts, a ~d the cons : st e ncy o f ·~e ~~ : a .se~ 

~ n ~pply1ng those ~ssumpt1 0ns :h r ouq hoJ t t ~ e ! :r•·as: . 

20 

21 Q. Do you have an exhibit wh : ch accompa~ie s y o u r 

22 

23 

24 

25 

A. 

testimony? 

Yes. 

Counsel: we ask t ha t l'l r . Bel l ' s r x :-.:;,.t , 

comprised of 3 Sc hedules . be 
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DOC)(e t 
iolttness: 

iJil8 

•;o . 89 :34 'i-::; 
~- :< . 3e: 

?age ~ 

ma rked f or 1d e nt~~~cat~on as 

Ex h l b 1 t ~ ..J,. _,~ HR B- ! J • 

4 Q. Were all ot the schedu le s in this exhtblt prepared 

under your supervision? 

6 A. Yes. Each schedu:e of th1s exh tblt was p re?a~~~ 

7 under my dtrectton and s uperv lstor.. 

9 Q. Please describe your review vf the f1nanc1al forecast 

10 made by the Company fo r purposes of th i s proceedtng. 

11 A. The review was made under my 1trect supe ~ v:~1 o ~ an ~ 

1 2 cons1sted of t ~ o parts. 7 he f t rst part was a ~ev:e~ 

13 o f the Company's f1nanc1a 1 forecasttr.q syste~ :tse:!: 

14 the second part was a revtew o f tne spec:::c : c re c as: 

15 of the 1990 test pertod as summar i zed :n 

16 Mr. HcM ll1 an ' s Schedules 2 and 3. 

18 Q. Do you have a schedule which shows an overv1~w of the 

19 financial to recaatinq p r ocess? 

20 A. Yes. My Schedu le l Illustrates, tr. summary : ? r'll, :he 

21 

22 

2 3 

24 

25 

Company's process for prepartnq fore casts. Th:s 

s ystem is described in de tai l by Company w1tnes ses 

Scarbrough , Parsons , Howell, Jo rda r,, Lee. Kt:gcre , 

Bowers, Gilber t and McMt llan. As the schedu!e 

t llustrate3 , 1nput ts developed by va~tous 
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4 

s 

6 

7 

8 

9 

l O 

~ 1 

12 

l 3 

14 

1 5 

16 

1 7 

i 8 

l 9 

20 

21 

22 

2 3 

24 

25 Q. 

(,IJ'J 
Dockeo:. :<o . 59:345 - :: : 

W1 tness : M. R. 3e . : 
?age ~ 

depa rtments whose per sonne l are q,_;a:~~ : e d : ~ spe c: ~ . c 

areas SULn as econom1c forecast:ng, operat :~ ~s , 

engineering, accountinCJ, and f 1nance. -:-=-:: s : ~ p u t 

reflects the Corporate Bus1ness Plan as appr ~ ved =Y 

the Compa ny 's top management as wel l ~s t he ~ e; 

assumptions that are approve d f or cons1stent 

application throughout the f o reca st . :he Cor?c ra : e 

Plann1ng Depar t ment has pn:nary resp o r.s1=: ;; :·/ ~o ~ 

collect i ng data to be used 1n the f o recast ! ~ o~ :ne 

approp riate source departments, commun, c a t . r. g : r. e 

forecast guldelines to those source depa:t me n ~ s, 

va l idating interna l consi ste ncy of dat a , pr od _ : . ~g 

the financ ial model using the sour ce budge ts dncl 

obtaining appropriate manage ment rev.ew a nd a pp r ~ ~ ~- -

The Budget Comm it tee rev1e ws the ~ o reca s: ~ ~ ) 

planning un it level bo th before and aft e ~ : r. e 

pl ann1ng un i t budget is all o cated to FEA r a ccc ~r.: 

numbers. The final app r oved f or ecast 1s a n : npu : · ' 

the Company ' s responsibl l ity reporttng syst e~, ~ h : c· 

prov1des mont hl y and quarte~ l r reports sno~: ~q acc~3. 

results compa red t o the forecast, and w'l 1c h 

management uses to control and mon1tor the va~ : ous 

depart ments of the Company. 

Have there been any signlficant chanqes or enhance-
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69U 
Docket :<o . c9:J ~ '> - : : 

'.-lttne ss: ."!. ?. 3~:: 
:)3'}-? ~ 

ments to th~ f ina ncial !orecast1n9 sysl em st nc e you r 

review tn connection wi t h the Company's 1934 reta : 1 

rate caae, Docket No . 8 40086-EI? 

4 A. Yes. The Company has made severai s1g~:~ . c an t 

enha nc ements t o 1ts f1n a nc1al :orec as~:~g ~r eces s 

6 

7 Q. Plea ae deacribe t hose ~nhancement s . 

8 A. F1rst, the Compa ny ha s Imp l emented comp~ te~ 

9 applicat1ons wh1ch provide Int erfaces J ~ :~e ~~tpJ~ 

! 0 of the construc ti on budget mode l an d m:sce . . are0 js 

11 model calcul at1ons to the ~: nanc 1al mode:. 

Previ0usly, these 1tems we r e ma r.ua::y :~~e ~ ~a ce~. 

l 3 Second , the CompA ~Y has ad op ted the ~:::. ~; 

14 Fue l Invent o ry Mode l t UF!MI deve; ope d by t.:1e :::.e : · r.: 

l 5 Power Researc~ Instttute !EPRil to asSISt:;; : ;.e 

: 6 d eterminatlon of a s trategi C coa! :~v e ncory po::-y. 

This mod e l was des1gneo to " str1 ~ e a ba l.Jnce" ~e·~••u-

! 8 t he cos t o f hold ing fuel an d t~e expe cted cos~ 

: 9 runn1ng out o f f ue ! . 

20 Th 1rd, the Compa ny has enhanced t~ e : o~c; -: e ~"' 

2 1 cus tomer, energy, and demand forecasting 

2 2 methodologies by adopt1ng var: ous econometr1 ~ moce:s 

such as the REGIS, COMMEND a nd HELM mode!s d:sc~ssPd 

1n ~r. l<llgo re' s t ~sumony. 

25 F1nall y, _he Com pa ny i1 a s '!lade seve:a: C'ia r.,es 
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()91 
vockec :1o. 8 9 : 345-=:: 

Wttness : ~" · ?. 3e.: 
? i:J~ -

1n ltS 0 ' 11 budget p r ocess reiated t o 1: ' : :- e 

referenc~ l evels used by tne p ' ann1ng un 1cs . ~ 

prepanng thelr budg ets , ( 2 ) t:"le ::lfOrmat: On J S"' C Ci" 

:he 0 '11 Budget Re v: ew Commlttee, and l j J -~ ~ 

budget1 ~ g o f the personne l compler.ent. 

7 Q. Can you describe thes e cha nges to the Company's 0 'M 

8 budget p rocess in further deta il? 

9 A. Yes . f' 1r st , the Company ha s refl :1ed tts ;:-r o:: e c ~res 

10 

1 3 

l 4 

1 5 

: 7 

• 8 

1 9 

20 

21 

22 

fo r e s tabl ish tng the reference levels JSed bi" ~ac~ 

~lanning unit to budget 0 '11 expens e s . 7he : 99C 

refe r ence l evel 15 def 1n ed a s the :989 ouc'ge · . . ~: s s 

( 1) no .. re~..urr~nc; ite ms, C2l corporate c o ntro ::ed 

1tems , and ! 3 1 aal ar1es fo r pos :t: ons wh :ch were 

bJdge t ed 1n 1989 bJt had not been add e d t o : he 

CJmp l e ment o r wh •ch wer e budget ed :n :9&9 o~~ · a ~ 

been a~p roved f o e f1l l1ng f o r :2 months. ~a ::~ 

plann1ng un1t mus t prov ide deta1led :ust:f: c at :or. 

al l expenses budg~ted tr. excess of the refe re nc P 

le ve l and this jusu!1cat1on ts c!osely scrJ ' .-.ze~ 

by Corporate Planning , the 0 & M Re v tew Commt t t e e , 

and the Budget Commi tt e e . The reference :eve: . s 

d iscussed i n further det all 11 Mr. G: :bert ' s 

test1mony . 

Second , Corporate Plar.n1ng has added a ne-
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6 
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8 
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; 8 

1 9 

691 
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'.-J l ~ n e ss : '1. R. ,e:: 
?ace : 

oudg e t to ac tual companson repo r· ~ " : :)e :n ! c ~ -ra: . :, · 

prov~ded - o the 0 o H Rev1 ew Co~mtt:ee ~ ~ r ~ se : ~ s 

rev 1e w o f t he 0 o M budge t . 7h:s r eport p r ov . :es ~ 

t ~ ree - y e a r n1 stor1ca l an a :ys1s o f Owdq e t t o a c t~~ . 

va r t a t1 ons by fE RC accoun t fo r eac~ p :a ~~:~ ~ 

Th e 0 & M Review Comm1 ttee ca ref Jl!y rev:ews a.: 

budge t r equests compared to p n o r ·1 ea~s· r. : stor 1• • . c 

obta in the Committee's appr o va l o f budget ~eo J e s:s , 

each pla nn1ng un t t must be ab l e to exp!a: 1 ~~1 

sup po r t any budget re q~ests wh:c h appea r -~~ s~ ~ -

::ght o ~ p o o r year budg e t ~ o actua: ·:ar:a r. c ·s . 

F : nally, the Compa ny ha s es t a ol : sr.e 1 a 

methodclogy t o ad j us t the f o recast f o r a per sonne. 

"ht r:n9 l ag ." ,.,s d1 s c ussed 1n ~1 r. G : :oert' s 

test:mo ny , th ts ad j us t ~e n t ~educ:s !r ~~ t~e ~ ~ re c 3 s: 

the es : 1mated s a l ar 1e s assoc:a:ea w1t : w a c a ~c .e s 

c aus ed by no r ma l tu rn o ver. 

adJustme nt f ur t her l ate r :n my test:mo ny. 

20 Q. das t he Company implemented any o f the 

2 1 r ec o~mendat iona you made i n you r teat t mon y t n the 

2 2 Compa ny's 1984 retai l rate caae re l a ting t o your 

2 3 rev i•w ot the Company's 1984 f o re : a st? 

2 4 A . Yes. I no ted tha t s everal of my p rev tous 

25 recomme nda t ions w~ r e I mpleme nt e d . .\mong them w e~ .. 
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1 3 

14 

! '5 

1 7 

:a 

19 
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Docket No. 8 9 1 H 5-::: : 
i/1tness: "1. R. se:: 

? 'lge () 

the following: 

The Company has automated tne :~te~~ace 

between l l S revenue subsystem and :ts 

f1nanc1al model. 

~he Company has devel oped c~mp:e~e. 

d!talled, use r- o riented system 

dvcumentatlon f or the ~ tn a nc: a: ~odei. 

~he Corporate P:ann1ng Depar : ~en· ~ 0w 

performs detatled rev1ews of eac · 

plann1ng u n1 ~ buda et. Co r por3te 

Plann1nq's re v1 ews Include reaso~ -

ableness checks of amounts b~dg e·e ~ 

using the budget as sumpt ions app ~?ve~ t ~ 

management . The planning Jn :t s are 

re1.1u1red to prov.de deul!:ed ;us~::: ~3 · 

t1on for any area s c hat are b~dge~ ec ~;r 

1ncreases o ther than thos e dwe : u 

1nflat1on. 

20 Q. In your re v iew of the Company's forecasting ~ recess, 

21 

2 2 

did you note any fu r ther improvement 3 that could be 

made? 

23 A. Yes . I noted one a r ea where f u rt h~r tm pr o vemer-t :~ :~e 

system cou l d be made. I consi dered t hiS :n my rev.ew 

25 o f t he f orec ast, and lt does no t mod:~ ; my ~vera :: 



!.>') .; 

:>ocl(~: ::c . ;9. H S - ~ : 

W1::.ne ss: ". . ?. 3e .. 
? a::,. . · 

1 conc lus1ons on c he f o r ecast1no system . 

2 t ton 1s that t h~ Compdny shou:d cont: ~ e · o a_:~ma:e 

3 t~e miscellaneous fo rP.cast calcul at : cn5 a nd ... : : .:ze ~~.e 

4 Inte rface capabtlltleS for the t1nanc:a J rroc e ! . ~~. 5 

5 wou ld ced uce the r isk o f cler tca l o r ~ata .~p-: ~r : : : o 

6 and expedite th~ g~n ~ r atton ot t~e ~: n arc:a ! ~o d e ~. 

7 

8 Q. Pl~ase descr ibe the scope of your rev t ew o f the 

9 fin anc ial forecasting system. 

10 " . t uttli zed a wor k p r ogram d e s ~ gn ec to eva!~3:e :·e 

!orecast tng system tn l : ght o f the re ! e va::~ 

prof es3 tonal standards. My re v:ew :::d: cated :~a: :::c 

l ) Compa ny has ~ forecast lng system wht ch 15 e!~ecc:~e a~~ 

! 4 whi ch meet s all o f the re l evant p r o fes5. c n a~ s~a:::3::~ 

1 s f o r s uch a system. 

l 6 

:7 o. What "re levant professiona l standards" d t J you use 1n 

18 evaluating the Co~pany ' s financial forecaattng system? 

! 9 A. I eva lu ated the Company' s f tn a nc!a~ ! o r ec as: : -~ sys :e-

20 against the profess i ona l st an da~ds ou t ;: ned .~ ~~e 

2 1 American I nstit ute of Cert tf:ed Publ:c Ac coun ta r. : s ' 

22 (AICPAl "Gutde For Prospecttve F1nancta l St atemen· ~ .-

Tht s offictal pronounceme nt or t he A : CP~ e $ tat::s ~ e s 

the b r oad pr i nc1p l es and req u 1reme n s : ~a~ ~over ~ :·e 

25 p reparat 1on of financ1a l fotecasts . 



2 

) 

6 

a 

9 

. 2 • : 3 

: 4 

: 5 

: 6 

: 7 

!8 

! 9 

20 

Ll 

22 
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Th e AICPA qu1del i~es p r o v1 de a comp~ehens:~e 

s:atement relat1ng to the preparat·on o f ~ or~cas:s a·: 

as such, can be used to detecmlne that a foreca st :s 

p r epared in a reasonable and ?cudent manner 

scatement establlshes a s e t of c r1ter : a aqa:rs: - ~--~ ~ 

forecast ing system can be evaluated. The lmp:emen~a-

tton of the gu1delines was intend ed to :e~d : o 

1~creased conf t dence on the part o f users tha~ ~~ e ~a~~ 

ts exercised i n the preparatt on of forecasts. 

spec1f1c gu1del1nes 1n thls s tatement ar e :nc:~de~ 

my Sc hedule No. 2 . 

Q. Ace these the same standards you used to eva luate the 

Company ' s financial fo r ecast in its 198 4 reta tl rate 

case? 

A. :o~o, not exactly. The AICPA's •· cu:d e f o r ?respect. :~ 

f lnanc:a l Statements," wh a c~ wa s :s~uec . ~ . 9e6 , 

e s tab l ashed new standards f o r t~e prep a ra:.=~ 0 ! 

ftnanc1al f orecasts . T he new g~:de!: n e s 

essentially the same as t hose .• ppl:cab:e at tne .-.e 

cr.e 1 984 reta1l rate case excep : an add . ~ ~ona: stanca:· 

has oeen added -- "f inancaal f o r ecas ts shou:d oe 

pr epared 1n good faith." ThlS ne~ stand ar d requ::es 

that forecasts be prepared Without undue opt:m:s~ 

?ess :m1sm and that c are be exe r c1sed to e ~su re :~3· 
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forecas ts are not mislead : ng to t~:~~-pa ~= i J se~ s . ~~e 

JS e o f good fatt h has always bee n :mp : : :: .: -~- : :-~ 

guidel ines for the p rer arat: on o! f: ~ anc: a: ~ ~ ~ eca s:s . 

The new gu1delines Simply esta ol:sh good ~l:: - 3s 

separate exp liclt s tandard. 

Please aumm~ri &e the procedures ut1 li zed 1n your rev:ew 

of the Company's financial focecast 1nq sys tem. 

i employed the follow 1ng pr oc ed u res :n re~.ew: ~s :~e 

~1nancial focecastlnq system . 

overall undecst~nd1ng of the Compa~ y · s a ; :: v:: . ~s 

WhlCh, when comb1ned, c ompr 1se : : s ! o :e cas : :~~ s ,s:e-. 

~a l so f ollowe d flow of da ta !rom the o r:g:--:a: . -. -: 

depart ment s through the fore cast : ng sys te m ~o : ~e . -3: 

preparatlon of Lhe fo recas t : • se.~ . 

~ndert aken t o comp l ete my ~nde r s ta nc:rg o ~ - ~e 

pr ocesses ~sed by t he o r gan: za t:ona: un!ts ~ :: -:--: · ~~ 

Company 1n the preparat to~ of :he ! :nanc:a: ! o reca s · 

The second step o! ~y rev 1ew cc--:s:s :e~ ; ~ :-Q 

t dent i f ic atl on and r e v1ew of :he spec•f•c proc~=-~es 

follo~oted by the Company perso nnel :r. ::>r epar::-:q : ~·· 

fo recast . The purpose o f th1 s st ep wa s :o ve r: ~Y · : . a~ 

adequate procedures were 1n place t ~ ensure t~ e 

accu racy and comp le t eness o f the !orecas~ : ~ :~ose 

procedures were fo llowe d. 
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and c ert a1n doc um e n tatl on and repo rts -@: e :e~_e J~~ 

vertfy tha t t he system was :r. fa ct opera t:~q 35 

designe d . Th1s wo r k a lso : nc!ude d e~sJ:: ng :~e 

:ntecna! cons1ste r.cy of !lata usee ::-. · -:e ~ : :ecas · 

Please descr ibe yo ur r e v i ew o f t he spec:!1c ! 9 90 

f o re c ast . 

t~ add i ti on t o the work on the ! o recasc : ,g s~s :e~ ~ . -

I ju st de Ec c:bed, : he cl er :~ a l acc ~ :a cy 0! · ·e 

f1n anc1 a l mode l tnput anc ou t?Ct was :es : e~ c~ d s:·c~ 

bas 1s. Th1s i nclude d reca !cu :at :::g :':'.a ny o ~ :-.,. 

comput Atlc. ns made by ::he moc e !. ':'he :::p.:: :!a:d - Js 

referenc ed t o t he appr opr1ate source docu~e~:s a:-j -•2 

t r ac e d t hr ough the mod e : pr oce ss:ng . ~t o :~e ! Q re c~. -

ou tput , Wh l ch 1s s umm a r1zed 0n S c hed~!es 2 and 3 

Mr. Mc Millan ' s t es t :mony . 

7 he key assumpt1ons approved ~y ~anaoe~?~t S@ ' 

fo rt h 1n MfR f-17 were ver: f 1ec t o oe :rose ac ·~ a . .. 

usee in the f oreca o t . Fu rt her, t~e f orecast - as 

revi ewe d f o r t he app rcp r1ate :nterre:at :cns~.~s ~ ~ · ·o 

da ta genera ted and fo r the c onf o r mlt y w:tn proper :~:@ 

mak1ng procedures and genera i:y accepted ac cou:: ::-c 

pnnc1ples . 
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During your r• v1ew, did you note any c hanges or 

adjustments which should be reflected 1n the :~9 0 

forecast tor pu r poses o f th1s proceedtnq? 

Yes , noted seve ra l ad Justme nts wh: c h ~er e . ~e~::~:e J 

either oy Company personnel o r my pe: 'c ~~e: . 

~hese ad justments were ma~e o n Sched u :es 6 a~~ 5 

Lncluded in Mr. Mc Mt ll an's test !mony . 

relate to the foll ow1ng areas: 

( l) 

re lated t o the IRS and Gra nd J~ r y :~ves::ia:: ~ ~ s. 

( 2 l 

deprectatlon :terns a lso ~e l arec : c ~~e :?S 

tn vest l qatton; and 

I ) ) othe r m1scellaneous :terns exc: J ~ ed ~r om ~e: 

operattnq income or rate oase ::!Je t o ~e~w: a· · r:· 

p r ecedents. 

AdJustments were not made, however ~Jr : hE. ~ o:: -,w.~ ~ 

1tems: 

( 1 l ce rtatn reve nues were not ! o re c asted; 

( 2 ) changes an t he forecast w: l: be nec e ssa ' y · ~ 

reflect adjustments to be made re! at e1 to c er ta ., 

except ions noted 1n the recent Federa ! Energy 

Regu l ato ry Commt ss ton f FER Cl aud:t. 

Please discu•a the revenue s wh ich the Compa ny dtd nc : 



fo recast. 

o'J<j 

)OC Ke~ ~0 . 3 9:3~ ~ - ~ = 

W1tness: " ?. 3e.: 
?a~e :) 

Z A. The Company dld not fo recast any economy e~e r s: sa~es. 

3 

4 

s 

6 

7 

8 

9 

:o 
. , 
l -

1 2 

1 3 

14 

15 

16 

1 7 

Thls treatmen t lS co~sisten t w1th pr1or f o recasts and 

was discussed 1n the Company's l 984 reta!l race case , 

Docket No. 8 4 0086 - EI. Although : recognize :::a:; • ~~> 

l arge numbe: of var1ables 1nvolve d 1n economy energy 

t r ansact iond make t hese revenues very d:f!:c~:t t o 

forecast, r cont1nue to be li eve t he y shou : = ~e :~c:J=ec 

1n the forecast. However, s·nce 80 percent ~ ~ eco~?r y 

energy sales profi t S are cred1ted to re tal~ ra tepaye ~ s 

th ro ugh the fuel ad j ustment clause, a nd :he rema: n . ~ g 

20 per cent i s reu11ned by the Comp~ny's s t oc~t:: o .-:er s . .. 

compliance with Comm l SSlOn Or der no. :2923, :::ere . s 

consequent i al effect on the propose d recat: ra•e 

1ncrea se resulting from the om:ss1on of :~ese sa.~s 

from the forecast . 

18 Q. Please describe the adjustments that w1 ll be mad e 

19 related to the PERC audit. 

20 A. Certa i n PERC f ind ings have been recorde d cy :::e Compa n; 

2 I during 1989 ond are proper ly ref l e ~t e d :r. t he : 99 0 

22 forecast. Other audit find1ng s are cu rre nt:y oe 1ng 

23 resolved and the related effects on the f 1nanc :a: 

24 statements and thus, the 199 0 forecast, ha ve ~ot bee ~ 

25 determ1ned at thls u me. A.s d1scussed :n Mr. Mc~ : • . ~ :o · ~ 
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t esttmony, · ~e Compa ny w1 l l pr ov:de t o t ne Co~~ :s s :;~ 

an y ad Jus t ment s t o t ne f o recast wn 1ch re s~ . ~ ~ pc ~ :. ~ a . 

r esolu t ton of t he FERC audi t : s s ue s . 

5 Q. Mr . Bell, you mentioned othe r adjus t ments re l a t ed t o 

6 

7 

the Grand Jury and IRS i nvest1gations which were 

reflected in the forecast and which are incl ude d on 

8 Schedules 6 and 8 in Mr. McMillan's test tmo ny? D1 d you 

9 rev iew these adjustment s? 

10 A. Yes. Gi ven the concerns abo ut t~e Co mpa ny ' s a cco~~ ~ - ~~ 

s ystem and controls and the pot e nt ta ! :~pa ct 

12 f o recast related t o t he rece nt IRS a nc Gra nc 

13 tnvest i ga t ions, I performed deta1 l ed re v:e~ s o ~ 

14 po rt 1ons of t he forecast re l ated t o tho se ! ~ ~ d s ~ :~~ 

1 5 Company wh 1ch cou l d be af~ ect e d . 

16 r ev1ewed the forecasted cos t s a sso~ : a t e d ~ : ~ h 

' 7 markettng, public rc l att ons , a nd :ega ! t: x p e ~ s e s. 

18 a lso rev t ewed the adjust me nt s t o t est pe ' • od o p(' ~ ~ · :'-: 

1 9 1ncome related to l ega l fee s ~nd to tes t pe ~ : o o ~at e 

20 ba s e related t o c harges f o r tr a ns~ c rme c s a r.d t:-. e : r 

21 repa I r. 

2 2 

23 Q. During your review of thes~ spec i fic areas, d id 

24 anything come t o your attention that causes you t o 

25 be li ev~ that the 1990 f1,ancia 1 fore ca s t s pec l flc a l l y 
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1nc l udea coats related t o the a i! e qe d 1rr e qula r 1t : e s 

d i scussed in the Company' s p l ea agr eeme nt W!th the 

Un1ted States Government, o r leqa l fees for e c a s ted a s a 

resu l t ot activities aasoc1ated Wl t h t he Gr and J u r y o r 

IRS invest l gat i ons? 

A. No . 

f o r v a r i ou s market 1 nq .a nd p u o 11 c r e : at : o :-: s J c- .. , : : . - ~ 

and compared :he 199 0 bu dg et to the -o rres ? "~ ~c : -g : 1c:~ 

budget. I noted t hat ce rta in cos t s , s·Jcr. '~ · ~ ::,s e ~ , : 

r e ta iner s f o r c ertaL n oJts· de ser v:ces , Jer e - ~=--~e~ 

l n t he 1989 budget bu t we r e spect!:c a l!y e x =.~~e~ 

19 90 . I n addi t t on , I re v: ewe d the 0 !. :'I ar>~c.- · s 

bu~geted for lega l ~ees, 1nclud : ~g t~ o se amo~- · 

a llocat ed to Gul f by Southe r~ Compa~y Se: ~ . c e s. 

no ted the bu dgete d cost s :nc!uded amounts re:a:e ~ : · 

the I RS a nd Gra nd J ury :nvest1ga t: ons. -:'hese .:~-:)_- · s 

were spec i f i cally excl ud ed ! ~om N~t Cper!:. ~g :·- - - ~ 

( NOi l a s a n adjustmen~ 1:1c:Jde d :n ' lr . "'c ~ :::a• 's 

Sched ul e 8. Alt hough I cannot g1ve a ~so:.:e ass.: 3 ~=~ 

that no c ost s r e lated t o any p r 1or :rreg u:a r ~ ct .v:~ : es 

a re budgeted i n 199 0 , I d1d no t note any s •c'l ::J..;cg et<" :l 

cost s i n my rev1ew wh lch wer e not spe clf1ca' 1'1 ~ x c:..;:J e- : 

fr om NOI by t he company. 

I a lso rev i ewed the Companr's ad JUst me n t "o r~~e 

base r e l a t ed to t ransfo r me rs and o t her co~ts Jh: :~ .Pr~ 
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dete rm 1ne~ to be t mpr oper: y cap:: a :.ze~ due" ) :::e :d: 

actlVItles. Aga;n, a lthv ug r.; :: ar.n o: s ay ~ 1t;. a:::>s o ..... 

assu rance that a l l s uch c harges :-~ave bee n :den~: ~ t e c 

and proper ly remove d from rat e base , : ~e::eve ::1e 

Company ha s made a good fcnt h ef: cr ~ ~ o :O::e:-.::: 1 s~c-

1tems and to p r operly ad )us t the f o recast. 

S Q. Mr. Bell, d i d you have any addi t on al f 1nd1nqs whl ch 

9 wou l ~ affect th~ 1990 forecast used in this proceeding? 

A . Yes. I nuted that the h:&:ng lag ad ]ust~e~: ~ad e cy 

! 1 the Company 1:1 1t s 0 ' M f o recast doe! not recessa r ::~ 

reflect the Company's h1r1ng p! a ~s ar.d may re!-.: ·- ~-

l 3 overstatement o f 0 & M expens es : n the ~ o ~e cas: . 

14 However, I a l so noted tha t the Ccmpa ny's ! :::>recas: 

'C. 1 • union sal ar1es was under s tated. The e! f ec : -.. ~ 

! 6 understating these wages would e Rsen t lally ~ f~ s P: - ~r 

! 7 effec t of understa ti ng t he ntr:nq :aq . 

18 

Q. During the course of your re v iew , d1d yo u no te any 

20 variances between the assumptions used 1n the f o recast 

and conditions aa they subaequent \ y developed? 

2 2 A. Yes. I noted three areas where cond:t :ons c~a; y ed 

23 between the t1me the for~cast was p repared an d :r.e :a~e 

24 of my revu~w. ! 1. each case, the f orec as~ was :) a s e d on 

2S the best 11 f o r mat1on av a 1l a b!e at ~he t.~e. ~ ~: 

_j 
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subsequent l y developed tr. a man ner ~:~~ere-~ :~ - ~ · ·a· 

r eflected 1n the forecast . 

F t rs t, the forecast was p repa red JSlng a~ " S:.-a:e -: 

sala ry 1ncrease of 3 percent for .u. : o :-. pe:so:-.-.e . . 

Subsequent to the forecast prepara t:on , ~~e ~~:cr. 

contract was re ~ego t :a~ ed and an actJa: ~ase sa:3: 1 

: ncrease of 3.7 perc ent was determ:ned. :'hJS, 35 : 

dtscuened prev1ously :n my : ~ sttmony, ) • M e x~ e-sps 

related to ~ n1on wag es a re ~ nd er stated :n -~e C)mpa-;' s 

:990 forecast. 

were upgraded wn:ch wll l a lso res~.;:: :~. ajc!::. ·.a. 

sala rtes expense wh ich was not f orecaste~. 

Second, the Compa ny Jsed a n e c t:~ate ~ ~q 

t nflat ton rate Cas mea sured by t~e C? : --a.: -~ ~-

consumers) of 4.4 perc e n: :n ~ he :91C ~ c :eca s ·. 

Subsequent ly , some e conom1sts have :a :s"-:1 · -:e- .: :: : ' ·e · -

tlons o f the 1990 InC rease tn the CP! : o a s ~-1~ as E.· 

percent. Al t hough the tn~:at: o n rate as s~~e c :y -~e 

Company is certa1nly not .;:ueason a o:e, the : o re c a s · .,.a·:· 

1n fac t, understate those expenses affect cj Cr · ~ " 

f'ina lly , two changes hav e occur:ed sucseque ,, 

the preparation o f the forecast related to :: eT s : ~a• 

a!rect the Company' s cap::d: structure , ano · r.ys 7 ) St 

of cap1tal. Pt r s t, l t has been cete:m:r.t-c! : ,·.a~ ~ 
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$3 m1ll1on cap1tal contr~but:on ~~ om : ~e Sc -~ · ~ : -

C1mpany fo.ecas tec ~or De r err ce r, :969 , ~ ... _ ~ ~ 

rece1 ved. Second, a deferred tax : :a o: !:t v o ~ 

$ 1.9 m1ll1on has heen re c l ass t f:ed : o c _r :er. • . ~c~~e 

p r ~pared, the Company d1d not oe : : eve the ::~ x .:ao: : . : ; 

woul d be payable 1n ! 989. :he t o ta ! ef~ect : ~ : ~ e s e 

o:wo changes :s a sll g h t ::1ccease :~ re·Jer. ~ e ~"' G -·. e - e·· . 

:o Q. Mr . 8~11 , doee the 199 0 f o r : cast :epc ese r.t :he actua: 

ll plans of the Company for that year ? 

12 A. Yes , 1 t does . The l <l9 0 ~ o recast :-eco 11es · ;,e ::. ~ -; e: ~:, r 

13 1990. 

14 

15 Q. Ar e t he p eop le r e s ponsible for p r epar: ng th e c udg et 

1 6 also held accou nt ab le for ac hi eving 1t7 

: 7 1>.. Yes . The f1na l appro ved !:l .. dqe t oe cO!"'t>S ··.e - a s.s ~ : ~ 

20 

21 

22 

23 

24 

25 

the Res pons ibi li ty Rep o rt :ng System. . he ::t.! C CP' . s 

prepared at the s ec t1 on or : oca~: o r. :ev~: .. · · p 

appropriate • anager s a nd su per v: so ~s 

are combined tr.to departme nta! budgets, ar. ·' 

departmental budgets a re como1ned :nt o p:an r. ; r-; ~ r. . : 

budgets. These ~udg et s are then ! o rwardec :o tr e ~ ' -: 

f unc t ional Vice Presidents oef o r :! be :ng rev:e o~ed t· : .. ., 

Budget Committee a~d Pre s:dent . ~h e Resp o - s :c: : ,· 
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Repornnq Syst e m f ollows ~~e s a me ::"le c ! r':p ,.. ~:.- ~ . 

monthly budqet-to- actua l compar 1son s at t~e sec t:on 0 r 

locat1 on l evel. Su mmary reports are pr epare~ .~ ~ 

month ly bas1s for revt ew by hl gher ! e ve!~ ~ ::·:~ · ~• 

Company. At the end of each quarter, repo r: s lre 

prepa r ed at the plann1ng unat eve ! wn:c~ p·~~ - ~e a 

detailed explanatiOn for budget var1a~ces o rea~er · ~d-

5 pe r ce nt and $ 1, 00 0 . 

must be made as to whether o r not lt . .s es: . rra:e':! t~a: 

the budget w ~ ll be ach1eved by t he end o f :~e ;ea:. .. 
the budget c anno t be ac h1 eved by t~ e end o! ~ ~ e 1•1: , 

then app ro val mu s t be obta:~ed at t he V1ce ? ~es. io~: 

and Budqet Committee leve ls . 

not appr ov ec! , then the p : a nn1ng una rnus : ta '• e · . .. 

necessary s teps to come W l t~ :n the budge~ ~ o r :~e .P,~. 

18 Q. Ha ve you ve r ified that t he Respons1b1 lit~ Repo rt :~~ 

1 9 

20 

System you ha ve juat deacr1bed i s opera ti~q as 

deaiq ned7 

21 11. Yes. On a tes t basis, I have ve n~aed cy exi!!Tl::-.a:: on 

22 of supporcinq ev1denc e t~a t the Responslbal:ty 

23 Report 1nq System lS operac1nq as descr 1bed aoove. 

25 Q. Mr. Bell , wh a t conclusions have you drawn fr om your 
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review o f the Compa. ,y's financia l forecast1 ng system 

and the 1990 forecast? 

3 A. !n my opinion, the financ1al f o r eca3tlng system and :~e 

4 

6 

7 

a 

9 

iO 

1 • 
• .l 

: 2 

• 3 

; 4 

: 5 

• 7 

: 8 

20 

21 

2 3 

procedures emplo yed 1n t he prepara t1on o f t he 

: o recasted data are 1n compl i ance w1t h the qu:de!1~e s 

: n the ~mer ican In st i tut! of Ce rt 1 ~:ed Pub : :~ 

~ c c ountants' "Gu1de for Prospec~ 1v e F:nanc:a! 

Sta t e r~ent s . " 

My review indicated that the syst ems and 

procedu r es used by the Company ar~ 1n p!ace and are 

operat :ng effect ively. 7he data ~: ow :s suc:ec~ ~ ~ 

va l1 dat1on , and the forecast 1nc ! u::les a l : :mpo ~:a r. t 

data. There 1s adequa te part1 c"p a t 1on, rev1ew, and 

app roval by manage me nt. 

The foreca sted data on Schedules 2 and 3 o ! 

Mr. McMillan' s exhiblt l S an bCCut ate Sl m ~:a~:or. ~ : : - ~ 

financ1al cesu lts o f Lhe under ly1nq assumpt: ~r. s J ~ j 

those assumpt1 on s pro~ 1de a rea sonaole oas:s ~ o r : ~ ~ 

forecast. It the&e ass umpt :ons ;> r o ve :r..1e, :'1e _oQ (' 

for ec asted test per1od resu l t s should become : ~e ~ c : ~ a. 

financial results o f the Compan y e xc ept ~or thl ef~e cl 

of the d i fferences ct 1scussed ear li er :n my t es t:mo~y. 

~lthough the key ass~mpt ! ons d e veloped and 

approved by manageme nt r e present future events ~o t 

s uscepttbl e to ve c:f1cat:on a t t he t l m~ ~r.e ! ~ re c a s~ 
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was prepared, they were deve: oped 1n good ta : t ~ . n a 

reasonable and ~ rudent manner and were O Lta . ~e ~ f r o~ 

re1a ab1e sou rces . 

5 Q. Mr. Bell, you stated t hat the 1990 f o recast IS based 

6 upon aaaumptions not susceptible to present ver af aca-

7 tion . Bov can the Co~misaion be ass ured tha t the u t e 

8 of the torecaat in thia rate proceedi ng is falr to the 

9 Company ' s cus t ome r s? 

:o A. The testimony of several c ompa ny wat ne ss es ~e s~ : : c e s ~ 

l 1 

1 2 

1 3 

1 4 

1 5 

:6 

_7 

: a 

20 

21 

22 

2) 

2 4 

deta i l how the f ~ nanc1al f or ec astang s ystem wo r< s j ~~ 

~he accuracy with which 1t p ro)ect s ac t~a: ~es~:~ s . 

~ ave prevaously concluded t hat th i s system :an ce :e::e~ 

upon to develop forecasts an a reasonab l e ~ nd pr Jde~t 

manner wh ich represent the most p r obab l e f : nan c :a: 

result of the forecast test year. ~Y rev:e w con~ : ~ ~ s 

t ~ at management has a well - deve loped syst em w : ~ ~ a n 

at l1ity to accu rate ly f orecast the cos t o f se : ~: c e. 

In add it i on , an ana l ys is of t he compone ~ ~ s of ~ ~e 

forecast reve nu e requirements w1ll show t ha t : he 

conponents wh ich affec t the leve l o f base rates ar~ ~ 0 · 

suscept ible of m1sest imation to any g reat deqree an d 

the Compa ny has historically forecasted t hes e 

component s with great acc uracy. 

2S Q . Ple .1se explain . 
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A. : he CommlSSl o n has adopted a ! Je : a d ;us t me n: ~~s · 

recovery mecha ni sm wh1ch prov 1des f o r t he ~e cove~~ c ~ 

fuel cost. The Com~ l SS l on ha : estab l:shed a s : ~::ar 

mechanism for t he recovery of c erta l~ conser~a:. ~n 

program expend ~ t u res. :here for e, the s e cos : s r a ~e ~~ 

1mpact on the proposed ad)us t~e n l s t o ba se :a t e s a nc 

c an be el1m1nated from fJrther ana ly s is. 

What rema1ns to :~ffec.t base rates t s o t " ':? ~ 

oper a ting expe nses, r eturn, taxes o n ret J r '"i , ~ :-:: · ~ e 

marg1nal reven~ e from var1at1 ons be~~ee ~ ! ~ : ~cas : s an~ 

actual base rate reve nues. Rece nt n:sto ~ ! s~~ ~ s · ·a, 

var:at 1on between !orecast and a c:-.~ a : a :::c~:: : s ~ ~ :-"'$'? 

1tems has bet>n min1mal tn re l a t : on to to: a: · eve-.e 

requtrements appl 1cab l e to base rate s . 

Q. What is the basis fo r t his c onclusion? 

A. ! have ana l yzed the c ompa r:s or\ s o ~ ~ o re ::as : : ::> a· ·· "-

amounts f o r the years ~985, :986, :9 8 ., a::c :9oo •s 

shown o n Schedule 3 o f ~y ex~ :b : :. 

excludes fuel anJ conser vat :or. c. a use :e v e n~ e s ~::: 

energy revenues ass~ ciate d With u n a t po we r • n~ ot~ ~ r 

off - system sales agreem~nt s wn1ch b re treated as 

non)ur!sd! Ctlonal by thlS Comm!ss:on. : app: :eti : ~I) 

perc entage var1ance f o r th e s~ yea rs t o t~e ac:-l : ~ ~ S P 

rate re ve nues f o r t hose ye a r s :r. ') rder :o eva __ .! · e - -,. 
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Doc ket ~o . c9 . J 45-E: 

Wltnes s: M. iL Be .. 
?age : : 

~at e r e ve nu .. . !he :mpac: -=- = ':.t:ese va::ar.ces . s 

mtn . ma l , as shown by ~Y ar.a!ys~s . 

Mos t o f t he oper a t :nq e xpense :t e l'ls a: t' :e . a: . ·.- ~ . 

~ 1xed 1n nat u re, and whe n cons1de r ed 1-. .. ;•t - : . -,r * • 

cost l eve l s 1n pn o r yt>ars, t he ! r cost c an ~e P~s::: 

~ ,.. recast, part 1 cu ~ ar l y 1n t he short r~.on . -=-~er (· : : :e , 

th e c ost o f operati ons app l :cab le to ~ase :~te s . s ~ = · 

susc eptib l e to m1sest1 mat• on t o any grea: ~eqr~e . ::. I!' 

th e le ve l of soph 1s t 1cat10n ~ f t~ e Como aft y ' s 

~ o recast1nq rroce s s . 

In add1t1on, an ~ntegra : pa n o ~ · ne : . :e . a s ·.-.: 

sy s te m descr1bed earl 1er 1n my t est :~onv 1s :~e 

Compa ny 's Respons lbll lt y Repo r ti ng Syste~. ! ~ . s 

Res?onst b l l1 t y Repo rt:r.q Sy s te m s uppo : :s . ~e ~~~ra-. · · 

:tn a nc: a l p! a nn1ng a nd con t r c: p r ocess and ~~~a -:l!s 

ab!l:ty o f ma nage ment !:. o acn:eve f orec11s~ :ec;~ : · .-

1nso f11r a s economi c e ve nt s , act: vJ t :es , t.nd CI)S ' ~ ''"' 

cont r ol lll bl e. !'or examp ~ e, :n a nage me r.t ren.;: r" S 

spec1 f ic plans of ac t:on t o co r rect :nter.~ 

buclget - t o - 4Ct ual d ev 14t 1ons to t he e x ten t e x ~Pr~~~ ~ re s 

arP contro llab le. 

24 Q. Why do your calculations o n Sc hed ul e 3 no t lnclude 

25 amo unts for variances between for 2cast a nd ac t u a l 
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Docket :1o. 59:34·-::: 
W1tneas: 'L ~ . 3ell 

? aqe H 

return on common equity, income taxes, and fue l and 

int erchange coats? 

J ~. The appropriate return on c ~mmon equ:ty f o r t~ e test 

4 per1od is a matter that w1 ll be determ~~ed oy dec:s: ~~ 

o f the Comm1ssion. I ncome taxes are a ~ -~c:.on o ! ::e 

6 ret u rn on equity caplt~ l . Henc~ , the ~ ~stortca: 

7 forecast var1ation range t s not re levant . 

8 lnterchan~e coats are recovered t h r ough the ~ Je. and 

9 purcha sed power rec o very clause as : prev:ous:y 

1 0 1lSCUSSed . 

ll 

1 2 o. Pl ease summar i ze your testimony. 

1 3 A. Based upon the rev i ew desc r ~bed ear!:er . n ~Y 

1 4 testimony, i n my opinion, the ftnancta: ~oreca s::~q 

l s system usPd by the Company conf o rms w : t~ re:evant 

16 professtonal standards, is adequate f o= :~s P•.Jr?OSe , :s 

' 7 c omplete and logir:a l ly f ounde d, and c a n ce :e: ,ed .p :) -

j, 8 t o produce cons1stent, re!lab l e resu:ts . 

With only the 1mmater:a: dtfferenc es c:s~~ssPj 

20 ea rli er 1n my tes~imony, the ;990 fo=ecast represen t s 

21 an accurate s1mulat1on of lhe !1nanc:a l resu.:s w h::~ 

22 should occur i f t he key asst.mpuons prove tr ·J~ . .,h : :~ 

t he key assumpttons represent fu t ure events not 

suscept ible t o present ver:ft catton , they we re 

2S developed tn good fa1 th 1n a reasona ~!e and pr~der.: 
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~oc~e t No . 89.l 4 S - ~ : 

~ ~~n e ss: )ol . ?. se:: 
? aq e ~ ~ 

ma nner. In my op1 n1on , the use o! a :99 • ~ .... :e ::: .l S"•:: 

test per 1od lS app r opr :a te for sett:~g ~a:~s. 

4 Q. Does this c onclude you r testlmony7 

5 A. Yes , lt doe s . 
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0 ( By Hr. Stone) Hr . Bell, d o you have a 

summary of your testimony? 

A Yes, I t:So. 

0 Ploaso proceed. 

A My testimony addresses ? ur independent review 

of the Company's financial forecasting system and the 

specific r eviow o! the Company 's 1990 findncial 

forecast used in the rat ~ case. My review i ncluded 

examination ot the financial forecasting s ystem against 

the professional standards outlined in the American 

Institute of Certified Public Account s ' Guld~ for 

Prospective Financial Statements. It also included 

test i ng the accuracy with wh 1ch the sys tem forecast, 

the test period financ ial results, the overall 

reasonableness of t he assumpt ions made t 0 de velop the 

results and the consistency of the data used in 

applying these assumptions. 

Based on my review, I have concl udPd that the 

Company's financial forecasting system confo rms w1th 

the official guidelJnes establi s hed by the AICPA, 

prov i des a well-documented audit trall, and is ldequale 

for i ts intended purpose. 

I have also conclu~~d that the 19~0 fina nc 1a: 

forecast wa s prepared in good f alth and, with 

differences noted in my direct testlmo ny, reflec ts the 

FLORI DA PUBLIC SERV I CE COMM ISSION 

7 1 2 



1 

2 

J 

4 

5 

6 

7 

8 

9 

10 

11 

12 

• l J 

14 

15 

16 

17 

18 

19 

20 

21 

22 

2) 

2 4 

25 

actual results t h at wo u ld occur i f the assumptions 

proved true . 

I n s ummary , t he Compa ny's financial 

forecasting syste~ conforms with relevant proCessional 

Ftandardq, is adequate f or its purpose, i s complete and 

logically founded, and Cdn be r elied on t o produce 

consistent, r e lia b le resu lts . 

In additio n, t he 1990 foreca st r epresents ~n 

a ccurate simul atio n o f the f i nancial result s whi c h 

s h ould occur i! the key assumpt i o ns prove true. While 

t he key assun.ptio ns represent tutu~e events not 

s u sceptible t o the pres ent ve r i f ication, t hey were 

de v e loped in g ood f aith in a r easonable and prudent 

manne r , a nd t hat is my summary . 

MR . STONE: Tender Mr . Bell f o r r r oss 

examinatio n . 

COMM ISSIONER GUNTER: Let me ask Counsel a 

question. I n tryi ng t o make sure to get the i ssues 

t hat Mr . Bell is respo nsible for, are those li s ted 

correctly ? For i nstance, is Mr. Bel l going to testify 

on the lobby i ng expenses , the no nrec urring 

out-of-period expenseo? Because his nam~ is not li sted 

back i n the text on those issues , but he's got issues 

that don't appear to --maybe I'm J USt not capable o! 

reading hi~ testimony . 

PLOqiDA PUBLI C SERVICE COMMISS I ON 
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1 HR. STONE: Hr . Gunter, I think I can explain 

2 that. When we were preparing the prehearing s tatements 

3 and the resulting Prehearing Order, the Audit Report 

4 had not been f 1 :lalized. And at the final Preheari ng 

5 Conrerence it was agreed that some o! ~he witnesses 

6 would be presenting s •1pplemental testimony on audit 

7 issues . 

8 The way we identified that was to take a 

9 listi ng that had been provided to us by the Staff, we 

10 went <t own and it had identified whi c h issue s they 

11 thouqht the audit points related to . And we 1 i s t ed ou r· 

12 witnesses that ~ould be addressing those ~udi~ po1nls . 

13 In soLa respects their testimony or what they would 

14 be ass i sting the Commission wi th in regarn s t o those 

15 issues, would be on aspects of those iss ues and not 

16 really support i ng the issue l tself. 

17 COHHIS::> IONER GUNTER: So the r a te o f r e t urn 

18 issue, Issue 38, that has t o do with mismana~cmcnl, 

19 tha t i ssue he's going to talk about from a b~dget1nq 

~ 0 standpo int? Is that how these ate fit ting t ogether? 

2 1 I'm trylng to understand how the w i tnesse~ are go1ng t o 

22 address each issue because I want to ~ake s ur e avc:y 

23 .ssue is covered by the witness. Do you understand 

2 4 

2 5 

what I ' m sayi ng? 

HR. STONE: I do. 

FLORIDA PUBLIC SERVICE COKM ISSivN 
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1 COMMISSIONER GUNTER: 1 just got a l i t ~ le 

2 lost. 

3 COMMISSIONER BEARD: Because o ! the timing o f 

4 the Staf f Aud it, che out - briefing with respect t o th~ 

5 prehea r ing, we, in fact, continued the pre hear ing to 

6 identify if, one, were there any addit ional issues as a 

7 

8 

result of that audit. 

large number of the 

It e nded up not being because a 

fer lack o r a bet+:er ~o:ord --

9 " discrep a ncies," it you will, or disagreements, cou l d 

10 be rolled i nto Issue 38 and then certain oth~r Issues . 

11 And it was my ruling that, where necessary, . dd itiona l 

12 testimony addressing specifically the audit 

13 disc repancies, disagreements, whatever, wou~d be 

14 allowed to t ry to cover that . 

15 COMMISSIONER GUNTER: Okay. So that wou l d 

16 help en out-of-period nonrec urring expenses, lobby1ng 

17 and t h e management question on rate of .. eturn, is that 

18 r i ght? Is that the way I'm understand 1ng t~ is now? 

19 

2 0 

MR . STONE: Yes, sir. 

HR. HOLI..AND: Let me a C:d one th 1ng, thouf)h, 

21 and one of the additional r e a so ns that Mr. Bo ll i s 

22 listed on Issue 38, is that he wa s involved 1n t h e 

23 audit process t hroughout the period of the various 

24 investigations and , in fact, p~rti c ipated to some 

25 extent and could address quest i ons relative t o 

FLORIDA PUBLI C SERVICE COMMI SS I ON 
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1 managecent and how they handled the investigation. 

2 COMMI SSIONER GUNTER: Okay. I jus t needed t o 

) understand that, Mr. Bel l . I apologize. 

4 WITNESS BELL: 7hat's tine . 

5 COMMISSIONER GUNTER: I ~ was sor t o f 

6 procedural before we got i nto at any point that I mi~ht 

7 wa nt to in7uire. 

8 CROSS ~XAMINATION 

9 BY MR. BURGESS: 

10 Q Mr. Bell, in some areas d oes Gulf employ a 

11 zero - based budgeting process? 

12 

1) 

A 

Q 

In some areas they d o, yes. 

~1d in oth e r ar eas d o they trend forward 

14 previously-

15 budgeted expenses? 

16 

17 

A 

Q 

In some areas they do, that's ~orrect. 

In those areas where the y zero-base budget , I 

18 want t o a s k a couple ot quest1ons, spec1f i call y , wi t h 

19 regard t o those. 

20 Did you go bacx, o r did you ac tua lly explore 

21 the r~asonableness of the cost levels associate( with 

22 the programs that we re be ing built up 1n th e ze r o-base 

23 process? 

24 A Ir those ar a as that we l ooked at -- and I 

25 need t o call your attent ion t~ the fa c t t ha t we d1d 

FLOFIOA PUBLIC SERV I CE COMM ISSION 
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1 look at every area we did attest of the Comp~ny's 

2 systems, -- in those that we did we loo ked at, you 

3 know, the reasonableness of what was devel o ped, of 

4 course. 

5 0 When you say you l ooked at some a r eas and not 

6 others, so there would be some areas i n whi ch the 

7 Company employed a zero-base system, a :1d yo u looked at 

8 what you considered to be a sample that would give you 

9 what you needed in o rder to determine whether th e 

10 process was a reasonable one, is that correct? 

11 A We looked at a sample that really developed a 

12 level of comfort that the system work e d as described, 

13 and then, you know, we worked from that l e vel o r 

14 comfort. 

15 0 Okay. Would I be correct t o say that you 

16 really couldn't attest to the reasonab lP ness o f the 

17 numbers budgeted under the zero-basL process , unle~~ 

18 you were able to explore and examine the reasonableness 

19 of e a c h of the programs that were be ing built u p unde r 

20 the zero-base process? 

21 Well, I don't thinx that' s e nti rel y truo.: 

22 because I think, you know, whe n we undcrtdke ~ur work, 

2J we unde rstand the busineas that th e company is in and, 

2 4 of course, the programs are describ~d in the budgeting 

25 process. And so I th i nk we have several, what I would 

FLORIDA PUBLIC SERVICE COKM ISSl ON 
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ca ll rererence points, to check on. So I don't beltevc 

2 that's entirely true . I think we do have a reasonable 

3 basis to determine whether those kind of programs make 

4 sense in light or the kind or business that the company 

5 is in. 

6 Q Okay. Addressing specifically those areas 

7 that were budgeted on a zero-basis, or on a zero-base 

8 that you didn't loox at specifically. 

9 

10 

A 

Q 

Ri<jht. 

Could I make the -- could I rea sonably make 

11 the statement that you cannot attest to the 

12 r easonablenes s of the level of those particular areas? 

l) A I don't believe so because , you know, we 

14 conducted an audit process, you know, a " audit proces s " 

15 on the Company's rorucast. We got comfortable with the 

16 Company's systemo a nd procedures and the integrity ot 

17 that process to develop a s~stem. We tested that, so 

18 we have a high level of confidence that we can say 

19 that, you know, the budget i ng process wa s done in a 

20 reasonable manner, dnd it's appropriate for the purpose 

21 for which it is being usee. So I think we have 

22 developed a high enough confidence level in our work to 

23 be satisfied that the budgeted does produ c e a 

24 reasonable result. 

25 Q Well, on those areas that are zero-bas~ 
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1 budgeted, and that you d i d examine the speci fi c 

2 programs to determine the reasonableness o f the le~cls 

J budgeted, what did you use to examine the 

4 reasonableness of those programs? 

5 A What we do is in a particular program we look 

6 at -- you know, we go through the form where those 

7 progra~s are developed, we view what th ose programs 

8 are, and, you know, that they make s ense in light o f 

9 the busine~s that the Company's in. And then, you 

10 knew , you make sure that the cost meets what I call the 

11 reasonable and prudent s tandard test. 

12 

lJ 

Q 

A 

And how d o you do that ? 

Well, I mean there are p eople that a c t ually 

14 undertake, you know, the wo rk on the r e v1ew, , you know, 

1~ our professionals that are expe rienc e d i n working 1n 

16 public utilitiAs and understand the bu s ines s they are 

17 in. If there is questions about i t , yo u kno w, we go 

18 back to the individuals who d e ve l o p the bud~et a n~ say, 

19 "Okay, what is this for, what d oes th is p rog ra m do? 

20 What kind of suppc rt do you have f o r t hese cos t s? " 

2 1 Q When you s a y the people that ac tual l y 

2 2 undertake the review, you're talk i ng about your 

23 auditors? 

2 4 

2S 

A 

Q 

Arthur Andersen peopl e, that 's cor r ect . 

And they e xam ine s peci fi c program cos t L for 

FLORIDA PUBLI C SERVI CE COHMI S5I ON 
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1 reasonableness? 

2 

) 

A 

Q 

Right . 

What do t h ey do? What do they test i t 

4 against? Is L1ere anything other than - - excuse m~. 

5 You indicated that they have a certain amount 

6 of experie nce, if I can characterize it as such in th is 

7 area. And so, therefore, that exper ience enables th em 

8 to perform certain reasonableness testa. I s there 

9 anything beyond eyper ience? I s there any 

10 A Oh, absolutely. If there is, f or example, it 

11 a cost i& just -- I mean, i f a projected cost d oesn't 

12 make sense, or it's no t completely unde r s tooU, then we 

1J go back to the individual who develops the in ! orm~tion 

14 and say, nwell, what is t his for, how dl1 you get tu 

1 5 thi s cost, d oes this make sense?" 

16 Q So then you go back to the ind1v1dual !n Gul f 

17 Power Company --

18 

19 

A 

Q 

At Cu lt Power. 

who made the cos t pro jection. And Involve 

20 yourself i n some type of i ntervi ew where you e xamine 

21 the reasonableness? 

22 Exactly, and look at whato vor suppo rt that 

2J individual would have for those costs. 

24 Q So, then what you hnve to d o t o dc tc:noi ne the 

2 5 r easonableness ot the program-by-program buildup on the 

FLORI DA PUBLIC SERVICE COMMI ~SIO~ 
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1 zero-based budget i ng, is involve you r self .n an 

2 exchange ~ith the i ndiv i duals ~ho actually ustimatcd 

J the cos t !or particular programs? 

4 

5 

A 

0 

That ~ould be correct. 

And then ~ould I understand correct.y, that 

6 the ability ot a particular lndividual to a ccurately 

7 estimate the cost of a future program ~ould bea r on th e 

P reasonableness of the est imate. o! tha estimated costs ? 

9 A We ll, th~ ability and ~hatever support t here 

10 may be, ~hether there are, you know, potential 

11 contracts or whatever. 

12 0 Well, then if that i s a fac tor in determining 

13 the reasonableness of the total buildup o r the 

14 zero-base, wouldn't it be true tha t 1n th e areas tho t 

15 you didn't deal with the individuals and , theref o r e, 

16 didn' t get a feel f or the individual's capab1lity al ong 

17 those lines, that you would ~ave less o t an ability t o 

18 understand or to judge the reasonab leness of the total 

19 zero-base build up? 

20 A No, I d~n't. Because agai ~ . we'r e tcst1nq 

21 t h e Company ' s proc .=~ss and the Company ha s a process 

22 thr~ugh its budget committee wh ich it ccJtically 

23 reviews that report, so that process is reviewed by 

2 4 management at a higher level, at tho bvdget comm ittve 

i5 level. 
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1 What we do in our review is on a test baE>is 

2 -- make sure that process works and that's why I come 

3 back to the confidence factor, that wha~ we ' re doing is 

4 testing the process in developing ~ leve _ o f comfort 

5 with the proc ess. We ha ve developeJ a high level or 

6 comfort or confidence with the process, so that assures 

7 us in thOO@ areas that we don't r eview that it foll o ws 

8 the management process. 

9 For example , the budget c ommittee - - tho s e areao 

10 are critically reviewed, those p eople ar e required to 

11 support that and that gives us the confidenc e t o report 

12 a s we have on the forecast. 

1) Q So when you say you have confidence in the 

14 reasonableness of the levels tha t have been budgeted 1n 

1 5 the z e ro- base system , that's based on your c onfide nc e 

16 ln the Gulf Power people, t o prov ide a s y s te m of 

17 budgeting rather than any confiden~e i n t he indivi d ua l 

18 cost estimates of the programs themselves ? 

19 

2 0 

21 

A 

Q 

A 

Right. We're, our review -

Excuse me. 

is of thB forecast ing s ys t em, and in the 

22 test t o make sure that forecasting sys t em work s a nd 

2J produces the results that it says it doe s . 

24 COMMISSIONER EASLEY: Mr . Burgess, cou l d l 

25 try? 
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24 

25 

HR. BURGESS : Sure. 

COMMI SSIONER EAS!..EY: Hr . Be ll , 1n testi ng 

t h e process , and i n go i ng bac k t o the empl o y e e s t h at 

were the o nes who i n effec t supp li e d t h e f o r ecast, a re 

there i ndustry s tanda rds, any kind o f t a bl es that act 

as a sanity c heck aga inst which you c an ve r ify 

percent"ges, numbers, whateve r i t tak e .; t o say , " X 

program budge t ed at $ 1 mil l i o n i s within a range. " Are 

there outside c hecks? 

WITNESS BEll: What we d o i s n o t so mu c h on 

p r ograms, but from a o v fl r a ll p e _·spect i ve \J e take the 

s anity check on the f o recast. For examp l e , we l ook at , 

you know, the number o f e mplo yees in t h e f o recast 

versus , you know, the actua l year , and a nu mber of d a t a 

like that t o make s ure that the f o r e c a s t ma kes s ense . 

It ' s your s an i ty check. 

COMMISSI ONER EASLEY: Okay . What I 'm t r y i ng 

to get t o i s your sanity c heck o f those n umbe r s , does 

i t i nc lude any g e ner1 c i ~dust ry i nfo r ma t ion aga ins t 

wh~ch you 're making that san1ty c hec k ? 

WITN ESS BELL : I t d oes o n a mac r o ~ast s, but 

n o t down to a p rog ram l evel. Becau~~ 

COMM ISSIONER EASLEY: But there is avai l<' t· !e 

o n a ma c r o basia c u c h guidelines, i f you wtll? 

WITNESS BELL : W~ll, yeah , l ike, you k now, 
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2 

customers per employee and things like that. 

COMMISSIONER EASLEY: On the areas wh e r e you I 
l 

3 do examine in depth, do you check them agains t those 

4 guidelines? 

5 WITNESS BELL: On the progr~m leve1 the~e 

6 really are no indust ry standnrds. When you get do wn t o 

7 a specific program , let's say like a program with in the 

8 marketing area, there really are no industry standards 

9 in those areas. S• that information is not ava ilable. 

10 COMMISSIONER EASLEY: Maybe " st.a ndards" is 

11 the wrong word . Experience, perhaps. I s there any body 

12 that says electric ut i lities tend t o spend on 

• 13 

14 

conservation programs $JOO per employee, o r $1, 2 00 per 

customer, or something like that float ing around? 

15 WITNESS BELL: I have not seen do wn t o that 

16 level of detail, that there and more, yo u ~now, 

17 employees per customers, things like that level . 

18 COMMISSIONER EASLEY: Okay. So it's really 

I 9 

20 WITNESS BELL: -- it's more a macro. 

21 COMMISStONER EASLEY: l ' m 1 ook i nq fo r 

22 informatio n apparent l y nobody's developed. 

23 WITNESS BELL: Not that we would be 

2 4 comfortable that i t would be r eliable enough t o mak e 

25 some reasonable --
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1 COMMISSIONER EASLEY: W~ll, then ,how when 

2 you look at these, if Gulf people tell you th ~t program 

3 X, whatever it is you've decided to l ook at, and whe n 

4 say program I'm ~ncluding whate ver func ti on, whether 

5 it's a relationship of employees to customers, or 

6 whatever it is tha t you 're looking at , tha t the cost, 

7 projected cost is $5 million. Outside of the f act that 

8 it doesn't sound very high, what do you use f or measure 

9 it against? 

10 WITNESS BELL: Well , you know, !or examp l e , 

11 if you take -- let me just give you a e xample like 

12 turbine and boiler maintenance. I mean, there is 

13 support tor those estimates i n the pro jects. They have 

14 outside engineering firms, you know, give them 

1 5 e stimates to support how much it's g oing t o cost to do. 

16 you know, that specific piece of mainten~nce, so 

17 mean, you know, that's the Y.ind of th i~g that you look 

18 at. I n th~t example. 

1 9 

20 Q 

COMM ISSI ONER EASLEY: Tha nk you. 

{By Hr. Burg ess) Hr . Bel l , moving on to the 

21 i~ems th~t are trended from a previous budge t, i s your 

22 performance or you r activity very siml l ar ; th a t is, 

23 t ha t you would actually go back through and l ook at the 

24 previous budget in some areae , in some depth and then, 

25 p e rhaps, past somewhat on the reasonableness o f that, 
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1 and then involve yourself in the process? 

2 

3 

A 

Q 

It would be similar, yes. 

And would it be true that there would be some 

4 of the areas o f the budget that are trended, that you 

5 haven't takdn that same depth and go~e back 'nd 

6 reviewed the previous bud1et to determine specifically 

7 its reasonableness and pass judgment on that? 

8 A That's correc t. But aga1n, I want to point 

9 out we develop a confidence level with the process, and 

10 it's a very high confidence level, and that what we 

11 rely on. 

12 Q But again there, you ex>lore some in depth 

13 and some you would a ttest to the ·easonableness, but it 

14 would be more on the grounds o t y>ur confidence in the 

15 process 

16 

17 

A 

Q 

Riqht. 

-- r~ther than look i ng at the reasonableness 

18 of the numbers themsel ves? 

19 A We ll, you do both. You step back when you're 

20 done with the forecast and look at the reasonableness 

21 of the results and make sure it makes sense. 

22 0 

A 

What would you use to look at that? 

Well, you would use a number. what I ca 11 

24 macro benchmark. You make sure that kilowatt hours per 

25 customer, you know, tie into prior-y~ar trends. You 

FLORIDA PUBLIC SERVICE COMMI~SION 
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1 comparo it to prior year trends, basi ca ll y , ~nd ~ake 

2 sure it's in the context of pr ior-year trend~. 

J Q So at that p olnt you're talking about 

4 ultimate macro; that is t otal company? 

5 A Right, the total company bas is. Tha ~ 1t 

f makes t he number of employees make sense, given, you 

7 know, the prior years and what the new prog r ams are. 

8 Q Do you have a -- what would be the appr oximate 

9 number of, or perceT'tage of, programs that you wuuld 

10 have looked back into in the depth in wh ich you 're 

L1 a ctually examining the reasonableness or the previ ous 

12 budget ver s us thos e at which yo u gain con f idence 

lJ bec,uso you believed i n the budgeti ng process? 

14 A Let me -- you're a sking ho w many s peci !1 c 

15 programs w~ tested in detail ? 

16 

1 7 

18 

19 

20 

21 

Q 

A 

Q 

A 

Q 

A 

Yes. 

Let me just -- (Pause ) . We did about 25 \. 

Okay. And on the zero-base budgeting ? 

That would be overall. 

overall. 

Zero, I don't have the number f o r what it 

22 would have been. 

2J MR. BURGESS: Thar.k you, Hr. Bell, tha t ' s a 1 l 

2 4 we have. 

25 MS. RULE: $ taff has no ques ti o n s. 
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1 

2 

J 

COMMISS I ONER EASLEY: Major? 

MAJOR ENDERS: I hav~ no questions. 

COMMI SSIONER EASLEY: While you all are 

4 looking, let me ask a "curiosity question," as 

5 Commissioner Gunte r would say. 

6 Mr. Bell, are y ~u familiar with the terms 

7 "rational" versus "incremental" budgeting? 

8 WITNESS BELL: I 'm familiar with increment~! 

9 budgeting; I ' m not familiar with the term "rati onal. " 

10 COMHIS~IONER EASLEY: Okay. That took care 

11 of that very quickly. Thank you . 

12 r.oMMI SSIONER BEARD: Mr. Bell, on Page 26 of 

1J your direct test imony, Lines 20, 21 and 22 there, "The 

14 1990 forecast r epresents an a ccura te simulation o f the 

15 financial resu lts which should occur if key a ssumptions 

16 proved true." 

17 

18 

WITNESS BELL: Ye s , sir. 

COMMISSIONER BEARD: So your audit, 1 11 

19 essence, is based o n key assumptions? 

20 

21 

WITNESS BELL: Yes, sir . 

COMMI SSIONER BEARD: Okay. And those key 

22 assumptions depends, obv iously, on the person maki ng 

23 them can change and , obvious ly, future events can 

24 affect their accuracy, right? 

25 WITNESS BF.LL: Yes, s ir. 
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1 COMMISSIONER BEARD: Okay. Thank~. 

2 CHAIRMAN WILSON: Redir-.:ct? 

) HR. STONE: None. We have no redirect o f 

4 this witness. 

5 CHAIRMAN WILSON: All right. Exhlbl.ts have 

6 been stipulated? 

7 HR. STONE: That is correct. 

8 CHAIRMAN WILSON : All right, sir, thank yo u 

9 very much, you may ~ excused. 

10 (Witness Bell excused.) 

11 CHAIRMAN WILSON: Let's take a 10-minute 

12 break and then we'll take the next witness .. 

13 (Brief recess. ) 

14 

15 (Hearing reconvened at 10:40 a.m.) 

16 COMMISSIONER GUNTER: Let's get started. 

17 HR. HOLLAND: Commiss i oner, Hr. Hc M1llan 1s 

18 our next witness, and I do not believe h e has been 

19 swor n. 

20 COMMISSIONER GUNTER: Raise your ri gh t hand. 

21 R1CHARD J. McMILLAN 

22 was called as a witness on behalf of Gutf Power Company 

23 and, after being first duly sworn, testified as 

0 24 I follows: 

II 

I There is one preliminary matter MR. HOLJ..AND: 
' 
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1 ~fore we put Hr. McMillan on that n e eds to be taken 

2 c t re of wi th respect to the Prehearin~ Order. We noted 

3 in going back through the Order that f ou r s chedules 

4 a ttac hed to h is d _c ect testimony had not been 

5 !• re-marked . We need to get numbers fo r those. 

6 COMMISSIONER GUNTER: All right. 

7 HR. HOLLAND: If you will look at his first 

8 s chedule to his direct testimo ny , the se~ond page, 

9 Schedule 16 through 19 have not be e n pre-n umbered . 

10 COMMISSIONER GUNTER: All right. We' ve got 

11 everything up to Schedule 16, is that correct ? 

12 HR. HOLLAND: Yes, sjr. 

13 COMMISSIONER GUNTER: What' s that next 

14 number, Mr . Pruitt? 

15 HR. PRUITT: 566. 

16 COMMISSIONER GUNTER: Have you all been 

17 numbering them ir.div1dually? 

18 HR. HOLLAND: We should. That's h o w we've 

19 been doing it. 

20 COMMISSIONER GUNTER: Al l riqllt. 567, was 

21 that right? 

2 2 MR . PRUITT: 566. 

23 COMMISSIONER GUNTER: I've already got 

24 okay, 566 would be Schedule 16, 567 wo uld be 17, ~68 

25 Schedule 18 and 56 9 would be Schedu le 19. 
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4 

5 

6 

7 

8 

9 

10 

11 

12 

lJ 

14 

15 

16 

17 

18 

... 9 

20 

2 1 

22 

2 ) 

0 24 

..:5 

DIRECT EXAM I NATI ON 

BY MR. HOLI..AND: 

Q Mr. Mc.Hillan, vould you state your name and 

your business address, your position wi th Gulf Power 

Company? 

A My name is Richard J. McMillan , my business 

address is 500 Baytront Park~ay, and my tit l e is 

Superv1sor ot Financial Planning. 

Q Hr. McMi l lan, have you filed tes ti mony in 

this docket entitled, "Direct Testimony of Richard J . 

McMillan?" 

A Yes, I have. 

Q Do you have any co1rections t o that 

testimo ny? 

A No . I do not. 

Q If I were to ask you the que s ti ons today 

contained in that testimony, wou ld your answers be the 

same? 

A Yes , they would . 

MR. HOLLAND: Hr. Chairman , we'd ask Hr. 

McM i llan's pretile~ testimony be inse r ted i nto ~he 

record as though read. 

COMMISSIONER GUNTER: It will be ins erted 

into the recor~ as though read. 

MR. HO~D: As I stated earl1er, his 

FLORI DA PUBLIC Sf.RVICE COMM I SS I ON 
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1 exhibits, I think all of his exhibits hav e been 

2 stipulated to. 

J 

4 

5 believe . 

COMMISSIONER EASLEY: Includ i ng those four? 

KR . HOLLAND: Including those four, I 

6 (Ev~ibit Hos. 49 t h r ough 6J prev iously 

7 stipulated into the record.) 

8 (Exhibit Nos. 566 through 569 ma rked for 

9 identification) 

10 

11 

12 

13 

1 4 

15 

16 

1 7 

18 

19 

20 

21 

22 

2) 

24 

i 5 

PLORIDA PUBLI C SERVICE COMMISS I ON 

7) 2 



j 

] 

-
J 
1 

J 
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1 1 

1 2 

1 3 

l 4 

l ~ 

1 6 

! 6 

1 9 

20 

2 1 

2:t 

2 3 

:t4 

Q. 

A. 

Q. 

A. 

GULf POWER CO M? ... IlY 

9e f o re Tne f lo rida PubliC SerVI Ce c o~rrlSS: o ~ 

Direct Test;mony o f 
R1chard J . Mc M1 ll~n 

l n Support of Rate Rel1ef 
Docket No . 89134 J -E! 

Date of f11lng December 1~ . 19&9 

Please state your name and business addre ss . 

7JJ 

Richard J . MO!lllan , ~00 Bayfront Pt.u. -... ay, Pensa -· !a , 

FlOCld6 , 32~01. 

Please desc r ibe your educational and pro t ess1onal 

background. 

1 g raduated frorr Lou! Sl ano State U~;vr:s:t y =~ !~ - . 

-... lth a Bacht>lor ' f Sc1ence Deg:ee 1~. ;, ccou r. : : r. ; . 

Gul f Power Company as an I n ternal Aud:t o r. : • d ... .. 

f-te lc var1ous accoun ting r CJ ~: t! or.s , !:lC : l! rl : ·: ~ - a ~: 

Inte rna l Auoltor , S taf f Finar, c la; Ar alj·s•, Sta!t 

Ac counta n t, Coo rd inator of Ir.t f"rr.ol A. cco •. r. t l' c 

Controls , and 1n July 1982 , r wu!. rrOr'IOteo t <' n'_: 

c urrent pos1t1on as Superv1sor o f F! na nc1a. 

Planning. During my empl oyment , 1 g ta dua ted t t c. rr t t. <:> 

Un1versity o f West Florida 1n 19 83 1o11tl• ~ ,.,_, g 

Science Degree 1n Su sJ ness Ad~i nt&trat:on. 

Q. Briefly describe you r dutie s and responsibiltttes a s 
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Supervisor of Financial Planning. 

1 am respc .s1ble for prepanng t he Cor>pa r·, :)~e r dc: ~r: 

Budget and forecast, adm 1n1st er1ng ~ he Ca p: a: 

Add itions Budget, prepar1 ng var1ous regul at o r y 

report s such a s the f PSC Surveil lanc e Rep o rt, r a t e 

relief studi es and ! 1l 1ngs , and ~ rep a r1 ng o r 

assisting with vari ou s f 1na nc1al ana lyse s a na re 1·v r t !: 

for management and outside part1e s . 

10 Q. What is the p u rpose o f your testimo ny ? 

11 

12 

1 3 

1 4 

15 

1 6 

1 7 

18 

1 9 

20 

21 

22 

23 

25 

A. The pu rpose of my testimo ny I S t o p r ese nt C- : ! ' ! 

finan c1a l fo r ecast, whi ch is the ba s 1s o f t he 

prOJected data for the 1990 t es t per 1 od , a r.c • ' 

devel op the test year rate base , net operat. ng : r.cc - p 

( NOll , and c-os t of capital, and t o cal cul a t E:- t nt?' 

re sulting reve nue defi c ie nc y ~h :ch t he co~rar ~ . ~ 

curren tly ident i fying 1n t h1 s !. !1ng. 

wt l l support the calculau o n o f t he 'Jn:t Po·o~ er <d : e- l' 

amounts whi ch wert?' directly alloca t e d t o t nat 

ju r isdiction . 

Q. Have you prepare~ an exh ibit that co ntain s 

information to which you will re fe r in your 

A. Yes . 
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Counsel: We ask that Mr. 1'\ c M:llar. ' s Ex~nblt , 

compri sed of 19 Schedules , be rr.ar ke d 

-l't- ~3 
for ldenut ica t ion as Exh1. It (RJ /1- l J 

5 Q. Were all of the schedules in th is exhibit prepared 

c unde r you r supervision? 

7 A. Yes. 

8 

9 Q. ~ re you also the sponsor of certain Minimum P1ling 

llj Requi r ement s ( MYRs )? 

11 A. Yes. These are listed on Schedu !e 19 at the enc o ~ :-

l 2 exhibit. 

13 

1 4 Q . Mr. McMillan , you have indicated that you 1o11 ll 

15 p r esent and support the tinancidl forecast used 1n 

developing the 1990 test year data. Please exp l a1n 

l 7 what you ere supporti ng in thi s f iling. 

18 A. As noted by Mr. Gilbert 1n h1 s o verv.ew of Gulf ' s 

19 plann ing and budgeting p r ocess, the re are e:~ht 

20 component budgets wh 1ch ~re prepa r ed outs~de of rry 

21 area and are supported by o ther witnesse s 1n t hts 

22 pr oceed ing . Thes~ component budgets are noted on ~r. 

Gilbe rt' s Schedule 1 , and the re sponsable Wi tness 1s 

24 speci fied for each . 1 am supporting how the ou tput s 

25 from these ~omponent budgets wer e utilized, 1n 
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conjunction with ot her i nf o rmat iOn a nd data , to 

develop the Company ' s fina nc1 a l f o r ecas t and Annua: 

Ope r atin J Budget , wh ich I have used 1n de velopi ng th e 

Company' s 1990 te s t year rat e ba s e , net operating 

income, and cap i tal s tructu re. 

7 Q. ~ lease explai n how the financial torecast wa s 

8 Jeveloped. 

9 A. The outputs fr om Gul f' s budge t1 ng pr ocess , compr1s:ng 

10 t he e1ght component budgets , a re f o rma t:ed a~ d 

11 t allored 1 n a manner to fuc1l1tate the 1r 1np~~ :nt o 

12 the f i nancial model , along wit h var1 ous o t her ; ncome 

13 s ta t ement and balance sheet amoun t s , wn1ch 1n t u r r. 

1 4 g e nerates the financial a nd account ing state~er.ts 

lS t hat comprise Gul f ' s fina nc1al foreca s t. 

16 

1 7 Q. What is the financ ial model to which you have 

1 8 r e ferred? 

19 A. The fi nancial model 1s a co~put e r -ba sed mode l that 

20 si ~ulates Gulf ' s act ual f inanc 1al and acc ounting 

21 r e s ults uas~d on a given set of Inputs . Thls mode l 

22 en obles management to evaluate the effect o ~ var1 ou s 

23 operating alter nati ves and to ge nerate f1nanc1a l 

statements for ~ given set of a ss umpt ions . r.ulf's 

2S An nJ al Operating Budget is pr od~c~d by the ~1na n c J al 
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model ba sed upor. the outputs o f Gulf' s oudg et 1ng 

process. Schedule l lS a summa n ze d ! lower. art o f t t-.P 

f inanc1al model 1npu 's and ou tputs :equ1r ed 1n 

produci ng the f1nanc1al for ecast . 

6 Q. Please desc ribe Schedules 2 and 3 . 

7 A. Schedul e 2 is Gulf' s 1989 and 1990 ~ r o)ected ba !ar.c~ 

8 Sheets , wh1ch are the bas1 s f o r dev~!op 1n9 the ra · ( 

9 ~ase and cap1tal st ru ctu re. Schedule 3 1s thP !9B9 

10 and 1990 In come State~ent s us ed 1n develof : rG net 

11 operat1ng 1ncome . Th~se f1nan c :al stateme nt s ~ r o; 

12 t he f i nanc1al mod~l are based on Gu l f ' s 199 0 Budget, 

1 3 whlCh lS based on actua l data tnrou<;;n " "'iu:.~ 1':169 , 

1 4 and the current budget est1mate!. for Septer..t.er :969 

15 f orward. 

17 Q. You ha ve summarized ut1li t y plant data on your 

18 Schedule 2 . Save you prepared a report w1th a 

19 further breakdown of the plant balanc es ? 

20 A. Yes. Schedule 4 1ncludes a f u rt her ~r eakdown o f the 

21 utlllty plant balances by FERC accou n t, al ong w :t~ 

22 the mont hly acti vity 1n the se accoun . s . The 

23 projected plant dat~ ~~ basLd on the Oc tober 1 989 

24 Cap1tal Additions Budg~t wh ich 1s supported b~ 

25 various witnesses, as noted on Mr. Gilbe rt' s 
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3 Q. Have you prepa red a schedule wh ich shows the 

4 der i vati o n of rate ba s e? 

5 A. Yes . Schedu l e 5 , e nt i tled " 13- Month Average ?a~e 

6 

7 

B 

9 

10 

1 1 

12 

1 3 

1 4 

1 5 

1 6 

1 7 

1 8 

8ase f o e the Per iod Ended December 31 , 1990 ,~ 

re f lects Gu l f ' s 1990 te s t yea r r ~ t e b ase . CG~umr o~e 

includes the 199 0 budget dat a I pre~:ousl y p r esent e d 

on Schedule s 2 a nd 4. The s e cond column Incl ude s t he 

r e g ulato ry ad Jus tmen t s req u1 r ed 1n o r d•r t o r e state 

t he sys t em o r pe r book s amou nt s to the p r oper ~a~ 1 s 

for comput ing ba s e r at e rev e nue requ1remen • s . ; • e 

t hlrd col umn I ncludes the Unlt Powet Sales ''..i P~ l 

adj us tmen t s wh i c h 1 wi l l a dd re ss .n mo re ce,a1l 

l a te r. The r esu l t i ng net amou nts ha ve be~~ 

j u r 1sd lc t iona li zed by Mr . O' She asy 1n the ~c~: · ~ 

se rv ice s t udy f iled 1n t his ca ~ e . 

19 Q. Ple a s e explain the rate ba s e regu l a t o ry a rl )us tment s 

20 in col umn 2 of Schedule 5 . 

21 A. These ad justmen t s are l 1sted o~ pa ge 2 o f t he 

22 s c hed ul e . Ad j ustment s l and 2 wer e , a de 1 o rerr c• v" 

23 the u t l lity pl a nt 1nvest roen LS w~1ch lave bee n 

24 a l located t o our App li ance Sa les a nd Se r v1ce 

25 function. The se non uti l i t Y a mounts are ~as~d on an 
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annual study conducted by th e Plant Accou ntln y 

nepartment and ar e prima r ily comprised of the 

bualdang space , of f ace furntt u re and tr~nsporta : on 

equipmen t utilized 1n the Appliance Sales and Serv:ct-

functi On . Ad ~ ustment 3 IS f o e the re mo·;a l o f all'c.vnls 

in rate base arising ou t o f sever a J compan1· a nc o • •.r> r 

investigations tn t o 1mpr ,prle~1es related t c ct. ... r o"!> 

f or trans f o r mers a nd thei r repair. A d ] JS ~r. ent .: .!.. 

t o: tlle removal of the i nterest bear!ng construct. o r, 

work 1n p r ogress (CWIP) Inc luded 1n the ~ o r eca s ·. 

Since thes e p r oJects are e l1g1bi t> f c; r A!:o•a r.c f' ~ '· : 

Funds Used Du r1ng Cons t r uction ( Af UDCJ , :he, ~avP 

been removed fr om rate base, and a rt> ! : s:ec o~ 

Schedule 6 . Adjus t m e ~t S In c ludes t~e ~ o :~ .~ g 

capita l adjustme nts , wh 1ch are I ncluded on Schedv.P -

Plea se explai~ Sc hed~le 7, entitled " 1 3- Mo nth Averaoe 

Wo r king Cap1tal f o r t he Per1od Ended December 31 , 

1990 .· 

20 A. As shown on th 1s schedul e , all Items on t~,P oalar.· .. 

21 sheet whi c h a r e not included 1n Net Utllll y Pla nt o : 

22 Capital Str uc ture we re con stde r~d l n !eve!op1nq 

23 wo r king capital. Al l of the rema1n1 ng accourts ~~r~ 

examined, and I have e xcluded the amounts re:at~ c t ~ 

25 the non ut1l ity opera tlo r. s , f uel a ccour.~ s. lind 

__ j 
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account s whtch ea rn o r incur Interest cha:~es. !~~ 

r esul ting t o t al a d}~st ed work1ng c~F l tai war the~ 

a llocat"d to the reta ll , Unlt Power Sales !U PS ! , o:< c 

othe r JU rl &di c tions by Mr . O' Sheasy , ._. lth the 

exc e p t ion of the UPS fue l stock, ma t ertal s and 

su pp l i es, a nd p r epa yme nts , wh tch were calcu~a t e d an~ 

d irec tly a s s 1gned t o UPS . 

~ Q. Before leav i ng t he ar ea of r ate base, we r e t he r e a ny 

l 0 adj us t men t s made to r ate base in t he 1 ~84 r at e c~se 

11 tha t yo u a re not ma king in th i s case ? 

12 A. Ye s . F i r s t, t he r e wer e s eve r al adjust~ent s rela:e ~ 

l 3 t o f o r ec a s t rev i s ton s wh1ch are not neces so r y : n :h . s 

1 4 case . Second , t he a dJUStme nt ~o remove the ?lant 

15 Da n1 el Ra 1 l Ca r s 1s no longer ne cessary s11ac e the s e 

16 ca r s ha ve bee n r e ti r e d and the cu r rent rat l c ar~ dre 

1 7 be ing leased . Th i r d , the mtnor ad )ust~ents t o 

18 e xc l ud e a po rti o n o f the e ')ntfay and Gracev : !:l' 

19 Commerci a l Off ices hav e not been maJe . These 

20 cont ruct i on costs wi l l be dtscussed an thiS f 1l1ng tj 

21 Mr . Co nn e r. Four t h, t he tsdjustmen t to d1sa l l ow the 

inves tme nt related t o t he Le isure Lake s Subdi VIS IOn 

23 ha s not been made . As discusse d oy Mr. Jo rdan , a 

l ar ge po rt ion ha s bee n sold , a nd the r e~a1n1ng 

25 substat ion is used and us e ful electri c tnves tme nt and 
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will r ema1n so. The f i ft h adJUSt~en t n0t ~ ad e 

concerns the unamo rtized rate case ex pens ~s r e:ated 

to t~ 1s rate f1l1ng. ThiS 1S a leg1t1ma t e rate ta se 

1tem, and the Company should be allowed t o recover 

these costs in f ull. The final 1tem I S tr.e 1nc : -'s •vn 

o f the deferred credtt related to the f ut-: anc 

conse rva tiOn over- recoveries 1n rate Dasr , or wn:c~ 

in ter est 1s pa1d , and should t heref o re be ex ciud Pr. 

from wor ~ ing cap1tal. (The commiSSIOn a d)US trr~n t~ 

not made are l1steci on MFR A-l l. I 

Q. Now ~oving to Ne t Opera ting Jncome 1NOII, pl eas e 

explain Schedule 8 entitled • Ne t J per at1 no Income f o r 

the Twel ve Months Ended DecP.mber 31 , 1990 ." 

J S A. Thi s schedule is !o r mattec 1n the sa~e ~a~ r. er a~ tte 

16 r ate base schedule . The fir st c olJrn 1s ~ase~ o~ t ~ P 

17 19 90 budget da t a !ro~ Schedul e 3 . Tne s~rorc c c : ~ ~~ 

18 includes the regulator y adJU Stment£ , Whi!P the tnl~ ~ 

19 col umn 1ncludes the UPS amounts . The )u r: sc tctt or.a: 

20 factors an d amounts wer e ob ta1ned tr o" Mr. O' She-a sy ' s 

2) Exhibit . The regu lato r y ad justmen t s 1n colu mn t wo 

22 a r e l1sted on pages 2 and 3 of Schedu le 8 , Wit h rnn r e 

23 detailed calcu1 ~t1ons presented on s~parftte sched uiPs 

24 as noted under the head1ng of Schedule Referen ce . 

2S noted ea r l1er, I will d1sc uss the UPS a ~)ustme~t~ a nc 
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calcu l atJons late ~ 1n ~y tcst ~mony . 

3 o. !:lave yo~ made the prope r a djustments t o r emo ve al l 

4 f uel and cons e rv a tion revenues ~nd expenses f r o~ NOI ? 

5 A. Yes . As noted on pages 2 and 3 o f Sch ed~jc 6 , tne 

f uel adjustments are 1, 4 , and S, and the 

conse r vatiOn adjustments are / , 10 , ar. d 13. 

8 these revenue_ and e xpense s are recover atl ~ th r ou q ~ 

9 the fuel und Conse r vati On Co s t Rec o v e ry Clau s e !> , ~ ne ·i 

10 mu s t be removt- ci fr om NO! wh er. det e r m1 n : nq t •ci S C : a · ~· 

1! rev e nue r eq u lr e ment s . T'. e ca l c ula t iO n o ! tt.t- S" 

12 adjustments is summar1zed on Sc hed ~les 9 a ~ d 10 . 

13 

1 4 o. Please e xp lain adjustments 3 and 14 on Schedu le 8. 

l S A. These ~djust~ents are ne c e ssar y t o e l l mt nat e coun t~ 

and mun1cipa~ f r anch1 s e fee reve nu e s a nc ex rE"r•S "' !' 

l 7 !ro rr consideratiOn 1n set t 1ng t a se rates . 

18 r equ1 red by Commiss1 on Order 66) 0 1n Doc ket 

l 9 No . 74437-EU, franchise fee s are ad de d d1 re c t 1) t o 

20 the county or mJ ni c 1pa J customer' s b i ll and ar e no1 

2 1 considereo 1n dete r min i ng base r a te reven ue 

22 requirement &. The county and mu niCi pal fran c h:se f e • 

2 3 revenues which have been elimlnated are shown on a 

separate line of the fina ncial model 1nc ome st a t e men t 

2S a s reflected on ~y Schedule 3, pa ge 11 o f 16 . 
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1 Q. Bow have you treated indu st ry associa t lc~ dues a n~ 

institutional advertising? 

3 A. Alt hough the Company fe e l s that these cost s are 

4 leg 1t imate ut ilit y business expe nses , 1n acc o rdan ce 

with the c urren t Commission pol1cy t o disal lo w 

6 i ns t i tutiona l adverti Sing and dues related to 

7 Chambers of Commerce and !Qbby:ng. 1 hav e rerr ovec 

8 these expenses from N01 i n adJustment s 6 and ~ o n 

9 Schedule 8 . Schedule 11 include s a J1 s t 1n9 ty 

10 associa t ion o f th e due s re l ated t o tl•€' :oc a l Ct.a rrt.-r ; 

11 of Comme rc e an d groups atf1l1 a ted w.:h lobby :~ s 

1 2 actiVities . Schedule 12 Include s t he comp1 la •. : o r: t ~ 

1 3 institutiona l adver tis1ng by FERC acc o unt an d 

14 sub-account numbe r. 

15 

16 Q. Please explain a djustme nt 8 r elated to market ing 

17 support 4Ctivit i es and adjus tme nt 9 rela ted t o 

18 i nvestigation expe nses . 

19 A. Expenses r elated t o mark eting s uppo rt actlV ! tles hav e 

20 been removed in a d;ustment 8 , ir> acc o r dance Wi t h the 

21 Commission ' s policy to di sallow expenses that are 

22 promotional in nature as stated 1n ComrrlSSJon 

23 Order 6 46 3. Ad justment 9 was ~ade to remove ~11 of 

2 4 the legal expenses associated with the 1nve s t1 gatl o ns 

25 of alleged improprietie s witnln the Compa ny. 
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1 Q. Pl ease explain ad j us t ment 11 tit led Peabody Equ1 t y 

2 Retu r n on Schedu l e 8. 

3 A. This ad Justment is necessary t o pr cper ly exclude fr o~ 

6 

7 

6 

9 

10 

11 

12 

13 

1 4 

NOI t he equ1ty r etu r n related t o ou r Peabod y coal 

p repaymen t . Al l a~ounts r elated to this tran sactiOn 

ha ve been remov ed from th is case be c ause these costs 

are being recove r ed in the fuel Cost Recovery c: a us c 

i n acco rda nce wit h Commiss1on Order 20133 1n Doc ket 

No . 8 8 0001 -EI. The total amount 1n the f o recast r.as 

bee n elimina ted t hrough th1 s a djustment and c an be 

ver1fled to my Schedule 3, page 13 o f 16. 

Q. Pleas e expla i n yoc r ad j us tment t o Ta xes Other Tha n 

Inc ome l 

15 A. "-djustrr.ent 15 on Sche dule 8 1s requued to re: .ec 

1 6 the g r oss r~cei pt s tax es and FP SC assessme nt !ep s 

1 7 that are assoc i a ted with the fuel, conservat1 o r: , ar.c 

! 8 fr anch1se tee r evenues wh1ch were removed 1n 

19 adj us t ments 1 , 2, and 3 . SchE:-dule 13 shows tre 

20 calculat1on o f t his a dju s t ment . 

21 

22 Q. Ple a se e xplain a d justment 16 o n Sc hedule 3 to 1ncome 

23 t a xes . 

2 4 A. This adjustment is requi r ed to reflec t the f ederal 

7.5 and state income t a xe s r ellted t o ad )ustments : 
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through 15. Schedule 14 shows the cal c ulation o f trP 

adjustment. 

4 Q. Have you c alculated the appropriat e adjustment t o 

income taxes to reflec t the s ynchronized in terest 

6 expense rel ated t o the ju r isdictional adjusted r ate 

7 base? 

B A. Yes. AdJus tment 17 on Schedule 8 ref l e cts t he ·. ax 

9 

1 0 

11 

12 

13 

1 4 

1 5 

16 

17 

1 8 

19 

effect of synch r oni z ing inte r est expense t o rate 

base, and Schedu le 15 shows the c a lcula t ion o f : ~: ~ 

ad just ment . The jur1sd1Ctluna l caplt ~llzatl O~ 

amounts and cost r a tes wer e taken dtrec tl y fr o~ 

Schedule 16 , and the interest e xpense vas taken fr o~ 

Schedule 3. As shown on Schedule 15, 1 have a lsc 

included the imputed interest for J ob De v e !op~ent 

I nvestment Tax Credit s ( JD ITC ) 1n a cco rd a nc e ~- ~~ t~ e 

f1nal IRS regulat ions all ow1n g Interes t 

synchronization for JD!TC. 

20 o. Do you have anything further to add t o your 

21 discussion ~f bow NOI was de veloped7 

22 A. Yes. I would li ke t o point out that the c ompany ~a s 

23 made all the commiss1on adjustm~nts made 1n our 1984 

24 rate case except tor those rela ted t o f orecast 

25 correct ions, benchmark 0 ~ M adJustme nt s , and the 
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area and econom1c development expense s . ~r. Bowe r ~ 

w1ll addre ss the appropriatenes s of ou r area a~~ 

economic de clopment expenses , and how t hey 

contribute to the Company's ob)ect1 ve cf ~~ n rr1z:ns 

the cost o f se r vice and rev~nue requ1reffients o f all 

our customers. The other opera tion and ma:nte ~a~r( 

expenses are Ju stified and su ppo rted by s ever a: 

witnes ses 1n th lr case as no ted on ~r. G 1lt-en' ~: 

Schedule ] . 

Have you also developed the ju risdict ional cap1tal 

structure and cost of cap1tal for the 1990 test ye a r ? 

Yes. Schedule 16, page 1 , shows the )u n sdlCtlOnd. 

13-~onth ave r age amount s of e ach class o ! c ar:ta. ! c : 

t he year ended December 31 , \ 99 0 . lt al so showp t~e 

average cost rates and we i ghted cost ccmpon e ntF f r r 

each c las s o f capi ta l . Page 2 o f th ls schedu.~ !0!· - · 

how the )U r!Sd lctiona1 c a pit a l s tr uctu re ... as d e r . d 

sta r ~ 1ng w1t h the system amounts . Pag.,s 3 a:-.d ~ ! ' 

the c alculatiOn o f t he cos t rate s t o r io ng -t~rrr a~~~ 

and preferted stock . 

Q. Bow were the cost rates tor short - term debt, customer 

deposits, and investmen t tax c red its deter•inedl 

A. The sho r t-term Intere st r ate s were based on the 
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October 198CJ Dat a Re sou r c e s, Inc. f o r ecast o f 

In t e r est rat e s ; th e custome r deposit cost rate wa !' 

ba s ed on tne effect i ve ra te f o r the per1oc end : ng 

Augu st 31 , 1989 ; and t he weighted cost !or :nvestrrer. ~ 

tax c red it s wa s ca l cula t e d in acc o rdan ce W lt~ curre~L 

IRS reg ul a ti ons usi ng the t h re e ma 1n cources o ! 

capit a l. 

Please e~plain how the jurisdi c t ional cap1tal 

structure wa s de veloped. 

11 A. As s hown on page 2 o f Schl'dule !6 , : sta r teo w:tr. ·. :.r· 

1 2 13 - mont h a ver age tot al company capita: ~t ructJre ~~ 

13 c l ass of cap1ta l . These total co~pany amoun t s ~er~ 

1 4 :a!c u l ated based on t he pro)e ctPd balances o~ 

lS Schedu le 2 of my ex hib:t . I n columns 2 thr o~qn 7 , 

16 have 1dent1 f 1ed Sl X a d Jus t ments whiCh we r e remo~e c 

J 7 f rom spe c 1f1c cl a sses of cap1ta:, and thP rerr a:~:no 

l 0 ad J ustments r equi re d to r econCI•e rate Odse dnd 

l 9 ca~1tal s tructu r e were ma de on a pr ~ ra:a ba s .s a s 

20 shown in columns 10 and 11 . 

21 

22 Q. would you explain the s i x items f o r wh \c h you have 

2 3 made specifi c cap1tal structure 4d j us tme nt s? 

24 A. Th e fir s t twu , the ~ common di v idends declared" and 

2S the " unamo rt 1zed de bt prem1ums, dlsC"ounts , lSSUlng 
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expenses and losses on rea cqu1 r ed debt," are a ccou •, t 

spec1f1 c and have been d1rectly ass1gned to the 

common stock and long-term debt classes o f caF • tal 

Th E> next t wo , the •oaniel Coa l BuyO\It" anc t he 

"Peabody Pre payment " f ir anc1ngs , r e f lec t the s pe c :f: r 

debt and equlty f und s used 1n the se transacu o :.s , a r.d 

subsequently appr oved by the CommlSS l on f o r re cover ) 

through the fuel Cost Recovery Clau s e . The f 1 ~ t h 

item i s for remOVIng the non Uti l ity amounts ! . o rr t: . r> 

t '1 r e e ma 1 n sou r c e s o! c ap ll a : , a n 6 t he s : x t r. 1 • e ~r : ! 

t o remove the UPS cap1 tal s t r uc ture a ~o ~nt s . 

Please elaborate on t he basis of the non util i ~ Y and 

UPS capital structu r e adjustments. 

15 A. The nvn utility ad justment wa s removed fr om ) (• ;.g- t e r rr 

16 debt, preferred s tock, and COffim On egu1ty as a 

1 7 rea sonable proxy fo r the poo : o f fund s us e d 11. ·•,e s l· 

lCl actiVIties. The rat iona.e a~ d Just:!: c at lon f o r 

i 9 treating Gulf ' s non ut1l1ty Inve s tments tn th: s 

20 ma nner are discussed more tho r oughly by 

21 l'lr. Scarbrough and Dr. Monn 1n thetr tesllmo ny . '!tH~ 

2£ UPS capital structure ad Justment s are based o n t he 

2 3 debt, preferred, deferr ed taxes, and comm0n eq u1ty 

24 that is recove r ed from U?S cus tomer s 1n those 

25 contracts . 
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Q. Does this conclude your di scuss i on of how yo~ 

2 developed the requested Cost of Capital? 

3 A. Yes. These calcul ati ons result 1n an O\leral l xate o f 

4 return of 8.34 pe r cent based on a re qu eb t ed ret ~ rn o~ 

equity of 13 percert, wh1ch ts supported :n he 

6 testimony of Dr. Morin. 

7 

8 Q. Bave you calcul at ed the ju r 1sdictiona1 reve nue 

9 deficiency for the test period brought about by the 

10 d1 fference in Gul f's ach1eved )U r lSd lCtlona l rate o ! 

11 retu r n of 6 . 60 pe r cent and the p r oposed rate o f 

1 2 return of 8 . 34 percent? 

1 3 A. Ye s . The revenue def1c1ency 1s $2 6 , 29~ , 00C , a~ 

1 4 calculated on Schedule 17 , wh 1ch ref e r encPs ~ne 

1 ') schedule where each f 1gure was dertved. ScnPdu:e .b 

1 6 show$ the calcu1au o n o f the NOJ mul:ql.e r . 

1 7 

18 Q. You have previously ment1oned that you are support1n~ 

1 9 the UPS calculations that ha\le been ~ u ed 1n 

20 developing rate ba~e, NOI, and capital structure 1n 

21 this filing. Would you explain how these amounts 

22 we r e calcu lated? 

23 A. The UPS a~ounts, wh1 ch ha\le bee~ tde n t , fte d on 

2 4 Schedules'), 8 , and 16 , were computed 1n exa ctly t"'" 

25 s ame manner as the amoun t s all owed :n our 19a 4 rate 
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case . The ra t e bas e anc NOI amoun t s were ca:c~:at~~ 

by a pply 1ng t he UPS sales ra tJO tJme s t he t o ta : 

Scherer r e l a ted amoun t s . The sales r at1 0 f o r 

p r oduc t t o n-re l ated 1t ems 1n 19 9 0 1s ~ a s e c 01 1 4 9 mw 

o f Sc he rer UPS d iv 1ded b : 212. 175 mw Sc he re r J; c 

s yst e m peak-hour capac 1ty rat1 ng . The t ran s ma s~ a on 

s ales rati o I S based on tra nsm1 ss i vn Inve s tme nt an c 

ex pe ns e s r ecovered from tl'.e UPS c us t omer p t> r t r.e 

contracts . The gen e ral plant In ve s tmen t anc A & G 

e xpe ns e s w~ re al loca t ee t o Pl a n~ Schere r a~~ t,r 

tr ansm i ss i on fu nc t1 on based on sa l arJes ar. c w a ~e~ . • 

a nd the n a ll ocatee t c UPS ba s ed on t he li PS s a h! 

r a tios in acco r d ance w1t n the UPS co nt ra c t s . 

The resu l t1ng UPS adJustme nt s a r e e s se n u a; ; ~ a~! 

o f the 1nvestment and expe nses wh i c h are recov e re ~ 

fr om the UfS c ust omer s per the cont r .c t s , Wlt h t t.c-

ex cepti On of three repo rt 1ng d1 ff erenc e s , w h 1 c~ c~:e 

due t o r et ail ratema ~ing requ i r ~ment s . The f1r ~t 

di ff e r ence 1s due to the UPS contr act s Ut1 • 1Zt ng 

mon th-end balances f o r I nves tme nt , whi c h re s ul ts 1n a 

s l i ght d i fference due to twe lve mont h aver age ve rsu s 

th 1rteen month average inves tment s . Second , t he 

wo rking cap1tal in t he UPS c ontrac t s inc l ud e s 

mat er ia l s and supplies , prepa yme nt s , a nd o ne- e :qht h 

o f UPS 0 • M expenses . Po r reuul ra temaklng 
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p u rpose s , the Fl o r ; da co~~I SSIOn requ 1res the ~ se o f 

t he balanc e s heet app r oac h f o r det e r ~ :n :ng wo r k i ng 

3 c ap1ta l ; t herefo re , the wo rlung c ap ll a ! f o r a. ! 

)U rl&dlCtl o ns ( lnc l udtng UPS a ~d wholesale ! mu: t be 

based upon t he balanr e shee t appr o ach 1n o r der t o 

6 reflect the proper reta1 l wor ktng c a pita l 

7 requirements. The third differ ence b~t wee~ the U PS 

c ontracts and the vPS amoun t s rE-po rt ed :r. t L1s : :. : r. g 

9 is the t nclus l on of the una ~o rt i ze d JD:TC 1n t hr 

1 0 (. a F lta1 s tr ucture, a s regu ~r e d by th1 s CCH'lrr l ~! : u .. t, : 

l l s tated abo ve , the s e ~ 1 n o r rer o rt 1 n~ d1 !~ ere nc e ~ a :e 

1 2 the re s ult o f reta !l ratemak 1ng re qu1 r eme n~s . a~c or~ 

1 3 requ i red in .:> rder to ens ure that t he UP S aC)<JSt r f': · ! 

are c a lculated us1ng the s ame me th0dol ogy a s · he 

s ys tem or compan y t o tal s f r o~ wh1c h t he y a r e be :r.s 

16 re~ov ed. 

1 7 

18 Q. How have you t r eated the 1989 Federal Ener gy 

19 Regulatory Commission ' s (PERC) Audit Ex c epti ons 1n the 

20 develop~ent of the te s t year amounts ? 

21 A. The exceptions in the FERC Audit wh 1ch t he c omFa n y 

2 2 concurred with have been properly re fle c ted 1 n t he 

23 1990 projections , but there are se>era l ma t e r 1a: 

24 1ssues or audit exceptions wh 1ch ha ve no t be e n 

2 5 resol ved at t he ti me of th 1s f • l 1ng . Theref o re, w(' 
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lo.'l .l fu r nish the Commission with any ad Jus tments t o rry 

2 c~lcul ations which may be requ1red upon :he reso l~l!On 

3 o . these issues . 

4 

S Q. Does this conclude your testim~ny? 

6 A. ;es . 

7 (End of Prefi led Direct Test imony) 
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75) 

Q (By Mr. Holland} Mr. McMil lan, have you 

prepared a summary of your testimony? 

A Yoa. 

Q Please summarize. 

A The pu~rese of my testimony is t o present and 

support Gulf's 1992 financial forecast. This f oruc ast 

was used in preparing the 1990 test year amount s . 

have also developed the jurisdictional rate base , NOT, 

cost of capital and revenue requirements as s uppo rted 

in my profiled exh ibito . 

I'm also supporting the amount . allocated t o 

the unit pn~er sales juri sdiction. The retai l revenue 

deficiency of $2v,295,000, which I have ca l c ulated, I S 

required to enable the Company to earn a 1 )\ ROE, or 

return on equity, on its retail investme nts. 

Based upon Dr . Morin' s upda ted cost o f e quity 

t o 13. ~ \, this would increase my ret a i l reve nue 

deficiency calculations by $2, ~62,000. Th l s c o nc lud e s 

my summary. 

MR. HOLLAND: Tender Mr. Mc Mlllan for c r oss 

e xami nat.ton. 

COMMISSIONER GUNTER: Mr. Burges s. 

HR. BURGESS: Yes, sir. 

CRGSS EXAMINATION 

BY HR. BURGESS: 

FLORIDA PUBLIC SERVICE COMMISS I ON 
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0 Hr. Hc.Hillan, with regard to lssue 2, plant 

in servic~ , are you aware-- are you familiar with Mr. 

Larkin's testimony on plant in service? 

A 'ies, I lUll. 

0 Ha s he used actual ! o r the first throe months 

of t h e projected test year? 

A Hold on one second. I think it was just 

through February. 

0 Is December the first month o r the l J-month 

average? 

A 'ies, through February of '90, tha t ' s corre~t. 

0 So that would be the first three months? 

A Tnat's correct. 

0 Have you exam1ned his project1ons f~r the 

following two months, that is the f ourth and fi f th 

month o r the ~est year , as it would compare t o the 

actuals that have c ome i n ? 

A His exhibits did not include a monthly 

breakdo wn of hi s estimates, but we went back and 

trended the figures based on the period that he 

defined. And as I stated in my -- real l y It' s s~atcd 

more completely in my rebuttal testimo ny, t here wer e 

some major - - two refunds related to Scherer, Unit 3 , 

and common facilities when mak i ng t h ose adjustment s of 

roughly $6 million, and there were one or two 

FLORIDA PUBLIC SERVICE COMMISSlON 



1 r e tirements that we r e booked ear l y. 

2 Other than that, we arc esscnt1a !l y on 

) budget. We agree with the forec ast that we tiled. '! 1 s 

4 numbers are significantly unde rstated by going bac k and 

5 usi ng a prior 24-month period, which inc luded somq 

6 other large r ~ductions in our plant in servi c e th a t ar c 

7 nonrecurr ing in nature, sue~ as the c oal c ar 

8 reti rements, et cetera. 

9 Q Are you say ing in re s ponse to my qu e sti o n , 

10 then , that you do n o t know what he budgeted or what he 

11 pro jected for t he fourth and fifth month? 

12 A Hold on a second. (Pause) 1 stand corrected . 

13 He did have an exhibit, KL-3 , tt.at sho wed some mo nthl)' 

14 

15 

estimates. (Pause) 

Now , what was your spec ifi c ques tion? You 

1 6 want me to compare act~al to the numbe rs that he h dd J n 

17 his exhibits? 

18 

19 

Q 

A 

Fo r the month of Marc h . 

We are showi ng approxi mately a $ 2 , 000 

20 difference. 

21 

2 2 

2) 

? 4 

2 5 

to 

Q 

A 

his 

Q 

A 

Okay, and tor the month o r April? 

Roughly al.Jout the same. We're pretty c l ose 

figure. It's around $2, 0 0 0 o ver his f i gure. 

You're saying the actuals ar e c oming i n - -

Above his estimate , r i ght. 
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Q 

A 

Q 

7S6 

By $2,000? 

Right. I' m sorry, $1 million. 

And you said something befo re that i~ a 

4 previous answer; you said something ~bout a correc t 1on 

5 that you had ma~e as a resu lt of a nonrecurring lt~m . 

6 would you please explain what you were referr i ~~ to? 

7 

8 

A 

0 

As far as why his trend is too low ? 

You had - - s pec ifically with regard to an 

9 answer you gave earlier. 

10 

11 

A 

0 

Right . 

You said -- firot you ref erred to an item 

12 regarding Scherer. 

1) 

14 

A 

Q 

That's correct . 

Okay. Would you break that d o wn for me 

15 please and tell me specifically wha t vou are re f e r~ 1 nq 

16 to? 

17 

18 

19 

A 

Q 

A 

The Scherer plece? 

Yes. 

Roughly, and I can't g i ve you e xact numbe r s, 

20 but basically you're looking at a $ 5 .3 mlll1on 

21 adjustment to plant in service related t o the 

22 renegotiated pr ice for Unit 3 that we paid Ceorg1a 

2 J Power. They refunded us some dollars, ? f wh ich those 

24 3djustmcnts are also reflec ted in, I think, 15sue J in 

25 the Prehearing Order. The rema i nde ~ , the re was abc~ t a 
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5 

6 

7 

8 

9 

10 

11 

12 

• 1) 

14 

15 

16 

17 

18 

19 

.20 

21 

22 

2J 

24 

25 

7S7 

mi llion-three or tour on deferred taxes , ou t ~l ~ nt 1n 

s e rvice figure actually was 5.) million. 

Then there w~s an additional ad j ustment 

related to our common facilities. Based on an scs 

audit, we determined that there was a slight ove r c harge 

fr~~ OPC re'~ted to the cocmon facil j ties , a~d that 

resul ted in roughly a $630, 000 reduc tion t o plant 1n 

service related to Scherer also . So that the sum o f 

thos e two, that's what I said was approximately ~6 

mill Lon. 

0 Okay. And so what you're saying is you r 

numbers -- your numbers -- were above the amo unt s 

actually coming in, but since you ' ve mad~ those 

adjustments, i f you put those adj u s t mentb the n back 

into yo ur numbers, you're com1ng in as you would expect 

relative t o your pro j ections? 

A Thbt's correct. 

0 can you tell me f or the month o f March what 

your pro jection was relative t o the actual that came 

in? 

A Okay. Based on a March budget-to-ac tual, 

wha t d o you want JIA to compare, j ust th e plant ln 

service amount? 

Q Yes, please. 

A The plant and serv ice amount that we f 1led 
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was $ 1 1.7 mil lio n over our actual March, whi c h roughly 

6 million of that was related to Scherer, an addi t ion~! 

od$4 million was related to some retirements that were 

strictly a timing dea l that hit earli er than what we 

had includeQ in the forecast, and r eally that affects 

both plant t n service and a ccumulated depreciation. 5o 

your net plant in ettoc t , i s zero. 

A.1d then there was a r oughly 2 million, $2. 6 

million, worth of projects that had not cleared as of 

Marc h, whi c h a large portion of that is in CWIP , 

noninterest-bearing CWIP. so when you're doi ng you r 

plant a na l ysis, you real ly need t o look at all 

compo nent1. that affect the rate base, not what the 

variance l s i n just p l ant in serv ice. 

0 The timing question is one that you e xam1ne 

in projec ting the plant i n service balances by month 

f o r the p rojected test year, isn't it? 

A Yes . 

0 And that' s one of the considerations you h a ve 

to de a l with i n determining your projections? 

A Yes , o bviously. I mean, as 1 stated earlier, 

we are vnly dbout a million and a half under ~udget o n 

con struction expenditures. And that wa s di r ~ ctly a 

timing thing. We just closed our books f o r Ka y and we 

are actually over budget, when we stated in my rebuttal 
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1 testimony that we did know the re were several 

2 production projects, that there was a couple mo nt:l s ' 

3 delay, and we do know !or sure that all thos e ha ·e been 

4 c aught up, and, in !act, we are over budget for the 

5 month ot Hay. 

6 So you start p i cking little, yo u know, s : 3ll 

7 variances, and you try tc make some adjustment in one 

8 piece. You need to look at the CW!P. See, he didn't 

9 make any adj ustments t o our CWIP, h~ j ust ~ried to 

10 adjust plant in service . And I'm sayi ng that's 

ll inappropr l ate, because t he monies have been opent and 

12 would be i ncluded in r ate base, whe ther I've g ot i t i n 

13 plant in service or non i nterest-bearing CWI P . 

14 0 with regar d to Issue 16, the workin~ c ap 1tal 

15 for UPS salec , if t h e Commission remove& Plant Sch e r er, 

16 Gulf's share of Plant Scherer , from the j ur i sdic tional 

17 rate base, would t here be a certain amount o f wo rki ng 

18 capital a ssociated with that, ~ith the op~rat 1ons o t 

19 Plant Sc h erer? 

20 A 

21 Scherer? 

22 

23 

0 

A 

That c ould be d ire c tly a ttributable t o Plant 

Yes. 

Yes, that would be the f uel Rtoc kp i l e, 

24 obviously, and the othe r material s and s upplies at tne 

2~ plant would be the pr imary dolla=s. 
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Is there a working capital component that's 

2 calculated into the UPS rate that's charged, or your 

3 o ft- systems sales are c harged? 

4 

5 

6 

7 

8 

A 

0 

A 

0 

A 

To the UPS customer? 

Yea. 

Yes, there is . 

Is that based on a formula one-eighth O& M? 

' component of that is, the comronent we ca ll 

9 cash work i ng capita l comronent, wh ich would be, 

10 essentially, the tWS customer pays for their all ocated 

11 percent of fuel stockpile, the other mate r ials and 

12 supplies, prepayments, wh ich are nl" t very mat e rial but 

1 3 there 's some deposits involved, and the rema l ndet is 

14 what in the UPS contracts is considered cash work ing 

15 capital, which i s bas ed on a f ormula one-eig~th O&M 

16 calculati on. 

17 0 Is there any reduction as a r 9sult of a ny 

'8 credits associated with income tax, accrued income 

19 taxes , anything l ike that, o r doe~ that - - 1s i OUr 

20 description all- i nclusive of the working c apit \ l 

21 compouent that's determined f or the UPS sa l es? 

22 A Well, that descript ion would be the t0tal 

23 amount of working capital. You take Olio - e ighth o f the 

24 O&M , including the fuel burn at the base unit, and 

25 t hat's why --
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1 ¥ou know, one o f the things thnt causes that 

2 calculation to be volatile is it's not all fu el burn, 

J it's just t h e tuel be rn out of the base uni t. So t u 

4 the extent that they're not taking base energy , y o u c an 

5 go from a very small amount ot working capital t u a 

6 large amount, as far as the billings t o UPS . 

7 And, obviously, we have done tho working 

8 cap ital in this case f or UPS related to the balance 

9 s heet a pproach , which that ' s what thi a Commission 

10 req uires and what ~1s a p proved in o u r last ca se, a n d 1s 

11 the only a p p r o p r i ate metho d to calculate the UPS 

12 jurisdiction because tha t 's what the system 

lJ calculation s a r e based on is a balance sheet. You 

14 can't pick and c hoose what you're go1ng to pul l ou t o f 

15 each column. 

16 Q So what you're saying is i t the Comm1ss1 o n 

17 did remove it, t hat e ven t hough FERC J ur isdiction ~auld 

18 calculate i t on a one- eighth, it wou ld be more 

19 a ppropriate to move it on a balanc e sheet baris. 

20 

21 

In the retail calculati ons , absolutP.ly. 

you want me to calcu late retail on a one-eighth , 

I f 

2.2 assure you, we did some quick calculations, that t he 

23 retail working capital ~equirement is increased by ove r 

24 $40 million. 

25 Q It you want me to ca lculate - - I' m )us t 
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22 

23 

24 
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try i ng to understand the theory by wh ich you wou1d 

remove working cap ital compon~nt i f the Comm1ssion 

disallo ws the Scherer plant. 

7 62 

A To me i t wou Jd be the amounts r elated t o the 

fuel stockpile, and the other mater iels and s uppl1es 

would essenti 1ly make up the working capital that 

would be r elate d t o Scherer, t he 63 megawatts that's 

out there. 

MR. BURGESS: Thank you, Mr. Mc Millan, tha t' s 

all we have. 

apo l ogize. 

COMMI SSIOtiER GUNTER: Sta f 1'? 

MS . RULE: Ma jor Ende r s. 

COMMISSIONER GUNTER: Excuse me, Ma jo.· . 

MAJOR ENDERS: No thing. 

COMMISSIONER GUNTER: Staff? 

CROSS EXAMINATION 

BY MS. RULE: 

Q :-tr . Mc Millan , I would like for you, 1:- you 

could, for yo u to prepare a late-filed e xhibit 

comparing budget-to-actual plant in serv ice , CWJP 

no n i nterest-bearing and accumulated depreciati on. 

MS. RULE: What number wou ld be thal be? 

Would it be Late-Filed 570? 

Mr. Pruitt, is that correct, Late-fl ied 570? 
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HR. PRUITT : 570. 1 

2 Q (By Ms. Rule) And 1 would l1ke you to use 

J the same format as yo u used in your late-filed 

4 deposition Exhibit No . 5 in Public Counsel's 

5 deposition. n~ you remember tha t one? 

6 A Yes. That wa s d o ne through ~ebruary. if 1 

7 remember correctly. 

8 

9 

Q 

10 for t hat. 

ll 

I believe that's correc t. 

COMMISSIONER GUNTER: Give me a short tltlo 

MS . RULE: I ' l l give you a tltle. It's nut 

12 tha t shor t. 

1) " Comparison of Budgeted to Actual Plant In 

14 Ser-,ice , CWI P Noninterest -Bearing and Accumulated 

15 Depreciation . " 

16 

17 

18 

19 

COMMI SSIONER EASLEY: Pe r iod o f time. 

HS. RULE: Pardon me ? 

COhHI SS I ONER GUNTER: Peri od ot tlme. 

HS. RULE: I would llke Hr. Mc Millan t o use 

20 May 1990 instead of February 1990 f1gu res as he used 1n 

21 the late-filed deposition e xhi bi t. 

22 

23 

2 4 0 

COMMISSIONER GUNTER : All right. 

(Late-Filed Zxh ibit No. 570 1dent1 fi ed. ) 

Mr. McMillan d o y :: u have an e xh tbi t pa c ket 1r. 

25 front of you that Staff has prov 1 ded ? I btlieve I see 
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it at Coun s el table . 

I have one now. 2 

3 

A 

0 Thank you . Exhibit 431, which s hould be in 

4 t ha t exhibit pac ke t , do you have that? 

5 

6 Q 

Yos, I do . 

Part One of the Responso t o I n terr0gatory ~ln. 

7 88 c o ntained i n that exhiuit sho ws a credit to 

B a c cumulated deferred income taxes o f $1 ,587 , 608 , a s 

9 part of the adjustmen t to t·ecord cas h rece i vc::! fr om 

10 Georgia Power per redu ction of the s e l ling p r ice fo r 

11 Scherer 3, is that correct? 

12 

13 0 

Yes. 

Why is this amount di f ferent from the amo~nt 

14 inc luded f o r acc umulated deferred income t axes as sho wn 

1 5 in Gulf's position on Issue 3? 

16 That figure, along wi th the accumulated 

17 d e prec iation and deferred t a x a mou n t s, will chan~e 

18 because o f the monthly amorti zation or your a c tual 

19 depr eciat i on that we had in the budge t based on the 

20 i nf lated pr ice . And a s you d eprec iate the plant with 

2 1 the higher number , obviously, yo u had more a c cumulated 

22 d epreciatio n and i t actually decreases t h is deferred 

2J tax amount a s it' s rec orded on the books anJ recognized 

24 on t ho books. 

25 So we have a schedule. We, bas1 c ally, that 
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1 1-5-87 was as of Dec ember '89, a nd we went on ~head and 

2 computed what the impact of th~t would havP been to 

3 have gone ahead through the end of 1990, the test 

4 period, and figured out what the 1 3-month average 

5 amount that was included in our f orecast r elated to 

6 tho5e amounts. 

7 

8 

Q 

A 

So th is is for the end o f '90? 

It's the 13-month average amo unt that woul d 

9 have been reflected in our ' 90 projections. 

10 Q Are there a ny deferred taxes or inv estme11t 

11 tax credits associated with the a cquisition adjustment 

12 recorded as a result of the purc~ase o r a portion of 

13 the common facilities at Schere r ? 

14 A I don't believe there we r e any. 7hcse 

15 deferred taxes on the Unit 3 were r elated to the 

16 cons truc ti on overheads, and there were none o f those 

17 transferr ed from OPC in Dalton, so there were none. 

18 was strictly an adjustment to p lant- in - service and a 

19 small amount related to plant acquisltlon. 

20 Q Did the r efund that Gulf recetved 1n 19 89 

I t 

21 from Oglethorpe Power, related to the Scherer common 

22 facility purpose , h~ve any effect on d e fe r red taxes or 

23 ITCs? 

2 4 A Well, o bvious ly , over time it could, a~ your 

25 book tax timing di ffe rences related t o deprcc lat 1on . 
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But as of - - when we made this entry, there were no 

deferred taxes relat~d to that r e fund . 
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0 If Scherer Unit 3 is excluded !rom rate base, 

it will be necessary t o remove assoc i ated deferred 

taxes and ITCs , won't it? 

A Yes. It should be. 

0 I'd like you to re!er to Exh lbit 4 3 2, wh ich 

should also be in your exhibit packet. 

A I have that. 

0 I'd like you t Q look at the second page, 

whi c h con t ains a schedule showing operating e xpenses 

related to Plant Scherer in '89 and '90, and shows the 

1990 jurisdictional ITC amortizati on of $96,000. 

A Yes, tha~'s the j uri sdictional amount, right . 

0 Ha s the t a x expense in Gul f 's f ili ng been 

ad j usted !or this amount? 

A The amort i zat i on ITC is a deduc tion. I mean, 

it's really not taxable per se. I t's not a deductiule 

item, so it would not b&. 

0 Okay . Gulf has pro j ected work inq cap ital o f 

$81 ,711,000, is that correct? 

A That's correct . That's the jur isdi c tional 

amount, right. 

0 Are you familiar with Hr. Larkin's testimony 

in vhic h we recommends removal o! deferred c redit 
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1 balanc e s o f certain e xpenses that OPC recommends 

2 e xc lus ion? 

Yes. 

767 

3 

4 

A 

0 If an a dj us tment i s made by the Comm i ssi o n t o 

5 r emove c erta in e ~penses from operati ng income, s uc h as 

6 s upp l e menta l peno ions, pos t - ret irement llfA ~nd rr~rl1~a l 

7 ins ura nce, s c hool plan a ppliances o r Pr oduc t iv i ty 

a Impr ovement Plan, would i t be appropr iate to remove the 

9 reserves associated with those expenses f r om wo rkl nq 

10 c api t al? 

11 A I would assume it would be be c ause we would 

12 be going ~4Ck to a pay-as-you-go situati or , so 

1 3 0 Gul f reduc ed expens e s r e la t ed t o i t s 

14 Produc tiv i ty Imp rovement Plan by $ 339 , 4 07 

15 j urisd ictio nal , and I be l i eve that 's re fl e c ted 1n I ssue 

16 9 2 . Did Gu l r reduc e the reser ve? 

17 

18 

A 

0 

! 'm sorry , I d idn't hear that q uc s t 1on. 

Okay. I belie ve i n Is s ue 92, we f lnd tha t 

: 9 Gulf reduced e xpe nses relat i ng to the Produc t i v i t y 

20 Improvement P l an by $3 39, 4 07 . 

A I n tho Prehearing Or d e r ? Whero we 've agreed 

22 to t hat , yes . 

n 

24 

25 

Q 

A 

0 

Did Gul f r e duce the r e serve? 

I t h as nc•t been reduc ed, no. 

Wh at would the appro p r i ate s ystem and 
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l jurisdictional adjustment to working capital be , if 

2 any? 

3 

4 

A 

0 

5 exhibit? 

I'd have to calculate that. 

Could you provide that in a late-filed 

Yes, I could. 

768 

6 

7 MS . RULE: I believe that would be Late-flied 

6 Exhibit No. 571. System and Jurisdictio~al Adjustment 

9 To Working Capital Relating to PIP Reducti o n. 

10 (Late-Filed Exhib i t No. 571 identified.) 

11 0 (By Ms . Rule) Mr. McMillan, is it correct 

12 that most or the propc-sed adjustments to rate base 

13 would also affect defErred taxes and also affect ITCs? 

14 Yeah, you cc•uld usually make that - - any of 

15 the plant-related ad jl.stments would have sol"'e impac t . 

16 0 And would U tere be effects on both balance 

17 sheet accounts and income statement accounts? 

18 A I don't kno\•. TypicAlly, what l his 

19 Com.miGsion ha a done, ltnd we've agreed is the .... nly thing 

20 that makes sense, is t.o treat all funds as fungible and 

21 j ust make the adjustmt•nts on a pro rata basis , whi c h, 

22 in effect, allocates t•ome deferred taxes to any rate 

23 base ad j ustment. So under that- scenario, any work ing 

24 c apital or rate base ladjustment would have some 

2~ deferred taxes assign•~ to it. 
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l Q Could you please provide a late - filed 

2 exhibit, and in the exhibit I'd like you to show by 

J iss·.1e number, !rom the !'rehear inq Order, ef fee t a o f 

76 9 

4 proposed rate base adjuntments on deterred taxes, and 

5 also on ITCs, in bvth the bAlance sheet and in the 

6 income statement. 

7 COMMISSIONER Glf.iT£R: Wi ll you restate what 

8 ycu're asking for o ne ~ore time? 

9 HS. RULE: I'd like Hr. Mc Mill an to provide J 

10 schedule indicating, br i ssue number, the effects of 

11 rate base ad justments that are proposed in the 

12 Prehearing Order on deferred taxes and ITCs, in both 

13 the balance sheet and in the inco me statement. 

14 (Late-filed Exhibit No. 572 identified. ) 

15 A I think the only one that we would agree 

1.6 s h o uld have a s pecifiC' deferred tax adjustment is thi s 

17 Issue 3 , where we have! actually-- part of the refund 

18 was directly attributable to deferred taxes . All o t he1 

19 rate base adjustments should hit that t i mes y our 

20 reconciled capital structure and wha teve r p e r cent ~ s 1n 

21 the capital struct ure -- I'd hav e to ma k e s ome 

2 2 ass umption. 

2) Q I would li~e you to prepare t h e ex~1b i t a s 1! 

24 e ach issue was the oraly one being c hang e d , and , 

2 5 therefore, any effec1: would be dir~ct l y r e late d t.o th a t 
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1 proposed ad j ustment. 

2 COMHISSlONER BEARD: Let me ask so 1 c an 

3 understand based on what you asked and what I he ~ rd . 

4 You're saying that in each 1nstanc e you do a 

5 pro rata ad justment wiL1 the exception o f this one? 

6 WITNESS McM ILJ..A.N: Well, I mean, the 

7 Commission could make this one p r o rata. We've 

8 identified how much of t~at refund was r elated to 

9 deferred taxes. 

10 COMMISSIONER EEARD: I understand that 

11 mean, we can make them all speci fi c, we ca n make them 

12 all p co rata , we c an do anything in that sense. But 

13 it' s your position that fOU would make those 

14 adjustments pro rata wit•1 this one exception ? 

15 WITNESS McHI~\N: That 's correct . Because 

16 thi s one ad just~t~ent would actually have changed ou r 

17 budgeted deferred tax~s. To go in and disall ow a 

18 port ion o f a bui lding, s zy , is not going t o c hange our 

19 deferred taxes unless we write t ha t off our books 

20 permanently. And to t he extent that we 're sti ll 

2 1 depreciating the facilities, we would sti ll have 

22 de f Arred taxes in our f or.~cast related to those items . 

23 (Pause) 

24 This one item, 1:he Scherer purc hase price, 

25 we've actually recorded or1 our books add iti o nal 
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deferred taxes related to t hat, and that was not 

included in my forecast . So it would be a ppropriate tv 

identify that. 

COMMISSIONER BEARD: Are you asking fo r some 

different assumption in the treatment of deterred 

taxes? (Pause) 

COMMISSIONER EASLEY: Are you saying that it 

would not have an impact on an expense item and, 

therefore, not on the taxes? Is that an 

overs i mplification? 

WITNESS McMILLAN: No. Just historically -

and I'm not sur e or clear exactly what adjustment she 

wants me to go back on -- but it you r ea lly look at the 

nature of a working capital disallowance , there is no 

deferred taxes related to -- the deferred taxes, or the 

bulk o f our deferred t a xes, are property-related. 

There may be some small amount but it would be almost 

impossible to go in and isolate with it wouldn't be 

totally impossible. With the amount of time, you could 

go back and say, "Yes, the r e's so ma ny dollars worth of 

deferxed taxes r~lated to this asset and then -- " 

COMMISSIONER BEARD: Did I miss something, 

that this was specific t o work ing capital? 

MS. RULE: No, it's rate base adjustmAnts. 

COMMISSIONER BEARD: Rate ba ue ad j ustments. 
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WITNESS McMILLAN: Which inc lude working 

c ap ; tal. 

COMMISSIONER BEARD: Well, to the extent, for 

example, that we said no to Plant Scherer inclusion in 

rate base, that's a reduction in rate base; that would 

be a reduction, a specific reduction, o! deferred t a xes 

~hich would, in effect, change the weighting and 

everything else, correct? 

WITNESS McMILLAN: We could do that on 

Scherer easily. I could identify those. Some of t he 

othe r little minor disallowances that I may have more 

trouble trying to specifically ident ify deferred tax 

related to. 

COMMISSIONER BEARD: Well, Hr. McMillan' s 

position would be that any resulting - - that the result 

would be insignificant . He could certain l y indicate 

that on the schedule. 

COMMISSIONER GUNTER: Can you prov id~ 

WITNESS McMILLAN: Let me put it thi s wav : 

w~'ve ne ver attempted to go t hrough and i solate 

deferred taxes related to every singl e a s set. 1 mea n 

COMMISSIONER BEARD: Wa i r now, l e t's don ' t 

cloud it up. It wasn't an asset, i t was based on 

r e commended - -
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WITNESS McMILLAN: Disallowances . 

COMMISSIONER BEARD: disallowances, as 

77 ) 

3 opposed to the Prehearing Order. Example: Scherer. 

4 

5 

6 

7 somehow 

8 

WITNESS McMILLAN : Right. 

COMMI SSIONER BEARD: Okay? 

COMMISSIONER EASLEY: Get h im to '.Je igh 

COMMISSIONER BEARD: Can you track that out? 

9 Now, there are some others that, obviously, arc in 

10 there that may not affec t i t at a 11, it may be an 

11 astericx, because you can't ~et your cal c ulator to run 

12 that far out to the right? 

1) 

14 

15 

WITNESS McMILLAN: Okay . we can do that. 

COMMISSION~~ BEARD: Is that? 

MS. RULE: Thank you. Let me give a sho rt 

16 title f o r that, that wou l d be "Effe c ts of Pro posed Rate 

17 l ase Ad justments." 

18 

19 

20 

21 

22 

0 

COMMI SSIONER Gin-ITER: Tha t' s Exhlblt No. •,n . . 

MS . RULE : Thank you. 

COMMI SSIONER B~D: Late- filed. 

(By Ms. Rule) Hr. Mc Millan, Wl t h rega n ! t o 

Issue 52 , fuel expenses, related expenses. In Paqe 10 

2J u f your direct testimony you state that prope r 

24 ~d j ustments have been made to remove all fuol reve nues 

25 a nd expenses from NOI. Is that correc t ? 
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A 

Q 

What was your last statement? I'm sorry? 

Basically, asking you to confirm in your 

77 4 

3 tebtimony that you state that proper adjustments have 

4 be ·n made to roaove fuel revenues and expenses fr om 

5 NC t? 

6 

7 

A 

Q 

That's correct. 

Do you have MFRs C-39 and 40 in front of you? 

8 You may or may not need to confirm this. Let me tell 

9 you what it says , a nd tl.en you decide if you need to 

10 lJok at it. My understanding is that C-39 and C-40 

11 &now federal and state deferred tax expense associated 

12 \ ith the Peabody coal buyout and l he Daniel coal 

13 buyout. 

14 Do you need to look at the schedule to 

15 confirm t hat? 

16 

17 

A 

Q 

A 

I'm familiar wi th those deferred taxes, yes. 

Should --

They do -- there are some deferred taxes 

19 related to our coal buyouts. 

20 

21 

Q 

A 

Shouldn't those deferred taxes be ~xcluded? 

Well, no~ under Issue 52 . I mean, there's no 

22 revenue or expense im?act related to deferred taxe s, 

23 per se. I mean, that's just a tax t~minq differ~nce 

24 that's recorded on your balance sheet. 

25 COMMISSIOHER GUNTER: Let me ask you a 
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1 question. Where doeR the benefit, how ~o you c alcul a•c 

2 the benefit o f those deferred taxes that occurred •: th 

J the coal buyouts? Where 1s that calculation? I s it 1n 

4 the fuel adjustment? 

5 WITNESS McMILLAN: No, it ia not. The 

6 deferred tax piece of it is being included ;n our 

7 capi tal structure and would be reflec ted in the 

8 surveillance report based upon the jurisd ictlonal 

9 reconciliation of rate base and c~~ital structur~. 

10 COMMISSIONER GUNTER: Okay. And those are 

11 amortized back over the life of that contrac t, is that 

12 correct? 

l) WITNESS Mc MILLAN: That's correct . 

COMMISSIONER GUNTER: So i f T understand 

15 correctly, they will be carried in the capita 1 

16 structure zero cost and amort iza tion wou ld be over the, 

17 again, repeat i ng myself, amortization uould be ove r the 

18 li fe of that cont ra c t ? 

19 WITNESS McMILLAN: The v ne r el ated to the 

20 Daniel, the fuel coal one, that o ne is def!~itely --

2l was s e t up i nitially when we bought it out, and l t' s 

22 being amortized over the remaining life or the life ot 

2) 

24 

the bu yout period. lt ' s like nine years, I bellt!Ve. 

The Peabody one has to d o more, it 

25 fluctuate~, really, it's not as big o f a deal. The 
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1 difference there is a straight l ine wr ite-of! for t a x 

2 p~rposes, versus what we've actually written off on our 

J books. So i t can go up or down, but it is included in 

4 zero cost i n our deferred taxes i n our 

5 COMM ISSIONER GUNTER: How long wa s the 

6 Peabody contract? 

7 

8 

WITNESS McMILLAN : 10 years, I be l ieve. 

COMMISSIONER GUNTER: 10 year s . So those 

9 defe rre d taxes would h~ve been whe re those li ttl e 

10 gl itches you~'rQ speaking of , those deferred taxes 

11 would be written off in 10 years, is that right ? I ' m 

12 trying to make sure I un~erstand . 

lJ WITNESS HcMlLLAN : The complete wrlte-off 

14 would be completed after 1 0 years; therefore, there 

15 would be no de fer red taxes after that. 

16 

17 Q 

COMMI SS IONER GUNTER: All right . 

(By Hs . Ru l e) Hr. Mc Millan , i n your t estimon y 

18 you referred to the Peabody coal prepayl!lent. Is tha t 

19 the same thing as the Peabod y coal buyout that I 

20 mentioned? 

21 A I n actua lity it i s a prepaYl!lent. We did not 

22 buy out of t .hat contr act. And that' s why I tr ied t o 

23 stick with a prepayment whe re I cou 1d . Some pldces lt 

24 may be listed as a buyout. Dan i el was a buyout, and 

25 therefore we could but the other one r ela t ed t o the 
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Cr ist Plant , it was actually just a prepaymen t . We've 

got the same coal vendor, we j ust made him dn ur-fro nt 

payment to get him a reduced coal pr i c e. 

Q I would like to refer you t o Issue 58 , Hr. 

McMillan, dea ling with bank tees and line o! c r edit 

c harges. Is it correct that Gulf for~erly mointain~d 

compensating ba lances of 10\ for lines of c r edit ? 

A Yes. We d o we did, and we s t ill do; 

mean, for certain banks. 

Q In 1988, did Gulf c hang e its practice wit~ 

regard to compens ating balances? 

A Yes. There was a change. With our larg~ 

banks, we did, we were able to negotiate, ac tua lly 

paying them a tee versus leaving a 10\ compensating 

balance at the i r bank as a form of compensati o n f or 

lines of c redit. As I stated earli e r, we still do have 

some lines o f c redit with some smaller banks. 

Q Why is Gulf still ma i nta ini ng some lt ne s ot 

c redit requ iring compe nsat ing balanc es? 

A We ll , s ome banks aren' t too -- you kno w, the 

s malle r banks really, some of them didn ' t want t o go t o 

the one-eighth. !t is a cheaper f orm to getting these 

fe~s. and we do need t o have certa in o ( these banks f ~ r 

o ur dail y disbursements and that sort o f thing, to be 

run through. And a compensat i ng balance serves as a 
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1 f orm o t compensat ion t o the bank. But I think we did 

2 file an interrogatory, 1 think a Staff or Public 

3 counse l interrogatory, that lists the bank= that we 

4 still have compensating balances with. 

Q I believe Gulf is projecting to either pay 

6 foes or aainta ' . 1 compensating balances f o r 

7 approximately $48 million in lines of credit for 1990, 

8 is t hat correct? 

9 For 1988? 

Q No, tor 1990 . I believe the f igure in 48 

11 million, projected? 

12 A Yes. The combination of the banks that we 

1) a re currently budgeted to use fe~s, and in~luding the 

14 ones that we've got compensat ing balances, the sum o f 

15 those ~wo are 4 8 million. 

1 6 Q And in 1989, the Compa ny maintained 49 

17 million in lines of credit, is that cor rect? 

18 A Hold on. It' s about the same amount, s0 I 

19 wou ld agree with that, sub ject to ~heck. 

20 Q Would you also agree that for 1988 , Gulf 

21 maintained 50 million in lines o f c r edit ? 

22 A I don't have that with me, but I will agree 

2J with that, subject to check . 

24 Q Thank you. If Gulf w~re to a~cess l1 ncs of 

25 crudit, where would that liability s ho w up on the 
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1 balance sheet? 

2 A You mean a compensating bal~nce? If we 

3 maintained compensating balances a s lines o f c red i t ? 

4 Q No, if the Company were to access a line or 

5 credit? 

6 The liability would be in ou r notes payab le 

7 line on t te balance sheet. 

8 Q I would like to you turn, if you would, 

9 please , t o your profiled testimony, Schedule 2. 

10 believe t hat's been identified as F.xhibit so . (Pauso) 

11 Do you have that? 

12 

13 

14 1989? 

1 5 

16 

A 

Q 

A 

Q 

I have that , yes. 

Did Gulf ~ccess any o f its lines of c r cd l t In 

Yes. We did . 

Where would that appear on that s chedule, 

17 Schedu le 2, Page J of 10? It 's in Exhibit 50 . 

13 A Well, on Page 3 o f 10 of that exhibit, 

19 would inc lude t he 1989 actual amounts through August . 

20 And, so, there were two months at month-end tltnt wo 

21 actually had an outstanding notes payable, ao they 

22 would be reflected in the months of May and Juno. 

23 (Pause) 

24 We also, it appears, based on ano ther 

25 doc ument I have that shows dai l y borrowings, we 
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1 a c tually had some borrowings in the month o r f e b ruary 

2 o! $1 mil!ion, and also borrowed some mo ne y 1n bot~ 

3 J u l y and August, in addition to these two mo n t hs. 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

2) 

2 4 

25 

0 Would t hat sho~ up in any o f th e schedule s 

attac hed to your pre!iled testimony, o r in a ny o f the 

int~rroqatory responses you have given? 

A It probably would 110t because eve ryth i ng t hal 

you've norma lly filed is on a calendar mo nth basi s. So 

you could have some borrowings at the beg inn i ng o f Lhe 

month that are repa i d duri ng the same mo nth, a nd the y 

net out to zero a s tar as any monthly balan ·es . 

c ould provide you a listing of the a c tua l short- term 

borrowings during 1989. 

0 Could you please d o t~a t ? 

A Yes. 

0 Cvuld you do that for both 1990 and 198~ ? 

A 1990, I could give you like thro ugh June o r 

May or June actual . 

HS. RULE : Thank you. 

be Lat•· -Filed 573? 

1 be li e ve t hat would 

MR. PRUITT: 574. 

CHAIRMAN WILSON: I don't ha ve a 57 3. I have 

572 . 

HS . RULE: We've go t 572 . 

CHAI RMAN WILSON: 57) the next number ? 
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MR. PRUITT : Mr. Chairman, 57J was assigned 

to a request tl.at Staff made for some pro j ections, and 

I couldn't pick up the balance of the title. 

MS. RULE: It' you will give me one minute, 

I'll look at my que&cions and see. I may have numbe r ed 

it on my questions. 

CHAIRMAN WILSON: Okay , let's go ahead and 

check that. (Pause) 

MS. RULE: Commissioner, the last one 1 have 

indicated in my notes was the , "Ef fects of Proposed 

Rate Base Adjustments." 

CHAIRMAN WILSON: That's the last o ne 1 have , 

and that's numbered 572. 

HS. RULE: That's what I have. 

CHAIRMAN WILSON: All right, so the next one 

will be ~73. And if there's one in between, if it 

shows up, we'l l giva it another number . 

HS. RULE: And I believe that wou ld be 

"Short-Term Borrowings, 1989 and 1990 ." 

WITNESS Mc MILLAN: Yeah, that would b P f 111.:>. 

(Late-filed Exhibit No. ~13 identi!ted.) 

Q (By Ms. Rule) Did Gulf access any of ~~ s 

lines ot' credit, or has Gulf so far a ccessed any o f its 

lines of credit for 19 90? 

A Yea . We have. 
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Q Wo uld that show up on Exh iblt 50 , Sch~dule 2, 

Page 8 of 10? 

A Those would be our f o rec astoo amoun t s , yes . 

Which would be on a calt'ndar month basis, again. Dut 

as you can see, w~ were showing borrowing for f i ve 

monthfi there . 

Q What ia the maximum amo unt Gulf has had t o 

borrow on its lines of credit for 1989 and thus far 1n 

1990? 

A I 'm sorry? 

Q What is the maxiwum amoun t Gu lf has h ad t o 

borrow on i ts lines of credit in 1989 and 1990? 

A I don't have that f igu re c a l c ulated rig h t tn 

front of me, but it ' s approxi mately $ 30 mlllion ~hat we 

have outstanding, as of t oday, 1 believe. 

Q Cou l d you add that informati o n to late-ftlcd 

Exhibit 573? 

A Yes. 

Q Maxi mum amount borrowed in '89 and 90? 

A Yes . 

Q How does Gu l f determ i ne the total a mount o f 

lines of credit it should maintain? 

A Basica lly , we !oox at our -- seve r al f a c t ors. 

One of the factors being our forecasted c ash posit ion 

based on the budget. And just usin1 this f1nanc1al 
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1 model, pr i marily, as a too l , we l ook a t the ma x imum 

2 amount that we're ahowing as a s~ort-term requ1remen~. 

3 And historically, we've addod appro xi ma te ly 

4 $25 million. It just depends upon our construct ion 

5 program at the t ~~e and outside influences tha t we foel 

6 may have some impac t o n our potentia l -- could have a 

7 negative impact i f we didn't have enough c ash . But, 

8 you know, it's been runn i ng -- we've been t rying to 

9 maintain lines somewhere in the ne ighborhood o ~ 4 0 t o 

10 $ 50 million, recognizing o ur cash volatility . 

11 It you just look at our revenue flow , our 

12 source of revenues which are primarily fr om s ales of 

13 electricity, bet• een sumner and •inter they tend to 

14 fluctua te to the extent of 2 5 to $50 million , and we 

15 ha ve to be prepared , or have the cash available, to 

16 absorb that type of cyclability i n o ur r e venues. 

17 Q Can you prov ide me wi th the as sumpt ions 

18 underl ying those models? 

19 A Well, the model, i tsel f , inc ludes 0ur whole 

20 forecast. I mean, bas ically, it includes everything 1n 

2 1 our budget, all our operat ing e x pense&, construction 

22 program, interest rate assumpt ions . I mean, the 

23 f i nancial model, as I addressed i n my prefiled 

2 4 t e stimony, is our pr imary forecastinq tool. It looks 

25 a t all comp o nents of our forecast, our balance sheet 
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1 and income statement. And it attempts to quantify Lhe 

2 actual cash requirements. 

J We use it primarily to judge our external 

4 financing requirements. Because we recognize in this 

5 particular model, since it's strictly done on a 

6 calendar month basis, there does leave some leeway in 

7 there. And that's vhy I said, we usually add about a 

8 25 to $40 million cushion. You could actually have 

9 that big a swings in our cash with i n a ca lendar month . 

10 And this thing we're only budgeting, on a !orecaset, 

11 on a calendar month basis, which would not represent 

12 th~ large cyclability within the month itself. 

1J Q Have you actually had a 25 to $40 milli on 

14 swing? 

15 A Yes. As far as our disbursamen t 

16 requirements? 

17 

18 

19 

Yes. Q 

A In our actual fin~ncing? You could eas11y 

that kind of c hange from one month to the next. I f 1 t 

20 hits in the month where we have div1dend payment r , and 

21 some type of otner external r equ irc-:ment that's a big 

22 ticket item, you could easily see th~t. 

23 If you go back when they uned to-- I'll g1ve 

you a good example of that. It was back when everybody 

25 used t o a ctually receive tha t South Aft :ca n coal, when 

FLORI DA PUBLIC SERV ICE COMM I SSION 



785 

that ship came i n it was r oughly a $10 m1llion payment 

2 whenever they unloaded that boat in ~obile. And you 

3 had to be prepared to c ut that c heck. It may not come 

4 back tor several months, but you needed the money 

5 whenever tha t boat was unloaded. 

6 Q But isn't that sort o t a planned event, as 

7 are dividends? 

8 ! t is somewhat p l anned, but i t' s - - t ha t type 

9 or coal delivery was not - - you kne~ far enough in 

10 advance to make eure you had money a va ilabl e , but yo11 

11 had to have the lines. We c an't wa it the month we know 

12 something is coming and start scrambling around looktng 

13 for lines of credit. That would not be a prudent th1nq 

14 to do. It may not be there when you need i t. Somewhat 

15 like any other planning requ irement, we are l ooking --

16 we are trying to minimize our costs , yet ensure that 

17 we've got adequate resources to do our -- to per!orm 

l8 the da i ly requirements and the cash dis~ursements 

19 needed to provide utility serv1ce. 

20 Q Hr. Hc Hillan , in 1989, Gulf 's actual expense 

21 for line o! credit tees was roughly $54,000 versus 

22 $60,000 budgeted, is that co r rect? 

2) 

24 

COMMI SS I ONER EAS LFY: Thousand o r milll o n ? 

HS. RULE: Thousand. This is expense f o r 

25 line of c redit fePs. 
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Yes, sir. 

786 

1 

2 

) 

4 

5 

A 

0 

A 

0 

What figure w&s that you used? I' m sorry. 

I believe actual was S54, Q~J . budgeted 

6 60 ,000 . 

7 A I'll agree wi th ti•at subject t o check. 

B don't have that number in front or me. 

9 0 Thank you. And through Apri l 30th o f 1 9~0, I 

10 belie ve Gulf budgeterl $20 ,000 tor line o f credit f ees, 

11 is that correct? 

12 

13 

A 

0 

Yes . 

But I believe for tha~ period o f t ime Gulf's 

14 actual expense for line o! c redit fees was $1 4 ,68 7 . 

15 Ca n you confirm that? 

16 

17 0 

That's correc t. 

can you explain the var i ance oetween budgeted 

18 and actual? 

19 A I don't have that with me . 1 c0uld get a --

20 there were some --there we re actua lly -- I think w~ 

21 showed it on an i nterrogatc ry, there was actually a 

2i contingency budgeted !or the test period or seven 

23 what is it, $7,500 at 60 , 000, and that was with the 

24 antici pation that we ~ould rave to seek addit i onal 

25 li nes of c redit. Based on our budget, we have not done 
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that, obviously, through the first quarte z· because the 

2 20,000 was basically one-third of the 60,00 0 t~at was 

J budgeted. So I would ass~me the reaso n !or the 

4 variance is the fact that we have not yet gone out and 

5 attained additiona l lines ot' credit. 

6 0 Is there any reason why the Commis~ion 

7 shouldn't just include actual expe r..»e rather than your 

a budge ted expense hece? 

9 A Well, unles s I can present evidence that we 

10 need that addit ional money, in this partic ular 

11 instance, I ~ould say that probably wouldn't be 

12 unreasonab le, but I need to-- I could probably, bef o r•' 

13 I come back up tor rebuttal, ! J nd out t o ma ke sure thdt 

14 that is the re~son for the underage dOd t ha t they have 

15 not already signed -- see, those contrac ts are signed 

16 on a calendar-year basis, usua lly starti ng April J s t, 

17 and so you may not have --they ma y hav~ a c tually 

18 signed s o me additional contracts that J'm not aware o r . 

19 

20 

21 

22 

2J 

24 

2 S 

fees 

l ine 

0 

are 

A 

Q 

A 

of 

0 

Could you explain ho J actual l ine o ! credlt 

determined? 

The line of credit fee s? 

Yes, sir. 

They're basically one-el<Jhth of 1\ o f the 

credit that we've attainod. 

Did you say c·.e-e ighth ot 1\? 
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I believe so. 

I believe Gulf also incurs other banlc: fees. 

explain what they are? 

Ma'am? 

Cult als . incurred some other bank charges 

other bank tees. could you tell me wha t they 

Yes. That's our bank service charges, which 

9 are just like you o r I wou!d have for running a 

10 checking account, be simi l ar in nature. Effective in 

11 1988 we basically c hanged our whol e thinking as f ar as 

12 our disburso~ent methodology and consolidated all our 

13 disbursements out of one bank in ?ensacola. Previous 

14 to that we had basic -- we had included demano costs o r 

15 c hecking accounts at severa l banks which served a s a 

16 to offset a lot of the bank service fees. You 

17 basically have a compensation balance for doing your 

18 disbursements. 

19 In '88 we C•Janged that. We've now got one 

20 d isbursement account and we don't include or leave any 

21 cash in that account until the chec~s are actually 

22 presented tor payment. They call the Treasury 

23 Department, tell them they've got S2 m1l : ion; they need 

24 $2 million to cloar 6ome checks, a nd what it has done 

2 5 is enabled us to invest that cash up untll the t1me 
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it's needed. 

2 And what has happened is -- and you can 

3 clearly see in our file data, we don't -- we a~e n~ t 

4 asking for any cash, per se. I mean we -- it's 

5 actually a negativd cash balance in the '90 t est 

6 period. 

7 I! you go back to our last case, we actua lly 

8 had approv6d in excess ot $5 million in cash, wh ich 

9 were to compensate us for the compensating balances on 

10 lines of credit and the compensating balances related 

1 1 to our disbursement accounts, and that is really where 

12 the customer savings are recognized, is through a 

13 reduction in working capital since the Company has 

14 actually removed the temporary cash investmen~s from 

15 working c api tal. 

16 Q I believe Gulf currently rec ords your other 

17 bank fee expense in Account 921, Office Supplies and 

18 Expenses, is that cor rec t? 

19 A That's correct . 

20 Q And PERC has taken the posit1on that the 

21 expense should be recorded in the account "Other 

22 Interest Expense." Is that also correc t? 

23 

24 

A 

Q 

25 po i nt ? 

That's correct. 

Has that been resolved with PERC at this 
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l A It has not . As far as I know, that's one 

~ issue that they're s till r eviewing, a nd we !eel l j ke it 

) has been properly classified in o•M expenses as not an 

4 interest amount. 

5 COMMISSIONER BEARD: I got to stop and back 

6 up a question. 

7 You said that the temporary cash investments 

8 have been removed from working capital. 

9 

10 

WITNESS McMILLAN: Yes, t he y have, in total. 

COMMISSIONER BEJ.UW: Your position on Issue 

11 21 doesn't say tha-.:.. "The Company be 1 i eves it wou l d be 

12 appropr iat~ to include temporary cash investmenLs in 

13 jurisdictional working capital." And the amount you 

14 referred to as $6.045 million. 

15 WI'rNESS McMILLAN: Yes. lf you read my first 

16 -- the very first ~entence, I said, "Gulf's filing 

17 ref lects that temporary cash investments have been 

18 removed from jurisdictional adjusted working capital 

19 consistent with the treatment in our last case ." I 

20 just followed up the Commission's -- Wi tness Seery ha s 

21 actually put in the rec ord that he agrees w1th what the 

22 Company has felt all alo ng, that d S long as the Company 

2 1 can j ust~fy those tempor ary ca~h investments as being 

24 r easonable and required for utility service , that they 

25 should be i ncluded in working capitdl an~ a llowed the 
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1 overall return and the earnings ott of those should be 

2 included in NOI, and we would definitely agree with 

3 that statement. 

4 COMMISSIONER BEkRD: But in the interim, you 

5 have removed them from working capital? 

6 WITNESS McMILLAN: That's correct. In the 

7 filing they've been removed. 

8 COMMISSIONER BEkRD: I am just trying to get 

9 apples to apples, because OPC is saying remove them, 

10 reduce working capital, and I don't want to double 

11 count. 

12 WITNESS McMILLAN: Yes, they have been --

13 see, if you look at that jurisdictional balance sheet, 

14 that B- 2-A, that's an unadjusted balance sheet, and 

15 some people get confused there. on that particular 

16 thing there is a jurisdictional amount of temporary 

17 cash showed over in the right column, but that is an 

18 unadjusted balance sheet. If you go to B-14, the 

19 working capital exhibit, it will clearly show the 

20 removal of all of the temporary cash investments, in rnt 

21 Schedule 7, in my working capital component of my rate 

22 base. 

23 MS. RULE: Actually, Commissioner, I would 

24 like to follow up on what you brought up. 

25 Q (By Ms. Rul~) You testified, Mr. McMi llan , 
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1 that Hr. Seery essentially put in some testimony, w1th 

2 which Gult agreed, about including temporary ca~h 

3 investments i n rate case, correct? 

4 A Yes, I do . 

5 Q But hi s testimony indi c ates that the 

6 treatment ot either c ash balancos or tempor a ry cast. 

7 i~vestments should depend o n th~i r prude ncy, is tha t 

8 correct? 

9 A I would have no problem with that . 

10 Q And he also te.Atit'ies that if Gulf can 

11 demonstrate through competent evidence that the 

12 t empora ry cash i nvestments are necessary for the 

13 provision o! utility serv i ce , then they should remain 

14 in rate base and earn at the Utl lity's ove r all rate o f 

15 return. Is that a c orrect explanation of hi s 

16 testimony? 

17 A That's a very straightforward syn o p sis, yes. 

18 Q What competent evidence ha s Gulf p rov ided 

.9 that demonstrates that the temporary cash investments 

20 are necessary for provi ding utility service? 

l l A Well, in my rebuttal testimony, I g uess-- I 

22 made some -- I 'm very unclea r what h e considers Lo be 

23 - - wha t he needs. Obviously as I've stated i~ my 
• 

2 4 reb~ttal, t h e $6. 3 millio n is essentially all o ! ou r 

25 cash and represents less than 10\ of o ne mo nth' s 
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1 disbursements for Gulf Power Company, and in no way 

2 could be considered an excessive amount. And beyo na 

J that, I'm at a loss to what exactly he wants us t o 

4 provide. We would be glad to provide what e ve r would b e 

5 requested through discovery, but, you know, we don't 

6 know of any other way to pay our hills o ther than to 

7 have cash avaiable . Either you're going to hav e 

8 t emporary cash, cash, or short-term debt, 0 ne of the 

9 three, because if you ? nee yo u stop paying your 

10 bills, you're g oing into bankruptcy a t that stage, and 

11 you'll be shut down. You've got to have liquid asse t s , 

12 in effect, is what I'm saying. 

1) COMMISSIONER BEARD: Let me a s k a procedura l 

1 4 que otion, because I went through looking tor t 11e 

15 witnesses on 21. Seery wasn't listed. That's why I 

16 d l dn't l ook specifically back there. 

17 MS. RULE: He' s not testifying on that . It. I s 

18 a discu ssion in his testimony, but he's not 

19 spec i fically testity i ng on tha t. He's cost o r ca~ital. 

2 0 COMMI SSIONER B EARD : You're saying 6 mi llion 

21 i s your total cash o n hand, on average on a given 

22 month? 

2J 

24 basis. 

25 

WITNESS Mc MILLAN: Or. t he 1 J-month average 

COMMISSIONER BEARD : On the lJ-month aver~ge 
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basis. What are your reve nues, just roughly, coming 1n 

each -- monthly revenues? 

WITNESS McMILLAN: On an annual basis roughly 

4 5u-, $500 million. I'd say o n average y ou're looking 

at roughly $50 million, just to be a good, round 

figure. 

COMMI SSIONER BEARD: I h ad it closer to 40, 

but that's okay. You've got $40 mi llion worth o r 

revenue co~ing in every month. Your r emaining cash on 

hand i nvested in short- t erm investments is the roughly 

6 m. llion? 

WITNESS McMILLAN: That's correct. 

COMMISSIONER BEARD : That's not t he $6 

mill ion that you have to s pend to pay your bills? 

WITNESS McMI LLAN : That's what, on average, 

wa s ~ eft over above -- over a lJ-month period. 

Obviously, five months of the year we were actually in 

the :hort-term debt. Some months we had more than 56 

million in temporary cash. 

COMMISSIONER BEARD: 1 understand. I looked 

at these sch edules. I just was hearing you say one 

thing and I misunderstood . 

WITNESS McMILLAN : I mean it's not unusual t o 

see 20-, JO-, $40 million s wi ngs in our cash positio n 

within a year because of the cyclicability or our 
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1 revenues and our expenses. 

2 COMMISSIONER BEARD: Typically, someth1ng 

3 your c ash management people would plan !or i n advance? 

4 WITNESS McMILLAN: That's correct. 

5 Q ( By Ms. Ru le ) Hr. McMillan, you provided 

6 Inte rrogatory Response No. 188 in Staff's EJevonth Se t 

7 o! Interrogatories, I believe, and that should be 

B before you as Exhibit 439 in your pac ket. Could you 

9 take a look at that? 

10 

11 

II 

Q 

Yes, I have that in front of me. 

Is i t your positior. that thi s i ntcrroqatory 

12 response provides competent evidence that temporary 

13 cash i nvestments are necessary f or the p rovision o ! 

14 utility s ervice? 

15 A That particular inter r ogatory, in effect, 

16 describes our c~sh or our disbursement process, and 

17 what I was -- what 1 guess I wa s emphasizlng there is 

18 that the 6.3 million is the t otal amount of our llquid 

19 assets, I mean c ash and temporary cash, and the fac t 

20 that it does -- the temporary cash is appro ximately 10 \ 

21 o f our monthl y disbursement, do reflect to me that the 

22 Company has a very small, conservative estimate of 

23 tempora ry cash investments. 

24 As I stated, I could probably go bac k to ' 8 4 

25 or prior years a nd it would be much hjgher th~n the 
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Q Well, the i n terrogatories state -- ask you t o 

"Please provide a dotailed explanation ot what portion, 

if any, of the Company's 13-month ba l ance of t emporary 

cash investments are necessary for the provision o f 

utility s ervice and why?• And basi~dlly, the only 

th ing I can find in your r asponse is in the second 

paragraph, last sentence, whe re it says, " The Company 

a gain maintai n s th~se tunas are required and necessary 

i n providing utility services ~or our c ustomers ." And 

the rest seems to discuss the amount of it . Is that --

A Yeah, and in my very firs t sentence, 

o bvious ly I tried to ans wer v e ry d1rec tly. I said, 

"All or Gulf's temporary c ash i nvestments were r equ i red 

and necessa r y in t he provision o f el ectric service to 

our customers. " And I go on to expla i n why 1 t ake thdt 

position. Like I s ~ id, I'm not c\ear exac tly h o w you 

would -- what else would you recommend that I say, that 

I'm missing, I guess , is the question. 

Q For example , h a ve you pro v i ded Staff with a 

cash budget or any oth u r schedule that wou ld a ll ow us 

t o assess a temporary level c f c ash investment and make 

a determination if the level 1s reaso nable? 

A I have not been r equested o f o ne. I d o have 
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the statement that approximately $6. 1 milli o n is 

approximately 10\ of our monthly d isbursement, wh ich 

would imply our monthly disbursement woulc be around 

$60 mi 11 ion. 

0 So baaica lly i t appears that your responses 

are all necessary and this i s 10\, is that what it 

boils down to? 

A They are all necessary, abso lute ly. If you 

wou ld like a cash forecast, I could provide one as a 

late- filed, but 

0 Well , t~e uift iculty we have, Hr. Mc Mi llan, 

is t hat it's up to Gulf t o prove i t s case and t o 

provide the evidence. And wha~ you're telling ~e is we 

haven't asked you the exactly correc t question, and 

therefc re, you haven't provided the e vidence . 

A What I'm &aying is I'm not s ure what you wan t 

for evidence, and I thinK the number is so conservative 

-- conser·Jatively small that it wouldn't r equire 

additional support. 

0 Cou l d you provide the cash budget we 

discussed a s a late-filed exhibit? 

A Yes, I will 

Q I believe that would be 57 4. 

CHAIRMAN WILSON: 574. 

HS. RULE: Let's just ca 1! it "Cash Budget." 
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(Late-Filed Exhibit No. 574 identified.) 

Ho~ has Gulf determined the amount o f 

798 

3 temporary cash investments necessary to have on hand? 

4 A Ho~ do ~e determine ho~ much temporary cash 

5 ~e need on hand, is that the question? 

6 0 Ho~ did Gu ]_ determine the amoun t of 

7 temporary c ash invest~ents that ~ere necessa r y? You 

8 say it's a conservative f igure. Ho~ did you come up 

9 with it? 

10 

11 

Bas ically, I guess l need to expla1n how the 

budgeting process t or cash ~orks . In effect, we qet 

12 all of the approved budgets, the capital, O&M, 

lJ revenues, eaclo o f the approved budgets whi c h •.;e re 

14 disc ussed with Mr. Gilbert's budget!nq proc ess. All v i 

15 those budgets are then incorporated i nto a financ ial 

11'> forecast in th~ financial model. Essentially our cash 

17 position, either tempo rary cash or short-term debt, 1s 

18 a resulting final ba lancing feat u re on the balanc e 

19 sheet. Ot course, o bv iously, we have to put in 

20 projections for the receivables and payables and other 

21 lia bilities of the Company, but essentlally once you 

2l get that, t h e finar.cial model then enabi~s us t o loo k 

23 at our external fina ncing requirements in respec t t o 

24 our short-term cash position. 

25 And the executive management, tncludlng the 
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1 Vice President of Finance, and my area and the 

2 Treasurer have discussions as tar as the tim1ng and the 

3 a mount of any external flnancings. And that would 

4 a c tually be what would influence what our tempo rary 

~ c ash or short-term debt amount is. 

G If we came out with a forecast that f o r 

7 whatever reason we were generating u lot of cash and 

a our temporary cash had increased to 1 00 mi1lion, and we 

9 were looking down the road and didn't see a lll"ed tor 

10 that cash, o~viously at tha ~ point in time Gulf wo uld 

11 ta~e some - - we' d have to make some move to either 

12 retire some senior securities or something o f that 

lJ nature to exti nguish the c ash . That 1s not a gvod 

14 thing to do on a very short-term , narro w-def ined po1nt, 

15 because , I'm sure as you're aware, external f inanctngs 

16 are very expensive and they're very costly. 

1 1 So the Company , a lot of times i t's h o r izons 

18 two to three years. If you're showtng S2~ million 1n 

1~ !temporary cash this year and you need that six months 

20 later or the following year, it wo ul d not bchonvc you 

21 to go out and retire some deb t and the n have to 

~2 refinance , do some more externa l f inancing the 

23 s ucceeding year for that. It wo uld behoo v e y o u t.c hold 

24 on ~o that cash until it's needed. And that's done on 

2S a- - reall :· , on an annual basi s, wh e n the budget ' s 
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basis by our treasurer in 

2 conjunct on ~ith my depar tment as tar as ~hat our c ash 

3 actual cash balances and requirements are. 

4 Q Could you tell me ~hy Gulf should maintain 

5 temporary cash investments of approximately $6.4 

6 million 'l.nen the Cc .pany has access to over $48 mi 11 io n 

7 in lines of credit? 

8 As I ~as just stating , the cash, the 

9 tempo r ary cash is -- if you look at our forecast, we've 

10 only got ~even months out of the yea ~ that ve actually 

11 ended the month ~lth Cdsh. We cannot, on a monthly 

12 basis, bec a use ~e've got Sl million in temporary cash, 

13 get rid o · that. I mean, unless ~e can get our vendors 

14 to bill UR in advan~e. ~hich ~ould not be a good cove. 

15 The only uther thi ng you can do is extinguish s~n1or 

16 s~curity a mounts. 

17 It's because of our cash vol~tility or the 

18 fluctuatio n due to seasonality o f our revenues you're 

al~ays go1ng to see some f1uctuat1 on. In t h is 

20 particular case, in the test year, roughly half ~he 

21 year ~e've got temporary cash; half the year, ~e•vc got 

22 short-term debt, which tells me we'r~ basically as 

23 tight as wu can get as far as our cash, ~ithou t mo nthly 

2 4 trying to uxtinguish senior securities, wh i<:h that 

25 woulo not be a real viable solution to a month where 
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1 you end with some temporary cash . 

2 Q Can you explain the difference f o r me be t ween 

J letters of credit and lines of credit? 

4 A The lines of cred i t are the a c tua l ba lance 

5 that we c an borrow !rom that bank. Letters o f c r ed 1t , 

6 I t hi nk, are just refe·~ ing to the contrac ts tha t we 

7 may h~ ve with the specific financial ins titutions . 

8 Th ey're all a line of credit. 

9 

10 

Q 

A 

Do you know the difference? 

I' m not sure. I don't know that t her e we J}d 

11 b e a difference there. 

12 

l J 

Q 

A 

Pa r don me? 

I' m not sure -- if you're referring t o 

14 something that's d iff6rent, no, I d o not. 

1 5 Q Do you know whether there' s a d i ffere nc e 

1 6 between letters o! credit and lines of c red1t ? 

1 7 

18 

1 9 

A 

Q 

A 

20 b r eak. 

2 1 Q 

Yes, then:! is. 

Do you know what the diff e renc e 1s? 

I' m not clear. I c ould g~t t hat a!t e r a 

Co ...a ld you tell me , if you kno w, if Gulf 

22 inc urred expenses for l ett ers of cred i t a s o pposed t o 

2J line s o f c redit and what a c c ount wo u l d th e e xpense be 

2 4 r ecorded ? 

25 I jon't believe there is any e xpenses r e)Jted 
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Q 

A 

Q 

Do you know? 

I wil l verity that. 

ThanJc you. 

802 

2 

J 

4 

5 COMMISSIONER GUNTER: This is an appropriate 

6 time, when we've got some items that can Ue done over 

7 the break, why don't we breax for lunch now. Come bac k 

8 a t 1:00. 

9 MR. HOLLAND: Commissioner, before we ureak, 

10 you ha d requested Late- filed E~1 ibit No . 5 50 be handed 

1 1 out today and I have that to distribute to the parties. 

12 COMMISSIONER GUNTER: All right. Give it out 

lJ right after lunch . 

14 (Thereupon, lunch recess wa s taken. ) 
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