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AFTERNOON SESSION

(Hearing reconvened at 1:00 p.m.)

ARLAN E. SCARBROUGH

lhaving been previously duly sworr as a witness on
behalf of Gulf Pcwer Company, resumed the stand as a
rebuttal witness and testified as follows:

CONTINUED CROSS EXAMINATION
BY MS. RULE:

Q Mr. 3carbrough, I would like to ask you some
guestions that other witnesses have thoujhtfully
referred to you.

A All right.

Q Beginning with the Faith Building, when was
the sale of the Faith Building completed? Mr. Connur
was absolutely certain that you were holding all the
facts on that.

A All right, let me see if I can’t ferret that

out here. February of 19B9.

Q Pardon me? February?

A February of 1989.

Q Was there a gain on the sale?

A No, there was a loss.

Q When was the property purchased?
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A I don’t know.

Q Does 1983 sound correct?

A Subject tn check.

Q I1'm not sure what that means anymore.

(Laughter) And does it sound right about $210,000

purchase price?

A It was exactly.

Q Okay. And it was sold in February of ’89 for
150,0007

A Less the sale price and everything, we ended

up getting a net out of it 139,608.

0 And how did you book the result?

A Tha*t property was in nonutility property.
When it came unoccupied in 1987, we moved it inte
nonutility property. And, therefore, the loss was
booked below the line to Account 421.

Q Mr. McCrary was certain that you could tell
us about expendable items. And I'm looking at the
transcript --

CHAIRMAN WILSON: About what?
MS. RULE: Fxpendable items that Commissioner
Gunter asked about.

Q (By Ms. Rule) I believe the reference was to

the example of gloves?

A Uh-huh.
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Q And Commissioner Gunter was wondering how
expendable items -- the examples he used were nuts and
bolts and gloves, aprons and blankets -- how they are
treated for accounting purposes?

A Okay. Actually, gloves and what we call
minor materials, nuts and bolts, are handled
differently. Gloves, of course, go intc Stores when
they’re purchased, any material and supplies, as ago the
nuts and bolts, and you buy them in bulk guantity.

On the gloves, when you 1ssue the gloves,
they go into a -- that’s charged to a clearing account
and that gets cleared through all const.uction
expenditures on an overhead basis. But those are not
reissued. I mean, in nther words, you have to check
those out. When you check those out, they’'re charged
into a clearing account ana they’re spread to all the
construction jobs.

Now, the other miner materials, nuts and
bolts, this kind of thing, is the same thing. When we
buy those, they go into the 154 Account, the "Stores
Account." When you issue those and put them 1n the
bin, if you buy maybe about 20 boxes 2f bolts, let’s
say, they all go into Stores. Wwnen you take a box out
and you put it in the bin, you charge that the same way

as you do with gloves, to an overhead account and it
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gets cleared to all construction expenditures.
However, that’s a free issue. In other words, Yyou
don‘t have to write a requisition or anything. You
know, the utility men on the line trucks, they go in
there and get whatever they need to put on the line
trucks and so forth, and they just take those out of
the bin and there is no accounting for that. You only
do that like one box or two boxes, however they have it
out in the free issue bius.

So that’s how they’re handled basically, it's
all charged to a clear account and then spread over all
thz jobs.

Q When you clear it out of the clearing
account, does it go to construction and O&M or just
construction?

A Either construction or 0O&M, either one,
whatever, yes.

MS. RULE: Commissioner, did that answer your
gquestion?

COMMISSIONER GUNTER: Yeah. That was raised,
Mr. Scarbrough, and I suppose that you’ve got things
like hot sticks and blankets, and those are done
generallv thc same way?

WITNESS SCARBROUGH: That’s true, but those

would not be free issue.
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COMMISSIONER GUNTER: Those gquestions were
raised, might have been in Croft’s deposition. If you
read his deposition, I'm sure you did --

WITNESS SCARBROUGH: Uh-huh.

COMMISSIONER GUNTER: -- where he talked
about gloves that were too bulky that folks didn’t use,
they were going to throw them away, so they put them on
the line truck, line power truck. Sticks that perhaps
had some malfunction or something, where they took them
apart and took some of the parts and made another
whole, and some blankets and that kind of stuff. You
treat those generally the same way?

WITNESS SCARBROUGH: That'’s right, exactly.

COMMISSIONER GUNTER: All right.

Q (By Ms. Rule) Mr. Scarbrough, another issue
that came up during Mr. McCrary’s testimony was
temporary investment of Gulf funds through Scott

Addison. where is Scott Addison’s business located?

A The last time 1 knew, he was in Atlanta.

Q Were Gulf funds invested through Scott
Addison?

A Now, are you talking about pension funds now?

Q Any funds. 1 believe -- well, Mr. McCrary

said he thought there were some temporary investmant of

some Company funds, at one time, through Scott Addison.
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A That’s true. I just wanted to make sure that
I -- (Pause) and the answer to that is yes. 1 concur
with what he said. We did, in fact, issue some, not
through him but through a firm that he worked with,
Johnson and Lane.

Q Why?

A He called ~-- this is -- he called Dick
Fowler, and this happened in 1983. He called Dick
Fowler and made a recommendation, asked if we had any
temporary cash. And Dick Fowler, who is the person
that we have basically on a day-to-day basis, one of
his responsibilities is to invest temporary cash and,
of course, to borrow short term borrowings when we need
that.

And he asked Dick Fowler if we had any
temporary cash. and it just sc happened at that
particular time, we did. We had quite a bit, as a
matter of fact, because that’s when we were building
funds to buy into Scherer 3, which we did in ‘84.

And he said, you know, they had some good,
secure investment, this firm he worked for, Johnson ana
Lane. And asked if we might be interestesd in, you
know, getting into it. If we did, he had a person that
worked for the firm, Mr. Cameron, that would call us

and talk to us about it.
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Mr. Fowler pushed this up the line. Because
normally, normally when we invest in short-term
investment, we do it one of two ways: We either do it
locally or we do it through New York. And they
generally will do it through a New York bank.

Dick Powler, since it was an unusual type of
thing and, of course, knowing who had made the phone
call, went up to see Mr. Unruh, who was the treasurer
cof our Company. Of course, Mr. Unruh came up toc my
office and pushed it even up further and asked wme --
told me what they were talking about, what the deal
was, and this type of thing.

I told him, and I made this decision: that we
would invest $500,000 at the rate they had guoted. Ana
the rate that they had guoted was for the same bace --
the same time period, was about 1.5 percentage points
better than we could get on anything else.

This investment was in with a firm savings
and loan in Harrison, Arkansas, who invested in Gennie
Mae certificates, which simply means they were backed
by government s~curities. The rate was 10.25%. The
rate that we were getting about that identical same
time period on investment with Sun Bank was B8.85. As I

said, the rate here was 10.25.

Made the decision to invest $500,000 with
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Johnson and Lane, not through Scott Addison. Scott
Addison made the contact. Now, what he ended up
getting out of it, I don’t know. But the person we
dealt with was a person by the name of Don Cameron.

We made the investment for 90 days. Of
course, we got our money at the end of 90 days, no
problem whatsoever. Good return, very secure
investment. And never had any further transactions
with them.

Q So that was the only time?

A Yes.
Q And where is that office located, Atlanta?
A The Johnson and Lane office, 1 think, they

may have branch offices, I think they’'re headquartered
in Augusta, Georgia.

Q And who is Scott Addison?

A Scott Addison is, at that particular time,
was a broker with Johnson and Lane brokerage house, and
he is the son of Mr. Ed Addison, who 1s the President
of and Chief Executive Officer of The Socuthe-n Company.

Q And at that time, what was Mr. Addison’s
position?

A That particular time, he was, as I just
stated, Presldent and Chief Executive Officer of The

Southern Company.
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Q Why didn’t you do business with somebody in
Pensacola or Jacksonville, or some other Florida city,
at that time?

A Well, first of all, what he recommended to us
had the equivalent security that we would look for. We
only invest temporary cash in very, very secure
instruments that are backed by, generally, by thc
federal government or they’‘re insured by the FDIC,
those types of things. And he had the highest rate
that was available by far -- 1 say "by far," roughly
1.5%, 1.4%, for one for an equivalent time period. We
decided to go with that; it turned ocut great.

Now, to sit here and tell you that because it
was Mr. Addison’s son that that didn’t cause us to take
maybe a harder look at a recommendation that somebody
called us about, I would not tell you that. We did
take a look at that. But had he come in and said he
had a good deal for us, you know, on a Texas oil well
venture, no way we would have dealt with him.

He basically had a rate available for us on
the same ldentical type securities that we normally
invested in. It was a better rate, and we went with
it. And that’s the answer to it.

Q I1f somebody had called up out of the blue,

would they have gotten the same treatment?
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A Probably not.

Q With regard to Issue 6, Mr. Scarbrough, I’d
like to ask you some questions about Caryville sod farm
operation.

Southern Sod Company leases approximately 200

acres from Gulf at the Caryville plant site, is that

correct?

A Yes.

Q And that’s about 10% of the acreage at
Caryville?

A Yes.

Q wWwhat‘s the annual lease income?

A Just a moment. We’ll see if we can get it
for you. (Pause)

For 1989, and to my knowledge the rate hasn’t
changed, in 1989, it was $3,459.

Q Was that lease value determined by an
estimate made by the Holmes County Extension Director
in about 1986 at Gulf'’s request?

A I really can‘t tell you. I have been told
that we were leasing some other property in that area
that some folks were farming, and that’s the rate we
were getting for that, and that'’s the reason we arrived
at that. But what you have said could be accurate, I'm

just not familiar to that detsil with how they arrived
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at that figure.

Q And 1 believe, then, that they got the
estimate from the Holmes County Extension Director for
the soybean land; is that the land you’‘re referring to?

A For the farming, yes.

Q And his estimale of the falr market wvalue

back in 1986 was about 10 to $15 per acre, is that

correct?
A Subject to check, yes.
Q Would the price estimate for soybean land be

substantially different than that for land used in
growing sod?
A I wouldn’t think so, but it could. I

wouldn’t think that it would be any difference, but,

you know --=
Q Does that mean you don’t know?
A That’s exactly right.
Q Thank you. Does Gulf charge the sod farm

operation for a pro rata share of the Caryville
property taxes?

A No. All of that is included in the lease
payment, just like it is to the farmers.

Q Ind subject check, are property taxes in
Washington County $2,192, and in Holmes County, $2,577

net of the early payment discount?

FLORIDA PUBLIC SERVICE COMMISSION




10

11

12

13

14

15

19

20

21

22

3846
A It sounds reasonable, subject to check.
Q Earlier we discussed the Applicance Sales
iDivision and Vision Design, and those are nonutility
operations using Gulf’s facilities. 1In your rebuttal
that Gulf allocates investment and expenses of the
appliance operation to below-the-line revenues and

expenses instead of charging rent, is that correct?

A That’s correct.
Q Why not treat tre sod farm the same way?
b Well, tirst of all, that’s just not the way

we decided to do it, bottom-line answer to it. The

reason that we did it that way, first of all, we did
not know how long we were going to be in the sod farm
business. We had already had an agreement with the
farmers where we were leasing this land to them for
farming. We established this rate and we adopted the
same rate.

Q I don’t think that answer is responsive. I
asked you why didn’t you treat it the same way, and I
think your answer was basically because we didn‘t.

A I think that’s probably the answer.

Q oh, well. Can you tell me on the sod farm,
is electric consumption metered ard billed at a tariff
rate?

A No, it’s metered and billed at the averaqge
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generation cost.
Q Why?
A That’s the way we bill all the electricity to
our nonutility properties.
Q What would base revenues have been under the
appropriate tariff?
A I would not know.
Q Can you provide that?
A Now?
Q Now or in a late-filed exhibit.
A We may have it. Just a minute, let’s see.
(Pause) We don’t have that available, Marsha.
Q Can you provide it in a late-filed exhibit?
A Yes.
MS. RULE: I believe that would be 626.
CHAIRMAN WILSON: 626, and what is that?
MS. RULE: Let’s call that "Sod Farm Electric
Consumption."
(Late-Filed Exhibit No. 626 identified.)
CHAIRMAN WILSON: Why wouldn‘t you charge --

if somebody is leasing that land for a sod farm, right?

WITNESS SCARBROUGH: Yes.
CHAIRMAN WILSON: Why wouldn’t you charge
them a regular rate for use of eiectricity?

WITNESS SCARBROUGH: No, no, no. The sod
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farm --

CHAIRMAN WILSON: Am I misunderstanding?

WITNESS SCARBROUGH: The sod farm is not
being leased. That’s just an interdepartment journal
voucher entry. That’s our sod form, and the lease
rates she’s talking about is how we determine the
amount chat we transfer from the utility side of the
husiness over to the nonutility side of the business.
And we give the utility parct of the business credit for
that.

CHAIRMAN WILSON: Doesn’t that give your sod
farm a competitive advantage not paying comparable
electric rates as a competitor would pay?

WITNESS SCARBROUCH: Well, obviously if it
ends up with a lower bill, it would given them a
competitive advrantage.

CHAIRMAN WILSON: What would be the reasoning
behind doing it that way, if there is any?

WITNESS SCARBROUGH: Because that’s what our
costs are. I mean we -- our cost, average cost of
generation, and that’s how we arrived at the cost, and
that’s what we use it for. But, clearly, if you
compare it tn another sod farm, and they’‘re paying the
tariff, obviously that is a competitive advantage. 1

would agree with that.
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CHAIRMAN WILSON: Uncer that kind of
approach, you could go into any kind of business,
nonutility business that was energy intensive, and have
a substantial advantage over a competitor in that
business, if you were charging to sell just cost,
embedded average cost of --

WITNESS SCARBROUGH: I reckon that’'s true,
but when you look at the sod farm the purpose -- if you
loock at it from a retail ratepayer standpoint, that
entire property, I think, had been justified as plant
held for furture use, the entire amount. And that’'s
what it’s being held for. 1It’s being held as a future
generating site.

And what we thought we could do is get into
that business and maybe make a little profit on it and
felt like that the customer would benefit to the extent
that we reduced his revenue requirements, and that’'s
exactly what we did. Now, we could have made the
decision not to jet into the sod farm business and the
-~ the retail customer would not have gotten credit for
anything. But the fact that we made the decision to
get in it benefited the ratepayer.

CHAIRMAN WILSON: So anything you could do
with that, regardless of how you structure it, if it

offsets any nf the costs of preserving that as plant
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held for future use, then that would justify it for the
benefit of retail ratepayers?

WITNESS SCARBROUGH: No question -- if, in
fact, it reduces the requirements to the retail
ratepayers, by us getting into that. Had we not gotten
into it, there would have been nothing to credit to the
electric part of the business.

COMMISSIONER GUNTER: Before you -- as part
of your exhibit, you’re primarily -- the thrust of your
exhibit is the sod farm, right?

MS. RULE: I believe we already reguested a
late-filed exhibit on the Appliance Division.

COMMISSIONER GUNTER: Before we finalize
that, do you follow the same pricing methodology to
your appliance activity for their energy use also?

WITNESS SCARBROUGH: Yes, we follow that sane
thing on all of our nonutility endeavors.

COMMISSIONER GUNTER: And your -- where you
have an allocation of space, how do you work that?

WITNESS SCARBROUGh: We allocate that same
figure that I just described to her on the basis of
square root, sgquare feet.

CHATRMAMN WILSON: Didn’'t we ask for a
late-filed exhibit on that, on direct?

WITNESS SCARBROUGH: You asked for a

FLORIDA PUBLIC SERVICE COMMISSION




10

11

12

13

14

1%

16

18

19

20

21

22

23

24

25

igs1
late-filed exhibit on this subject. I don’t know if
it’s precisely --

CHAIRMAN WILSON: You went into what your
method of allocation is where you have a shared
building.

COMMISSIONER GUNTER: Yeah, this is a little
different than that allccation, and 1 would wonder if
staff Counsel would not want, rather than just the sod
Jfarm, but all the nonutility operations so that youu
|

have a better feel of what the electric sales could

have been versus what they were.
! MS. RULE: Well, Staff and I were --
CHAIRMAN WILSON: I think we already asked
for that.
MS. RULE: We did on the electric sales.
COMMISSIONER GUNTER: You’ve already got trat
one?
MS. RULE: I believe -- I‘'m not sure if this
is the right nuaber, but I believe it’s Late-Filed 563.
We talked --
COMMISSIUNER GUNTER: That’s capacity

payments.

CHAIRMAN WILSON: 564 is affiliate charges,
and 1 think that’s what it is.

MS. RULE: Yeah, 564.

FLORIDA PUBLIC SERVICE COMMISSION




B

9

3852

COMMISSIONER GUNTER: Did you address -- did
you ask in that exhibit, was that specifically asked
for, the differences in energy charges?

MS. RULE: Well, I’1]1 tell you what my notes
say on that.

COMMISSIONER GUNTER: Versus the tariff
rates, versus what they actually were?

CHAIRMAN WILSON: I believe that is.

MS. RULE: 1It’s for appliance buildinos and

10 "divis;on design building, exhibit showing metered
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consumption, dollar amount allocated, amount that would
have been billed under applicable tariff.

COMMISSIONER GUNTER: So if you have the --

CHAIRMAN WILSON: Didn‘t include the sod farm
because the only things we were talking about there
were ones Wwith shared buildings?

MS. RULE: Yes.

CHAIRMAN WILSON: And I don’t think the sod
farm would have been included in that.

COMMISSIONER GUNTER: Mr. Chairman, the
reason 1 asked the guestion, there are a number cf
buildings -- if you went back to the exhibit we were
talking to Mr. Conner on, there are a number of
buildings that acre not shared but are dedicated.

MS. RULE: Those are the Marvy Esther, Panama
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ci'y, and the Pensacola appliance buildings.

COMMISSIONER GUNTER: You don’t have the
kilowatt hours that were utilized or were billed to
those non -- those dedicated facilities?

MS. RULE: That’s what 564 is. It
specifically referenced the Panama City, the Mary
Esther, and Pensacola appliance buildings and the
Vision Design buildings, and those are the stand alone
buildings.

COMMISSIONER GUNTER: And you‘re satisfied
that you have included in that late-filed exhibit the
kilowatt hours that they use, the differences in rates,
okay?

MS. RULE: Metered consumption, dollar amount
allocated, amount that would have been billed under the
applicable --

COMMISSIONER GUNTER: As long as you all are
satisfied.

MS. RULE: Why don’t we then, for 626, add on
-- right now that’s the sod farm electric consumption
with the metered amount, metered consumption, amount
that would have been billed and dollar amount
allocated. Let’s also, just because it’s an exhibit in
progress, let’s add on the shared buildings. buildings

that are shared between appliance and utility, because
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our other exhibit did only cover the stand-alone
buildings. And that would be Exhibit 626, Mr.
Scarbrough.

CHAIRMAN WILSON: Actually, you know what we
cught to do is roll all this back into that exhibit we
did, put it all in one exhibit, put it in 564, include
the sod farm, shared buildings, stand-alcne buildings.

WITNESS SCARBROUGH: Everything into 5047

CHAIRMAN WILSON: Right. That way we’ll have
it all on one page.

MS. RULE: Thank you. Staff will withdraw
626, then, and 564 will be changed.

Q (By Ms. Rule) Mr. Scarbrough, you’ve been
provided with a late-filed exhibit request, have you

not?

A Yes, I have. If I could just find it here.

Q And the title is, "Lobbying and Other Related
Expenses."

A Here it is.

MS. RULE: Commissioners, in order to save

time on questioning, we are asking Mr. Scarbrough for a
late-filed exhibit, and I believe this one would be
numbered 626, providing amount budgeted for 1990, 1990
adjustments, agreed-upon treatment and book treatment

for certain listed items.
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Could we have Late-Filed Exhibit No. 626
assigned to this?
CHAIRMAN WILSON: Yes, 626.
(Late-Filed Exhibit No. 626 identified.)
Q (By Ms. Rule) And in connection with this
exhibit, or this subject of this exhibit, Mr.

Scarbrough, I have a few questions.

In the 1988 tax savings docket, did Gulf
agree to remove from rate base 25% of the Tallahassee

office investment and 100% of Earl Henderson'’s

expenses?
A Yes.
Q Does Gulf agree to do so in this docket?
A Yes.
Q The late-filed exhibit request that you have

references certain work orders from Southern Company

Services.
A Yes.
Q 4750-01, =21 and -30. Could you tell me

whether the services provided by the Southern Company
pursuant to these work orders would be similar in
function to -- similar to the function fulfilled by
Gulf‘s Tallahassee office?

(Pause)

A It’s Bimilar in that there are a lot of
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activities carried on in that building, some of which
are lobbying, and so yes, it’s similar.

Q With regard to Issue 29, Mr. Scarbrough. the
question being, "what adjustment to rate base is
necessary to reflect the proper treatment to rebuilds
and renovations which were expensed?"

A Yes.

Q You discuss at Page B through 13 of your
testimony, some heavy line vehicle rebuilds. Could you
please explain those rebuilds?

A Yes. What we do is we teke a vehicle in,
heavy line trucks, it’s got hydraulic booms on them and
these types of things, and we rebuild everything except
the overall cab, we don‘t replace the cab. We rebuild
such things as the engine, transmission, brakes, and
those types of things. Basically, try to put it back

in as good as new condition.

Q why should these operations not have been
capitalized?
A Because the retirement unit manual calls for

a capitalization of only replacement of a cabin
chassis, and we are simply replacing the components,
rebuilding the components.

Q wWhat retirement unit manual are you referring

to?
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“ A The one at Gulf Power Company, which is, of
course, consistent with the one prescribed by the
Florida Public Service Commission.

Q Do you have Exhibit 479 before you?

A Yes.

Q And what is that?

A This is the Florida Public Service
Commissions’ list of retirement units, Pages 497
through 100.

Q Are any of the replaced items shown on the
list in Exhibit 479%? (Pause)

A I don’t see any, not that we expensed.

Q During the process of the rebuilds, were any
minor items, which didn’t previously exist as part of a
retirement unit, added?
| A Not to my knowledge, no. Because basically
the retirement unit manu.l that we have, which is --
it’e the same retirement unit manual as prescribed by
the Florida Public Service Commission, is basically the
same retirement unit manual we had when the Commission
issued their retirement unit manual, that we had to

make very, very few modifications to our Retirement

Unit Manual.
My understanding, I was not there during the

workshop, it was my understanding that, basically --

FLORIDA PUBLIC SERVICE COMMISSION




10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

.858
the investor-owned utilities in Florida basically
adopted Gulf Power Retirement Unit Manual, and to my
knowledge none cf these items were part of a -- of

another retirement unit.

Q In what account are these vehicles booked?

A You mean when we purchase a new vehicle?

Q Yes, sir.

A 392. Primary account.

Q Do you have Exhibit 420 before you?

A I don‘t see it. Could you give me a hint?

Q That would be Item 5 of PSC Data kequest 100.

It has some information regarding Southern Company

Service charges to Gulf.

A Just a moment, please. (Pause)

Q It should have been in the information packet
in --

A 1 have it.

Q Thank you.
Gulf is underbudget $273,000 in SCS O&M
charges for the first guarter of 1990, correct?
A Yes.
Q Can you provide, by I{unction, actual versus
budgeted, Southern Company Services O&M expenses for
January throuoch May, 19907

A Yes.
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Q Can you do that now or would it be better
provided it in a late-filed?
A No. That would have to be in a late-filed
exhibit. I do not have it with me. No.

CHAIRMAN WILSON: 627.

(Late-Filed Exhibit No. 627 identified.)

Q January through May 1990, actual versus
budgeted SCS O&M charges.

Mr. Scarbrough, in 1989, tax savings docket,
does Gulf’s level of expense for bad debt expense
include an $813,000 adjustment?

A Yes. In fact, it includes a credit amount
for bad debt expense.

Q And does that relate to the change in the
method of computing bad debt expense?

A Yes.

Q With regard to Issue 98, Mr. Scarbrough, I'd
like to ask you a few questions about tax services

provided for officers and management of Gulf.

A Yes.

Q Can you tell me which firms provide the tax
service?

A The primary dollars, the firm that is billed

the most is Acrthur Andersen and Company. [I’'m not sure

of all the others, but basically, to my knowledge, it’'s
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basically a local CPA firm in Pensacola. But I do not
have absolute knowledge of that being a fact, but I
know that the local CPA firm does do some of the tax
returns. Now, if they do them all, I’'m not sure.

Q Would that be Robert Benz and Company?

A Yes.
Q What service does hrthur Andersen provide?
A Well, they basically prepare tie tax return,

the income tax return.

Q Do they do tax planning?

A Oh, yes, they would; on reguest they would,
yes.

Q Would they represent executives or management

at IRS audits?

A Yes.
Q Prepare personal financial statements?
A I would say they probably would if requested,

yes. It’s not done in the normal course of their
endeavor, but I think there is enough latitude there,
if the individual utilizing that service, which in our
particular case, ot course, is just one person, which
is our President, Chief Executive Officer. I'm sure if
he asked them to do that, that they would provide that

service.

Q Now you said just one person. Is just one
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person eligible for these tax services?

A The others are eligible only for tax services
and there is a cap, of course, on the amount that they
can expend in a year.

Q wWhat'’s the cap?

A $1500 per individua.. We have budgeted --
as I remember correctly, we have in this budget 5400
per person.

Q With a cap of 1,5007

A Right.

Q Can you tell me what services Robert Benz and
Company would provide?

A Simply prepares the income tax return. Take
all the data to him, and he perhaps it.

Q What employees cr what type of employees are
eligible for the services?

A Mr. McCrary is available for the service
provided by Arthur Andersen and Company, which would
include scme of the things that you discussed, as far
as from a tax planning area, and the four VPs are
eligible for the tax service, it has a cap on it.

Q Is there ¢ny cap on the amount of tax
services Arthur Andersen could provide for Mr. McCrary?

A Not to my knowledge.

Q That’s all I have for Mr. Scarbrough.
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COMMISSIONER EASLEY: What about the other
CPA firm, who is eligible for that; or is that
different people, different employees?

WITNESS SCARBROUGH: Only the VP, Mr.
McCrary, can use Arthur Andersen.

COMMISSIONER EASLEY: No, I meant the other
CPA firm, I can’t think of the name.

WITNESS SCARBROUGH: Rcbert Benz?

COMMISSIONER EASLEY: Yeah.

WITNESS SCARBROUGH: Who is eligible? Well,
it’s not defined that he’s the one that can do it.
They can choose whoever they want to. It just so
happens they have chosen him, that’s an individual
decision based on up to a cap of $1500.

COMMISSIONER LASLEY: Okay, sc it's -- they
can take one or the other, but the cap still applies?

WITNESS SCARBROUGH: Anybody they want.

COMMISSIONER EASLEY: I misunderstood. Thank
you.

WITNESS SCARBROUGH: 1'm sorry.

COMMISSIONER GUNTER: Mr. Scarbrough, we had
a lot of discussion last week on dollars that had been
extended on the grand jury, an investigation and all
that kind ot stuff. And it just -- I don’t know why I

didn’t think of it last week, but did Southern Company
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or Southern Company services expend any time and
effort, money on that grand jury investigation?

WITNESS SCARBROUGH: Yes.

COMMISSIONER GUNTER: Have those, and those
allocation process that have come from Southern Company
services or Southern Company to Gulf, have those
amounts been excluded?

WITNESS SCARBROUGH: They have been excluded,
yes.

COMMISSIONER GUNTER: Do you know that?

WITNESS SCARBROUGH: Yes.

COMMISSICNER BEARD: ©UPS sales, 149 megawatts
being sold right now? 1Is that right? Okay. And when
the money is paid to Gulf Power by Southern Company,
how is it handled, how is it accounted for?

WITNESS SCARBROUGH: It was taken in as cash
and it’s credited to Account 447, Nonterritorial
Revenue.

COMMISSIONER G'NTER: That’s a below-the-line
account?

WITNESS Well, it’s an above-the-line
account, but it is, for retail ratemaking, it’s removed
below the line or excluded, it‘’s taken out. Took all
the investment, all the revenue, everything is taken

out.
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COMMISSIONER GUNTER: oOkay, so if we were to
include the 63 megawatts of Scherer that'’s been
requested, okay, and we truck along to 1995 and the 15
years following that, you would have 63 megawatts in
rate base for ratemaking purposes, is that correct?

WITNESS SCARBROUGH: Up until what?

COMMISSIONER BEARD: Well, in 1995 -- let's
say we have a rate case today and we don’t have ano'her
one for ten years.

WITNESS SCARBROUGH: All right.

COMMISSIONER BEARD: Okay, and I‘ve got 63
megawatts in rate base for Plant Scherer, right?

WITNESS SCARBROUGH: Yes.

COMMISSIONER BEARD: Okay. HNow, 1995, I‘ve
got the ratepayers paying for that 63 megawatts in rate
base, but they are not getting any revenue relief
because of the UPS sales?

WITNESS SCARBROUGH: They’re not paying for
it. Monthly -- there‘s been a lot of discussion about
this.

COMMISSIONER BEARD: Well, I need to
understand it.

WITNESS SCARBROUGH: Maybe I can explain
this. Monthly, we file a Surveillance Report with this

Commission, and on that Surveillance Report the only
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thing that’s included on that Surveillance Report that
ends up showing a return is those things that are
allocated to the retail jurisdiction and the revenues
from the retail jurisdiction. Everything else has been
taken out. Everything. I mean this thing is dynamic.
One of the things I -- you know, lock at each month, we
get that Surveillance Report, I look at it, the first
thing I do is go and look at that return.

COMMISSIONER BEARD: So, you would remove any
megawatts from rate base in the Surveillance Report
associated with UPS sales?

WITNESS SCARBROUGH: Absolutely.

COMMISSIONER BEARD: Okay

WITNESS SCARBROUGH: Absoclutely.

COMMISSIONER BEARD: Okay, that’'s what 1
needed to understand.

COMMISSIONER BEARD: oOkay, that’s what I
needed to understand.

CHAIRMAN WILSON: Let me make sure I
understand thir. You include it when you're
calculating rates, if we’re in a rate case?

WITNESS CCARBROUGH: If it’s serving a retail
customer. For instance, right now the 149 megawatts is
not serving retail customers, so it’s out.

CHAIRMAN WILSON: Right. 1It‘s not included

FLORIDA PUBLIC SERVICE COMMISSION




10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

3jgée
in calculating rates?

WITNESS SCARBROUGH: That’s exactly right.
The day that changes, it will be automatically removed
out.

CHAIRMAN WILSON: For surveillance report
purposes?

WITNESS SCARBROUGH: Absoclutely. It’s the
same way, as we add facilities, as we build
transmission lines, distribution lines, new business,
production modifications, all those kinds of things,
those things also are added to the rate base.

CHAIRMAN WILSON: And they appear in the
surveillance report, even though they weren’t --

WITNESS SCARBROUGH: They appear in the
surveillance report and they come down and you get a
return.

CHAIRMAN WILSON: Even though they were not
included in the calculations for rate base?

WITNESS SCARBROUGH: Absclutely. What this
does, it allows us each month to look at the return --
which is, of course, very dynamic. I mean, if the tax
rates go up or down, cost of money goes up or down,
plant service expenditures, retirements, O&LM expenses,
customer growth, off-system sales cost controls,

everything is built into that surveillance report.
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So all you have to do -- and also, I might
say the Commission’s auditors audit that surveillance
report once a year, at least once a year. All you have
to do is look at that return provided on that
survelllance report. We look at it; and if it’s within
some reasonable range we think we can live with, we
don’t do anything. I assume that when the Commission
Staff gets it, they take a look at it; and as long as
it’s within the range, they don’t do anything.
Theoretically, this could gc on through infinity.
Because it’s so dynamic, all these things are changing
back and forth.

For instance, if you approve a return, a
return on equity in this partircular proceeding, and
somehow or another the return falls 300 basis points
six months from now, the Commission may be looking at
that and look at that return and say, "The return we
gave them back in August of 19%0 is higher than what’'s
reasonable today," and you make a decision based on
that.

On the other side of that, if all of a
sudden, as it has before, the prime rate goes to 20,
cost of money goes up, cost of equity goes up 16, 18%,
we can look at that and say, you know, "They gave us

this return, it‘s significantly less," then we can take

FLORIDA PUBLIC SERVICE COMMISSION




10

11

12

13

14

15

16

17

i8

19

20

21

22

23

24

25

1B68
attention.

That surveillance report ic very dynamic, it
includes every single thing that affects retail rates.
You look at the return and you can make dacisions based
upon looking at that return. Of course, you all can
satisfy yourselves that the items on there are probably
calculated to include every item, you dc that through
your audit procedure.

CHAIRMAN WILSON: By the same token, {f we
set rates in this proceeding which include all of your
current generation plants -- what'’s your biggest
generation plant, Crist?

WITNESS SCARBROUGH: Plant Crist, yes.

CHAIRMAN WILSON: Which unit?

WITNESS SCARBROUGH: Which unit? Unit 7.

CHAIRMAN WILSON: That’s what?

WITNESS SCARBROUGH: 500 megawatts.

CHAIRMAN WIT.SON: 500 megawatts. If in six
months you decided to make UPS sales out of Crist, you
sold 100% of the capacity of it to whoever, your next
month’s surveillance raport would take your investment
in Crist 7 out?

WITNESS SCARBROUGH: Yeah, and everything
that goes with it, all the expenses.

CHAIRMAN WILSON: The revenues and everything
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alse?
WITNESS SCARBROUGH: Everything that goes
with it.
CHAIRMAN WILSON: The rates set in thic
proceeding, though, would include Crist?

WITNESS SCARBROUGH: That'’s correct.

|
! CHAIRMAN WILSON: Your surveillance report is
|dynam1c but your rates aren’t?

I

ialuc if that happened as you described, you have other

WITNESS SCARBROUGH: The rates are not. But

ithings in a short period of time you may not offset,

}but there would be other things daily, monthly, that

Iuould be adding to that on the other side that we would
not be getting rates to cover.

| CHAIRMAN WILSON: The rate cf return is
‘calculated based on the interaction of the investments

you have, the expenses you incur, and the revenues you

receive?

WITNESS SCARBROUGH: Yes, sir.

CHAIRMAN WILSON: Those things can go up and
down, sideways and backwards?

WITNESS SCARBROUGH: Absolutely.

CHAIRMAN WILSON: And when you boil it all
down, it comcs down to a rate cof return?

WITNESS SCARBROUGCH: That’s exactly right.
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CHAIRMAN WILSON: Just like coming in here
and saying, "We need," what is the total revenue
requirements you requested?

WITNESS SCARBROUGH: $26,295,000.

CHAIRMAN WILSON: That’s the incremental
addition. What‘s the total revenue requirement?

WITNESS SCARBROUGH: The total revenue
requirement? I don’t know, retail $400 million or
something like that.

CHAIRMAN WILSON: I was going to say, you
just come in and say, "Well, we need $400 million,
doesn’t make any difference what our investment is,
because that changes all the time, or our expenses Or
anything, we want $400 million." The way we check that
is to look at surveillance?

WITNESS SCARBROUGH: Exactly. And then
satisfy yourself it’s prepared properly. And I assure
you to the best of our ability 1t is prepared properly.
One of the things we tried to do, we tried to make all
those adjustments that were made in the last case. If
you disallowed the lobbying expenses, or for charitible
contributions, all those kind of things, we tried to
make all those adjustments.

CHAIRMAN WILSON: I was just making sure that

it was clear that Commissioner Beard’s guestion about
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the UPS sales, that we’re talking about two different
things, we’re talking about setting rates and then
we’'re talking about monitoring your rate of return,
earned rate of return?

WITNESS SCARBROUGH: That'’'s correct,

CHAIRMAN WILSON: On surveillance reports.
Something that’s either in or out of rate base at tnis
point may or may not be in or out of rate base ia six
months?

WITNESS SCARBROUGH: Absolutely. In fact you
can guarantee it won’t a2ll be, for sure. We’ll
probably retire something tomorrow which won’t be in
there. And you could replace it at a higher cost. I
mean, just every single thing that affects our
operation from a financial standpoint is included 1in
that surveillance report.

CHAIRMAN WILSON: Questions, Commissioners?
Questions? Redirect?

MR. HOLLAND: I think I only have one
qguesticn.

I hope you know the answer, Mr. Scarbrough.

WITNESS SCARBROUGH: I do, too. You give me
more trouble than anybody.

CHAIRMAN WILSON: Let me jump in here, 1 just

had a thought.

FLORIDA PUBLIC SERVICE COMMISSION




10

11

12

13

14

15

16

1l

19

20

21

22

23

24

25

ig72

MR. HOLLAND: Yes, sir.

CHAIRMAN WILSON: If the Commission, for
instance, did not include a lump of investment, one of
your plants or a piece of one of your plants, which is
one of the issues we’re talking about here today, --

WITNESS SCARBROUGH: Didn’t include what?

CHAIRMAN WILSON: A piece of one of your
plants, your investment in one of the plants today?

WITNESS SCARBROUGH: Okay.

CHAIRMAN WILSON: And tomorrow you made UPS
sales out of it and that covered your revenue
requirement, wouldn’t make any difference, would it?

WITNESS SCARBROUGH: If you disallowed it and
tomorrow we sold it?

CHAIRMAN WILSON: Uh-huh.

WITNESS S7TARBROUGH: Doesn’t make any
difference, right.

CHAIRMAN WILSON: Because when you filed your
surveillance report, it wouldn’t be on there?

WITNESS SCARBROUGH: You got it, that's
exactly right.

REDIRECT EXAMINATION
BY MR. HOLLAND:
Q Mr. Scarbrough, to your knowledge, has Arthur

Anderson ever prepared a financial statement for Mr.
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McCrary?
A I have no earthly idea what they’ve done for
him. I see the bill and I get him to approve it. And
1 know that the basic thing they’re doing is preparing
his tax return. And other than that, I have no
personal knowledge of what they do for him as far as --
Q You just don’t know whether they --
A I don‘t know precisely what they do, but I
know what the provisions are of that agreement.
Q Are the basic provisions for them to take the
data provided by him and prepare a tax return?

A That’s the basic requirement, yes.

Q With respect to the surveillance report, if
63 megawatts of Plant Scherer were included for
ratemaking purposes in Gulf’s rate base, and in 1991 or
1992 -- let’s say 1993 is when 1 believe it actually
will happen -- that 63 megawatts is removed for
surveillance purposes?

A You mean if we sold the entire 63 megawatts?

Q Sold the 63 megawatts in unit power sales.
Assuming everytbing else had remained static and you
had not made any additional investment, what would that
cause the return on the surveillance report to do?
A It would cause the return on the surveillance

report to go up.
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Q Okay. And if in the meantime between 1990
and 1993 you had made investment which was greater than
the investment associated with Plant Scherer -- and I
believe that, for the purposes of this rate case, 1is
about $50 million -- what would it cause your return to
do?

A It would cause it to go down. But this
wouldn’t happen in 1993, it would happen as you gc
along every month.

MR. HOLLANLC: That’'s all I have.

CHAIRMAN WILSON: All the exhibits for this
witness are late-files, is that right? Other than the
ones that have already been identified by stipulation?
All right, thank you very much.

(Witness Scarbrough excused)

CHAIRMAN WILSON: Call your next witness.

MR. HOLLAND: I believe our next witness is
Mr. Gilbert.

CHAIRMAN WILSON: Let’s stand at ease about
five minutes while we change witnesses.

D. P. GILBERT
was called as a rebuttal witness on behalf of Gulf
Power Company and, having been previously sworn,

testified as follows:

FLORIDA PUBLIC SERVICE COMMISSION




10

11

12

13

14

15

16

17

18

19

20

22

23

24

25

1875
DIRECT EXAMINATION

BY MR. HOLLAND:

Q Mr. Gilbert, are you ready?

A I'm ready.

Q Mr. Gilbert, you’ve testified previously in
this docket?

A 1 have.

Q And you’ve prefiled testimony in this docket
entitled "The Rebuttal Testimony of D. P. Gilbert"?

A That’s correct.

Q Do you have any additions or corrections to
make to the testimony?

A Yes, I have several corrections. On Page 11,
Line 9, change the "9" to "8." DPage 11, Line 12,
change the "9" to "8." Page 11, Line 17, change "39"
to "38." Page 11, Line 18, change "9" to "B."

Now, skip te my Schedule 9 of my exhibits,

Page 1. The title is incorrect, change the word
"Complement" to "Total."™ And in that schedule, after
Line 27 should ccume Line 28, which was omitted in
error, and that line should read, under the first
column, "Stenographer, Central Division, Authorization
No. 406900," and under the last column, "It was
budgeted."

Q With those --
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A I have one other.
Q I'm sorry.
A On Page 2 of Schedule 9, the same change in

the title, change "Complement" to "Total."
That’s concludes my errata.

Q With those changes, if I were to ask you the
guestions today that are containea in your testimony,
would your answers be the same?

A Yes, they would.

MR. HOLLAND: Mr. Chairman, we’d ask that Mr.
Gilbert’s rebuttal testimony be inserted into the
record as though read.

CHAIRMAN WILSON: His rebuttal testimony,
without objection, will be so inserted.

Q (By Mr. Holland) And, 1 believe, Mr.
Gilbert, your exhibits have been stipulated to and were
premarked.

A Yes.

(Exhibit Nos. 44 and 45 previously stipulated

into the record.)
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Recard Copy,

GULF PCWER COMPANY

Before the Florida Public Service Commissicn

Rebuttal Testimony of

D. P. Gilbert
In Support of Rate Relliet
Doccket No. B91345-E1I
Date of Filing May 21, .990

Mr. Gilbert, have you previously submitted testimony
in this proceeding?
Yes, I submitted prefiled direct testimeny in *h.s
proceeding in suprort of the filed rates for Gulf
Power Company. In addition, I have sworn 'o and have

been deposed on these same matters taken at tne

request of the Cffice of Public Counsel (OPCI.

Have you reviewed the testimony and exhibits of the
witnesses intervening 1n this proceeding?

Yes.

Does the testimony of helmuth W. Schultz, 111 address
subjects that fall in your area of responsibility?

Yes.

Are there any viewpoints expressed 1n the testimony
of Mr. Schultz that cause you concern?
Yes. Several of Mr. Schult2's points are basec on

Lncorrect information, I will coumment on
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Mr. Schultz's testimony as 1t relates to Gulf's

operations and maintenance budget [process.

Have you prepared an exhibit that contains
information to which you will refer in your
testimony?
Yes,
Counsel: We ask that Mr, Gilbert's Exhibit
DPG-2, comprised of 2 schedules,
be marked as Exhibits -
Please explain how the Reference Level is used in
Gulf's budget process.
The Reference Level 15 a level of O & M expenses
established by the Budget Committee cduring each
year's budget process which 1s usea to determine the
amount of documentation requirea to be submittec tc
the Budget Committee for review 1n the budget
approval process., The planning urits must provice
documentation justifying :ncreases or decreases fror

the Reference Level.

Please describe what is meant by the term Corporate
controlled as used in Gulf's budget process.
Items incluced 1n Gulf's budget as Corporate
Controlled represent large dollar experditures wnich

requiire the acction of either an 1naividual other thar
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the i1ndivicual responsiole for monitoring the Lterm,
group of individuals, or other corpanies' Llnput tc
control the expenditure. Gulf removes the Corporate
Controlled expenses for the purposes of calculating
the Reference Levels of specific planning units to
properly reflect in the Reference Level only those
expenditures over which the department head has

direct control.

Mr. Schultz is concerned that Company adjustments
made to the 1989 Budget Reference Level were not
appropriate and have flowed forward into the 1990
Reference Level. Were the adjustments inappropriite
or in viclation of the Company's budget policy?

No. The corrections were appropriate and do not
represent violations of the Company's budget poclicy.
As Mr. Schultz stated, the 1989 Reference Level was
supposed to be the 1988 pucget less 1988 Corporate
Controlled and 1988 non-recurring items. The
corrections to the Reference Levels of the various
planning units ware made to reflect as accurately as
possible the level of expenses related to normal
operations that are under the direct contrcl cf the

department heads of those planning units.
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Did these adjustments to the Reference Level affect
the total 1989 Budget?

These corrections to the Reference Level did affect
the level of documentation reguired to be sutmittec
by a planning unit but did not affect the fina. level

of the budget.

Mr. Schultz stated on page 5 of his testimony that la
of 21 planning units had 1989 Reference Levels that
were not egual to the 1988 budget less 1988 Corporate
Controlled and 1988 non-recurring items. Wwas there
an adjustment which accounted for most of these
changes?

Yes. Of the 14 planning units to which Mr. Schultz
referred, corrections were made to the Reference
Levels of 13 of the planning units to reflect the
repeal of the Florica sales tax on services. The
increased sales taxes haa been approved 1n the .9tk

budgets as a recurring cost and had to be removed

ensure that the 1989 budgets would not include *his
level of expense since the tax was repealed. The
total cocrection amountea to a total reduction rc the

affected Reference Levels of $431,041. As
Mr. Schultz stated con page 6 of his testimony, tnl

corrcction was aisclosed 1in the 1989
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Buaget Message.

Were any other changes made in calculating the
Reference Levels?

Yes. In the 1987 ana 1988 budgets, the cost of
operating anc maintaining the Corporate Office
Building was incluced in the buaget as a Corporate
Controlled 1term., These costs were conslderea
Corporate Controllec in those years becaurfe the
Company had just completed construction of the
building and there were warranties on eguipmen' and
machinery in the building which were exp.ring at
different times, These factors made 1t difficult to
budget exactly what the C & M costs would be,
Designating the new Ccrporate Office Builcing as
Corporate Controlled mace 1t much easier for the
Buaget Committee to analyze the budget requests of
the General Services Planning Unit during the
transition period. When the last ot the warranties
expired in 1988, the Corporate Office O & M was no
longer considerea Corporate Controlled anc was,
therefore, included 1n the Reference Level of tnh
General Services Department. This chande was mace !N
order to reflect that the General Services Departpeornt

Head was responsible for the costs associated with
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the operation and maintenance costs of the Torporate
Ctfice Building. This change places the tudget
dollars with the responsible department head. This

change was also disclosed in the 1989 Budget Message.

Please discuss the other reference level adjustments
referred to by Mr. Schultz.

Prior to the 1989 budget year, Gulf's cost of
administering the Pension Plan ($48,673) and the
Employee Savings Plan ($16,630) was included in the
Corporate Controlled amounts for these items. Tn
1989, Gulf removed the costs from Corporate
Controlled ané included them 1n the Reference Level
of the Employee Relations Department. This change
was maade to more properly reflect the costs which are
under the direct control of the Employee Relat:ons
Department Head.

Minor transfers in four planning units were nace
toc correct errors in the Reference Levels between
labor and other expenses. The total amount involves
in these corrections was $38,000 (net) anc had no
inpact on the total Reference Level.

In summary, all of these changes were rmade LYy
the Corporate Planning Lepartment 1n order to stat=

as accurately as possible the level of expense
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representing normal operations 1n each planning unit.

Were the above changes to the reference level

approved by the Budget Committee?

Yes.

Do you agree with Mr. Schultz's proposed reduction to
the non-labor, non-corporate controlled Employee
Relations Budget?

No. On page 10 of his testimony, Mr. Schultz
recommends that C & M expenses be reauced by $726,E826
due tu adjustments to the Employee Relations
Reference Level, This recommendecC reduct.on 15

without basis and should not be nace.

Do you have a schedule which shows the components of
the Employec Relations 1989 Budget and that of
historical years?

Yes. Schedule B of my exhibits shows 1986 through
1969 cxpenses for Employee Relations separatec .nt

Labor, Corporate Controlled, and Gther expenses.

Which items in Employee Relations are detined as
Corporate Controlled for the 1989 budget process?

Employee Relations Corporat?2 Contro.led are post
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Retirement Benefits consisting of Pencions, Ercloyee
Group Life anag Medical Insurance, anc Suprlemental
Pension Benefits; Employee Group Insurance paic by
the Company and the Employee Contritbution to
Insurance; and the Company's matching contribution to

the Employee Savings Plan.

Bow do you calculate the proper 1989 Reference l[evel
for Employee Relations non-labor, non-corporate
controlled expenses?y

Start with the 1988 budget of $9,973,884, subtract
$7,722,550 Corporate Controllec and $1,457,453 Lator

and the Reference Level Other 1s $792,681.

Why did this other amount appear to be $114,534 per
the 1988 Resource Request B-3 form?

The $114,534 was a miscalculation and was given to
Employee Relations in the 1988 Budget Message. They

then used it on their Budget Request (B-3) Fornm.

what caused the miscalculation?

The 1987 budget amount for Employee Group Insurance,
a Corporate Cuntrolled item, was $1,882,139. That
amount consists of the gross payout for insurance of

$2,530,139 found 1n account 926-200 and the erployee
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contribution which offsets the expense tc the Company
of $648,000 in account 926-201. The gross amount of
$2,530,139 was backec out 1n the hudge: message
calculation of Employee Relations 19BE Referernce
Level instead of the net amount of $1,882,139. 7This
caused the understatement of the Reference Leve. or

Employee Relations Resource Summary Form (B-3).

How did your department correct this error?
The correction of $646,000 was added back to Employee

Relations budget on the approval letter.

what other way could you have corrected this error?

The B-3 Form Reference Level could have been corrected

and the effect would have been exactly the same,

What was the purpose of the correction?
The purpose was to correct an error mace 1n the
Buaget Message to more accurately state the fnployee

Relations Budget,

Did the Budget Committee approve this correction?

Yes.

Was the 1989 Reference Level of $793,8B81 for the
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Employee Relations Planning Unit overstated by
$728,626 as alleged by Mr. Schultz?

No. Mr. sSchultz ¢id not thorougnly review the 1989
Reference Level and prior year actual expenses tco
determine the appropriateness cf Gulf Power's
Employee Relations Department Budget. My Schedule 8

shows this histurical perspective.

Did Mr. Schultz or the OPC staff seek to discover the
nature of the changes made to the Reference Level?

To my knowledge, there were no reguests nade seek:nd
explanations regarding the changes mace to the

Reference Levels for the 13789 budget.

Do you agree with Mr. Schultz's assessment of the
Company's 1990 labor budget?

Mo, although I agree that labor must be acjusted,
disagree with the methods used to calculate his
aajustment and 1 feel that his adjustment 1s

overstated.

With what parts of Mr. Schultz's calculation
methodology do you disagree?
First, he has used a one month sample to judge the

annuel vacancy rate. Also, he has attempted to
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develop an average salacy of all exist.ng employees
in order to price the vacancies, when a hetrte; metrod
would be the average salaries of the vacancies cr the

average salaries of all new hires.

Are you providing more current vacancy numbers than
those provided by Mr. Schultz?

Yes, Schedule 9 of my exhibits shows Gulf's vacancies
as of May ., 1990. The total vacancies as of that
time were 49, of which three are untudgeted positions
and therefore are not included 1n this case. Our
vacancies through Hay:g for the purpose of this case
are 46. The vacancy rate is a fairly volatile
number. During the eight month sample period,
January to August 1989, on which my hiring lag
adjustment is based, the approved vacancy rate var.eac

38
from a high of 49 to a low of 39 for a weighted

2
average of 42. Througn May 4 the total vacancy rats
is within the range as established for the purpose o

calculating the hiring lag adjustment.

Mr. Schultz states on page 14 of his testimony that
failure to use the Company's labor model in certain
planning units shows a lack of congistency in the

operation of the Company's formal rudgeting process.
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Do you agree?

No. The labor model, or salary budget system, that
Mr. Schultz discussec 18 used by approximately

76 percent of the planning units. The use of this

moocel is not mandatcry and 18 provided as a tucl to
be usea in preparing the labor tudgets.

Several planning units have utilized other labor
budgeting toocls and models for several years prior 'co
the introducticn of the mode. referrea to by
Mr. Schultz. Each of these alternatives, as well as
the salary buaget system, produce essentially the
same estimates of labor costs.

As noted by Mr. Schultz 1n his testimony, the
Company reviews for reascnableness the labor budgetcs
of each planning unit. There 1s no adverse effect on
the reasonableness of the Company's labor cudget cue

to the use of differing labor budget tool:.

Mr. Schultz believes that "the credibility of the
budget process must be considered, particularly when
the budget itself is being used as the test year to
determine rates." Has this budget been audited by
anyone else?

Yes. Mr. Mark R. Bell, an expert witnesg of

Artlur Andersen & Company, has provided testimony 1t
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this case relating to his review of the accuracy with
which the system forecasts the test perloc financial
results, the overall reasonableness o1 the
assumptions made by the Company to develop those
results, and the consistency of the cata used in
applying thouse assumptions throughout the forecast.
Mr. Bell evaluated the financial forecast, of which
the O & M budget 1s a component part, against the
AICPA's "Guidelines for Prospective Financial
Statements.™ H1s testimony states that he found:

... the system used by the Company conforms with

relevant professional standards, 1§ acequate for

its purpose, 1s complete anc legically fourded,

and can be relied upon to procuce consistent,
reliable results.

Beginning on page 15 of Mr. Schultz's testimony, he
states that the Company does not adjust its Relerence
Level for variances between prior years' budget and
actual inflation rates or budget to actual
expenditures. Please discuss the effect on the 1990
Cperations and Maintenance (O & M) budget.

Gulf's budget process begins with the dgeveloprment ot
goals and objectives for the Company and the
indi7idual planning units. Next, totally afpart fror
the Reference Level calculations, the C & M budget s
then preparea by each planning unit and repree=nts

[

management's estimate of the resources necessary
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accomplish the goal. and objectives. As menticnec
previously, the Reference Level 1s only utilizec to
getermine the amount of documentation submittec tco
the Pudget Committee. Any adjustment te the
Reference Level for prior year i1nflat:on or buaget
variance would not affect the budget level but unly
the level of documentation provided to the Budget

Committee,

Does Gulf utilize an across the board, mandatory
adjustment for prior year budget variances?

No.

Does Gulf's budget process incorporate the budget
variances from the prior year into the budget
estimate for the upcoming budget year?

Yes. In July and August of each year as tne plann.
units develop their O & M estimates, the budget
variance reports for the current and previous years
are utilized, These, along with the knowledge,

experience, and professional judgment cf the

ng

management of each planning unit determine the affect

the variances might or might not have on the hLudget

year. Also, utilizing the budget to actual varlarce

analysis in the preparation of the buacget
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management corrects the variances caused DY

differences between the budget ano actual i1nflation

rates.

Mr. Gilbert, did the Office of Public Counsel (OPC)
review detailed budget working papers of variovs
planning units?

Yes. Representatives of the OPC were given access toC
the detailed working papers of every planning unit
that they requested be made available for their
review. In addition, copies of specified working
papers reguested were provided in Gulf's response to

the Public Counsel's review of the workpapers.

Mr. Schultz states on page 16 of his testimony that
"except for Plant Crist, only portions of the
necessary documentation were provided to us in
support of total budget costs in the 'other:
category."™ 1Is this a true statement?

Yes. Gulf provided tc OPC only the deta:l that was
requested. During the CPC's review of the bucget
workpapers, Gulf's personnel answered questions anc
provided all documentation that CPC persconnel
requested. The Office of Public Counsel personnel

requested documentation related to tne total budgetec
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costs in the other category only for Plant Crist.
Apparently, Mr. Schultz would like the
commission to believe that the Plant Crist
documentation was the only information availatle
rather than the only informatior requestec and

subseqguently provided.

On page 28 of his testimony, Mr. Schultz questions
the amount of input which Gulf provides into the
development of its Southern Company Services (SCS)
budget, Please describe the SCS budget process and
Gulf's involvement in it.
Southern Company Services budget process 1s diviced
into three phases: preparation, review, and
approval. Formal and informal communication between
Gulf and SCS personnel and cystem project comm.ttees
provide SCS with prelirinary levels of service
requirements for planning and budgeting purposes.
Curing the preliminary phase, fprojects are evaluatec
and prioritized, scope changyes are 1dentifiec, arnc
schedules are mogifieaq,

Gulf personnel are heavily 1involved 1ir the
process. There are 17 Gulf employees who are
designated as SCS Buoget Coordinatcrs. These

employees are General Managers, Managers and Vice
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Preslaents who are responsible for achieving the
Company's Goals and Objectives. The coordinators
proviae direction to SCS for Gulf's SCS work level
requirements. In acdition to the coorainators’
inpuc, Gulf's section managers, sufpervlisors, and
staff personnel communicate frequently with S5CS
management and staff to plan and analyze the
eactivities and services as well as the assoclate!l
costs., Gulf personnel participate on system-wide
committees like the System Planning Committee, the
Operating Committee, and the Information Resources
Sub-Plan Group. These committees provide valuable
input often through detailed work plans cutlining
projects several years into the future. All of these
inputs are reviewed by department heads at both Gult

ang SCS.

After this preliminary information about plans and
budgets is developed by Gulf and SCS, what does 5CS
do?

The SCS budgeting department formalizes the amcunts
intc a work order budget which indicates the
preliminary budaet estimates for each of The Southern

Company's subsidiaries,
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Please explain Gulf's involvement in the budget
review process.

The preliminary budget 1s sent to the operating
companies for review, while various levels of S5CS
management also review the preliminary buadget
amounts. The activities, services, and committee
recommendaticns may be reprioritized and changed 1n
scope or modified in amount based upon reviews by S5CS
and Gulf management. These reviews focus on levels
of service and reasonableness of amounts. Because of
Gulf's and its sister companies' participation .n the
process, SCS budgeting anc monitorina control
practices, and continuous communication between S57°
and the operating companies, there is a broad base of
understanding of bucget cost components. Buaget
revisions subsequent to this review process
demonstrate the responsiveness of SCS anc the
effectiveness of budget reviews as viable cost

control mechanisms.

Does Gulf participate in the approval process?
Yes. After an agreement 1s reached at the
coordinator level, SCS senior level executives
present the budget to each of The Southern Company

subsiciaries' Vice Presidents ancg Cf0s. Adjustments
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made in these meetings are included in the tinal

approved SCS Billing Budget.

who participates in this meeting at Gulf?
Gulf's Budget Committee, the President, and senicr
level executives of SCS are involvec in the meet:rng

to approve the SCS Billing budget.

Please summarize your testimony concerning the SCS
budget process.

Throughout the preparation, review, ana final
approval, Gulf personnel continuously communicate the
work requirements, the service levels, and the
committee recommendatinns to ensure that goals arc

objectives will be met at a reasonable cost to Gulf.

Mr. Gilbert, please suamarize your rebuttal
testimony.

My rebuttal testimony addresses several of

Mr. Schultz's assertions regarding the Company's
Operaticn and Maintenance (0O & M) expenses. 1 have
explained the adjustments made 1n calculating tne
1989 kefererce Level and clarified several of the
points with which Mr. Schultz attempted to cast doutt

upon Gulf's budget process.
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In summery, Gulf's budget process 1s

18 based on the plans, goals, and okblectives of

Company.

Mr.

Yes,

Gilbert,

does that conclude your testimony?

the

and the resulting budget
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Q (By Mr. Holland) Would you please summarize
your testimony?

A My rebuttal testimony addresses several of
Mr. Schultz’s assertions regarding the Company’s
operation and maintenance expense. I have explained
the adjustments made in calculating the 1989 reference
level and clarified several of the points which Mr.
Schultz attempted to cast doubt on Gulf’s budgeting
process. Mr. Schultz based several points in incorrect
information.

Also, Mr. Schultz makes an adjustment to

Gulf’s labor budget. Gulf agrees that a hiring lag
adjustment should be made. We disagree with Mr.
Schultz’ method in the dollar amount of his adjustment.
We have budgeted 1625 full-time and part-time
employees for 1990. For the purpose of this case we
have removed 38 in my hiring lag adjustment. This
rasulted in a budgeted number for personne! of 1,625,
less the 38 in my hiring lag adjustment, for a total of
1,587. As of May 31st, the numbe:r of actual full-time
and part-time employees on board is 1,587.
Theretore, rather than Mr. Schultz’ vacancy
rate of 58 as of February, I feel that the 38 projected
in my hiring lag adjustment is presently being achieved

and is representative of the period the rates will be

FLORIDA PUBLIC SERVICE COMMISSION
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in effect.

In addition, Gulf is incurring labor expenses
from two unbudgeted sources. The first source are
unbudgeted temporaries, many of which are filling some
of the vacancies. The O&M cost of these temporaries is
projected for 1990 at $87,902. Gulf offset its hiring
lag adjustment with these costs, but Mr. Schultz did
not.

The second source of unbudgeted labor expense
being incurred is the difference betwecn the 2% assumed
for our 1989 union contract settlement and the November
16th, 1989 actual settlement of 3.7%. This 3.7, or the
differcnce between these, is not included in sur

budget. This would amount to $175,000 of O&M expense

in 1990. This concludes my testimony -- summary.
Q Summary .
A Summary.

MR. HOLLAND: Tender Mr. Gilbert.
CHAIRMAN WILSON: Staff?
CROSS EXAMINATION
BY MR. PALECKI:
Q Mr. Gilbert, when the error in the
calculation of the 1988 reference level was discovered
and the changes were made to correct that errcr, was

there any written documentation concerning the amount

FLORIDA PUBLIC SERVICE COMMISSION
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of -- or the figure that was added back?

A Yes, there was. We received a letter from
the planning unit that was affected by the error,
identifying the error and requesting that these funds
be reinstated to thelr budget. This was done so in our
approval letter that went back to them, and, of course,
this was approved by our Budget Committee.

Q Are you aware of whether or not that letter
documenting the error has been supplied to staff”

A I am not aware if it has or has not.

MR. PALECKI: We’d like to ask for that as
lthe next consecutive late-filed exhibit.

CHAIRMAN WILSON: Exhibit 628.
” (Late-Filed Exhibit No. 628 identified. )

MR. PALECKI: Short title would be
"Documentation of Error in Calculation of 1988
Reference Level."

Mr. Gilbert, that’s cthe last
cross-examination guestion I have for you, but your
rebuttal testimony has raised the need for two
additional late-filed exhibits. First of all, could
you please provide a late-filed exhibit giving the 1985
through 1989 actual and budgeted 0O&M nonrecurring
expenses for turbine and boiler inspections, vehicle

rebuilds, and other, the "Other"™ category? And the

FLORIDA PUBLIC SERVICE COMMISSION
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short title will be "Budgeted O&M Expenses.”

The second --

CHAIRMAN WILSON: That will be 629.

(Late-Filed Exhibit No. 629 identified.)

A Could we put "Nonrecurring” in that title so
we don’t get confused?

Q Yes, Budgeted "Nconrecurring" Expenses, O&M
Expenses.

The second item that we would like you to
provide us is for the 1990 budget, please provide
nonrecurring expensas by functioning -- or, excuse me,
by functional O&M account.

A We can do that.

MR. PALECKI: And the short title will be,
"Nonrecurring Expenses by Functional O&M Account.™
And could we have a number on that?

CHAIRMAN WILSON: Ye¢s, that would be 630.

(Late-Filed Exhibit No. 630 identified.)

MR. PALECKI: Thank you. We have nc further
guestions fror Mr. Gilbert.

CHAIRMAN WILSON: Questions, Commissioners?
No guestions? Redirect?

MR. HOLLAND: No.

CIIAIRMAN WILSON: Thank you very much.

(Witness Gilbert excused.)

FLORIDA PUBLIC SERVICE COMMISSION
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MR. STONE: <Call Mr. McMillan.
RICHARD J. McMILLAN
was called as a rebuttal witness on behalf of Gulf
Power Company and, having been previously sworn,
testified as follows:
DIRECT EXAMINATION
BY MR. HOLLAND:
Q Mr. McMillan, you have previously testified
in this docket?
A Yes, I have.
Q And have you caused to be filed additional

testimony entitled, "Rebuttal Testimony of Richard J

McMillan"?
A Yes, I have.
Q Do you have any additions cor corrections to

that testimony?

A No, I do not.

Q And if 1 were to ask you the questions today
that are contained in that testimony, would your
answers be the same?

A Yes, they would.

MR. HOLLAND: Mr. Chairman, we ask Mr.
McMillan’s tastimony be inserted into the record as

though read.

FLORIDA PUBLIC SERVICE COMMISSION
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objection, will be so inserted into the record.
(Witness McMillan’s rebuttal exhibits

|lpreviously stipulated into evidence. )

FLORIDA PUBLIC SERVICE COMMISSION

3e02




[,

Fa

we

3903 Record Gin\

GULF POWER CCMPANY

betore the Flcrida Pubtlic Service COMMISSi0OH
Rebuttal Testimony of
Richarao J. McMillarn
Ducket lo. B91345-FE7
Cate nf Filing May 21, .990

Please state your name, business address, and
occupation.

I am Richarc J. McMillan, my business acdress !¢

500 Bayfront Parkway, Pensacola, Florica, 1257., anc ry

cusiness title 18 Superviscor of Financial Plannine.

Are you the same Richard J. McMillan who filed direct
testimony in this proceedings?

Yes, I am.

What is the purpose of your rebuttal Lestimony?

I will acdress the 1nappropr-ateress of rany of *re
acjustments proposea ty Mr. Hugh Larkin in his cirect
testimony, ana Mr. Schultz's (roposec clsallowance of
Gulf's 1990 bank service charcges anc ..nes of crec:t

teesg,

Mr. Larkin has prnposed changes to the Company's

plant-in-service and accumulated depreciation balances,

and depreciation expense. Are his proposed adjustments
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reasonable and accurate?

No. Mr. Larkin's methodeclogy of estimating
plant-in-service by using linear redression «1th actua.
plant balances from January 1968 through fertruary L1990
1s invalid. Several large acjustments and retirements
took place during tnis time perioc which would aistort

a linear regression. First, there was a large cecrease
in plant-in-service in June 1988 caused Dy the entry to
nove the Scherer Plant Acquisition Adjustment trom
Account 102 to Account 114 (approximately $9 million),
ana by the ciscontinuance of the manual control account
journal entry that clearec all DSO's to plant-.in-service
in the month they were spent (approx:mately $9 millicn),
second, during 1988 ana 1989 the Plant Daniel Coal! Cars
were retired, thus decreasing clant-in-service ty $9.°¢
million (with an offsetting decrease tC accuru.iatec
gepreciation). Finally, in Cecember of .98%, a portion
of the purchase price o5f Plant Scherer Unit [ was
refunaed by Georgia Power, result:ng in a $5.3 mirllign
decrease to plant-in-service. These large
non-recurring decreases causea the results of

Mr. Larkin's linear reqression Lo Fe [risstatec, "rnerery
understating plant-in-service, Using linear redressiorn
of actual data to project future ralances ray te

Jlst.rteqa by dJdnusual or non-recurrcl
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tre actual cata, ana will not properly rellect tne
exprectea fluctuations 1n fFrojectea <ata that are
retlecteoc i1in the construction tucget.

Gulf's Capical Acaltions Bugdget anc the (930
forecast of our plant data 1s a more accurate tasis for
estimating future plant balances, Construction
expenditures through March are only under bucget LYy
$1.5 million due primarily to a slight uelay on a tew
large procuction projects, which are expectec tc catch
JE 1n the secona guarter.

A8 Mr. Larkin polntea cut, Gulf's plant-in-service
balances for December 1989 through March .990C re urcer
budget. This i1s cue mainly to the agjustments r _ate
1989 related to the refuncs from Georcla Power Company
ana Cgelthorpe Power Corpouration regarding the
recuuction 1n the Flant Scherer Upit 4 purchase (rice.
In acaition, the retirements assoClated wiLh & "@w
large projects were over rcucget during this fer:i:oc,
wnich 185 simply a timing variance (not germarnent '
causec by several retirerents which were CLOOkesZ +«ar..er
than projected in the bucget. This variance ..
plant-in-service causec cy retirements .s cffser .rn "¢
accumulatea cepreciatlion reserve ty the same arourt.
The effect of the variance in retirements <rn net ;lant

15 Zero.,
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What about Mr. Larkin's calculations for deprec:ation
and the reserve for accumulated depreciation?

Mr. Larkin's unaerstaterent cf plant-:n-service a!l

L

o
affects the calculation of cepreciaticrn expense anc the
reserve for accumulated cepreciation, Easec cr these
understated levels of plant, Mr. Larkin calculates a
reduction in gaefreclation anc amortizat:ion expense of
$967,237. As stated earlier, the Comgany'tc projecticns
for plant-i1n-service, adjustea to reflect the recucea
costs relatec te Plant Scherer Unit 1, ére rore
accurate ana reasonable; therefore, no other
agjustments to cepreciatlon expense .5 warrantea,
Nevertheless, the acjustment Mr. Lar«in calculatec was
also 1n error. After Mr. Larkin calculatea his (evised
electric depreciation and amcrtizatlon expense Lasea on
his uncerstatea plant talances, ne compares nis [i.ure
to the i1ncorrect amount for the Company's proTectec
exrense, The Company figure he uses incluces $28%5,00'
relatea to the amortization of the plant acguis:it:crh

agjustment. This $255,000 i1s rot :inclucec :.rn

rn

h£. Latkin's revisea calculation, causing n:
acjustment to Lbe cverstatec ty the $£25%,000, Elrrous

- [

Gulf aces not ayree with Mr. Larkin's revisec expence

calculation, the correct agjustment to cepreciat:cr

excer.se using his figures woudlc be $7.2,297 _nsteac !

-
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$967,257. This acjustment also causes accumu.ate

0

cepreciation to be uncerstatecd,

Are there other errors i1n Mr. Larkin's calculation »f
the reserve for accumulated depreciation?

Yes. Mr. Larkin also has two cther errors i1n LS
projecticn of the cepreciation reserve btalance. 2
his reserve balances excluding the JDITC balance
{column (e) of Schecule HL-4)} for actual January anc
February of 1990 are uncerstatec ty $200,000 anc
$399,000, respectively. The $399,000 error carr:es
forwara to the projecteac amounts for March throudh
Decemper of 1990. The second error 15 an overstatrement
of the reserve balance related to the JDITC amournt
shown in column (f) of Scheaqule HL-4. Tn Crder No.
16257 1ssuea June l%, 19B6, the Commission decicec *hat
the cepreciation reserve 1mrbalance adjustment =rou.a
offset the JDITC amount. The net of these ta.ances .s

$290,000 1n Decemter of 1989, This is the net armount

that 15 actually in the reserve, not the $5,:z4F,

shown on Schecule HL-4. +hen these LwC Correcticns are
mage, Mr. Larkin's acjustment to the (orpany's ':1..ng
woula be a decrease of $1,513,000 :1nsteas ~-f an

increase of $3,715,000, w~hich resultec ir a $%,.48,007

uncerstatement of net plarnt.
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Mr. McMillan, what 1s your conclusion wWith respect to
Mr. Larkin's calculation of these plant items?

It 1s obvious that Mr. Larkin's calculation cf plant
balances, without proger consiceraticn of -he
forecastec level ana timing of construction
expenaitures, plant additions and retirements,
cost-of-removal and salvage, does not result .n
reasonable or accurate projections for
plant-i1n-service, accumulatea aepreciation, ol
gepreciation exgense. The Company's prolections,
agjustea to reflect the revised costs relatec tc Plant
Scherer Unit 3, are more accurate, and properly reflect

Gulf's 1990 test year amouncs.

Is Mr. Larkins's adjustment to income taxes related to
interest synchronization accurate?

No, First ot all, Mr. Larkin nas :ncluced the ~rcont
amount for the 1nterest decucticn, per Company !f.ling,
on his Schedule HL-11l. He used the Jurisdicticnal
interest per books amount of $30,871,000 trom MFE
Scheaule C-44. The correct amgunt to use (s "n2
jurisdictional synchronizec :interest of $32,u4%,0

usea Lty tle Company 1n 1ts lnterest sSynchrcnizat.or
calculation as shown on Schecule .5 of ry trefi.ec

sirect testimony. 7This woulc result Ln @
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cecrease in interest of $2,734,000 on Schecule HL-..
basea on Mr, Larkin's revisea rate tase.

The seconc error relatec tc :nterest
synchronization 1S the direction nf the aagjusirent -o
income taxes, A recuction L1n rate base results .n a
reduction in interest as shown on Schedule HL-11. A
reduction in the 1nterest deguction should result .n an
increase in income taxes. However, on page [ cf
Mr. Schultz's Scheoule HWS-1, income taxes have oeen

reaucec by the $5B87,000 calculatea ty Mr, lLarkin, rnot

increasea as they should te. The coccrect acjuscrent

for i1nterest synchrontization btasec con Mr. lLark:in's
reviseq rate base 1s Lo .ncrease .ncome taxes oy
$1,029,000 ($2,734,000 shown above x .3763), not tc

aecrease income taxes bty $587,000.

Mr. Larkin has made an adjustment to remcve the
capitalized portion of the cancelied Southern Company
Services (SCS) building. 1Is this apprcocpriate?

No. The correcting entry "¢ expense the cance.lat:
costs relatec to the ECS tuilelng was reccrcec .n
May 1989. The ftinancial forecast usec 1n develcying
the 1990 test year 1nclucec actual cata throudn

August 1989, therefore, tne correcting entry hnas [eer

progerly reflecteg i1n the -est ;ear p.ant cata and
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acjustrent 1S5 requirea.

Mr. Larkin has pruposeda disallowance of the insurance
reserves i1ncluaged 1n Other Property and Investuents
until the Company can show the benefit to ratepayers of
these reserves. Plears explain the purpose of these
reserves.
The Southern electric systems' Public Liability ang
Directors & Officers Liability 1nsurance coverage. are
obtainea through four cuptlve L1NSUILErS:

ks Assoclateg Electric & Gas Insurance ServiCes

(AEGIS),

2. Energy Insurance Mutual (EIMJ,

3 XL Insurance Company (XL), and

4. ACE Insurance Company (ACE}.

Tt should be noted that these i1nsurers are not [.re

b

captives, i.e., they were not created for 'he
purpose of uncerwriting the risks of The Southers
company and its sucsiciar:es. In each instance, -he
captive 1S an associatlon or group captive estac..shec
by a4 groug of companlies To uncerwrite the:ir SelaedElive
r1sks. AEGIS ana EIM prcvice coverade only 'c s.oectr.
ana gag utilivies. XL ana ACE fprcvide coverace - oz
multi-1ndustry tasls, frirarily to fForturne

JOmpenles,
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Southern anc Gulf's 1nit:el :tnvolverent «ith

captives begar. on August 21, 1984, when we jc.rec

o
['s &
wn
.
m
s |
M
¥
11

AEGIS. In cenjudnction with the August 21,
of the system public liakbility roelicy, a ccrpetitive
cic was solicitea from the commercial market, American
Reinsurance Comgpany/Reliance of Illinois cfferec a
cremium quotation of $5,200,000 for a policy limit cf
$5,000,000 in excess of a $1,000,000 ceductible. AEGIS
guote for broaager coverage with a policy limit cf
$20,000,000, subject to a $1,000,000 ceductitle, =as
$2,112,600. The coverage was awarcec to AEGIS. These
Fremium guotations were for the system as a .hole and
the cost was allocatea prc rata among the =yster
companies. We continued to purchase excess Pukblic
Liability insurance, with limits above the AECIS
gFolicy, anc cur Directors & Cfficers Liability
insurance from the comrercial .nsurance market _rt:i!l
1986.

Southern jJoined EIM, XL and ACE i1n 1966. Threse

captive ilnsurers were createc .Nn glrect response -“c tone

insurance market Ccrisis nccurring at *hat "imre. Tre
commerclal LNSUrance market -as extrerely restrivtec,
terns cf cuveracge were unreascnable and, where cCcoveraae
was avallable, Ericing was exortbitant, we sSiTf.y <9u.s

rot fil]l ocur insurance reaudlrerent:s, at any
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reasonable price, with coverage available from the
commercial market. The captives cfferec the conly
viable alternative and resultea 1in a signifircant

savings 1in insurance premiums.

1s Mr., Larkin's adjustment to reduce fuel inverntories
appropriate?

No. He has based his adjustment on an lnappropr:ate
interim adjustment. Additionally, the 1nter.m test
period is not representative of the 1390 test periog,
ana as discussea by Kr. Parsons in his prefilea direct
testimecny, Gulf's test year requesteo fuzl inventory

levels are reasonable anu appropriate,

Mr. Larkin has proposed a reduction in plant materials
and operating supplies of $2,307,000. 1Is this
appropriate?

No. He based his adjustments on the actual .l-rcntn
average for the period enaing February 28, 1990, which
15 not representative cof the test fperioa. Just u£l1ng
actual balance as of February 1990, with no acditional
increase, wcula result 1n a significant reducticn .n
his aajustment. The forecastec increases 1n odr
inventory balances are reascnable anag recessary ZIue To

increasing costs, anc the constantly increasing
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-pvestment in adaitional electric facilities required
*o serve our customere. Gulf's projections for 1990

dlr e EE&BQHED].E, 4nd dre a more accurate estimate Jf the
test year inventory requirements; therefore, no

agjustment 1s appropriate.

Is Mr. Larkin's adjustment to exclude Other Accounts
Receivable from rate base appropriate?

No. These receivables include the amounts -due the
utllity ugon ogpen accounts, other than the amounts
relatec to associatea companies and from cur electric
customers. The majority of these receivatles are for
pole attachment rentals (invciced to non-associatec
comgpanies) for which the revenues have been recorced 1in
cther operating revenues {Account Nc. 454-100). The
renaining miscellaneous accounts pertaln tec role/line
camage claims ana other miscellanecus utiliity
cillings. All of these amounts are fproperly includec

1n rate base,

Mr. Larkin has also excluded $136,000 of prepayments

identified as other. Please explain what these "other”

prepayments are,

-
)
| g
5

Gulft's forecast of prepayments were freparec .r

categories. Epecific i1ncividual estimates were race
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tor insurance, EPRI cues, anc pensicns. All "otrer"
prepayments were estimatec based on a three year

historical average. These "other" prepayments are
crimarily comprisea cof prepaic licenses f{or rotor
vehicles, prepalid taxes, prepald City and county
occupational licenses, and prepaid registrar transfer

ana fiscal agent fees. The Company's estimate 1§

reasonakble, and should be incluced 1n rate case.

Mr. Larkin has excluded $30,000 related to
"miscellaneous" deferred debits from working cap:ital.
Is this appropriate?

No., This amount is a conservative zstirmate fcr tre
numerous mlscellaneous charges that are always fresent
in ceferred debits which cannot pe specifically
1gentified 1n auvance. The analysis, which Mr, lLark.:
states inclucec no ralance i1n the acccunt Ior the
actual month's of January through Augqust 1389, .=
Gulf's bucget workpaper utilized for the forecasted
amounts, not an analysis i1nclucing actual. The actua.
amourts for January through Augusc 989 averaged .n
excess of $100,000. The Company's estimate .g

reasonable, and 1s properly inclucec . wUOrking carp:

s Mr. Larkin's aagjustment to remove the Caryville
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Subsurface Study from working capital appropriate?
No. As discussea by Mr. Parsonre, the Caryville
generating site anc related costs are properly :inclucea

1n rate Lase.

Should unamortized rate case expense be included in
Working Capital?

Yes. This Commission recognizes that rate case
expenses are a legitimate cost of coing business, and
are, theretore, recoverable costs. Since the
Commission requirea a two year amortization in our las®
two cases, we have 1ncluced one-half of the expenses in
1990, and the remaining half in 1991. The unamortizec
balance in deferrea nebits is properly incluaea 1n
working capital, since these unrecovered casts co not
earn a return. Not allowing a return on the amortized
talance woula unfairly penalize the stockholcers for

complying with state regulations and the Commlssichn's

rules and filing reguirements.

Are Mr. Larkin's proposed adjustments to allocate the
63 mw of Plant Scherer (available to serve the
territorial customers) to the Unit Power Sales (UPS)
jurisdiction appropriate?

NOo. Mr. Larkin states tha* nls adjustment 1S Sasec cn
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Lr. Rosen's tustimony recommencing that the 63 rmw of
Plant Scherer capacity be allocated to UPS. I was
unable to find that recommendation 1n Dr. Fosen':
testimony. Dr. Rosen coes recommend cisallowing the
63 mw of Plant Scherer, but does not propose 1mputing
fictional UPS sales for the test period. Mr. Larkin's
proposed calculations not only disallow the 63 mw of
Plant Scherer, but also imputes additional investment
ana expenses to UPS, related to the transmission and
general functions. based on the UPS allocations. The
transmission ana general plant i1nvestment and expenses
recoverec from the UPS customers are not directly
related to Plant Scherer, but are the allocatec costs
which are credited to the retail customers. Were the
Commission to remove the Company's total investment in
Plant Scherer from rate tase, as well as the associatecd
expenses, then the total impact of the Plant Scherer
UPS sales should likewlise be removed. If the retail
jurisaiction is not going to bear the burden of any cf
the Plant Scherer investment made for their benefit,
they should cercainly receive none of the tenefits
accruing from the UPS sales. While we have not. and
see no need to make a precise calculation of the .mpact
of Plant Scherer on the retail jurisdiction, =when ~he

credits from the UPS sales, anc the Intercomrany
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Interchange Contract (IIC, are excludecd, the retail
revenue requirements for Plant Scherer, inciuainc the
transmission line rentals and production re.ateac A & C,
are approximately $2 million., However, the 63 mw of
Plant Scherer 1s currently avail'able to serve our
territorial customers and no adjustment 1§

appropriate. Mr. Larkin's adjustments are
inappropriate, overstated, and inconsilstent ''ith

Dr. Rosen's recommendation.

Is Mr. Larkin's discussion and recommendation regarding
the use of the 1/8 of O & M (Cach Work Capital) for UPS
appropriate?

No. This commission requires that working capital pe
calculated using the balance sheet approach. Gulf's
system or total company worklng capital anc each
jurisaiction (retail, wholesale, anc UPS5) has veen
calculated in accordarce with this methcaolcgy,
resulting in the appropriate reta.l working capital
ut:lizing the balance sheet approach. £ach cf these
jurisaicticns has numerous cilfferences 1n reguired
ratemaking calculations, put for retai. ratemaking, ali
calculations are done in accordance with Floriaa
regquirements. To plck anac choose cifferent

calculations ana amounts when anc 1§ 1t 1s advartacec.s
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18 1nconslistent ana tnappropriate. AS noted above, the

retail jurisaiction 1s already receivinyg s:gnificant
tenefits relatea to the UPS sales calculateac in
accordance with retall ratemaking regulrements, and no

additional adjustments are approprlate.

Should the net overrecoveries of fuel and conservation
expenses be included in the calculation of workinn
capital?

No. The Company 1s requlred to return any
overreccverles to the ratepayers with interest, and
conversely, the Company 1s allowed tc recover any
underrecovery from the ratepayers with interest.
Therefore, following the Commission's guidelines that
working capital excludes all accounts or i:*ems <n which
a return is earnea or paid, both the over and uncer
recoverles should be excluded from working cagpital.

The Commission staff has cefended 1nclucing "he
overrecoveries in working capital!l on the bas:s that the
inclusion of any net coverrecoverlies of fuel ara
conservaticn expense in the working capital allowa..ce
has the effect of requir.ng the stockholcers tu fajy the
interest on these cverreccoveries. It 1s further

contencea that 1f the net overreccveries are excl.cead

i

from the working capital allowance calculations, it
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the ratepayers who must pay ilnterest to themselves,
This 15 not correct. In cetermining the amount for the
tuel factor in the following recovery perioag, the
bucgetea fuel expense for the period is recucec by the

pri:or overrecoveries with interest. Thls reauces the

fuel revenues to be recovered from the ratepayers by
the actual overrecovery, and the interest is paid to
the customers through a reduction in their electric
bi.ls. The Company does not actually write them a
check for interest, buc does reduce their tuture pills
for both the overrecovery anc interest, Therefore, Lhe
customers do not pay the interest to themselves, Dut
in: teaa they receive credit for the interest through
recuced billings.

Including overrecoveries in working capital not
only requires the stockholders to pay the interest
through a reduction 1n the fuel component 2f the
curtomers bill, but would alsc compersate the CuStomer
at the overall rate of return, which includes egulty
returns. Not only 1s the stockholaer paying twice, Dut
a rhort-term interest rate 1s not comparable tc cur
overall rate of return. As stated in Orcer No. 9273
(Dccket No. 74680-EI)}, the Commission establishec the
interest provision to counter any incentive to E£ias the

prujections in either direct.on. The Company acgrees
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with the intent ana purpose of this provisiun. Both
the Company ang ratepayer are froperly compensated for
over/unaer recoveries in the fuel ard conservation
dockets throuch the interest provisions. Therefore,

both over and unaer recoveries should be excluded from

working capital.

Are the temporary cash investments projected by the
Company reasonable and needed for the provision of its
regulated utility service?

Yes. The Company's forecastea temporary cash
investments are essentially all of 1ts availaple
working funds used for rmaking disbursements. Beglinning
in 1988, Gulf consolidated its disbursement accounts
maintained with several banks intc one controlled
disbursement account. This has enabled "~he Company to
invest all 1dle cash until the checks are presentsd far
payment. The change to this controllec cisbursement
account has resulteo ir improved tanking services,

™

reduced the cost of our banking activi‘ies, alloweaq
optimization of the use ard contrel ot available casn,
ang resultea 1n overall savings to the Company anc

ultimately the ratepayers.

How should the temporary cash investments be removed
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when reconciling rate base and capital structure?

The Company has removec temporary cash from rate base
(working capital) anoc has adjus:ted 1t ocut cf the
capital structure on & pro-rata basls 1n accordance
with the Commission's treatment in our last rate case.
A3 stated above, these funds are essentially all of
Gulf's available cash. The 1l3-month average amount of
$6,399,000 (per MFR B-2a) is approximately 10 percenc
of our average monthly disbursements. 1In fact, the
Company L8 projecting to borrow funds during five
months of the test perioca. Unguestionably, these furds
dre requirea anc necessary 1n froviding utl'ity
services for our custcmers.

The Company has always maintained that these funas
are a legitimate working capital requirement and should
be 1ncluced in workinc capital, and the related
earnings generatea by these funds used Lo offset the
revenue requlrements. This position .5 Supportec oYy
Staff's witness, Mr. Seery, in his direct testimony on
page 20. 1I1f the Commission decides tc leave tempcrary
cash in working capital, the earnings on these funcs
are projectea to be $506,000 as shown on Schedule 3,

page 15 of 16 of my prefiled direct testimony.

Mr. Shultz has proposed disallowing the $223,000 1in
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expense related to bank fees and lines of credit
charges. Should any portion of this amount be
disallowed from base rates?

Absolutely not. These costs are cirectly attritutahle
to the Company's utilization of a controlled
disbursement account and the payment o fees for
certain lines of credit with area banks. This has
resultea in a reduction 1n our banking ccasts, Ccash
required for working capital, and the revenue
requlrements requestea 1n this case,

Mr. Schultz's conclusion on page 57 of his direct
testimony, that this expense should be porne bty the
stockholders of the Company since they clearly cerive
the benefits is totally ludicrous, and could not be
further from the true {mpact on the Company's
stockholaers. As statea by staff witness, Mr, Seery,
in his dairect testimony on page 20:

In general, short-term 1nvestments can re expected
to earn less than the utility's overall cost of
capital. Therefore, a blanket policy of exclucing
temporary cash investments from rate base could
result in an asset, potentially necessary for the
provision of regulated service, earning less thar
a fair rate of return.

Mr. Shultz's conclusicn woulc result not only :n
excluoing temporary cash investments from worklng
capital, but that the stockholders shoulcd alsc pay a.:

banking fees ana charces., These canking fees are a
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legitimate and necessary expense required in the
provision of utility services, therefore, the Company
should be allowed tc recover these costs from the

ratepayers.

Does this conclude your testimony?

Yes, 1t does.
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Q (By Mr. Holland) Would you please summarize
your tertimony, Mr. McMillan?

A Yes, I would. The primary purpose cf my
rebuttal testimony is to address the inappropriateness
of Mr. Larkin’s proposed rate base adjustment, Mr.
Schultz’ proposed disallowance of our bank service
charges and line of credit fees.

As I have addressed in my testimony, Mr.
Larkin’s trending of plant balances completely ignores
the level and timing of the Company’s 1990 capital
additions and retirements, and, therefore, results in a
significant understatement of our net utility property.

The Company’s projections adjusted to reflect
the revised costs related to Plant Scherer are more
accurate and properly reflect the expected 1990 test
year amounts.

Based upon May actual results, Gulf‘s net
Utility Plant is approximately $605,000 over budget,
after the removal of the Plant Scherer purchase price
adjustment.

Mr. Larkin has also proposed several
inappropriate adjustments to working capital. Gulf’s
working capital calculations were based on the
Commission’s balance sheet approach, and all amounts

were reasonable, utility related, and are properly
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included in working capital.

I'’ve also aidressed the inappropriateness of
including fuel and conservation overrecovers in working
capital. As stated in Commission Order No. 9273,
Docket No. 746B0-EI, the interest provision was
established in that docket to counter any incentive to
bias the projections in either direction. Since bcth
the Company and the ratepayer are properly compensated
for both over- and underrecoveries in the fuel and
conservation dockets, it would, therefore, be
inappropriate to include the overrecoveries as an
offset in working capital.

I've also addressed the reasonableness of
Gulf’s 1990 forecasted temporary c"sh investments.
These funds are essentially all of Gulf’s available
working funds. I have excluded these temporary cash
investments from working capital in accordance with
prior Commission treatment, and I removed them from the
capital structure on a pro rata basis.

The company has always maintained that these
funds are legitimate working capital requirement and
should be included in working capital, with the related
earnings from these funds used to offset any revenue

requirements.

Staff’s witness, Mr. Seery, supports this
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position in his direct testimony, and if the Commission
were to decide to include temporary cash investments in
working capital, Gulf’s requested rate relief would
increase by approximately $207,000.

Oone final point I’d like to make, is that
Gulf’s 1990 test year rate base amounts and NOI include
63 megawatts related to Plant Scherer currently serving
our territorial customers. The remaining investment in
this plant has been assigned to the UPS jurisdiction,
along with the allocated transmissior and general plant
investment and expenses being recovered from our UPS
customers.

If this Commission were to exclude all Plant
Scherer investment, and the expenses from the retail
jurisdiction, the retail customers should certainly not
receive any of the benefits accruing as a result of
these Scherer unit power sales. The net retail revenue
requirements associated with production, transmissicn
and general investment and expenses would be
approximately $1.9 million, and if you would also
consider the nonfuel energy dollars being recovered
from the energy sales, relating to these contracts, tre
actual net effect on the retail revenue requirements
are approximately zero. And that would c¢onclude my

summary .
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MR. HOLLAND: Commissioners, with respect to
the last item that he addressed and that'’s specifically
Exhibit 575, I would like, as did Mr. Larkin, to have
Mr. McMillan just track the Commission through what
this exhibit is intended to show, and then I would
tender Mr. McMillan for cross examination.

CHAIRMAN WILSON: All right.

Q (By Mr. Holland) Mr. McMillan, if you could,
ijust explain what you intended to show in this exhibit.

A Basically, the exhibit that was identified as
575, if you look at Page 1, essentially all the amounts
there that are labeled "1990 budget system Scherer" are
the incremental Plant Scherer-related amounts that are
included in Gulf‘s budget.

That would include the investment in the
plan, any working capital at the plant site, plus the
transmission line rentals and production related A&G
that we pay Georgia Power for administeriiig the
contract or the actual running of the plant, and the
transmission line rentals to get the power down to our
territorial customers.

Those dollars are, in effect, the same
amounts that would be reflected in the Interrogatory
144, that we were referring to the other day.

And you move down to the midale of the page,

FLORIDA PUBLIC SERVICE COMMISSION
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the amount that I have asterisked there and this was my
primary point I was trying to make in my summary and as
a result of this schedule, the adjustments that are
being proposed by Staff and public council, are to
remove all the plant-related amounts, which is roughuiy
$3.6 million, and then you can see I have a subtotal
there of 2,056,000, which is the jurisdictional amount
of the production-related A&G and the Scherer
transmission line rentals for a total of roughly $5.5
million.

Gulf cannot argue that these are the
incremental costs related to Plant Scherer and are
properly calculated, but there are other benefits that
have accrued from these 149 megawatts that we're
allocating to the unit power sales jurisdiction,
related to our transmission, the transmission
agreement, which is a part of the UPS contract, and
also A&LG expenses and investment.

And this is where it gets -- some people get
confused because they are not familiar with those
contracts. You can see on this first page all the
Plant Scherer, the production-related calculations are
essentially, you take the total Scherer amount and you
hit it times the sales ratic, the 149 over the 212.

It’s clear-cut, straightforward.

FLORIDA PUBLIC SERVICE COMMISSION
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The transmission agreement was actually a --
it’s modeled directly after the IIC agreement, and in
effect, what Gulf gets from the UPS customers is a
percentage of our total transmission cost and total
transmission investment and it’s a relationship, a
ratio of a total transmission, including the
transmission line rentals relating to Scherer and
Daniel, but you can‘t just hit the Scherer transmission
line rentals times the sales ratio, because it's no:
that straightforward.

We’ve provided &1l those detailed
calculations to both Staff and Public Counsel, they are
aware of the calculations. And that’s what I‘ve
attempted to very clearly layout on the second page,
and I think no party yet that I know of, at least
Public Counsel, they fully understood and agreed that
the numbers detract.

If you look at my first column or Page 2,
that’s the total UPS adjustments that we have in the
filing, right off Mr. O’Sheasy’s Page 1, these numbers
would tie right in, or also my rate base, NOI schedules
and my prefiled exhibit.

You compare that to the UPS amounts that have
been identified on the first page, which are just the

production-related amounts, and that‘s what [’ve done
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on the second column.

If you net those two, these, the additional
investment related to transmission and general plant,
and the additional expenses related to transmission and
the general A&G expenses, that we’re actually
recovering from UPS and we're giving the retail
customer full benefit, full cradit for that, dollar for
dollar. I can account for that, down te the penny; any
kind of breakdown that you want. And it’s in the Cost
of Service Study, in a lot lower level of detail than
what I’'ve got here. I was trying to lay something out
that would be easy to understand.

But, essentially, you can see on Page 2, that
as a result of these credits that we’re providing to
the retail customer, and actually allocate to UPS, they
amount to $3.7 million in revenue requirements, which
are being totally ignored in the proposed adjustments.

And we feel it only appropriate to ensure
that the Commissioners understand that there is other
benefits accruing from these sales to our customers.
Not only are we able to delay them having to pay the
high marginal cos* of these plants, but we’re being
able to spread some of our general company overheads at
the same time.

And that is why we’re actually, as you can
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see there, we’re actually recovering about 1.7 million
more and giving credit to the customer for a 1.7
million more than we’re actually paying, incrementally
related to Plant Scherer.

And if you net that out, that gets you down
to the the approximately 2 million that I talked about
in the Prehearing Order. And then to really make it
tie into the Cost of Service Study, and is truly
another benefit of these sales, is the variable 0O&M or
the nonfuel energy that we’re recovering, primarily
from Schedule R, because that’s the replacement energy
related to these sales that we’re making out of our
older units, which have a higher millage rate and, in
effect, we’'re getting some of our maintenance cost from
these other customers. And that amounted right at $2
million; and if you consider all those variables,
really, out of the ‘90 test period, essentially there
is no revenue requirements in that point in time.

And as you go out, by the time we’re selling
220 megawatts, there is actually a negative revenue
requirement. We’‘re going to be giving the customer --
we’'re going to bu recovering some of our overheads from
these sales that we’ll be giving the customer full
benefit of.

And that is really the whole purpose of this

FLORIDA PUBLIC SERVICE COMMISSION
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schedule, was to ensure that all variables are being
considered, and if you're qoing to make adjustments if
you‘re going to say "exclude the 63 megawatts," that's
saying retail customers shouldn’t pay anything for this
plant, yet they should, you know, these other benefits
are accruing directly as a result of our investment in

that plant that we built for the customers’ use, and

[that we’re trying in every way we know how to minimize
llthe effect to our customer, minimize the revenue
requirements, and I‘'d be glad to answer any guestions
you all might have on it.

CHAIRMAN WILSON: Mr. Burgess.

CROSS EXAMINATION
BY MR. BURGESS:
Q Mr. McMillan, I just have a few questions
with regard to the exhibit, the first page of it.

I'm down to the line of transmission and
general amounts from Scherer UPS credited retail. Is
the 3,757,000. 1Is this 1990 projections?

A Yes, it i=s.

Q And this is -- is this based on fees that
Southern Company collects on the unit power sales?

A These are the fees that Gulf Power will
actually will collect through Southern, who is our

agent. All of our revenues are actually billed through
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Southern Company Services and then they get one check
for all the sales and we get our portion. This Iis
Gulf’s piece.

Q Right. This is Gulf’s portion of the amount
that Southern Company will collect from those
off-system sales, is that correct?

A Correct. Which a good portion, I mean it’'c
directly related to our Scherer sales.

Q Right. If it’s for 1990 projected, do you

have the -- any of the 63 megawatts projected for sale
in 19907

A No, we don't.

Q Okay, so this amount reflects the amount

based on the 149 megawatts that are going to be sold,
is that correct?

A That’s correct.

Q On the next item down, the nonfuel energy,
the variable 0&M from Schedule R, is that also based on
1990 projected?

A Right out of our ’90 forecast, that’s correct.

Q And how do you determine what the nonvariable
0&M would be? Isn’t that based on a projection of the
amount of times that people who have purchased capacity
out of Scherer will, instead, buy energy from some

other lower cost plant that’s on dispatch at that
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point?

A Absolutely. That'’s true of all of our
territorial and nonterritorial transactions. 1It’s an
estimate based upon the historical information, our
estimate oil prices, et cetera. All those variables
are considered and --

Q So it’s based on a historical estimate as
opposed to, I don’t know, running any type of dispatch
model or something like that for 19907

A Well, I wouldn’t say it’s a historical
estimate. I’m sayinc using based upon actual history
and what we project, the energy markets and South
Florida customers, they have discussions with them on
an ongoing basis. The whole system is dispatched for
our forecasts in the same manner as the monthly
transactions take place in actual. I mean, we have a
very sophisticated budgeting process which is explained
in fairly good detail I think in the MFRs.

Q Right. And again, since this is projected
for 1990, this would be projected for purchasers who
have purchased the 149 megawatts of capacity from
Scherer, 1s that correct?

A Would you ask that guestion cne more time?

Q Yes. Is this amount, the $1,969,000 the

estimated amouni that you will get on this variable O&M
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differential from the energy purchases by people who
have purchased the 149 megawatts of capacity of
Scherer?

A Yes. JIt’s from the UPS customers. It would
be all sales other than the base sales. We do have
some variable O&M that we do recover that if they take
energy out of the base unit, but it’s very small, being
a brand new unit. And the test period we estimate only
about $100,000 of nonfuel energy. And we’'re giving the
customer credit for that.

You can see that on Page 2, there’s
$2,095,000 total nonfuel or variable O&M, wheatever term
you would like to discuss, and $95,000 of that was
related to the base energy and two million basically
was out of our other units other than the base or the
Scherer unit itself.

Q Right. And I’‘m just trying to find out --
you’ve answered the question. I would like to confirm
that I understand fully, though, that this is from
energy purchases associated with the 149 megawatt:z of
capacity? oOr is it some other purchases that are
anticipated?

A Being an integrated system in the poocl, the
way the transactions occur, that particular piece could

be from any of the unit power sales made by the

FLORIDA PUBLIC SERVICE COMMISSION




10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

3936

Southern System. But they are all related to unit
power sales transactions. See, the replacement energy
enables the Company to take energy off of any system,
any unit in our system, if it‘s cheaper, they’‘re going
to buy it at our cost, based upon the dispatch.

Q Right, yes.

A So I can’t say -- I can’t sit here today and
tell you that that is all FP&L who bought so many
megawatts related to that. No, it could be -- it’'s
just whenever they call the SCS center up there and ask
them for energy and there’s replacement energy, and
|lculf Power’s unit is the next one to dispatch, and we
get our generation as a result of that sale. That is
ﬂwhat would be captured here.

But I mean, technically, yes, it is related
to the 149 megawatts, it’s related to the unit power
sales, particularly.

Q Okay, that’s my question. I need you to go
one step further because in the first half of ycur last
answer, that is, that it’s any sales made, I was then
having problems as to why you then associated it with
the removal of Plant Scherer altogether. And then in
the second half I understood you to say yes, it is the
variable O&M that’s associated with the right to

purchase any of the 149 megawatts of capacity and
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energy based off of that right.

A Well, there again, I think this will get back
to why I only used che $2 million figure in the
Prehearing Order. Because technically, as long as “he
system still had the same amount of unit power sales
and we had none of them, we could conceivably have
still got this variable O&M related to Schedule R.
Because the R sales do not come necessarily just from
the companies that are making unit power sales, it's
the next available unit on the dispatch.

And I’'m just saying if you look at all the
variables, this is one thing that is benefiting the
customer related to unit power sales. We’ve actually
shifted $2 million out there to the UPS jurisdiction.
I'm not saying if we did not have any unit power sales
that that would go away. The customer would still get
that benefit for the fuel.

When we ao the fuel filings, in effect, those
nonterritorial energy dollars would be, you know, he’d
get a credit for that.

Q And so the removal of both of the amounts
that we’ve discussed, or your proposition that if we're
going to remove all the costc that the Staff and Public
Counsel have suggested be removed that ynu have to

remove various other credits including these two, are
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not really assoclated with the 63 megawatts so much as
they are basic your underlying rationale being if
you’'re going to remove that plant in total, then you
need to remove these particular credits. 1Is that
correct?

A Yes. That’'s -- well, I'm just saying --
right. If you’re going to propose disallowing all of
our transmission line rentals and production-related
A&G without recognizing we've already given the
customer -- the retail customer a credit for in excess
of that amount, it would not be fair. It’s not a fair
characterization of what the retail revenue
requirements are. Because we’ve actually reduced their
revenue requirements by these amounts we’re recovering
from off-system customers.

Q But neither one of these credits are
associated with the 63 megawatts that aren’t going to
be sold, do I have that correct?

A Absolutely not. That’s correct. They're
related to the 149 megawatts that we are selling out ot
that unit and, as I stated in the Prehearing Order, I
think very clearly, if you’re going to --your
proposition a minute ago -- if you’‘re going to disallow
the whole plant, and so the customer obviously

shouldn’t have to pick up any cost, well, the flip side
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of that is they shouldn’t be receiving any of the
benefits that are accruing. At least give the Company
the opportunity to offset some of those losses because
we are recovering slightly more there

. But I think it would be appropriate to
include the 63 megawatts, obviously. And if you lock
at all the pieces and all the benefits accruing from
the sale of the 149 megawatts, there’s literally no
revenue requirements being placed upon the customer
during the test period as we filed it.

Q Okay. I think I understand.

Now, the only other question I have is a
general one with regard to some of the statem=ants that
I understand to be the rationale for this rate increase
generally.

if, in fact, the removal of the 63 megawatts
is almost a complete wash, basically a $72.000 negative
revenue requirement effect, then it really didn’t make
up the bulk of the costs required, which drove this
particular rate case, which is what I understand

initial statements were to have been. Is that correct?

A You’re talking about some of the opening
statements?

Q Yeah.

A It is one of the primary reasons for this
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rate case. If you look back at the change that took
place since 1988 to 1990, it’s not so much just the ‘90
impact, but this is a perfect example.

I mean, look at these additional dollars that
we’'re recovering here related to 149 megawatts. You've
got to remember, when we were selling Daniel, we were
selling 400-and-something r2gawatts. We were
allocating a lot more administrative and general costs,
a lot more general plant to the UPS jurisdiction. Now
that we’re putting that plant back in, those sales have
beaen extinguished.

In effect, we’re losing -- you see this 1.7
million here; you’re probably going to multiply that by
several factorials to consider how much more in unit
power sales we were making back during that period.

And it gets back to the point that Mr.
Scarbrough was making. Through the surveillance
reporting, we were reporting the actual results as they
occurred and pulling out all the amounts related to
unit power sales. And whenever those unit power sales
ended, these credits that we were getting related to
those sales also ended.

So there’s more, and I think that was one of
my purposes here is to educate, hopefully, and show

that there’s been some misconstruements along the line.
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I‘'ve heard different people make the statement that
we’'re reaping windfall profits and big benefits. We're
getting a very reasonable conservative return on equity
on these sales and we’‘re giving the retail customer
dollar-for-dollar credit for everything we’re getting.
And I don’t know how much fairer you could be.

Q But for 1990, anyway, what you’re saying by
this chart is the revenue requirement associated with
the 63 megawatts, the incremental revenue requirement
is a negative 72,000 if the adjustments that you're
suggesting ought to be made when or if the Commission
removes the 63 megawatts, is that correct?

A No. I wouldn’t say that. I‘m saying that
thie -- in the test period, this is what the net
effect, considering the nonfuel wvariable 0O&M, would be
the net revenue requirement to the retail customer. I

do not feel --

Q Excuse me, you say the net revenue effect to
the --

A To the retail customer.

Q Of removing the 63 megawatts.

A No, including the 63. The fact that we filed

the case with 63 wegawatts in territorial service,
which 96 or 97% of that would go to retail, if you look

at the other variables that have been allocated to unit
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power sales, they offset basically all the revenue
requirements related to the 63 megawatts.

If 1 was going to remove the 63 megawatts, my
sta*ement would still hold, I still don’t think it
would be appropriate to make there variable O&M
adjustment. I still think it would be more in the
neighborhood of a $2 million impact, because these
variable O&M dollars are being sold off-system and our
customers shouldn’t be expected to pay those costs.

But, recognizing we have forecasted to
recover that much, $2 million of our total budgeted
O&M, production-related O&M is being allocated to that
jurisdiction.

Q Can you say at what point you would think
that the credits should be included in here, included
back to the retail ratepayzrs? What I‘m getting at is
suppose the transmission rental expense were included?
Would you say then that,"Well, the transmission rencal
credits from the off-systems sales should then be
included®?

A Well, are you saying just make the rate base
adjustments and not make the NOI adjustments?

Q No. What I'm trying to do is zero in on the
specific point at which you say, "Well, we’re going to

remove them."™ Because as 1 understand i%t, the removal
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of these items really is not due tc the 63 megawatts
being removed. Rather, that that completed total
removal of all of the Gulf’s ownership in the Plant
Scherer capacity.

A You lost me somewhere.

Q Okay. When you suggest that the credit
should be removed from the benefit of the retail
ratepayer, okay.

A Right. And that would be the $3.7 million
that I was referring to and is laid out on Pege 2.

Q Right.

A You would take all the adjustments on Page 1,

net them against --

Q Yeah.

A -- The ones on Page 2, I‘ve got all the
happropriata plant in service and depreciation
identitied.

Q I'm with you -- at least I think I‘m with you
on that. And the 1.969 million in the variable O&M
differential?

A The.e, I don’t believe that would be an
appropriate adjustment. I think that should stick,
whether you put it over to unit power sales or what,
that, the customer, right now we do anticipate

recovering those dollars and I think it would be
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appropriate, assuming the accuracy of our forecast is
good, that the retail customers shouldn’t be required
to pay those dollars.

But I would think it would be appropriate to
-- just like we’ve done on all the production expenses,
backed out the amounts we’re recovering related to UPS
-- to remove the amounts we‘re recovering from UPS
related to transmission and general plant and A&G.

It just so happens, you know, we’'re
recovering more than our actual incremental costs and
we’re giving that benefit to the customer. Assuming
that they’re wiliing to accept responsibility for the
plant. I mean, the plant was built for them and we’re
trying, the Company is making every effort to minimize
the cost to the customer. And I think this
demonstrates that there’s very little cost to the
customer.

Q Is it the plant or the transmission line
rental or both, then, that drove the decision to say,
"Wwell, we’'re going to put, then, the credit fror the
149 megawatts hack into, I guess, nonjurisdictional
portion®?

A Well, what you got tc keep in mind, Steve, 1s
that’s exactly what you got up above. 1 mean, what do

you think thote UPS ar .unts are up in the first page?
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Those are all related to the 149 megawatts. All we are
saying is do the same thing on transmission and A&G and
you end up with a credit.

Q I understand that.

A Okay.

Q My question is --

A It makes perfect sense

Q At what point did you -- since that’s
associated with 149 megawatts that aren’t in
jurisdiction anyway --

A Right.

Q -- at what point did you decide that they
should be taken away from jurisdictional credit at --
It A At the point when you set the proposition up
that the customer -- you should remove all impacts for
Scherer. If you‘re going tc take all the investment
and all the expenses related to Scherer out, then
that’s where we -- at that point in time we say, "Wait
a minute, we’ve already given them some substantial
benefits here related to that plant and --"

Q I understand.

A " -- and it’s only fair to identify those in
that amount.®

Q I1'm aware of your position on that, and my

guestion is, that’s in response, as 1 understand it, to
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the removal of transmission line rental costs and the
63 megawatts of -- the investment in tne 63 megawatts.
Is it both or is it one or the other, or have vou not
defined it along those lines?

A I'm saying if you’re going to remove all
costs related to Plant Scherer, I don’‘t care -- I mean
these credits are related to the trarsmission in ALG,
and I think if you’re going to remove all the costs,
you’‘re going to have tc remove the transmission line
rentals and the production related A&G, but then at
that point in time I think it’s only appropriate that
we remove all the other credits that we’ve already
provided to the customer.

CHAIRMAN WILSON: Let me see, 1 think I
understand what you’re asking.

MR. BURGESS: I just wonder at what point
they decided --

CHAIRMAN WILSON: If you say you removed 63
megawatts of Scherer, and that's all you do, does that
result in the adjustment that you’ve proposed here?

WITNESS McMTLLAN: Yes. Consistent with the
way we're makino all the adjustments. To remove (3
megawatts or remove all impacts of Scherer --

CHAIRMAN WILSON: I didn’t say "all impacts

of Scherer.® 1 said 63 megawatts.
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MR. McMILLAN: Well, that would, in effect,
be all of Scherer. That’s all we’re asking for.

CHAIRMAN WILSON: Well, there’s also some
transmission rental.

WITNESS McMILLAN: Which are related to the
63 megawatts.

CHAIRMAN WILSON: All right. So it’s a whole
package, remove the 63 megawatts and the transmission
rentals and the related to A&G?

WITNESS McMILLAN: Those are definitely
directly -- the transmission line rentals and
production related to A&G are directly related tc Plant
Scherer. Without Plant Scherer we wouldn‘t have those.

CHAIRMAN WILSON: All related to the 63
megawatts of Plant Scherer?

WITNESS McMILLA!: Well, it’s actually, 263
-- that whole first column is total system, it’s 212
megawatts, and if you look up at the top part of the
page, what you got there really in the system column is
our total investment and expenses related to Plant
Scherer. 212 megawatts, that’s the whole package.

The second column is just identifying the
amounts related to the 149 megawatts that we’re making
from unit power sales out of that unit until you

determine what was left in our territorial rate base,

FLORIDA PUBLIC SERVICE COMMISSION




10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

3948

and then we nit that times the appropriate
retail/wholesale jurisdictional factor, and that’s what
that second to the last column, that Scherer and retail
in -- and you cannot do that -- I could have just
thrown -- I have the breakdown back here. I could have
just put a figure in here for transmission and A&G and
then footnoted instead of putting an asterisk, but I
chought it would be a iot clearer the way I‘ve laid
this out on Page 2, because people are going to go,
"How do we know if we had that much?" It'’s pretty
straight forward if you loock at my UPS adjustments and
how much is really related to just the

production-related Scherer amounts, which everybody is

wanting to pull out. We’ve already allocated a lot
more out there tc unit power cales.

Like I said, I have provided all the detailed
calculations of all of those components to Public
Counsel and Staff.

COMMISSIONER EASLEY: Mr. Chairman, I’'d like

to ask a question very slowly. This child over here
has just gone crazy trying to keep up with this
exchange.

Could it be said in one sentence what you're
asking for is double entry cost accounting bookkeeping?

WITNESS McMILLAN: What we‘re asking for, 1
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guess -- or what we are trying to present here is a
fair representation of the true revenue requlirements
related to the Scherer investment that we’ve included
in this file.

COMMISSIONER EASLEY: Maybe I didn’t make it
simple enough.

You’re saying if you put a credit on one
eide, put a debit on the other to make it balance?

WITNESS McMILLAN: That’s correct.

COMMISSIONER EASLEY: And if you do it for
one component, you do it for all components?

WITNESS McMILLAN: That‘s correct.

COMMISSIONER EASLEY: Thank you.

CHAIRMAN WILSON: And your point in this
exhibit is don‘t cut off your nose to spite your face?

WITNESS McMILLAN: No, I don‘t -- I mean, I
didn’t mean for it in that way.

CHAIRMAN WILSON: What it sounds like it
says, if you do what you suggest is being done, then
you‘re really hurting the ratepayers, you’‘re not
helping them.

WITNESS McMILLAN: Yeah, that was our point
was, really, if you look at all the pieces, this thing
is not, you know -- we made such a big to-do over these

capacity coming back in, and due to these unit power
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sales and the way the calculations are done, there is
reaily marginal impact at least in the ‘90 test period,
to our retail rate request, when you consider all the
pieces that we’re already allocating over to UPS, and
the customer is going to benefit handsomely over the
course of this plant, I think as Mr. Howell eloquently
presented to you all, and thls clearly shows you -- I
mean, when we get up to 212, we are going to be
allocating more over there than the plant is costing.
So they‘re going to be -- they’re going to be actually
receiving more through this allocation process than the
actual plant itself.

COMMISSIONER BEARD: Let me, if I can, ask
you a guestion.

It’s your contention that Staff in their
recommendation, or at least position to date, has not
taken into account that transmission side?

WITNESS McMILLAN: You’re talking about the
unit power sales to credits from that? The numbers
I've seen in the -- the only place there’s really any
numbers is in that spread sheet in the Prehearing
Order, and they did not, that’s correct.

COMMISSIONER BEARD: Well, let me ask you

this: I may be in the wrong area, but if you decrease

ratebase for the purposes of Plant Scherer by 52
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million, which they did in their recommendation, and
simultaneously you increase O&M related to Plant

Scherer by 3.7 million, how do you account for that

happening?

WITNESS McMILLAN: The increse in O&M is
primarily driven by the IIC offset. The amount that we
are getting through the pool related to 63 megawatts,
if you were going to disallow the 63 megawatts already
embedded in our financial! forecast in O&M for purchase
power, the capacity payments there wculd have beer --
either our receipts from the pool woula have been much
lower or our payment much higher had we not had that 63
megawatts serving the territorial customer in the
capacity equalization payment. And that was roughly, I
think, in the number had Staff had, we’re roughly 5.5
million, and they were based on the interim
calculations that we had provided, which I'm sure you
finally remember those hearings, but we -- those were
related to September, 12 months ended, September of
89, and you can see on Page 1 here, comparable figure
would be the 4.9 or right at $5 million would be the
ICC offset related to 63 megawatts in the ‘90 test
Iperiod. So it’s actually a little bit higher for the
90 test year.

But, that’s why it goes the other way. If
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you sum up -- you see the 2.7, take that third column,
if you take the 2,735,000 and then take 4953 --

COMMISSIONER BEARD: Whoa, slow down. HNow,

wvhere are you?

WITNESS McMILLAN: Take Page 1.

CHAIRMAN WILSON: Slow way down.

COMMISSIONER BEARD: Page 1 of 2, I see the
2,375.

WITNESS McMILLAN: The third column is the
territorial amounts?

COMMISSIONER BEARD: Uh-huh.

WITNESS McMILLAN: And you should get in the

ballpark by taking the 2,735,000, the 1,822,000 related
to transmission line rentals. They may have that one
split out separately. I can’t remember, to be honest
lwith you. And 263,000, I know they did have that one
in that production figure. And net that against 4.5
million, I think was the figure they were using. What
they were actually using was that other interrogatory,
that Interrogatory 144, and picked up the transmission
line rentals either through our benchmark calculation,
because we had actually split out the Scherer
transmission line rentals and production-related A&G on
that benchmark MFR.

COMMISSIONER BEARD: That'’s 4.8 million,
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those three figures?

WITNESS McMILLAN: I think they did have the
1.8 million-eight on a separate line item, now that I
remember. So if vou take that out, it might get you a
little closer.

COMMISSIONER BEARD: That will put you to 3
million.

CHAIRMAN WILSON: Mr. Burgess?

MR. BURGESS: That’s all I have.

CROSS EXAMINATION

BY MS. RULE:

Q Mr. McMillan, are you familiar with Mr.
Larkin‘s testimony wherein he recommended removal of
$1,230,000 in working capital related to other accounts
receivable?

A Yes, I am.

Q Do you know whether these type receivables
were claimed by Gulf during the last rate case?

A Absolutely.

Q Did the Commission disallow that?

A No, they did not.

Q Mr. Larkin also recommended that $136,000
related tc other current assets, $30,000 related to
other miscellaneous deferred debits be removed from

working capital. Are you familiar with that?
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A Yes, 1 am.
Q Do you know if items of this nature were
hclained by Gulf during its last rate case?

A Yes, they were.

Q Did the Commission disallow then?
A No, they did not.
Q Are the items in the miscellanecus deferred

debit account recurring expenses?

A Which account? I'm sorry.
Q Miscellaneous deferred debit account.
A Yes, that was just a very conservative

estimate of numerous little minor things that get
recorded in the deferred debits, which would average
normally a lot higher than that figure.

Q In your rebuttal testimony you mentioned that

Mr. Larkin used the wrong amount for the interest
deduction in calculating the interest synchronization
adjustment, is that correct?

A Yeah, he did. He corrected that, by the way,
in his revised exhibits that he filed.

Q In your testimony you were referring to both
the adjustment to reconcile interest and income tax
expense to the interest inherent in the capital
structure and the adjustment for the tax effect of

interest in the debt portion of ITC’s, weren‘t you?
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A His errnr there -- yes, that would be the
same adjustment, right. He had made that -- he made
the wrong adjustment related to the interest, picked up
the wrong amount there. Then he had alsoc made the sign
in the opposite direction. So he had approximately
about a 1.6 million error in his income tax adjustment.

Q When you stated that the correct starting
amount would be $32,045, rather than the $30,871 on MFR
C-44, is that correct?

A Yes, that’s correct.

Q Isn’t the $30,871 on MFR C-44 the interest
expense used in the tax expense calculation?

A Yes. It’s the jurisdictional amount of
interest that would be in our total tax calculation,
per books, not the syncrhonized interest amount based
on the synchronized capital structure.

Q Why isn’t that amount the correct starting
point for the interest reconciliation adjustment?

A Because the Company had already made an
interest synchronization calculation in our filing and
NOI, which adjusted between the 30 -- was it 871, and
the synchronized interest in the capital structure,
which was reflected in my prefiled exhibit, Schedule
15.

MS. RULE: No further gucstions.
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CHAIRMAN WILSON: Questions, Commissioners?

COMMISSIONER BEARD: Yeah, Page 2 of 2.

MR. HOLLAND: Commissioner, just before you
start, just for the record, on that interest sync
adjustment, Marsha, you said 30,000 and 32,000, and I
think that it should be mililion, if I‘m not mistaken.

WITNESS McMILLAN: That'’s correct.

MR. HOLLAND: I’m sorry, go ahead.

COMMISSIONER BEARD: The far left colunmn,
total Scherer UPS per filing, tell me what that is,
that column?

WITNESS McMILLAN: The first column?

COMMISSIONER BEARD: Yes.

WITNESS McMILLAN: Those are the total
amounts that we’ve allocated to the unit power sales
jurisdiction in our cost of service study, which if you
take Mr. O’Sheasy’s cost to serve study, which is his
prefiled exhibit, you would tie into these amounts
right off of his Page 1, his rate base NOI amounts.
You could also pick up these same exact numbers in
several MFRs, and in my prefiled exhibit of rate base
and.

COMMISSIONER BEARD: Well, I don‘t have
those, and let’s take one as an example, gross plant,

141,652, rhat represents -- for example, how many
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WITNESS McMILLAN: That would actually
represent the total amount of plant in-service that
we're billing to unit power sales customers related to
149 megawatts, but it includes the production-related
amounts from Page 1, which is what’s in that second
column. It was also in the second column on the first
page. And it alsc included the allocated amounts
related to transmission lines.

COMMISSIONER BEARD: Slow down.

WITNESS McMiLLAN: And general plant.

COMMISSIONER BEARD: The second column on
both pages I understand what that is, okay. You're
billing -- I still don’t understand Cclumn 1. You are
billing -- no. Column 2 is 149 megawatts. If you take
rate base of 184075 and 149 megawatts over 212 gives
129.

WITMESS McMILLAN: That'’s correct.

COMMISSICNER BEARD: Okay, but your billing,
instead of 129, you’re billing 1417

WITNESS McMILLAN: That'’s correct.

COMMISSIONER BEARD: You’re billing to the
customer?

WITNESS McMILLAN: And giving the retail

customer credit for that full amount we’‘re billing
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Ithen.

Let me just briefly, like I was mentioning
carlier, the transmission ls done on a percentage of
our total transmission system, not just the Scherer
transmission line rentals. It includes those, but it'’'s
a percentage of totals. BSo they’re actually, we're
billing them for rate base and expenses.

COMMISSIONER BEARD: You’re getting ahead of
me and all that is good, but I want to understand the
chart and make sure I understand. You’re telling me
the actual production cost at Scherer was only 129,
reduction in territorial requirements, that means that
in theory, Gulf Power’s ratepayers are getting the
benefit of that 123767

WITNESS McMILLAN: Yes, sir.

COMMISSIONER BEARD: Once you take all the
numbers out?

WITNESS McMILLAN: That’s correct. Because
we’re giving him credit and removing the total amount
that we’'re getting from UPS, not just the
production-related amount.

COMMISSIONER BEARD: Okay, now if I‘m not
mistaken, and I coundn’t find it, 1 looked real quick
through the schedule, but I thought Staff gave you a

credit for the 939 somewhere in those schedules.
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WITNESS McMILLAN: I'm sorry, what did you
think they gave me?

COMMISSIONER BEARD: Up there, the net plant,
revenue requirements, over the far right colunmn,

939, 000.

WITNESS McMILLAN: Yes, sir.

COMMISSIONER BEARD: I could have sworn
somewhere in those schedules I saw where they had given
you a credit for that; in other words, taken that into
account.

WITNESS McMILLAN. No, I don’t believe --

COMMISSIONER BEARD: I couldn’t find it. But
I will. I’11 look until I find it, I’ve seer it
somewhere. And then the actual 3757 down there, is
really just the summation of the 2947 and the 810,
right?

WITNESS McMILLAN: Yes, sir, that’s the rate
basa and NOI revenue requirements. See, that’s one
thing -- that far right column is a revenue
requirements calculations, so the actual adjustments
that you would find in Staff’s spread sheet would
actually be the column before that.

COMMISSICNER BEARD: Not if they were giving
you revenue adjustment.

WITNFSS McMILLAN: Right. If you had
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something showing the revenue reguirement impact.

COMMISSIONER BEARD: Well, you might have
thought the same thing, otherwise it would have seemed
you would have added the 939 to the other two figures
to get your actual amount.

WITNESS McMILLAN: Well, the 939 is included
in the 810. It‘s just a summation down

COMMISSIONER BEARD: You‘re right. I’m
sorry. You are right. Okay.

MR. HOLLAND: No redirect.

CHAIRMAN WILSON: All right. Thank you very
much.

(Witness McMillan excused.)

CHAIRMAN WILSON: Do you want to move this
exhibit?

MR. HOLLAND: T thought it already had been,
but it hasn’‘t. That may be the one Steve was thinking
about, that he was hoping you wouldn’t get around ©to
moving into evidence.

MR. BURGESS: 1 said I was going to remind
you sooner or later.

MR. HOLLAND: Oh, Okay.

MR. BURGESS: Maybe next week.

CHAIRMAN WILSON: All right. 1You’ve moved

that then. Without objection it‘s admitted into
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evidence.

CHAIRMAN WILSON: Call your next witness.

MR. HOLLANI: cCall Mr. Jackson.

CHAIRMAN WILSON: Let’s take a few minutes
while he takes the stand.

(Exhibit No. 575 received into evidence.)

(Recess taken)

ROBERT H. JACKSON, SR.
was called as a witness on behalf of Gulf Power
Company, and having been first duly sworn, testified as
follows:
DIRECT EXAMINATION
BY MR. HOLLAND:

Q Would you state your name, your business
address and your position with Gulf Power Company?

A My name is Robert H. Jackson, Sr. My
business address is 500 Bayfront Parkway, Pensacola,
Florida. Gulf Power Company. [’m the General Manager
of Employee Relations.

Q And Mr. Jackson, have you prefiled testimony
in this document entitled, "The Rebuttal Testimony of
R. H. Jackson"?

A Yes, sir.

Q Do you know need to make an) additions or
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corrections to that testimony?

A One minor correction. Page 12, Line 13,
change "92%" to "91%."

Q And with that correction, if I were to ask
you the guestions today that are contained inr your
testimony, would your answers be the same?

A They would.

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

Jackson’s testimony be inserted into the record as

though read.

CHAIRMAN WILSON: Without objection his

Itestinony will be so inserted into the record.
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GULF POWER COMPANY

Before the Florida Public Service Commission
Rebuttal Testimony of
R. H. Jackson
In Support of Rate Relief
Docket No. 691345-E]
Date of Filing. May 21, 1990

please state your name and business address.

Robert H. Jackson, 500 Bayfront Parkway,

Pensacola, Florida 32501.

what is your present position with Gulf Power

Company?

I am the General Manager of Employee Relations.

What are your responsibilities and duties in

that position?

1 am responsible for managing the functions of
emp loyment, organizational development, training

and safety, labor relations, compensation,

benefits, payroll, and claims within Gulf Power
Company. My duties involve the formulation and
reccmmendation of department and corporate

objectives anc¢ the development of plans for
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ensuring that the Corpany complies with feceral

and state regulations governing the various

Employee Relations functions.

Please describe your educational and

professional background.

1 gracduated from the University of Horth Alatama
in 1963 with a Bachelor of Science degree 1irn
Education. Following graduation from college, I
entered the U, §. Army where | served for
thirteen (13) years in various combat and
adrinistrative positions in the United States and
Vietnam, attaining the rank of Major. In 1974, 1
received a Master of Science degree in Education
from the University of Cklahoma. Following my
early retirement from the Army in 1976, I
attended the University of West Florica where I
received a Master of Science Degree in Business
Aédministration in 197%. I became an instructor
at the Pensacola Junior College until &y
erployment with Gulf Power Company 1n 1980 1ir the

Employee Relations Department, where I have helc
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various positions until I was namec Director c:

Employee Relations in 1565 which was changed t¢

General Manager in 1990.
what is the purpose of your testimony?

The purpose of my testimony 18 to present anc
justify Gulf Power's salary and benefit progrars
and specifically rebut the testimony of Mr.
Schultz and the position taken by him with
respect to the Company's Productivity Improvement
Program, Performance Pay Plan, Relocation
Program, Fitness Program, Supplemental Benefit

Program, Development Program, &and the Employee

Savings Plan.

On page 45 of his direct testimony, Mr. Schultz
has recommended for ratemaking purposes,
disallowance of the entire $464,177 budgetec for
the Productivity Improvement Procram, further
stating that incentive compensation duplicates
szlaries and wages. Is such an adjustment

reasonable and equitable?

No., First of all, Gulf's incentive compensaticn
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does not duplicate salaries and wages. The
Procductivity Improvement Program (PIP) 1s a fa:t
of Gulf's management total compensation peckace
an¢ should be recorded as an allowable O & M
expense for ratenaking purposes. Gulf's base
sa.aries are at or lower than the market median.
If Gulf's employees were only receiving theuir
present base salaries, they would be compensatec
for their efforts much lower than the market
median for total direct compensation. Paying
only base salaries at this level will not
attract, motivate or retain the qualified top
management employees Gulf needs 1in order to
provide reliable electric service. Without both
our incentive programs, PIF and the Performance
Pay Plan, our base salaries would have to be
increased significently in order to fairly
compensate our employees and to have any hope of
being able to compete for talented personnel 1in
the marketplace. Thus, the adjustment proposed
by Mr. Schultz is not in the best interest of our

custonars.

Throughout American industry, placing part of

one's pay at risk has proven to be a substant:al
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management motivator. The Productivity
Irprovement Program is designed to reward
procductivity while forcing management to be
consciocus of the potential long-term economic
impact on day-to-day decis.ons. PIP 15 a
long-term incentive plan, tased on a four-yesr
average of Return on Common Equity compared tc a
peer group of utilities. The median bas®
salaries, together with the PIP incentive
opportunity, leave management's total
compensation below our pay philosophy as approved

by our Board of Directors, which is to compensate

£
-

our employees at the 75th percentile of utilities.

By shifting compensation dollars from a
fixed-cost to a variable-cost, the design of our
pay system places ressonable restraints on base
salary dollars while offering potential
additional saiary dollars that are paic only on
an incentive basis for achieving significant
functional area and corporate goals. If these
goals ar> not achieved, there is no payment under
PIP. Employees éo not benefit from this
compensation in years in which the goals are not

met because it is not a continuing part of their
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base salary, but is awarded strictly on a

year-to-year basls.

What amount should be allowed as O & M expense for

the Productivity Improvement Program?

We agree with Mr. Schultz's recommendation to
reduce the allowance by $358,209 beczuse a major
change in the PIP plan design was implementec
aftrer the budgeting process wWas completed.
However, the remaining $105,968 should be allowed

as reasonable O & M salary expenses.

On page 48 of Mr. Schultz's testimony, he
recommends that the test year O & N expense
amount of $1,021,637 for the Performance Pay Plan
be disallowed. Do you agree with this

adjustment?

No. The Performance Pay Plan, like the
Productivity Improvement Plan, should be allowed
ag a legitimate O & M expense along with salaries

and wages since it is also part of the employee's

total compensation.
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In order to provide safe, reliatle and reasoracly
priced service to Our customers, Gulf depencs
largely on its experiencec workforce. Therefore,
Gulf is very concerned that its employees are
paid 1n a reasonable manner, relative to the
marketplace. There is a definite trend towarc
the adoption of annual awara systems. Five years
ago, only 37 percent of the 71 utilities surveyec
had an annual award plan. As of May, 1989, 66
percent of these companies have implemented ar
annual award plan. Base salaries at the median
of the market will allow Gulf to hire and retain
the majority of its employees. However, in order
to attract and retain highly productive employees
with unique and specialjzed skills, Gulf must
provide a pay cdelivery system for rewarcing these
top performers in a demonstrable, significant and
eguitable manner. The Company must channel the
efforts of employees through organization anc
corporate goals which are aligned with i1ndivicual
goals. Compensation is then tied to the
achievement of these goals, which creates a
sensitivity to goal accomplishment not found 1n
pase salary-only type programs. Any goal

achievement that produces a cost savings oOf
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productivity improvement will positively impac:
the customer, as well as the continued overal.
effort to attract and retain a highly motivatec,

well-qualifieé workforce.

On page 54 of Mr. Schultz's testimony, he
contends that the 22% of the relocation budget,
is for the cost of a realtor to sell the employee
home under the relocation program. Does the 22%
represent only a commission for selling the

house?

No. This cost (22%) is made up of all items tkat
are part of a relocation company placing an
employee's house in its inventory. Some of these
items include: Appraisals, inspections,
insurance, utilities, maintenance, interest on
equity, title insurance expense, Closing costs,
mortgage charges, carrying cost, brokers experse
and commission. The relocation of our employees
is necessary in order to place the most qualified
employee ir vacant positions, usually at the
supervisor level and above, which are created cue

to retirements, promotions, job rotations, etc.
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If the Company d1dé not pay for the erployee’s
relocation expenses, a selected erployee woulc be
hurt financially by accepting a Eosition
involving a transfer. Due to the costs involvec
with relocations, employees usually would not
move unless the expenses were paic by the Company
and, conseguently, the best employee might not be
placed in a vacant position. Also, the
relocations are at the request of the Company and
in the Company's best interest; therefore, the
Company and not tre employee should bear the ccst

of the mcve.

Mr. Schultz contends on page 58 and 59 that
Gulf's Pitness Program is just for "high level
employees". 1Is this program for the executives

only?

No. The fitness program covers approximately 167

employees from supervisors through executives.

1s Lhis program beneficial?

Yes. This program was designec to include

employees in whom the Company has invested
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substantial cime and money. This investment 1s
in training, experience, education, anc these
employees are considered a company asserl. The
frogram’'s preventive measures have proven most
effective in helping the employees maintain goood
health and productive careers. This program has
proven instrumental in lowering days off due to
illness for these employees from 1983 to 1989,
producing an average of 2.69 days per year less
in time off for illness for participating
employees compared to the remainder of the
company for the same time period. Long term
benefits associated with the emphasis on wellness

are expected to continue due to this program.

Mr. Schultz has recommended elimination of the
Supplemental Benefits budget. Is this

reasonable?

No. Mr. Schultz contencds that the ratepayers co
not receive any benefit from this company
program. He is wrong. Our customers do benet.t
fror the talented personnel we are able to
attrart and retain as top level managers at our
Corpany. The Supplemertal Benefit plan is also

part of the Company's total compensation



3973

Docket No. B9]1345-E!
Witness: R. H. Jacxscr
Page 1.

11
12
13
14

15

17
18
19
20
21
22
23
24

25

package, Without the Supplement Benefit Flan
certain employees would be deriled their pro rata
share of certain benefits which are basec on tne
arount of their Jdirect compensation. The limt
set up by the IRS for fringe benefits would have
to be made up in additional direct compensation
were it not for the Supplemental Benefit Plan.
This type plan is not unique and is a common
benefit offered by most utilities. For example,
in a survey on Executive Compensation for 1989,
conéucted by Edison Electric Institute, 75% of
the 106 companies surveyed had a comparable
Supplemental Benefit Plan. For the 1990 survey,
82% of the 103 companies surveyed had a
comparable supplement.l plan. Clearly, the trend
towards this type of plan is prevalent and 1is
increasing each year. 1In order to effectively
compete for and retain tcp quality management
personnel, Gulf must meet the competition in the
market place by providing the Supplemental

Benefit Plan.

Although he does not propose an adjustment to

the expenses related to the Employee Eavings
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Plan, Mr. Schultz does recommpend consideration

of a cap on these costs. Is such a cap

advisable?

No, because it would fly in the face of the
program. The Employee Savings Plan was
implemented to encourage employee ownership 1in
the company and to supplement retirement income.
As with all of our benefits, the Employee

Savings Plan is part of the total compensation
package offered by Gulf in order to attract enc
retain talented personnel. The 1988 EEI benefits
survey indicated that—RQ? of the 120 compan.es
surveyed had comparable savings plans. In 1589,
94% of the 130 companies surveyed had comparable
plans. This plan helps Gulf Power to recruit and
retain employees in a time when only minor

improvements have been made to our pension plan.

Or. page 55, Mr. Schultz recommended the removal
of $72,250 in development or training cost.

Should this cost be removed from the rate case?

No. These courses are a part of our on going

training for employees at this level.
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Due to the many changes that are occurring 1ir tne
business comrunity, it is important that
employees who are raking crucial long-terrm
Gecisions be kept up-to-cate on issues affect."g
the business world. Without continued trainirg
an¢ developmental courses, Gulf's employees w:ll
be making decisions for the 19950's based on
obsolete information of the 1960's. These COStsS
of continuing education are very small 1in

relation to the total investment and budget for

expenses that are managed by our employees.
Do you have a summary of your testimony?

Yes. The compensation program, Supplemental
Benefit Plan, Relocation Plan, and Employee
Savings Plan are all part of the total package
that enables Gulf to be competitive in the market
place for talented personnel. Without all
component parts of the Company's compensation anc
benefit package, Gulf will face great difficulry
attracting and retaining talented empioyees anc
moving them to £ill jobs where they are needec
best. It is also critical that we are able tc

train and educate our employees on the many
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chenges occurring in the business worlc. All o 4
these considerations have at their founcaticr,
the best interests of Gulf's customers. It 1.
only by attracting and retaining talentec
personnel, placing them in positions for which
they are best suitec¢, and keeping them up to date
on the latest information in their field, that
Gulf will be able to continue to meet 1ts

statut~ry obligation to serve our customers.

Does this conclude your testimony?

Yes.
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Q (By Mr. Holland) Mr. Jackson, would you
please summarize your testimony in.
A Yes, sir.

The purpose of my testimony is to describe
Gulf Power Company’s total human resources cost and
indicate its relative position in the market.

Specifically, it should be made clear that
sulf’s total remuneration program, when compared to the
market in which it must compete for its employees, 1is
conservative positioned in both its cash compensation
and its noncash.

Further, when viewing either segment, that 1is
benefits or the cash compensation, it is ¢ that the
cost of each is below the average in the market.
Therefore, it logically follows that total remuneration
is at or below the market mean.

Addressing the cash portion first, much has
been made of the incentive programs PIP and PPF. You
may recall that the PIP, or Productivity Improvement
Program, is the long-standing improvement program for
executive management. The PPP, or Performance Pay
Plan, is new &nd includes all noncovered employees,

approximately 900.

A clearer perspective of these programs can

be obtained by viewing the total cash compensation that

FLORIDA PUBLIC SERVICE COMMISSION
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flows to the Gulf'’s employees and see how this compares
to other companies in the market. Data has been
provided that shows Gulf’s relative position to other
Florida utilities, its peer group, and the Utility
market in general.

It needs to be emphasized that when Gulf’s

base salaries and incentives are compared with only the
base salaries of these groups, we are conservatively
positioned. Considering that 68% of these companies
also have incentive plans, Gulf’s relative position
becomes quite obvious.

Concerning Gulf’s benefit package, one of the
most comprehensive surveys of utility company benefits
is conducted by EEI. Other survey results, Hewitt'’s,
for example, are consistent with EEI results and place
Gulf close to the same relative position in the market.
i Theirs, that is EEI‘s, 1989 report showing

comparison of overall benefits, place Gulf well below

the population mean when considering those benefits

paid for by the ratepayer. When our employees
contribution to their benefit package is included, the
overall value is raised to just below the mean.

In summary, when viewing Gulf Power'’s total
remuneration program, both cash and noncash, it should

be clear that we are at or below the market mean and

|| FLORIDA PUBLIC SERVICE COMMISSION
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should be allowed to include all these costs in the
rate base. Thank you.

MR. HOLLAND: Tender Mr. Jackson.
MR. BURCESS: No questions.
CHAIRMAN WILSON: Questions? Questions?
CROSS EXAMINATION
bY MS. RULE:
Q Mr. Jackson, what year was Gulf’s employee
savings plan established?
A 1976.
h Q In Gulf’s 1984 rate case, did the Commission

disallow any portion of the employee savings plar?

A No, ma’am.
Q Pardon me?
A No, ma’am.
Q wWhat’s the 1990 budgeted amount for the

Company’s contribution to the plan? (Pause)

A 1,398,500.

Q Is this amount over the benchmark for tne
plan?

A It appears to be 6.9% over the benchmark.

Q At Page 12 of your rebuttal testimony you

mentioned a 1989 EEI benefit survey, and out of the 130
companies surveyed, could you tell me how many were

comparable in size to Gulf?

FLORIDA PUBLIC SERVICE COMMISSION
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A In that survey, it’s called a Benval survey,
is divided into four segments. It’c divided up
according to revenue, and we were compared to the
group, Revenue Group B, and I can give you the revenue
numbers there, but it’s relatively the same size
companies.

Q That’s not necessary, Mr. Jackson. Do you
know whether the employee savings plans of couparable
companies were allowed in rates by their respective

Public Service Commissions?

A No, ma‘am, I do not know.
Q Could you describe the employee fitness
program?

A The employee fitness program is a program for
our upper level management, from I think it’s about the
top 170 people in the Company. It is designed to
provide an exercise proaram, physicals, health
counseling and a facility in which they can work out.

Q Was the program in existence prior to the
1984 rate case?

A Yes, ma’am, it was.

Q Was any amount disallowed by the Commission
in that rate case?

A Not to my knowledge.

Q How many employees actively participate in

FLORIDA PUBLIC SERVICE COMMISSION
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the program?

A Right now, 164.

Q How do vou define active participation?

A People who receive their annual physical, the
counseling, and any other tests that are prescribed in
that program.

Q In your testimony, you made the statement
that the fitness program was instrumental in lowering
days-off due to participating employees from 1983 to
1989. How many employees currently in the program have
been in the program since 19837

A I can’t tell you how many are there, but that
amount of time, being off from work, is that population
of the 170 or so top people.

Q The same people.

A Well, it’s the same positions, relatively the
same positions. 1It’s done by position in the Company,
not picked-out individuals. If you rise to a certain
threshold in the Company organization, then you become
eligible for this benefit.

Q What’s the average number of days off due to
illness taken by participants in the program?

A Apnroximately 2.7 due to illness.

CHAIRMAN WILSON: Per year?

WITNESS McMILLAN: Yes, sir. You would

FLORIDA PUBLIC SERVICE COMMISSIOHM
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expect a lower number of hours off by upper-level
people, but this is below the average.

Q The averagc is based on what?
A Based on other companies.
MS. RULE: No further gquestions.

CHAIRMAN WILSON: Questions, Commissioners?

Any further questions?
MR. HOLLAND: HNo further questions.
CHAIRMAN WILSON: Thank you very much. You
|may be excused.
(Witness Jackson excused.)
CHAIRMAN WILSON: Call your next witness.
MR. HOLLAND: Call Mr. Bushart.
MR. HOLLAND: Mr. Bushart, are you ready?
|Mr. Bushart needs to be sworn.
ROBERT DUNCAN BUSHART
Appeared as a rebuttal witness on behalf of Gt 1f Power
Company, and after being first duly sworn, testified as
follows:
DIRECT EXAMINATION
BY MR. HOLLAND:
Q Mr. Bushart, is your microphone on? I can’'t
lsee it. oOkay.

Mr. Bushart, would you state your name,

FLORIDA PUBLIC SERVICE COMMISSION
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business address and position with Gulf Power Company?
A My name is Robert Duncan Bushart. My
business address is 500 Bayshore Parkway, Pensacola,
Florida, 32501. I’m an economist and I am the
Supervisor of Forecast and Marketing Planning for Gulf

Power Company.

Q Mr. Bushart, have you caused to be filed in

‘thia docket testimony entitled, "The Rebuttal Test.imony
of Robert D. Bushart"?

A I have.

Q Do you have any corrections on (hat
|tastinony?
i A Page 11, Line 16, change the number, "6.065"

to "6.066."

Q With that correction, Mr. Bushart, if I werc

today to ask you the guestions contained in your
testimony, would your answers be the same?
L A It would.

MR. HOLLAND: Mr. Chairman, we would ask that
Mr. Bushart’s testimony be inserted into the record as

though read.

CHALRMAN WILSON: Without objection it will

be so inserted into the record.

MR. HOLLAND: And his exhibits have bheen

premarked and stipulated to.

FLORIDA PUBLIC SERVICE COMMISSION
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CHAIRMAN WILSON: All right.

(Exhibit No. 293 stipulated into evidence.)
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GULF POWER COMPANY
Before the Florida Public Service Commiss.on
Rebuttal Testimony of
Robert D. Bushart
In Support of Rate Relief
Docket No. B91345-EI
Date of Filing May 21, 1990

Will you please state your name, business address and
occupation?

My name is Robert Duncan Bushart, and my business
address is 500 Bayfront Parkway, Pensacola, Florida
32501. I am an economist and I am the Supervisor of
Forecasting and Marketing Planning for Gulf Fower
Company. I am also employed ty the United States Army
Reserve and assigned to the 36lst Civil AIffairs Brigade
as Assistant Chief of Staff in charge of the 17 person
Economics and Commerce section. In this latter posi-
tion, 1 direct and supervise the analysis of Central
and South American countries at the macro, micrec and

individual market segment level.

Please describe your educational background.

I received a Bachelor of Science degree in Chemistry in
965 and a Master of Science degree in Economics from
Murray State University in 1975. I attended the
University of Kentucky and passed my preliminary

examinations for admission to the candidacy for the
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Ph.D. degree in 1978. 1In addition to micro and macroc
econoric examinations my examination fields for candi-
dacy for the Ph.D. degree included Environmental
Economics; Energy Econcmics; Agricultural Economics;

and Economic Policy.

Plense describe your employment experience.

Upon leaving the University of Kentucky, I accepted a
position as Chief Economist at the West Florida Region-
al Planning Council and was the principal author of a
two volume Economic and Policy Analysis of the
Northwest Florida economy. I have taught micro, macro
and managerial economics courses at the graduate and
undergraduate levels at the University of West Florida
ard marketing and finance courses at the unlergraduate
level. In 1980, I accepted a position with Gulf Power
Company as an Economist in the Marketing Department,
where I have assisted in the development of the Compa-
ny's customer, KWH sales, and revenue forecasts. In
addition to forecasting, my principal duties were the
aconomic analysis on projects involving marketing,
research, and the load research as it applied to
conservatiun and sales programs. In 1985 I was promot-
ed to Senior Economist with basically the same respon-

sibil ' ties but with additional emphasis on the analysis
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of energy policies and their implications to the
utility industry in general and specifically Gulf Power
Company. In 1988 I was promoted to Supervisor of
Forecasting and Marketing Planning. I supervise and
direct the work of the economic, forecasting, marketing
planning and administrative staff members comprising

the Forecasting and Marketing Planning staff section.

Mr. Bushart, what is the purpose uf your tescimony?
The purpose of my testimony is to provide rebuttal to
the statements made and positions taken by Mr. Helmuth
W. Schultz, III contained in his direct testimony in
this docket. I will be specifically addressing his
position regarding the recduction in overall cost of

service as a result of our marketing programs.

Have you prepared an exhibit that contains information
to which you will refer in your testimony?

Yes.

Counsel: We ask that Mr. Bushart's
Exhibit, comprised of 1
Schedule be marked for
identification as
Exhibite 293 . (RDB-1)

Would you please explain your duties as Supervisor of

Marketing Planning?
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I direct the analysis and conceptualization of market-
ing planning to ascertain what kinds of marketing
programs are appropriate for the residential, commer-
cial and industrial classes. Our analysis establishes
that these programs are beneficial to both the partici-
pating customer and the general body of ratepayers.
There are basically two types of marketing programs

designed for each of our primary customer classes.

Would you please explain these two basic types of
marketing programs?
The two basic types of marketing programrs are conserva-
tion marketing programs and sales marketing programs.
Conservation marketing programs are designed to cost-
effectively minimize the on-peak consumption of elec-
trical energy while satisfying our customers' needs.
Sales marketing prograus are designed to satisfy our
customers' needs primarily during off-peak periods when
their cost causation is zero or very small. Both types
of marketing programs contribute to lowering of the
average total cost of electric enerqgy, thereby contrib-
uting to the well being of the citizens of our service
area.

Conservation marketing programs lower the average

total cost by cost-effectively deferring current and




10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

3989

Docket No. B9113145-EI
Witness: 2R. D. Bushart
Page 5

future investments in transmission and generation
facilities needed to ensure reliable and cost-effcctive
electric service during the summer peaking periods.

Sales marketing programs contribute to lower
average total cost by spreading the fixed cost neces-
sary to serve the summer loads over more kilowatthours.
Both types of marketing programs used separately or in
conjunctiocn with each other are cost-effective for
Gulf's general body of ratepayers. The lowering of the
average tctal cost of electrical service relative to
what it would have been without the marketing program
increases both the consumer surplus of each individual
residential customer and the profitability of our
commercial and industrial customers. This is not only
directly beneficial to the citizens of our service area
as residential customers but also ccntributes to the
overall well being ol our nation by making the goods
and services produced within our service area more

competitive in the international marketplace.

Do you consider Gulf Power Company to be a low cost
provider of electrical service?

Yes. Gul?f Power is ones of the lowest cost electrical
service providers in the Southeastern United States.

The philosophies of management on both cost containment
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and the efficient utilization of current and past
investments are major contributors to the low cost of

electrical energy in our service area.

Have you prepared an analysis that supports your
position?

I will address the economic analysis used in evaluating
our marketing programs and this relationship to fixed
invested capital. I will use the residential market
for this analysis though a similar analysis can be used
in the marketing programs for the commercial and
industrial classes. I will illustrate that it is
beneficial for the general body of ratepayers for Gulf
Power to pursue off-peak sales in the residential

market.

What data does Gulf Power have on competitive and
non-competitive consumption in the residential sector?
Gulf Power conducted the Energy Efficient Home Study in
1985 to specifically determine the demands and consump-
tion caused by heating, ventilation and air conditicen-
ing units (HVAC), water heating units, and tha whole-
house consumption. In addition, Gulf Power measured
the gallons of hot water that the residential units

cor.sumed. All data was recorded in 15 minute intervals
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so that the primary cost causality could be determined
for these residences and these principal energy consum-
ing units. This data was collected on a random sample
of recently constructed Good gents homes with conven-
tional water heating, Good gents homes with advanced
water heating systems and conventicnally constructed
homes. This load research project was undertaken to
both gather data on our existing residential conser-

vation marketing programs and to form the basis Icr

changes, if required, in future marketing programs.

Would you summarize the findings of the Energy Effi-
cient Home Study as they relate to your analysis?

My Schedule 1, page 2 indicates that non-competitive
loads amounted to 11,263 KWH and the competitive loads
of water heating and heating amounted to 6,194 KWH. In
addition, the water heating load contributed 0.21 KW to

the summer coincidert peak.

Is Gulf Power Company a summer peaking utility?

Yes. Gulf and the Southern Company System plan genera-
tion for only summer peaks. Gulf Power has had two
winter peaks in the past thirty-five years. These
winter peaks occurred on the coldest and fourth coldest

days based on over 100 years of historical weather
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data. The Southern electric svstem has not had a
winter peak since 1951. Southern's reserve margins,
after scheduled and planned generation maintenance to
cover the summer peak periods, are significantly higher
in the non-summer months. The transmission systems of
both Gulf and Southern are designed tc meet the summer
peaking loads. Gulf's Ten-Year Site Plan includes two
peaking units designed to ensure reliable gencration
capabilities for the summer period. These units will
be dual fueled to ensure that the least cost fuel is

avalilable for utilization when neaded.

Does it cost Gulf more in fixed investments to serve
the competitive loads of water Leating and heating?
Yes. It reqiires an additional investment cf about 5.7
percent above the investment necessary to ensure
reliable service for the non-competitive loadc during

the summer months.

Does thic increase the total base rate revenue require-
ments for Gulf?

Yes. However, that is not relevant. What 1s both
relevant and important is that this incremental invest-
ment is cost-effective from the general body of

ratepayers' perspective.
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Why is thie beneficial to all other customers?

The additional 5.7 percent investment increases oserall
sales of electrical enerqgy by about 50.0 percent, while
satisfying the customers' needs in a cost-effective
manner. These increased sales not only cover this 5.7
percent incremental cost but also spread the fixed
investment necessary to serve the summer peaking load
over many more kilowatthours, thereby decreauing th=
average total cost from what it otherwise would have

been.

Have you estimated the cost to serve the competitive
load vs. the cost to serve the non-competitive loads?
Using the 1990 Cost-of-Service information filed in
this docket, the residential class was allocated
$711,411,000 of gross capital investment or $2,806 on a
per residential custcmer. Non-competitive load cost
requirements are $2,654 and competitive load cost
requirements are $152 per customer. This indicates
that it is over nine times as costly tc serve the
non-competitive load as it is to serve the competitive
load on a per kilowatthour basis. This large differen-
tial In cost to serve is because the vast majority of
our residential investment is required drring the

summaor peaking period and would be non-productive




10

11

12

13

14

1%

16

18

19

20

21

22

24

25

3994

Docket No. B891345-EI
Witness: R. D. Bushart
Page 10

during the remainder of the year if not for competitive

sales.

Have you estimated the base rate revenues generated by
both the competitive and non-competitive sales?

Yes, using the Energy Efficient Home Study and the
tariffs approved in the 1384 Gulf Power Company rate
case, the competitive sales generate $200 and the
non-competitive sales generate $461 in base rate

revenues per customer.

Have you estimated the payback on the difference
between the competitive investment and the non-
competitive investment?

Yes. Using the basa rate revenues and the separated
investment cost derived above, the simple payback
analysis results in the competitive investment being
recovered in 0.76 years while the non-competitive
investment takes 5.8 years. This is summarized in my

Schedule 1, page 2.

Have you prepared an exhibit showing the assumed loss
of coapetitive load sales for 100,000 residential

customers?
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Yes, I heve prepared a partial analysis on the assumed
loss of competitive sales on 619,400,000 KWH represent-
ing the sales to 100,000 residentizl customers. The
100,000 residential customers represent the appropriate
number of competitive load customers Gulf has added
since 1972. Kilowatthour sales are decreased 18.6
percent, revenues are decreased 15.2 percent and
invested capital is decreased 5.4 percent. This
results in a decrease in base rate revenue requirements
of $5,218,050.

However, the base rate cents per KWH is now re-
quired to increase to all residential customers for all
consumption by 18.0 percent (4.674 £/KWH compared to
3.960 Z£/KWH). Average total cost increases to all
residential cquomars by 11.8 percent (6.780 £/KWn
compared to :;;%fﬁ/KWH) for all KWH consumed, thereby
decreasing consumer surplus to the citizens of our

service area. The results of this analysis are illus-

trated in my Schedule 1, page 3.

Does this conclude your testimony?

Yes, it does.
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Q (By Mr. Holland: Mr. Bushart, would you
summarize your testimony.

A Gulf Power Company and this Commission have
the common goals of ensuring that the customers receive
reliable electric service at the lowest possible cost
consistent with a fair and equitable return on
investment.

The purpose of my testimony is to provide
rebuttal to the prsition taken by witness Schultz,
concerning the benefits of Gulf’s customer service and
information p.ograms. I will be specifically
addressing his position on the change in overall cost
of service as a result of our programs.

My testimony and ny schedules show.

One, that customer service and information
programs lower the cost of electric service.

Two, that it is cost effective to increase
off-peak energy sales.

Three, the costl of serving noncompetitive
loads is nine times as expensive as serving competitive
loads.

And four, my schedule proves that the costs
are lowered to all customers when Gulf sells electric
heating and water heating competitive loads.

In order to achieve our goal of lower cost cf

FLORIDA PUBLIC SERVICE TOMMISSION
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service, Gulf must implement customer service and
information programs that will reduce on-peak cnergy
consumption, which reduces requirements for expensive
investments. And at the same time, we need to increase
of f-peak energy consumption, thereby spreading fi:ed
cost over more units of production. Both of these

activities result in lowering of the average total cost

of energy services to the general body of ratepayers.
Q Does that conclude your summary?
A It does.
MR. HOLLAND: Tender Mr. Bushart for cross
examination.
MR. BURGESS: No guestions.
CROSS EXAMINATION
BY MS. RULE:

Q On Page B8 of your prefiled testimony, you use
the figure of 5.7% for additional investment to serve
competitive loads. How do you calculate 5.7%7

A On Page 3 of my Schedule 1, the relationship
ﬂof 38,000 -- $38,537,000 to $672,874,000. The 38
million is the incremental investment required to serve
the competitive loads above that which would be

necessary to serve noncompetitive loads.

Q In vour analysis of how costs would increase

for residential customers, did you take into account

" FLORIDA PUBLIC SERVICE COMMISSION
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the impact of IIC revenues?

A Of which revenues, ma‘’am?

Q Pardon me?

A You said ISC?

Q No, IIC.

A No, ma‘am, I did not take into consideration
those revenues.

2 Why not?

A Because it is a partial analysis. The
reduction of those revenues may or may not be offset
primarily because if the magnitudes of the reduction
occurring in the nonsummer periods occurred, this
commission would require us to form some -- file some
other cost of service methodology. It is a partial
analysis, it is not a total analysis.

Q Did you consider the impact on O&M?

A Yes, ma’‘am.

Q In your exhibit labeled in your testimony
RDB-1, Schedule I, on Page 2, could you tell me -- and
that’s been assigned hearing Exhibit 293 -- how did you
arrive at the base rate revenues that you have listed
as being 200 and $461 dollars?

A The base rate revenues were calculated by
taking the 1984 approved base rate cents per kilowatt

hour, multiplying those by the competitive kilowatts

FLORIDA PUBLIC SERVICE COMMISSION
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hours sold, and the same for the noncompetitive
kilowatt hours sold, utilizing both summer and winter
cents per kilowatt hour base rate revenue requirements.

Q Do you mean competitive loads that cculd be
served by gas as well?

A Yes, ma‘’am, or any other fuel seirvice.

Q How is the payback calculated?

A The payback is calculated by taking the
capital requirements of $152 per customer to serve this
load, divided by the base rate revenues of $200. 152
divided by 200 is .76 years. The same thing is
calculated on the 2654 capital requirements to serve
the noncompetitive load, divided by the $461 dollars of
base rate revenues.

MS. RULE: Thank you. No further quections.

COMMISSIONER EASLEY: [ can’'t stand a
wishy-washy witness. It was a pleasure to hear
somebody ba that incisive and that clear. Thank you.

MR. HOLLAND: That was a compliment, Mr.

Bushart.

COMMISSIONER EASLEY: Yes, it was.
(lL.aughter)

CHAIKMAN WILSON: Any questions,
Commissioners?

MR. HOLLAND: No.

FLORIDA PUBLIC SERVICE COMMISSION
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CHAIRMAN WILSON: It is a pleasure to hear a
straightforward answer.
COMMISSIONER EASLEY: It sure is.
CHAIRMAN WILSON: Which we don’t always get.
WITNESS BUSHART: I thank you, sir.
CHAIRMAN WILSON: Thank you.
(Witness Bushart excused.)
CHAIRMAN WILSON: Call your next witness.
MR. HOLLAND: Call Mr. Bowers.
W. P. BOWERS
was called as a rebuttal witness on behalf of Gulf
Power Company and, having been previously sworn,
testified as follows:
DIRECT EXAMINATION
BY MR. HOLLAND:
Q Mr. Bowers, you have previously testified in
this docket?
A Yes, I have.
Q Have you caused to be filed rebuttal testimony

entitled "Rebuttal Testimony of W. P. Bowers"?

A Yes, I have.

Q Do you have any corrections to that testimony?
A No, I do not.

Q If I were to ask you today the gquestions

contained in your testimony, would your answers be tnhe

FLORIDA PUBLIC SERVICE COMMISSION
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same?
A Yes, they would.
MR. HOLLAND: Mr. Chairman, we would ask that
Mr. Bowers’ test.mony be inserted intc the record as

though read.

CHAIRMAN WILSON: The testimony, without
objection, will be so inserted into the record.

MR. HOLLAND: I believe Mr. Bowers’ exhibits
have been premarked and stipulated to.

(Exhibit 169 previously stipulated into the

record. )

FLORIDA PUBLIC SERVICE COMMISSION
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GULF POWER COMPANY

Before the Florida Public Service Commission
Rebuttal Testimony of W. P. Bowers
In Support of
Docket No. B91345-EI
May 21, 1990
Please state your name and business address.
My name is W. P. Bowers. My business address is 500

Bayfront Parkway, Pensaccla, FL 32501,

Are you the same W. P. Bowers that has filed prefiled
direct testimony in the docket dated December 15, 19897

Yes.

Have you prepared an exhibit that contains information
to which you will refer in your testimony?

Yes.

Counsel: We ask that Mr. Bowers'
Exhibit comprised of |
schedulegd be marked for
identification as
Exhibit |4 . (WPB-2)

What is the purpose of your testimony?

I am presenting testimony in rebuttal to the statements
made and positions taken by Mr. Helmuth W. Schultz, III
contained in his prefiled direct testimony in this
docket. I will specifically address his positlions

concerning Customer Service and Information, CustoL~r
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Service and Information Benchmark, Marketing and

Economic Development.

What is your position regarding Mr. Schultz's statement
that certain programs previously recovere: through
Energy Conservation Cost Recovery (ECCR) were rejected
by the Commission as not cost-effective?

Mr. Schultz is incorrect. We believe, and have provid-
ed substantial evidence which shows, that the Good
Zents New Home and Good gents Improved Home programs
are cost-effective to the Company and its ratepayers
and that the services provided through these programs
are demanded by and highly valued by cur customers.

Mr. Schultz's testimony demonstrates his lack of
understanding with regard to utility conservation
programs in general and the Energy Conservation Cost
Recovery clause in particular. Programs included in
ECCR do not necessarily have to be guantifiable on
their own nor do they have to be cost-effective on
their own. The burden of proof on a Company is that
the entire conservation plan must be cost-effective.
For example, the Commission has recognized since 198.
that the benefits associated with consumer education

programs cannot be quantified. Nevertheless, until
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October 1, 1989, the expenses for these programs have
been recovered through ECCR.

As shown in Gulf's response to Item No. 105 of
Staff's Seventh Set of Interrogatories in this docket,
pages 2 - 20, the programs which are quantifiable are
cost-effective. They are less cost-effective than in
prior years for one primary reason ~-- the avoided unit
used in the calculation is a combustion turbine rather
than a higher cost intermediate or base load unit.

In its analysis of the benefits of these programs,
the Commission must take intoc account the demand and
generation expansion planning cycle. It is natural
that there will be periods in which a syetem has no
need for additional base load generation. Our present:
generation expansion plan does not call for construc-
tion of additional base load capacity through the year
2010. We do plan to add lower cost peaking capacity
beginning in 1995. Under these scenarios, there wmay be
periods when conservation programs of utilities will be
less cost-effective or will fall short of being
cost-effective as calculated under the Commission's
methodology. The Commission, apparently anticipating
the cyclical neture of demand growth in generation
construction, and desiring to maintain the viability of

conservation programs even during the periods which the



3%

10
11
12
13
14
15
16
17
18
19
20
21
22
23
24

25

4005

Docket No. B91345-EI
Witness: W. P. Bowers
Page 4

programs might be marginally or less than cost-effec-
tive, adopted Rule 25-17.008(3). This subpart of Rule
25-17.008 provides as follows:

(3) This rule does not require the

Commission to approve a program shown

to be cost-effective under it, nor does

it preclude the Commission from approving

a program shown not to be cost-effective.

This provision in the Rule also recognizes that
there may be programs which, although not
cost-effective or marginally cost-effective under the
Commission's methodology, may provide benefits
sufficient to justify the Commission's support and,
therefore, cost recovery. Although we utilize this
tool as one of many screening mechanisms, there
certainly is no requirement that the LCCR test for

cost-effectiveness be applied as a condition for

recovery through base rates for programs or services.

Why is Gulf Power Company seeking to have the costs of
these programs recovered through base rates?

Gulf firmly believes that it is in the long-term best
interest of all of Gulf's customers for the Company to
continue to provide these programs. The Company
respects the Commission's decision that it is not
presently appropriate to allow recovery of these

programs through ECCR. Therefore, we have included the
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expenses for these programs in the 1990 test year
budget used to determine the revenue requirements for

base rates.

What is different between the two rate mechanisms that
justifies including a program in base rates that has
been excluded from ECCR?

In their recommendation to discontinue recovery of
certain programs through ECCR, Staff was particularly
concerned that the uirect pass through nature of the
ECCR mechanism does not serve to limit program expendi-
tures. The nature of the ECCR mechanism makes It
difficult for the Staff to identify a proper limit on
these expenditures. On the other hand, the nature of
base rates, because expenses of a utility have a direct
effect on the utility's earned rate of return, effec-
tively limits the amount of money the ratepayers will
be called upon to pay in regard to such programs.

It is important to note that Gulf Power Company's
participation in conservation type activities did not
begin with the creation of the ECCR mechanism. Before
ECCR, Gulf's conservation activities were recovered

through base rates.
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What evidence concerning the cost-effectiveness or the
level of customer satisfaction with the programs has
Mr. Schultz presented in his testimony?

Mr. Schultz merely stated his opinion, which is not
supported by any quantitative analysis of the cost-
effectiveness of, or the consumer demand for, the
services. It is somewhat disturbing that the position
of the Office of Public Counsel is to deny the citizens
they purport to represent in this proceeding the
products and services which their clients and our
customers have indicated they desire from Gulf Power
Company .

Mr. Schultz is, in essence, testitying that our
customers demand that we provide nothing more than
reliable electric service to their meters. They are,
under his scenario, unconcerned about price, efficien-
cy, conservation or comfort. I firmly believe that,
were we to cease all efforts in this area, the number
of customer complaints tc this Commission would
increase and the high level of customer satisfaction
which we have historically enjoyed would be diminished
subkstantially.

The Good Zents logo has enjoyed a high percentage

of customer recognition. It is synonymous with energy



10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

4uUdd

Docket No. 891345-E1
Witness: W. P. Bowers
Page 7

efficiency and conservation. If these programs are
discontinued, much of what we have gained will be lost.
We have, as a result of these programs, become the
energy information supplier for our customers. We are
viewed &s the experts and are expected by our customers
to supply more than electricity to the meter. The
customer does not merely look to the insulation manu-
facturer, the window manufacturer, his architect, or in
many cases his builder -- he looks to us. In many
instances the motives of other providers of information
may be other than what is the most energy efficient and
cost-effective alternative. We have and believe we
should continue to provide these services. The data
and information we provide is accurate and, unlike
other suppliers of such information, is not directed at
the selling of a product, but instead the promotion of
efficient use of energy. We have excelled in the area.
Again, if we are forced out of this market, much of
what we have gained will be locst. When the time comes
that we are forced back into this market, and that time
will come, it will cost far more than if we are able to
maintain a presence in the market and sustain and grow

on the successas of the past.
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Would you please address Mr. Schultz's position on the
Good fents New Home Program?

Mr. Schultz asserts that the program promotes applian-
ces, that it is not necessary for the provision of
electricity, that it duplicates the Florida Model
Energy Code for Building Construction, that we are
unable to demonstrate any effect on load and that all

of Gulf's ratepayers pay when only a few benefit.

Would you please address Mr. Schultz's contention that
the Good fents New Home program duplicates the Florida
Model Energy Efficiency Code for building construction?
The Good gents Home Program offers superior services
and benefits to our customers which are not provided
through the Code. The Good gents Program provides a
vehicle to optimize compliance with the Code which is
not universally enforced in Northwest Florida. The
Code is, in actual practice, the minimum efficiency
standards for building construction in the state. The
Code does not provide the signals or incentives for
builders to include the "optimum" in energy conserving
technologies in new construction. In fact, builders
can manipulate the Code to reduce air conditioning
efficiencies and reduce insulation. In an article

published in the April 1989 edition of American Cas,
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Mr. Edward P. Markette, Vice President of Sales at City
Gas Company, was guoted:

If the builder hooks up natural gas, he

reduces the points (EPI) by 12 to 16...

that might allow him to install less

efficient air conditioning or less

insulation. He may take the home back up

to 99 points, but he's put scme money in

his pocket. The builders are beginning to

jump on that.

Our aim with Good gents is to optimize the efficiency
of any and all structures, regardless of fuel source.
Optimization of Coda compliance includes proper instal-
lation and sizing of heating and air-conditioning
equipment to insure savings are realized and to encour-
age efficiencies beyond those set as minimum. Proper
installation also minimizes the service and maintenance
expenses and optimizes the life of the equipment.

We are absolutely convinced that, without our
involvement in and promotion of the Good gen%s Home
Program, the number of nomes meeting even the minimum
standards set by the Coude would be far fewer than is
now the case. Even as we discuss this issue, Congress
is looking at Federal involvement to get organizations
to provide services to consumers that are identical to
Good gents. In Senate Bill 1355, the United States

Senate is considering funding organizations to assess

efficiency standards of residences; determine mnn“hly
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cost of suppling a residences' energy needs:; make
recommendations regarding cost-effective residential
energy efficiency features; report results of such
inspections to residence owners, residence purchasers
and their lenders; and are capable of administering a
uniformed energy efficiency rating system. These
services are, in fact, what the Good gents Home Program
provides to all customers in Northwest Florida. If we
are forced to shut the Good gents Home Program down,
the tremendous gains in educating the public of the
importance of constructing energy efficient new homes
which have been made since 1976 will be lost. That is
not in the customers' best interest. Customer demand
for the services will not end with the cancellation of
this program or any other program. What will end is

the Company's ability to respond to their demands.

Please continue.
I have provided direct testimony and supporting evi-
dence that address the basic issues Mr. Schultz raises
concerning the program. His testimony contains a
number of incorrect statements concerning the purpose
and benefits of the program.

The Good gents New Home Program, which was imple-

mented in 1976, has never been used for the sales




10
11
12
13
14
15
16
17
1€
19
20
21
22
23
24

25

4012

Docket No. B913145-EI
Witness: W. P. Bowers
Page 11

promotion of appliances. This Commission, from 1981,
through 1987, continually reviewed and approved this
program for racovery in ECCR. The Commission and its
Staff are well aware of the purpose and intent of the
program and of the success we have enjoyed with the
program. The program promotes one thing -- enargy
efficiency. It has succeeded and will continue to
succeed in this endeavor.

Mr. Schultz's position that the program is not
necessary for the provision of electricity assumes that
the only product ratepayers want from their utility is
energy. This assumption is without substance or merit.

Mr. Schultz states on page 63 of his testimony at
lines 12 - 14, that the degree of enforcement of the
Energy Efficiency Code does not change the fact that
the information is available, which, according to Mr.
Schultz, makes the Good gents Home Program unnecessary.
The Code is not a vehicle for information exchance; it
contains standards of construction that are not being
enforced in Northwest Florida. Even if the Code is to
be enforced, it can lead to less efficient structures
and equipment, thereby causing peak demand growth zt a
higher rate than with the Good gents program. He is
indirectly advocating the unnecessary and uneconomical

construction of generation as a substitute for the
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failure of a governmental program to meet the needs of
our ratepayers. This position is in direct conflict
with good business practice and legislative directlives
such as FEECA.

Mr. Schultz mistakenly asserts that Gulf's program
has had no discernible effect on load and that a public
utility should not fill any gaps or niches in the free
market. The benefits produced by this program since
1977 are well documented in the ECCR dockets and FRECA
reports.

Lastly, Gulf Power would not be filling any so
called "gaps" if the needs of our ratepayers could be
met by someone else. Mr. Schultz's statement that the
market is free is ridiculous; a free market is voic of
governmental interference. Mr. Schultz is being
retained by a governmental agency which maintains that,
{f a governmental program (The Model Energy Code) does
not work, then the private sector should be proliibited
from responding to private citizen (ratepayer) demand
by providing cost-effective products and services.
Before dictating what his clients (the ratepayers)
want, Mr. Schultz should consider attempting to
determine what services they demand. He has not. 1In
contrast, we are in the marketplace and know the

services our customers are demanding.
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Mr. Schultz asserts that the Florida Model Energy Code
(FMEC) is available tc the public and should dictate
building efficiency standards. Does implementation of
the Florida Model Energy Code provide the
cost-effective benefits intended by FEECA for the
ratepayers of Northwest Florida?

No. Even if the FMEC is enforced its design does not
provide the optimum level of electrical peak demand
reduction, which the Good fents program provides. Not
only does the Good gents program improve the reduction
in summer peak demand, but by encouraging the installa-
tion of heat pumps, it provides the participating
customer lower energy bills as shown in Schedule 1,

page 2.

Are you saying in the same home in Northwest Florida
that the cost of heating a home with a heat pump ir
cheaper than the cost of heating a home with natural
gas?

Yes. In my Schedule 1, through engineering analysis,
four homes nf equal size built with the same therma.
envelope are examined. The all electric home costs
less to operate than any of the three homes utilizing
natural gas. The two gas heat scenarios represent

various levels of natural gas consumption based on
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appliance selection. Comparing the cost to heat the
all electric home, you can see that the heat pump can
do the job for $141 annually. The cost of heating the

home with natural gas varies from $231 to $267.

In total operating costs how do these homes compare?
The all electric home has the lowest operating cost,
even though it has the highest E.P.I. rating which is
the rating given according to the FMEC. This ratiag is
intended to represent relative levels of enerqgy effi-

ciency in residential structures.

How does this affect Gulf Power Company's marketing
efforts?

If we were to exit from the marketplace and rely on the
FMEC, the result would be costly to our customers. As
you can see in my Schedule 1, page 2, there is signifi-
cant room for movement in the E.P.I. ratings of the gas
homes. This supports the statements of Mr. Markette,
Vice President of Sales at City Gas Company. when he
commented that the Code allows for less insulation and
less efficient heating and cooling equipment. You can
easily surmise that the Code allows just that. The
result is homes built with less efficient cocling

equipment and less thermal integrity which causas
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higher peak demand on our system, creating the need for
additional generation which is costly to all

ratepayers, especially when it is not necessary.

Mr. Bowers, is it the position of the Company that it
should be permitted to advocate one energy source over
another?

No. This is not the intent of our programs. The
intent is to insure informed decision making and to
promote efficient use »of energy. Wa recognice the
impact additional peak demand has on the cost of
electricity and strive to reduce the growth in peak
demand. To the extent this is accomplished through
compliance with our programs, we believe there is
benefit to all customers. Additionally, we have an
obligation to provide fair, accurate and straight-
forward information regarding energy costs to our
customers. If the customer makes a misinfcrmed deci-
sion, it not only can cost him/her money, but also has

a detrimental effect on all customers.

Has Mr. Schultz correctly stated the test year expenses

for the Gouod fents Improved Home?
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No. Mr. Schultz did not account for the expenses of
$152,393 that were recovered in ECCR. Gulf is asking

for recovery of $457,390 in base rates.

What is Mr. Schultz's position regarding the Good gents
Improved Home Program?

His position is essentially the same as the ones he has
taken in regard to the Good gents New Home Program,
Once again, Mr. Schultz is exhibiting his lack of
understanding of the program, the services it offers
and the benefits it provides to the ratepayers. I have
provided evidence, where Mr. Schultz has not, that the
program is cost-effective, does not promote appliances

and provides benefits to all ratepayers.

Please discuss Mr. Schultz's positions concerning the
Energy Education and Presentations/Seminars Programs.
Mr. Schultz's assertion that the Company could nout
demonstrate cost-effectiveness indicates that he dces
not understand the purpose or benefits of these pro-
grams. These programs provide general education to all
of our ratepayers concerning energy services provided
by the Company and other businesses including govern-
mental agencies. They also provide information on

energy technologies including those that use ener7y
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sources other than electricity. Finally, they are used
to create demand fcr the products and services offered
by or through our other programs. The programs were
not removed from ECCR because the benefits derived from
them were not quantifiable and, therefore, could not bLe
evaluated utilizing a cost-effectiveness test. In Order
No. 21317, page 9, the Commission stated:
Now, however, we belleve programs of this kind are
a fundamental part of the customer service respon-
sibility of such utilities and, therefore, lo not
require special...If the FEECA statute and ECCR
were abolished tcmorrow, customers would still
call utility service offices to inquire about
energy efficient products and uses. Utilities
should and would provide such information on how
to use its product wisely. The need for speclal
treatment of such information services has long
since passed, so we hereby order the elimination
of these programs for ECCR purpores.
Do you have any further comments with respect to Mr.
Schultz's recommendation on the Customer Service and
Information Programs.
Yes. Mr. Schultz has taken a positicn on four Customer
Service and Information programs without presenting any
evidence, other than his personal opinion, that they
are not beneficial to the ratepayers and it is not
"normal" for a utility to provide them. It is, in
fact, noraal for a utility to provide these services in

some form. It would be abnormal not to provide the

services. He is completely ignoring the fact that our
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customers want the products and services provided in
the programs and that they are beneficial to the
ratepayers. Mr. Schultz is merely substituting his
opinion as a non-participant in any of the programs for
the opinion of those who are participating and reaping
the benefits. Gulf would carefully consider and act on
any evidence provided by Mr. Schultz that demonstrates
that our customers want us to stop providing them with

any customer services other than electricity.

Mr. Bowers, Mr. Schultz takes the position that Gulf
Power is over the benchmark in 1990 for Customer
Service and Information. Do you agree?
No. I presented in my prefiled direct testimony,
Exhibit __ (WPB-1), Schedvle 3, a calculation of the
Customer Service and Tnformatior benchmark calculation
that reflects the impact of the Commission decision
regarding conservation expenses in our 1984 rate case.
Gulf Power Company is providing high quality,
highly valued Customer Service and Information products
and services, through more programs, to more customers
and at a lower rcost than in 1984 when all of the
expenses for the programs being challenged were ap-
proved by the Commissicn. Gulf is actually below the

benchmark $824,000. Any claim that we are over the
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benchmark ignores the FPSC's decision in 1984 to change
the method of recovering some of the expenses. The
FPSC approved all of the Customer Service and Informa-

tion expenses requested in the 1984 rate case.

Please discuss Mr. Schultz's position regarding his
adjustments to Customer Service and Information expend-
itures.

Mr. Schultz defends his adjustment for the programs
listed in his Exhibit __ (HWS-13) based on the premise
that whoever participates in a program should incur all
of the cost. His position ignores the fact that all
ratepayers accrue benefits from Gulf's programs includ-
ing those that do not directly participate. This
Commission has repeatedly recognized that all
ratepayers benefit from this program and has rejected

the position taken by Mr. Schultz.

Could you provide an example of how all customers
benefit from such programs?

Our industrial technology transfer and technology
assessment programs have enabled us to work with two of
our largest industrial customers concerning their plans
to install cogeneration equipment beginning in 1987.

We reached an agreement with each of these customers
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that changed the schedule of their projects until the
generation capacity their projects would avoia would be
needed by the Company. The agreementsc recognized the

timing of their projects.

How does this timing affect your ratepayers?

If the cogeneration of the two industrial customers
projects were completed as originally scheduled, they
would have avoided 57.5 MW of base load capacity and
435,000,000 KWH in eneryy sales. Gulf has sufficient
base lcad capacity to serve retail loads including
these customers in the near term; however, based on our
current expansion plans, we will likely need additional
capacity in the future. The agreements with the two
customers recognize the benefits to retaining their
loads in the short term and the long term benefits of
encouraging customers to proceed with cogeneration
plans when the timing is beneficial to Gulf's general

body of customers.

What do these contracts have to do with Mr. Schultz's
position?

We were able “o establish credibility and open lines of
communication with these customers as a result of our

Customer Service and Information programs. If the




10
11
12
13
14
15
16
17
18
19
20
21
22
23
24

25

4022
Docket No. 891345-EI

Witness: W. P. Bowers
Page 21

sales had been lost because of our lack of action, then

all ratepayers would have suffered the consequenres.

How would all of your ratepayers suffer the consequenc-
es?

The revenue requirements for the 57.5 MW of locad would
have been shifted from the industrial rate classes to
the residential rate class based on the cost-of-service
methodology currently approved by the Commission. I
might also add that this is a two-way street. The
industrial customers have always paid their share of
the ECCR expenses, including these directed solely at

the residential class.

Please discuss Mr. Schult:z's position regarding market-
ing.

Mr. Schultz has taken two positions regarding market-
ing. First he is under the mistaken impression that a
regqulated monopoly lacks competition. Secondly, he
believes that our marketing efforts are directed at

indiscriminately increasing energy sales.

Please discuss Mr. Schultz's first position.
Gulf Power Company, like every other regulated electric

energy supplier in the United States, must meetl
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competition daily in the marketplace. This competition
comes in the form of the inefficient use >f energy,
causing greater demands and increased investment.

Also, transmission access, whereby other utilities may
serve loads in another utility's traditional service
area; cogeneration that could result in the uneconomi-
cal loss of load; alternative energy suppliers who
would take high locad factor load resulting in increased
costs to all ratepayers; and new technologies, such as
fuel cells that would allow all customers to produce
their own energy, all provide additional competition.
This competition provides a great deal of pressure for
Gulf to keep its product cost-effective both in the
short-term and long-term.

Mr. Schultz's position fails to recognize that a
regulated monopoly competes with all other private
sector businesses for load, labor, capital and manage-
rial ability in order to be the supplier of choice ror
consumer products and services. Acceptance of Mr.
Schultz's position would mean that the owners and
management of the regulated monopoly should ignore the
demands of ite customers for products and services and
not try to control costs and price by investing in
activities beneficial to the ratepayers. It is Hr.

Schultz's opinion that, since we are a regulated
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monopoly, we will be fully compensated for any losses
that result from marketplace competition. I do not
believe that the Commission would support any efforts
on our part to reduce load on our system when capacity
has been built and is available to serve that load.
Were we to do so and attempt to place the burden for
the existing capaczity on the residential ratepayars,
the Commission would be first in line to condemn the

Company.

Please address Mr. Schultz's position regarding natural
gas competition.

On page 73, lines 1 - 13, of his testimony, Mr. Schultz
quotes a portion of an interrogatory response Concern-
ing natural gas competition and would have this Commis-
sion believe that the quoted portion is indicative of
the existence of competition in the entire marketplace.
The fact is the response is part of an explanation for
the "historical" numbers of natural gas residential
dwellings that were certified as being Good gents
Homes. The response has nothing to do with marketplace
competition in the commercial, industrial and existing

residential marketplace in 1990 and beyond.
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Please address Mr. Schultz'c second position regarding
your marketing efforts.

Mr. Schultz would have the Commission believe that our
marketing efforts concentrate on "active selling and
promoting of energy as defined in FEECA ..."; page 7%,
lines 2 -~ 3, of his testimony. The truth is that some
of our efforts are concentrated on economically in-
creasing cff-peak energy sales and thereby spreading of
fixed costs over more units of investment, resulting {n
a lower cost of service to all customers.

Gulf recognizes that cogeneration can be
beneficial, and the Company is an active participant in
the rule making proceedings with the Commissiun on this
issue. We work with our customers, at their request,
to analyze various options for fulfilling their enerqgy
needs.

The Commission has recognized the value of our
efforts by approving two contracts with industrial
customers that deferred their cogeneration projects ana
by approving a rate rider (Supplemental Energy,
Schedule SE) that recognizes the benefits of off-peak
energy sales.

The goal of our marketing efforts is to assist our

customers achieve economic efficiency by providing the
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products and services that will enable them to nake

informed decisions regarding their energy investments.

What is Mr. Schultz's position regarding your economic
development activities?

His basic position is that the Company should not,
under any circumstarces, engage in any community and
economic development activities because they are not
beneficial to the ratepayers.

If you were to accapt his position, then you must
believe that uncontrolled and unpredictable growth is
better than, or at least egual to, controlled and
predictable growth. You must also recognize and accept
the fact that low load factor growth is also better
than, or at least egual to, high load factor. I am
convinced that Mr. Schultz does not believe this, and
nelther does anyone else.

Florida is one of the ~ountry's fastest growing
states. We have committed resources to allow us to be
active participantes in the community and economic
development process to ensure that when growth does
occur, the impact on our ratepayers will be beneficial.
We are not now, nor have we ever been proponents of

uncontrolled growth in demand in our service areas.




10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

4027

Docket No. B91345-EI
Witness: W. P. Bowers
Page 26

Surveys show that our customers rate our community
and economic development activities as the number one
program we should offer. Why is the Office of Public
Counsel recommending that the customers be denied these
activities, when ~ver 88 percent of Gulf's customers

desire that we participate in these efforts?

Please summarize your testimony.

Gulf Power engages in Customer Service and Information
programs based on the demands of our customers for high
quality, energy related products and services. Our
goal with these efforts is to help our customers make
informed choices and achieve the highest level of
economic efficiency from their energy investment. We
are not offering these programs as a means of indis-
criminately increasing demand for and sales of electric
energy. Our customers would not tolerate this nind of
action by the Company and we would not expect regula-
tors to allow us to recover the expenses.

We do expect regulators to recognize the benefits
that accrue to the ratepayers and their overwhelming
acceptance of and voluntary participation in the
programs. The Office of the Public Counsel is repre-

senting the Citizens of the State in this proceeding.
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It is the residential customer who receives the primary

benefits from these programs.

Does this conclude your testimony?

Yes, it does.
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Q (By Mr. Holland) Mr. Bowers, would you
summarize your testimony?
A Yes, I will.

The purpose of my testimony is to rebut the

positions taken by Mr. Schultz, witness for the Office
of Public Counsel, as they pertain to the test year
expenses for customer service and information and
community and economic development. Mr. Schultz has
made claims concerning the cost effectiveness of
iprograns which are wiong and are not supported by

evidence. The recommendations he has made are without

sound reason and based on incorrect interpretations of
this Commission’s intentions and without regard to the
"Conmission's orders and rules.

Gulf Power has repeatedly demonstrated the value of all
"of its programs, the benefits accrued to all customers
and our customers’ desire to have us provide these
programs and services.

The determination of energy and demand
reductions are arrived at using nationally and
state-recognized energy simulatec models. These
savings are conservative and accurately reflect the
thermal and operational characteristics of residential
hand commercial structures. Our objective is to provide

long-term benefits to all customers at the lowest

FLORIDA PUBLIC SERVICE COMMISSION
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possib.e cost.

In addition to the engineering cazlculations
and computer modeling, Gulf has provided this
Commission the direct input from our customers, which
also helps determine our service and program offerings.
This input, obtained through customer resesarch and
direct one-on-one contact, is vital to meeting our
customers’ expectations and needs.

Although Mr. Schultz does not claim to be an
expert in marketing and customer service, he is
recommending the disallowance of a great deal of
expenses related to marketing and customer service
without substantial evidence to support his position.
He has taken positions that are contrary to previous
Commission action, and in some cases essential to
complyinj with Cocmmission rules.

The thorough understanding of our market, our
customers’ needs and future expectations, along with a
good management team, will enable us to continue
serving the best interests of our customers. We have
committed resources to programs and services, our

employees are well-trained and motivated, and all our

!Customera are benefiting from their efforts, which has

resulted in long-term lower costs. Gulf believes that

in the long run our Company does not gain at the

FLORIDA PUBLIC SERVICE COMMISSION
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expense of our customers and our custoners do not
benefit at the expense of our Company. Only when both
benefit do either succeed. Thank you.
MR. HOLLAND: Tender Mr. Bowers.
CROSS EXAMINATION

BY MS. RULE:

Q Mr. Bowers, you’‘ve testified that the two Good
Cents Programs cover not only the addition of
conservation measures, such as extra insulation,

energy-efficient appliances and the like, but also

covers provision of information customers. Can you
tell me what percent of the Good Cents Programs’
expenses are attributable to providing such
information?

A Marsha, we have a breakdown of the expenses,
as far as the Good Cents Home, and I’l]l espouse those.
In labor, we have approximately $467,000 for people in
the field disseminating information to the builders,
contractors, and to the homeowners. We have
"approxinataly 251,000 in materials and expenses which

relate to booklets and brochures, energy simulations,

computer modeling programs and other information. We
also have $300,000 of advertising, which is direct
information on mass media basis.

On the Good Cents improved home we have

FLORIDA PUBLIC SERVICE COMMISSION
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$211,000 related to labor. We have $141,000 related to

materjals and expenses, and $104,000 related to

“udvnrtiling.

Q So then the labor would be the infurmation

function?

A Labor is a direct labor of carrying out the
programs in the field. Materials and supplies are the
materials used in getting the information to the
consumers.

Q Can you divide the figures you gave me into
expenses attributable to providing information and
expenses attributable to adding conservation measures:
Do you separate those figures out?

A No, we don’t.

Q Can you? Can you give me a ballpark figure?

A No, because it’s all information. The Good
Cents Home Program i an informational program.

Q So then the labor would be the information
component mostly?

A Not necessarily, because materials and
expenses is also information that you give to the
consumer.

Q You testified also that the Shine Against
Crime Program includes both the change-out of existing

facilities and installation of new facilities. Can you

FLORIDA PUBLIC SERVICE COMMISSION
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give me a percentage of the program expenses
attributable to the change-ocut and a percent
attributable to the installation?

A Again, it’s all-encompassing. I can give you
the breakdown of labor, materials and supplies and
advertising, like I did for the other programs, but how
do you separate the interconnection of that program
activities? That would be difficult to do. I could
give you a guess, but I don‘t want to do that.

Q Do you have any historical information in the
past how that has worked?

A I would have to go back and find that out for
you.

Q Could you do that in a late-filed exhibit?

A Yes.

MS. RULE: I believe that would be 631. The
title would be "Shine Against Crime Expenses for
Change-outs Versus New Installation."

COMMISSIONER GUNTER: Give me that one more
time.

MS. RULE: "Shine Against Crime Expenses for
Change-outs Versus New Installation."

COMMISSIONER GUNTER: Okay. 611.

(Late-filed Exhibxit No. 631 identified.)

MS. RULE: No further questions.

FLORIDA PUBLIC SERVICE COMMISSION
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COMMISSIONER GUNTER: Can we just stand easy
for about five minutes?

WITNESS McMILLAN: Is that all?

COMMISSIONER EASLEY: No.

COMMISSIONER GUNTER: You can take a
five-minute break.

(Brief recess.)

(Transcript follows in seguence in Volume

XXVI.)
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