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Background 

PREHEARING ORDER 

On Marc h 2 , 1989, pu .rsuant to Rule 14.003, Florida 
Administrative Code, Gulf Power Company (Gulf) filed a report 
indicating a revenue deficiency of $471, 268, such that no tax 
savings r efund was due to the utility's ratepayers for 1988. 
Later, o n October 4, 1989 , Gulf filed a revised report which 
showed an i ncreased revenue deficiency of $ 1 ,378, 924 . The 
Office of Public Counsel (OPC} intervened in this docket. 

On January 18, 1990, Commission Staff issued a 
recommendation regarding disposit ion of Gulf's tax savings 
report . Thereafter, on January 30 , 1990, in conformity w1th 
its action in Docket No . 890319-EI (Petitio n of Florida Power 
& Light Company foe Approval of ·Tax Savings• Refund for 
1988), and due to the number and complexity of the issues, the 
Commission declined to vote on lhe substance of the 
recommendation. With the ag reement of the utility, the 
Commission decided to proceed to hearing on he merits of 
Gulf ' s tax savi ngs repo rt. 

During the prehearing process, Gulf raised a legal issue 
regarding the proper assignment of the burden of proof herein, 
alleging hat parties challenging its expenses should bear the 
burden of proof. The parties agreed that this legal issue 
would be addressed at hearing, and that, without waiving their 
positions on this issue, Gulf and OPC would file tes imony on 
the same date, to be followed by any Sta fC testimony. The 
parties further agreed that the order of testimony '"'as not 
intended to imply whi ch party wo uld have the burden of proof. 

I 

I 

I 
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Use of Prefiled Testimony 

All testimony which has been prefiled in this case will be 
inserted into the record as t hough read after the witness ha s 
taken the stand and affirmed the correctness of he testimon y 
and e xhibi ts , un l ess t here is a sustai nabJe objec ion . All 
testimo ny remains s ub ject to appropriate object1ons. Each 
witnes s will have the opportunity to orally summarize h1 s or 
her testimony at t he time he or she takes the stand. 

Use of Depositions a nd Interrogatories 

If any party seeks to i n troduce an i nterrogatory or a 
deposition , or a portion thereof, the request will be subject 
to proper objections and the appropriate evidentiary rules 
will govern. The parties will be free to utilize a ny exhibits 
requested at the time of the depositions , subject to the same 
conditions. 

Testimo ny and Exhibits at Heari ng 

a. At the heari ng each party must supply the cour 
reporter wi th a "reco rd copy" of each item of teslimony 
and each exhibit wh ich will be entered into the reco rd. 
The court reporter will no longer be r esponsible Cor 
locating, collating, or correcting testimony o r exhibits. 
It is not necessary to provide other parties with coptes 
at hea r ing if the record copy merely conso lidates 
t estimony o r exhibits. However, if the record copy 
corrects or revises previously filed teslimo ny o r 
exhibits, a copy must a lso be supplied to all other 
pa rti es. The witness is still required to tesLify at 
hearing to c hanges or revi sions . 

b. The record copy of testimony will consisL o f the 
final, consolidated ve r sion of the witness ' testimony, 
complete with all corrections. The title page of the 
testimony must clearly identify the witness, s ponsoring 
party and docket, a nd must further identify each item of 
prefiled testimony which it replaces, consoli dates, o r 
co rrects . Revi sed o r corrected pages in the reco rd copy 
must be identified as r evised or corrected . 



' 

ORDER NO . 22941 
DOCKET NO. 890324 -EI 
PAGE 4 

c. If a witness has fi l ed more than one i tern o f 
testimony ( s uch as two i tems of direct teslirnony, or an 
initial item of direct testimony with l ater, supplemental 
testimony) t he r ecord copy must consolidate the items . 
Only o ne consolidated, final version of direct es timony 
and o ne consolidated, final version of rebutta i testimony 
may be filed for any witness . Sur rebuttal, if used, may 
be filed separate ly under Lhc same conditions. 

d. The record copy of testimony must be stapled or 
otherwi se securely faslened i n the upper lef corner. IL 
may not be bound. 

e . The record copy of exhibits which accompany the 
record copy of testimony should not be slapled to the 
testimony . The record copy of each exhibiL s hould be 
separately stapled . Exhi bils accompa nying the reco rd copy 
of t est imony should be clipped t o t he testimony with a 
binder clip, o r bundled with a rubber band . 

I 

f . Part ies are encouraged to supply the court I 
repo rte r , at hea ring, wi th a supplemental exhibit list of 
all proposed exhibils whtc h were not included i n the 
prehearing order . The list should be similar in format to 
the e xh i bit list cont a ined in this order . 

Order of Wit nesses 

The witness schedule is set forth below in o rder o f 
appearance by the witness ' name , subject matter, and the 
issues whi c h wil l be covered by his o r her testimony. 

(Direct) 

l. 

Witnes s 

A.E . Scarbrough 
(Gulf) 

Subject Matter 

Proper scope and 
application of Rule 
25-14 . 003 ; Planl Scherer 
Acquisiti o n Adjustment 
and Transmission 
Facility Charges 

Issues 

5 ,6 , 10 ,47, 63 , 
65,67 

I 
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2 . 

3 . 

4. 

5 . 

Witness 

R. J . McMillan 
(Gulf) 

C.R . Lee 
(Gu lf) 

W. P. Bowers 
( Gu 1 f) 

R. C. Smi t h 
(OPC) 

(Rebuttal ) 

6 . R. J . McM i lla n 
(Gulf) 

Subject Matter 

Pl ant Scherer Acquisi­
tio n Adjustment and 
Transmissio n Facility 
Charges ; Distribulion 
O&M Expense ; Unco llect­
ibles; FERC audit 
excep t i o ns ; Lobbying 
expenses ; Employee 
di scrimi nation lawsui t 

Support addili o nal 
perso nnel and sala ry 
i ncreases ; Plant Dan iel 
O&M Expenses; Change 
of fuel at Planl Smith 

Customer Service and 
Information and Sales 
Expense ; Purpose o f 
Market ing and Load 
Ma nagement; Specific 
marketing programs 

Specific di sa llowa nces 
to rate base and O&M 
expenses; reduclo n to O&M 
expenses due to Gulf ' s 
fai l u re to approptialely 
justify a n excess above 
the benchmark 

Pro posed OPC adjustme nls 
to Plant Held Eor Fulure 
Us~ ; Bonifay a nd Grace­
ville o ff ices ; deprecia­
tion and amortization 
e x pense; 1988 rate case 
expenses ; unco llectible 
expenses; bank fees and 
li nes of credit; 

1 5 

I ssues 

5,6 ,1 0 , 17,18,19, 
20 , 27 , 29,35 , 47, 
49,50,51,63,64 , 
65,67 

34 . 35.36,37,38, 
39,41 

52 , 53 , 54 , 55 , 56, 
57 

10 - 13, 17 , 19 -2 1 
27-3 ), 34, 35, 
37-39 , 41-54. 
56 , 57 , 59-6 2, 
64 , 65 

Ll,l3,27,31,44, 
59 ,60,61 
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7. 

8 . 

C.R . Lee 
( Gu 1 E) 

C.E. J o rdan 
( Gu lE ) 

9 . M.W. Howell 
(Gulf ) 

10. W.P . Bowers 
(Gu lf ) 

l l . A. E. Scarbrough 
( Gu 1 f) 

tempora ry cash invest­
ments ; steam production 
benchma r k calculation; 
Schere r prod uc tion 
expense ; Schere r A&G; 
emplo yee relocation 
expenses 

Acid rain monitoring; 
addi tional personnel 
expense; Plant Dani el 

O&M expenses; SCS direct 
charges concerning Plant 
Daniel; Plant Smith O&M 
expenses; Plant Crist 
O&M expenses 

Underground line exten­
sions expense; DSO 
clearance; write-of( of 
obsolete distributio n 
rna teria 1 

Transmi ssion line 
facility c harges (" line 
rentals " ) , default by 
GSU under UPS cont r act , 
EMF r esea rch funding 

Expenses for Customer 
Service and Information 
and Sales Programs 

Scope and intent of 
Rule 25-14 . 003; 

" lobbying " expenses ; 
Tallahassee office; 
Long- te r m Disability 
Insurance Plan; Pl ant 
Held for Future Use; 
Post-Retirement Bene­
fits; Scherer Acquisi­
tion Adjustment 

34 , 38 , 39,41 ,4 2 , 
43,44,46 

48,49,50 

7,4'1,45,47,51 

29,30,52,53,54, 
55 , 56 , 57 , 58 

10,12,13 , 20 , 21 , 
23 , 24,25 , 28 , 
32 . 33 ,62,63 , 65 

I 

I 

I 
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EXHIBIT LIST 

Exhibit Numbers 

Exhibit numbers will be assign<'d a lhe hearing. 
Exhibits will be numbered sequential ly, beginning with Exhibil 
No . l. Separate numerical sequences for individual parties 
o r witnesses will no longer be used. 

The proferri ng attorney must identify each exhibit by 
title a nd p r ehearing identification number, if any , when 
requesling assignment of an exhibit nu mber at hearing. When 
requesti ng an e xhibi t number for late-filed exhibils, the 
attorney must su pply a s horl, descripLive tille for the 
exhibit . 

Exhibit 

(AES-1) 

(RJ M-1) 

(RJM-2) 

(RJM-3 ) 

( RJM-4) 

(RJM-5 ) 

(RJM-6) 

(RJM- 7) 

Witness 

Scarbrough 
( Gu lE) 

McMill an 
(Gulf ) 

McMillan 
(Gulf) 

Mc Mi 11 an 
(Gu 1 E) 

McMillan 
( Gu lE) 

McMi 11 a n 
( Gu lE) 

Mct-ti llan 
( Gu 1 f) 

McMillan 
(Gu 1 f) 

Description 

Total O&M Expense Excluding 
Fuel and Purcha sed Power 

Analysis of Transmi ssion 
Facilily Alternatives 

Transmission Expense Analysis 

O&M Benchmark Variance Pro­
duction Related A&G 

O&M Benchmark Vartanc' Salary 
Increases 

Adjusted lq88 Rate Base 

Ad justed NOI for 1988 

Jurisdiclional Adjusted Capital 
Structure and Cosl of Capital 
for 1988 
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Exhibit 

{RJM-8) 

{CRL-1 ) 

{CRL-2) 

{WPB-1 ) 

{MWH-1) 

{RCS-1) 

{RCS-2) 

{RCS-3 ) 

(RCS-4) 

Witness 

McMillan 
{Gulf) 

Lee 
{Gulf) 

Lee 
{Gu lf) 

Bowers 
{ Gu 1 f) 

Howell 
{ Gu 1 f) 

Smith 
{OPC) 

Smith 
{OPC ) 

Smith 
(OPC) 

Smith 
{OPC) 

Descrip ion 

Revised 1988 Tax Savings 
{Deficiency) 

O&M Benchmark V.Jriance by 
Function 

Gulf's response to Staff 
interrogatory no. 3, Docke t No . 
890324-EI ; schemat ic diagram of 
ash haul i ng operatlon at Plant 
Smith ; justification for ash 
hauling expenses at Plant 
Smith; justification for 
rna in Lena nee painting expenses 
at Planl Smith 

Residential Customer Survey 
Summary; Air Products Quality 
Managornenl Process ; Impact of 
FERC Decision on Henchmark 
Calculalion ; ECCR Base Rates 
and Sales; Overvtew of CS&l and 
Sales Activities 

Planl Daniel and Pl~nt Scherer 
transmission cost comparisons 

Schedules 1 through 11 

Gulf Power ' s answer lo OPC's 
Sevent h SeL of Production of 
Documents , Docket No. 
881167-EI, No . 71, Post 
Retirement Benefits 

Copies of Advertisements 
Recommended for Disallowance 

Copy of EPRI's Research & 
Development Programs 
1988-1990 

Plan 

I 

I 

I 
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Exhibit 

(RCS-5) 

(RCS- 6 ) 

Smith 
(OPC) 

Smith 
( OPC ) 

Gulf's answer to Staff's 
Set of Interrogatories. 
No . 8 8116 7 - E I , No . 10 1 , 
Acid Oeposition Study 

Fourth 
Docket 

Florida 

Gulf's answer to OPC ' s 
Production of Documen s . Docket 
No. 881167-EI. Planning Unit 
Reso urce Summary 

PARTIES ' STATEMENTS OF BASIC POSITION 

Staff: 

Gulf should ma k e a refund of the amount of ils tax savings 

whi c h drives earnings above its authorized midpoint. The amount 

of the refund results from a mechanical calculation which is 

dependent upon a resolution of the 1ssues devel oped herein. 

Gulf Power Companx : 

It is the basic positi on oC Gulf Power Company Lhal there 

should be no tax savings refund Cor 1988, as the Company ' s 1988 

Tax Savings Fili ng demonstrates no Lax savings in excess of Lhe 

midpoint rate of return on equity, pursuant to Rule 25-14 . 003, 

Florida Admini strative Code. Gulf ' s filing reflects the amoun ts 

recorded on the Compa ny' s books. adjus ed consisLPn wi•h 

specific regulatory · adjustments made in the Compar.y's last rate 

case, Docket No. 840086-EI, and revea ls a revenue deficiency . 

Gulf ' s books document expenses actually incu r red by he Company 

in accordance with its statutory service o bligat1on, and Gulf's 

filing accurately reflects those per book figures . excluding 

items recovered thorugh a distinct recovery mechanism (such as 

t he fuel clause and e nergy conservation cost recovery) and other 

specific expenses specifically e xcluded in the last rate c:ase . 

The Company ' s accounting books and reco rds are rna in a 1 ned 1 n 

accordance w i th generally accepted accounting principles , and 
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have been audited by Gulf ' s independent accounling firm, Arthur 

Andersen & Company , who have determined Lhat they fairly and 

accurately reflect the Company ' s actual operations f o r 1988. 

Gulf maintains that additional proforma adjustments 

recommended by Staff and Publ.i.c Counsel in lhis docket , over a nd 

above those which are reflected in the Company's filing or wh ich 

are stipu lated to below, are nol appropriate in this 

proceeding . Such issues are not proper for the Commiss1on · s 

consideration within the scope and intent of Rule 25-14 .003 , 

F.A.C. For these reaso ns, the Company objects to the inclusi o n 

of Issues 7 , 11-13, 20-21, 23-25 , 27-28, and 30-63. Such issues 

should be excluded in this docket and any tesl1mo ny regarding 

them should be stricken on basis that il is ureleva nt and 

immaterial. 

Office of Public Counsel : 

In determining the tax savings refund, Lhe first step is Lhe 

calculation of t he amount or money thal Gulf saved in 1988 as a 

result of its Federal income lax rate being reduced from 45\ to 

34%. Gulf h as collected rates which were set to recover a tax 

rate of 46%. Since Gulf actually paid taxes at o n l y a 34\ rale, 

it enjoyed a tax savings which equaled t o revenues of 

$12,283,414 . 

The second step i n the process is to determine the amo unt of 

this $12,282,414 tax savi ngs thal Gulf is going to be allowed to 

keep . Under the rule, (and subsequent stipulation) Gulf 1s 

allowed to retain that porti o n of the tax saving s which wi 11 

keep its return on equity above 15\ (the 13.75\ "nominal " ROE 

stipu l ated plus approximately 1.3% of ITC earnings ignored in 

the computation). 

I n order to assure that Gulf ' s ROE does not Call below 15\, 

of course , t he Commission must calculate Gulf ' s earn ing s . In 

calculating Gulf ' s earnings , the Commission s hould apply Lhe 

same regulatory principles applied in Gulf ' s last rate case. 

These principles include the O&M benchma rk Lest f o r 

reasonableness of growth in expenses. Since that test resul ed 

in a disallowa nce of $4,397,000 in Gulf ' s las rate case, it 1s 

a very significant regulatory pri nciple appli ,ed in Gulf 's last 

I 

I 

rate case . If th is same reasonableness test is now ignored in 

calcu lating Gulf ' s earnings for the tax savings refund, the I 
earnings calculation would be i nconsistent with the principles 

applied in the last rate case . 
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(Of 

Besides the O&M benchmark es t wh ich was applied in Gulf' s 

last rate case, a number of ot her spec iCi c adjus ments must be 

made which were not con templated i n the lasl r ate case . Gulf' s 

last r ate case was based o n a projected test y eat, while t h is 

tax sa v ings refund is based o n a histo tical year. Thus a 

part icu lar 1988 expense could be clearly impro per , bul it ma y 

not h ave been projected as an expense in 1984 . Fo r any e xpense 

that was not projected in t he last rate case , th~ Commission did 

not have the opportun ity to address Lhe propriety o f that 

expense. Nevertheless, merely because a part icu l ar e x pense was 

not subject t o revi ew in t h e last case d oes not make it pro pe r 

for ratemaki ng purposes. In t hi s tax savings refu nd doc ke t , th e 

Commi ssion should make several adjustments in areas not 

s pecifically addressed i n t he last rate case . Upon applying th e 

pr i nciples espoused in Gu l f ' s l ast rate case, t he Ctlizens hav e 

determined that Gulf ' s c u stomers are entitled Lo an additional 
re fund of at least $ 9 , 692 , 843 . 

ISSUES AND POSITIONS 

Legal Issues 

l. ISSUE : Would adj ustments to Gulf ' s actual per book figures , 

over and above those specific r egulato ry adjustments from 

the utili ~ y · s 1984 ra te case a nd lhose s tipul a t ed to herein, 

constitu te impermi ss ible r etroac tive ratemak ing? 

STAFF : No. Not o nly ma y the 
adjus tments as are con sisten t 
policy, but the Commi ssion ma y 
which it fi nds to be imprudently 
amount. 

Commi ss i o n ma y ma ke such 
with cur rent Commtssion 

also adjus for e xpe n ses 
i ncurred o r unrea son able in 

GULF : Yes . Rule 25- 14 . 003 contemplates idenltficalion and 

isolation of t he difference between the actua l achieved 

return an d the aut ho r ized midpo int retutn f or t he hi sto ri cal 

1988 tax year. By making add itional pro f o rma adj ustment s 

to the Company's book s , the Commis s i o n would e x ceed the 

scope of Ru le 25-14 . 003 and requ ire refund of a n amount t n 

excess of t he calcu lated difference between t he achieved and 

autho ri zed r eturns , thus retroactively r educi ng the 

utility' s rate o f retur n for the year 1988. 
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OPC : No . Gu lf ' s ta x sav ing s refund shou ld be calculated 
c onsi stent with t he regula tory p ri nciples applied by the 
Commis s i o n in Gul f · s lasl r ate case . In Gulf · s last rate 
case the Commi ss i o n empl o ye d t h e O&M benchmilrk Lest as a n 
a na lytica l too l. Du e to Gulf ' s f ailure o JUStify t he 
excess o f cer ta in f u nct i o n a l ex penses above the bC'nchma r k, 
t h e Co mmiss i o n di sa llowe d $4, 39 7,000 of e x penses soug h t by 
Gulf in its last r a t e case. Fo r 1988 , Gulf ' s expenses have 
again grown a t a r ate h igher t han t h at wh ich Gulf fatled to 
j u s tify i n t he la s t rate case . In order to be consistent 
with the regulat o ry t r eatmen t a pplied i n t he last rate case, 
t hen , Gu l f ' s earni ngs must be calculated using he O&M 
benchma r k as an anal y tica l too l. I n other wotds, to the 
ex t ent t h a t the growt h o f e x penses i n a g1ven f unction 
e x ceeds the be nchmark growt h , then , Gu lf s hould be requtred 
to just i f y the excess o r r efu nd i t . io allow Gulf o keep 
all o f these excess ive e xpe nses witho u t j u slificalton would 
be direct ly con t rary to t he regul ator y pr i nc1ples applied 1n 
Gulf ' s la s t rate ca se . 

I n Gu l f ' s pre v iou s t ax savi ngs refund case , Lhc 
Ci ti z e ns a r g ued t ha t the O&M be nchma r k should be applied 
witho u t an y o ppo rtuni t y fo r Gulf to presen just;Cicalion 
bey o nd t hat o f fe r e d in the last rate case . The Citizens 
s t i ll st rongly be l ieve t ha t approach is the proper treatm ' nl 
for a t ax savi ng s r efund ca l culJtion . ln an a tempt to meet 
t he Commi ssion ' s o b jec ti o n i n t he last tax sav1ngs refund 
case , however , t he Cit i zen s have modified their approach f or 
t h is case . 

2 . I SSUE: Is i t i mproper Co r adju stments which would be 
appro pr i ate i n a r ate case to be made in this docket? 

STAFF: No . The Commission may examine the tea<;onableness 
a nd prude n c y o f a ut ility ' s expenditures . If expenses arc 
f o und t o be un r e ason able in amoun t or imp r udently incurred, 
the Commi ss i o n may make correct1ve adj u stments . 

GULF : Ye s . A r a t e case prospectivel y sets elect r ic rates 
b ase d upo n a test y e ar wh ich mu st be fairl y represen t ative 
of futu r e u tility o pe r at i o n s . I n t hat context, pro forma 
ad j ustmen t s a r e requ ire d to r emov e e xpe nses wh ich are not 
t ypical o f f u t ure o perat i o n s . I n con t r ast , t h is docket is 
no t c o nce r ned with pros pec t i v e u ti li t y r ates bu t rather with 

I 

I 

I 
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t he act u a l effec t o f c hanges i n the co 1 pocate income tax 
ra t es o n e arning<- for a h isto rical period , with h e focus 
being to determi ne whet her t h e tax rate c hanqes cause the 
utility to earn i n excess of the author ized m1dpo1nt return 
dur i ng t he hi sto r ica l period . 

OPC : No . The Commission s houl d l ook o t he last rate c a se 
as a gu ide in de t e r mi n ing the regulatory principal s which 
sho uld be ap pl ied in t h is tax sa v ings refu nd d ocket . 

3 . ISSUE : Sho u ld Ru le 25-14 . 003 be conslrued o require the 
utility t o j ustify its act u al , per boo ks expenses pri or t o 
calc ul a t i ng the ut il ity ' s tax sav ings or tax deficiency? 

STAFF : Yes . Th e u tility bears t h e burden o f p ro vtng Lhat 
its per boo k s expenses are rea sonable 1n amount and 
pru d e ntl y i ncur red , a nd can thetcfore be requ ired to jus if y 
i t s e x pe nses , i f neces s ary . 

GULF : No . Th e Ru le co n templates a relatively s i mp l e 
pro c eed ing , and does not pro vide f o r the type o f deta1led 
j ust if ication a nd policy dec i s i o n s which would be 1equ1red 
i n a full r evenue requirements rate case . 

OPC : Yes . 

4 . ISSUE : Whi c h part y h a s the burde n of proof o n Lhe 1ssues in 
c o ntroversy in thi s proceeding? 

STAFF : Gulf has t he burden o f proof . 

GULF : The pa r ty o r pa r t i es challenging ce rtain expenses arc 

p r operly s u bjec ted t o t he bu rden o f pt oo f a nd h a ve the 
r es po n s ibi l i t y Eo r estab lishi ng t he e xpe nse 0 r 1nves t;men t 
wa s u nnecessary, unreason a b le , o r impruden 

OPC : In 1988, Gul f co llected thro ugh its ra tes ~ xes 

calcu l a t e d at a 46% l eve l, but paid t~xes to the IRS at only 
a 34% l e vel. Gu lC is attempting to keep the cnt ire 
$12 , 283,414 di ffe r e n tia l whi c h was collected f r om he 
c u s t ome rs but no t p a id to t he IRS . I n its effo rt to ju$ 1f y 
why it should ke e p a ll o f t he r evenues t o cover d O " expense" 
t hat it is not ac t ually i ncurri ng , Gulf s hould be requi red 
to c a r ry t he bu rde n of proof . 
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Factual Issues 

5. 

6. 

ISSUE : I s Gult Power Company' s 1988 Tax Savings Filing 
calculated properly in accordance with Rule 25-14 . 003, 
Flor i da Administrative Code? 

STAFF: Gulf calculated its refund i n a mann r consislenL 
with the rule, but Staff does not agree wilh all dCcoun ing 
data and amounts used to complete t he form . Fur lher, the 
mere completion of a form and calculation does nol preclude 
thi s Commission from reviewing and dd)uslinq the 
calculatio ns . 

GULF : Yes. (Scarbrough, McMillan) 

OPC: No . 
Cit i ze ns ' 
regul atory 
Gulf ' s tax 
25- 14.003. 

As explained i n 
Basic Position , 
principles applied 
refund calculation 

r esponse to Issue 1 and the 
Gulf ha s not applied the 
i n this last rate case . Thus, 
is not in accordance w1Lh Rule 

ISSUE: Are the company's adjus ments made in 
schedu l es filed by Gulf Power Company (Gulf) on 
1989 appropriate and consiste n L with the 
treatmen t i n t he utility ' s 1984 rate case? 

the revised 
OcLober 4, 
ratcma ki ng 

STAFF: Yes. The two adjustmenls made in the revised 
schedule are appropriate. 

GULF: Yes. Agree with Staff . (Scarbrough , McMillan) 

OPC : A number of additional adjustments must be made . 

7. ISSUE: Shou l d Gulf's investmen t i n Plant Scherer be removed? 

STAFF: Yes . The Commission ha s not tnclud~d th1s 
i nvestment in rate base. Furthe r, t hi s plant is not 
necessa ry for t he pro-vi sion of electt ic service to reta1l 
c ustomers because Gul f· had planned to sell this plant's 
capacity off-system. 

I 

I 

I 
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GULF: No . Gulf's partial o wne r s h ip in Plant Scherer 
provides energy ar d capacity to Gulf's cu~tomets at a 
fraction of the cos t of building a new uni . Th Corrun JSSJ On 
has recogn ized that Gulf ' s participati o n i n Plan ScherP.r 
represented substantial savings ove r construction o f a new 
plant at Caryville. Thi s inves tment was actuall y 1n place 
in 1988 and t hi s capacity was actually available to se1ve 

Gulf· s re tail r a Le paye rs for whom : t wa s purchased . The 
monetary amounts involved in this issue were reasonable, 
prudent and necessary, and should not be dtsallowf>d. 
(Howell) 

OPC : Yes. Since Plant Scherer ' s inception virtually all o f 
its capacity ha s bee n dedicated to ofC-sy st-em sales and a 
significant amount became av ailabl e for r etail sales onl y 
when Gulf States Utilities reneged o n its agreement o 
purc hase Scherer ' s capacity. The agreement w1Lh Gulf Slates 
was to continue t hro ugh 1992 . Southern Company has already 
signed an agreement which will again sell virt ually all o f 
the Scherer capacity off-system from 1993 unL1l 2010. Thus, 
Gulf has intende d to sell virtually all of capacity o f 

off-syst"'m from the plant ' s inception through Lhe ye a r 
2010. To cover the ri s k of its capital Jn"vestm. nl in 
off-system capacity, Gulf collects an ROI-. trom tt s 
off-s ystem cuslome r s . T he o nly reason any signi f ican 
Scherer capacity was avai l able for retai 1 sa IP S In 1988 1s 
that an off -system purcha ser (Gulf Slates} chose not o 
hono r its agreemen t to buy Lhe capac1ty original ly dedicated 
to that purpose . The r e ail customers s hould no t be 
guarantors of an investment dedica ed to off-sys t 'rn 
customers. 

*8. STIPULATED ISSUE: Gul f capitalized $1, 272 ,301 ($6,!137,131 

System} in excess of the o ri ginal cost cap1 alized by 
Georg i a Power Company for its 25% share o f Plant Scherer, 
Unit No . 3. Is t hi s appropriate? 

No. Plant in Service s hould be reduced by $1, 272,301 
($6,937,131 System), Accumulated Deprec.ation should be 
reduced by $ 97 , 63 0 ($532 ,77 2 System} and Depreciation 
Expense should be reduce d by $ 50 , 947 { $ 277 ,485 System). 
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* 9 . STIPULATED ISSUE: 
($346,447 System) 
Sout hern Company 
construction? 

Shoulct rate base be reduced $ 338 , 262 
to remove the capilaltzed cost of a 

Services building, cancelled prior to 

Yes . Gulf agrees with Staff and has stipulated t o thi s 

adj u stment . 

10. ISSUE: As a result of its purchase of a portion of the 

corrunon facilities at Plant Scherer, Gulf recorded an 

acqu isition adjustment of $1, 592,045 ($8,680,507 System}. 

Is this appropriate? 

STAFF: No. Plant shou ld be reduced by $1,592,045 

($8 , 680 , 507 System}, Accumulated Depreciation and 

Amortiza tion should be reduced by $ 23,428 ($1 27 , 605 System) 

and Amortization Expenses should be reduced by $4 6 ,857 
($255 , 211 System) . 

I 

GULF : y ,es. The acquisition adjustment amount wa s actually I 
i ncurred in c o nnection with thi s transaction and was 

propelly recorded on Gu 1 f · s book s in accordance w1 th the 

Uniform Sys tern of Acco un Ls p cornu 1ga Led by FE:RC and adopted 

by the Commission . No profit was made by Lhe selling 

utilities due to t hi s transacti o n. (Scarbrough , McMill an) 

OPC: No. Pursuant to 
acquisition adjustments , 

longstanding Commisston po li c y o n 
thi s should be removed from Gulf ' s 

rate base . (Smith) 

11. ISSUE: Should rate ba se be reduced for a 
construction costs of Lhe office buildings 
Graceville? 

por ion of the 
in Bonifay and 

STAFF: Yes. Rate base s hould be reduced by $ 38,000 
($41,000 System). 

GULF : No . The reduct ion i n ra Le base in the Company· s 1 as t 

rate case for these buildings was not due to imprudence bu 

was due to t he Commission · s finding that the Company had 

failed to prove t hat Lhe total cost of the office buildings 

was justified and necessa ry for the provision of reliable 

electric service to Gulf ' s ratepayers. These expendi ures 

I 



I 

I 

I 

ORDER NO. 22941 
DOCKET NO. 890324-EI 
PAGE 17 

/01 

were actually and prudenlly incurred, and he Corruntsston 

specifically left recovery of these expenclilures open for 

consideration in Gulf's nex t rale case. These expendilures 

therefore a r e inappropriate for removal from rate base in 

these proceedings . Gulf continues to incur the cos s 

associated with t he construction of these buildings. They 

are u sed and useful in the provision of electric sctvice to 

Gulf ' s customers. {McMillan) 

OPC: Yes. In Gulf's last rate base, the Corrunission 

specifically removed these excess constructi o n costs because 

Gulf failed to justify the expendilures. Gulf has not 

presented any new evidence which justifies the Commission's 

disallowance in the last rate case. Rate base should be 

reduced by $38,000 . {Sm1th) 

12. I SSUE : Should Gulf ' s rate base be adjusled to remove the 

inves tmenl in the Tallahassee office? 

STAFF: Yes. Twenty-five percenl of the investment in the 

Tallahassee office s hould be treated as non-utility property 

or the same percentage used in al localing the lease payment s 

below-the-line. 

GULF: This property is used and useful and the cosls 

associated with this facility were included in the Company's 

1984 rate case. The Tall aha ssee office is used frequenlly 

by Gulf employ ees and represenlatives while o n official 

Company business in Tallahassee . The inv,.slrnenl wa s 

actually in place in 1988, wa s reasonable, necessary and 

prudently incurred and should not be disallowed. In an 

effort to remove unnecessary controversy from these 

proceedings, the Company agrees to remove from rate base, 

for purposes of the tax savings rule calculati «"n, 25\ o( the 

net investment i n t he Tallahassee office ($7 906 

jurisdictional) as well as the net investment assoc tated 

with t he vehicle assigned to Mr. Henderson' s use (.$11,524 

jurisdictional). Removal o f these amounts and the related 

depreciation is reflected in the Compa ny' s posili o n o n 

I ssues 17, 64 and 65 . (Scarbrough) 

OPC: Yes . This office supports the activities of Mr. 

Henderson and Mr. Co nne 11 . Because the expenses for these 

t wo employees should not be borne by the ratepayers (see 

Iss ue 20 }, their office likewise should be remo1ed from rate 
base. (Smith) 
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13. ISSUE : Sho uld Gulf ' s rate base be r e duced to remo ve certain 
pro perty which Gu lf ha s included as property held for future 
use? 

STAFF : No . For the purposes of the 1988 tax savinqs docket 
all p ropert y held for future usc should be allowed in r alc 
ba se . 

GULF : Gulf wi 11 address each i em centes led by the Publl c 
Counsel individually : 

(l) Caryville land site. No. Thi s land is used and 
useful. The Ca ryv ille property has been approved f or 
inclusion i n rate base since it was purchased. The land is 
being held for use as the site for Gulf ' s next generatlng 
plant , and is necessary to meet fulure long range needs at 
reasonable costs. The investment and expenses assoc taled 
wi t h t hi s pro pe r t y were actually in place o r incurred In 
1988 , were reasonable, pruden t a nd necessary, and should not 
be disallowed . (Scarbrough , McMillan) 

( 2 ) D<l niel l a nd site . No . This l and is used and use ful. 
The fact that this l and is now classified as prop<'rly held 
for fut u re u se represenls a n accounting c hange necess itated 
by FERC audit of Mi ssissippi Power Company. The Fl orida 
Public Serv i ce Commission has previous ly appt oved lhis land 
for i nclusion in Gulf ' s rate base. The investment and 
related expense were actuall y in p l ace or i ncurred in 1988, 
were reasonable, prudent and necessary and s ho uld not be 
di sal lowed. (Mc Millan) 

(3) Valp ara i so land site. This land was never 
Since no expenditures were actually incurred f or 
i n 1988, no adjustment is necessary. (McMillan) 

purchased. 
th is iLem 

(4) Bayfro n t office site . No. Th1s land is used and 
u seful. The Bayfront si e 1ncludes prope rty which, under 
appl icable zoning o r dinances, is required for parking as 
additional personnel are located in the building. The 
investment and related expenses were actually in place o r 
incurred in 1988, ·we re reaso nabl e , prudent and necessa ry , 
and s hould not be di~llowed. (McMillan) 

( 5 ) Gene ral repair faci l it y land site . 
used and useful. As it became avai l able, 

No . This 1 and is 
this pro perly was 

I 

I 

I 
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purchased and is held to support Gulf's Pace Boulevard 
site. A po r tion of the land is currently 1n service as 
Gulf ' s Electr i c Operatior.s Facility . This tnvestmcnl and 
r elated expenses were actually in place or inc•JCred in 1988, 
were reasonabl e , prude n l and necessary and should no l be 
di sa llowed. (McM illan) 

OPC: Yes . Customers s houl d pay for properly wh1ch IS 

necessa r y to prov i d e ut ility servic.:e. They should nol bear 
the cost of pro perty whi ch is planned for some vague purpose 
at some indef i ni te point in time . The Commission s hould 
remove five specific items whi ch Gulf has included in Plant 
held f or future use: 

(1) Gul f claims an expected i n -service dale of 1995 and 2001 
for t he Caryville land site , bul does nol plan Lo build a 
generati ng unit there. In 1988 , however , Gulf had no 
d e finite plan for construction of any type for this site . 

( 2) The Dan iel land purchased belwecn 1983 and 1988 ha s no 
site and construction drawing s lo s ubslanLiaLc the imminent 
use of this land . 

(3) The Valparasio land site s hou l d be removed bec..~usc Gulf 
has cancelled the transmission line project for which this 
land was purchased. 

(4) The Bayfron l OUice silc is scheduled (O L utilization 
be twee n 1994 and 2010 , but immi nent usc is unlikely because 
the c u r rent o ffi ce space is no l being utilized to capac1ty. 

(5) The General Repair Facility land s hould be excludLd for 
reason s similar to those for e x cl uding the Daniel land. 

*14 . STIPULATED ISSUE : Should Accumulated Deptccidlion be 
increased by $ 67,760 ($69, 374 Sy stem) to cor reel ertors 
in depreciation prior to 1988? 

Yes . Acc umulated Depreciatio n s hould be increased by 
$6 7 , 760. ( $ 69 , 374 ·Sy stem) 

*1 5 . STIPULATED ISSUE: 
$ 56,250 ($57,611 

Should Plant in Service be reduced by 
Sy stem) Lo reverse AFUDC improperly 
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capitalized beyo nd the in-service date of the Crist 
War e house and Naval Air Station substal1on upgrade? 

Yes . Plan t in Service should be reduced by $56,250 
($57, 611 System). 

"'16. STIPULATED ISSUE: The company has i ncluded 
capital $26 ,000 ($32,000 System) related to 
Legislation . Is this a ppropriate? 

in working 
Ac1d Rain 

No . Worki ng Capital should be reduced by $ 26,000 . 
($32 , 000 System) 

17 . I SSUE: 
1988? 

What i s t he appropr i ale l evel of rate base for 

STAFF: This calc ula tion is mechanical in nature and 
dependent upon a r esolution of the preceding issues. 

GULF : The appropria t e rate base is $7 09 ,806,000. This 
amoJ nL is net after the ad justments for the sl1pulated 
iss ues and t he adjustments made by the Company as noted 
in i ts posi tio n o n Issues 12 and 31. (Mc Mill a n) 

OPC : $705 , 662 ,867. 

18 . ISSUE : Is $126 , 958 , 919 the appropriate reconciled 
balance of Accumulated Deferred Income Ta xes for 1988? 

STAFF: No . The bala nce should be adjusted for change in 
r a te base. 

GULF : No . The cor reel amount is $1l b,505,000. 
(McMillan) 

OPC : Any no n- uti l ity o r impro per investments removed 
f r om rate base s ho uld be ta ken from equity , and deferred 
taxes s hould not be r educed thereby. 

19 . ISSUE : Should Gulf 's depreciation and amo rtizati o n 

I 

expense ~e reduced to ref l ect any adjustments to plant i n I 
service? (OPC) 
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STAFF : Yes. Depreciation and amo rtizati o n should be 
reduced to reflect any adjustments to plant-i n-serv 1ce . 

GULF: On ly the adjustments necessary t o reflect the 
adj us tments to plant to whi ch Gulf has stipulated s houl d 
be made. Most adjustments to plant in serv1 ce 
necessitate corresponding adjustments t o depreciat ion and 
amortizat i o n expense. {McMillan) 

OPC : Yes . 

20 . ISSUE: Should expenses be reduced by $227 . 14 6 ($238 , 930 
System) to remove lobbying expenses? 

STAFF: Yes. Expenses s hould be reduced by a minimum of 
$227 , 146 ($238,930 System) to remove l o bbying exp nses. 

GULF : In a n effo rt to minimize contro ve r s idl issues 
which tend to distract the Commission from the 
significant monetary issues to be considered in this 
docket, Gulf stipulates to reduce expenses by $22/ ,14 6 
( $23d ,930 System) for purpost..s of thi s docket. This 
amount represents all expenses associated wi th Earl 
He nderson ' s activiti es. even though many o f hi s 
act ivi ties are not , s trictly s peaking, " lobbying". Al so 
included in this amount is $ 9 ,731 Co r the po r tion o t l hC' 
rent for the Ta l lahassee of fice associated w1th Mr . 
He nderson . Other expenses associated ~.olilh r-1r. Henderso n 
hav~ been adjusted in the Complny·s pos iti o n on Issue 12 . 

In addition to the do llarS' 1den Lified above , 1n a 
further effort to remove unnecessary conl roversy from 
these proceedings, the Company agrees to reduce expenses 
for t he purposes of this docket by $ 11,406 ( s ystem) whi ch 
are t hose expenses of Jack Connell associated w1 th hi s 
participation in golf, tennis, NARUC and SEARUC. This 
adjustment is reflected in the Company's pos1L 1on o n 
Issues 64 and 65. The Company main ta ins thal the 
remainder of Mr-. Connell ' s expenses were related o hi s 
official Company dblties, were actually incurred in 1988 . 
and were reasonable, prudent, and necessary. No further 
adjustment should be made. (Scarbrough) 

OPC: Expenses should be reduced by more than $ 227 ,146. 
which t he Citizens unders land t o represent expenses for 

{ ( ( 
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the ac t ivities o f Mr. Earl Hende r so n. In add 1L ion Lo t>1r . 
He nderson, Mr. Jack Connell's expe nses s hou l d a l so be 
removed . Mr. Co nne ll is a member o f a coun lry c l ub 
(expe nsed to ratepayers} and spend s o good deal of L1me 
golfi ng , playi ng tenni s , ente rtaining and di n i ng i n a n 
effort to "maintain bu s iness c onl ac l s and gal her 
in formation . " Also, Mr . Conne ll appears t o a l tend NARUC 
conventions , spending substantial time and mo ne y f o r 
meals and dn nks with pers onne l o f o ther uli lit i es a nd 
the PSC. Regardless o f whe lhe r Gulf ha s chosen Lo label 
this activity as " l o bbying" it has no righ t to e xpect 
ratepayers to fund these ef fo rls . ( Smith} 

21. ISSUE : Shou l d Gulf ' s e xpe nses be reduced t o remove t hose 
expenses incurred f o r certa i n emp l oyees · and e xecuti ves · 
spouses to attend out-o f- town func ti o ns? (OPC) 

STAFF : Yes. Expenses s hou l d be r e duced t o remove t hose 
expens es i ncurred for c er t ain emp l oyees · and e xecu ives· 
s pous es to attend oul-o f - t own fu nc t ions . 

GULF: No. On such oc c as i o ns , s po uses act 
or o the twi se perfo rm of f i c ia l f unc li o ns f or 
The expe nses were a clually inc urred i n 
reaso nab l e and prude nl, a nd s ho uld nol be 
(Scarbro ugh} 

as hoslesscs 
Lhe Company . 

1988 , we r e 
disal l owed . 

OPC: Yes. A number of Gulf empl o yees and e xecultves are 
accompanied by t heir s pouses whe n a L Lendi ng ou L-o C-Lown 
functions at ratepaye r s · expense . The ratepayers s hou 1 d 
not be charged fo r these perqu isites . (Smith) 

*22 . STIPULATED ISSUE: Sho uld Accoun t 923 - Outside Services 
be reduce d f o r expe ns e s tel a l e d Lo non-u li l i l y i t ems? 

Yes, Account 923 shoul d 
System} for leg a l expens e s 
923. 

be r e duced $ 56 , 44 2 ( $ 59 , 370 
impro pe rly charged Lo Accou n l 

23 . ISSUE : Should Gulf ' s O&M expenses be ad J usted to e xclude 
a percentage of exec u l ive a nd c o rpo ra t e e xpe nses r e lated 
to time spent on grand jury inves tiga t i o n mat t ers? 

I 

I 

I 
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STAFF: Yes. Any identifiable expenses for wh1 ch Gu 1 f 
wa s not reimbursed s hould be disallowod. 

GULF: No . Gulf maintains t hat this issue is no l 
appropriate for consideration in this d ocke L. The 
execut i ves spendi ng a ny time on grand jury invcs tigalion 
matters are salaried and therefore did not rece1ve 
overtime or any other form of addit1onal cowpensation for 
the extra wo rk created by the grand jury investigation. 
Li kewi se, the Company did not incur any material amount 
of additional e xpense as a result of said investigation 
be y o nd that fo r Outside Services adjusted out Lhrough the 
stipulation to Issue 22 . No further adjustmenl is 
appropriate or necessa ry. (Scarbrough, McMillan) 

OPC : Yes. Gu 1 f executives and employees have spenl a 
substantial amount of time strategizing and planning Cor 
the grand jury investigations . Th is is time that wa s not 
for providing service to the customers and should nol be 
c harged to the customers. A portion of the salaries 
should be a llocated to these activities and removed fr om 
O&M expenses . 

ISSUE : Should Gulf ' s O&M expenses be adjus l cd o exclude 
travel and ot her expenses related to grand jury 
i nvestigation matters? 

STAFF: Ye s . Any identifiable expenses f or wh ich Gulf 
was not r eimbursed s hould be disa llo wed . 

GULF : No . Nevert heless , in an effort lo remove 
unnecessary controversy from these proceedings , the 
Company agrees · to remove , for purposes o f the tax saving s 
rule calculation, $3 3 4 6 ($3413 system) fo r travel and 
miscell a neo us copying expense . Gulf maintains that this 
issue is not appropriate for consideration in this 
docket. See Gulf's position o n Issue No . 23, above. Any 
travel expense o r mi sce llaneous copying expense beyond 
that adjusted o u t by the stipulation to Issue 22 that wa s 
direct l y related to the G-ra nd Jury and no t reimbursed by 
the Government in accordance with witness attendance laws 
is i ncluded in the adjustmen t made by the Company as 
stated above . This adjustment is reflect~d in the 
Company ' s position on issues 64 and 65 . (Scarbro ugh) 
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OPC: Yes. Gulf ' s activities in response to the grand 
Jury i nvestigation should not be borne by the 
ratepayers . All expenses incurred b y Gulf for these 
activities shoulJ be remo ved. Gulf should be requir e d to 
iden tify t he amount of travel and other expenses and 
remove t hose expenses from O&M. 

25 . ISSUE : Should Gulf's O&M expenses be adjusted to exclude 
a ny bonuses paid to the Levin, Warfield Law Firm i n 1988 
and related to a n y grand jury investigation/Croft 
litigation matter? 

STAFF : Yes . Any bonuses paid to the Lev1n, Warfield Law 
Firm in 1988 related to the grand jury 
investigation/Croft litigation should be disallowed. 

GULF : No . Gulf maintains that this issue is not 
appropriate for con sideration in this docket. See Gulf ' s 
position on Issue No. 23 , above. Fees paid to thi s law 
fi rm in connection with the cited 
i nvestigative/litigation matter were adjuste d out through 
t he stipulation to Issue 22 . (Scarbrough) 

OPC : Any bonu ses for 
contracted amount should 
rather then the ratepayers. 

outside 
be borne 

services abo~e the 
by the shareholders , 

*26. STIPULATED ISSUE: Should expenses associated with an 
employee discrimination lawsuit be r emoved from operating 
expenses? 

Yes. Expenses should be reduced $176, 510 ($185,668 
System). 

27 . ISSUE : Should Bad Debt Expense be reduced by $ 216 ,091 
{$216,091 System)? 

STAFF: No. The 1988 accrual o f $661,662 is r~asonable 

when tested by comparing thi s amount t o the three year 
accrual average write-off experience as a percentage o f 
sales . {Reference Orders No . 16195 and 22224 in Dockets 
No . 85019 2-EI and 8810 56-E[, respectively. 

I 

I 

I 
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28 . 

GULF: No . Thi s adj us tmen t to Gulf · s 
uncollectible expenses i s improper . 

aclual accrued 
Gulf prope r ly 

in accordance estimated its 1988 unco llecLible expense 
wit h accrual accounting requireme nt s and no adjus ment is 
necessary or appro priate. (McMill a n) 

OPC: In Gulf' s last r ate case, the Commission found tne 
utility's accrual for unco llectib les to be e'Xcessive and 
based t he expense on actual net wr ite-offs . In a recent 
filing Gulf stated that it has c hanged its me hod of 
accrual to more closely match it to act ual wr ite-offs , 
yet in 1988 Gulf ' s accrual again s ubsL antially e xcecicd 
its actual net wri te-offs. In order Lo reflect a more 
reasonable leve l a nd to implement the decisio n in Gulf · s 
last rate case, the Commission s ho u ld limil Gulf ' s 
uncollectible expense to the actual write-off s . The 
disallowance sho uld be $21 6 ,091 . (Smilh) 

ISSUE : Should Gulf ' s NOI be adjus t ed 
utility ' s c hange in accounting 
post-retirement benef i ts? (OPC ) 

to remove 
treatment 

the 
for 

STAFF: The Commission has no policy on the treat111cnt of 
post-retirement benef its . Sta f f takes no position al 
this time . 

GULF : No . Post- retirement benefits , consisting or 
medical and lif e insurance coverage pro v1dcd to company 
employees a f te r retirement, nre properl y accoun ed f o r 
and recognize that present be nefits associaLcd w1th 
attracting and retai ning qualified employees arc 
appropriatel y charged to present raLcpayers. Thcs~ 

expe nses we re actually accrued in 1988 , wer e reasonable, 
necessary a nd prudent , and s hould not be disallowed. 
(Scarb rough) 

0 PC : S i n c e i t s 1 as t r a c case , G u 1 f h a s c h a n g e d i t s 
method o f accounting for post-retirement medical a nd life 
insu rance benefits . 1 he met hod which was used by Gulf 
a nd approved by lhe Commission in t he 1 as t rate case was 
proper in 1988 . Accounting standards did not mandate the 
change in accoun t ing methods . The voluntary change, 
however, resulted in an increase of $ 1,105 , 518 in 
post- re tirement benefi t s expense . That inc reasc should 

.., ~ 5 
..! 
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29. 

not be permitted in 
refund, and O&M 
$1,105,518. (Smith) 

the calculalion of 
expenses should 

the 
be 

tax sav1 ngs 
reduced by 

ISSUE: 
re f l ect 
930.1? 

Should Gulf's advertising expense be reduced to 
the removal of advertising recorded in account 

(OPC) 

STAFF: Yes. These expenses s h ould be removed if Gu 1 f 
h as not already done so. 

GULF: No further adjustment is necessary or 
appropriate . All image-enhancing adverlising, including 
the expenses recorded in account 930.1, have alr0ady been 
adjusted from the expenses set forth in t he Company · s 
revised filing of Oclober 4, 1989 . (Bowers, McMillan) 

OPC: This amounl should be removed . Gulf ha s staled 

I 

that it was excluded from the filing, but the Citizens I 
have not bee n able to confirm this. If the amount has 
not been excluded, then it should be removed from O&H 
expensPs. (Smith) 

30 . ISSUE: Should Gulf ' s advertising expenses be reduced to 
remove inappropriale advertisements? (OPC) 

STAFF: These expenses are associ a ted with the Cus Lomer 
Service and Information functi o n and the Sales functi o n. 
Specific disallowances are addressed by staff in Issues 
52 through 58 . Expenses associated wilh Area Development 
have been removed by the compa ny and accepled by slaff. 

GULF: No . All adj u stments necessary to r emov e 
image-buildi n g and promotional advertisement s have 
alreJdy been made. See posi ion on Issue 29 . The 
remai n ing expenses for advertising were ac t ually 1ncurred 
i n 1988, were reasonable , necessary and prudent, and no 
further adjustments should be made. (Bowers) 

OPC: Yes. Gu 1 f has included the expenses for a number 
of advertisements which arc improper for a wide variety 
of reasons . Mr . Smith provided a li st of the 
advertisements which s hould be disallowed (RCS-1; Sch . 4) I 
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and a copy of each advertisement (RCS-3 ; 40 pages). To 

reflect the removal of these adverlisements, Gulf's O&M 

expenses should be reduced by $415,8 59 . (Smith) 

31. ISSUE : Should Gulf ' s expenses be reduced to remove the 

32 . 

costs incurred for Docket No . 881167-EI? (OPC) 

STAFF : Yes. Expenses s hould be rP.duced to remove the 

costs incurred for Docket No . 881167-EI . 

GULF : No. None of t he costs associated with lhe 1989 

rate case (Docket No . 881167-EI) were actua lly expensed 
in 1988. However , rate base is affected by the deferred 
debit amount of $ 69 , 401 ($85,631 system) . In an e((ort 

to remove unnecessa ry controversy from these proceedings , 
t he Company agrees to remo ve this amount from rate base 

for purpos..:!s of the tax savings rule calcula i o n. This 

adjustment is reflected i n the Company's position on 
issues 17 and 65 . (McMillan) 

OPC : Yes. In Docket No. 881167-EI, Gulf in1 1ally filed 

for a rate increase and subsequently withdrew its case . 
All expenses associated with that filing should be 

removed for the calculation of the Lax savings r efund . 

From the data available, however, the Citizens are unable 
to determine exactly how much expense was incurred in 

1988. In Docket No . 881167-EI, Gulf estimated its total 
rate case expense to be $1 , 000,000 . The case was filed 
in November , 1988, so a significant portion of the 

preparation took place in 1988 . For the tax savings 

calculation , t he Citizens recommend the removal of 

one-half , o r $ 500 , 000 , o f thC' total estimated rate case 
e xpense. ( Smi t:-h ) 

ISSUE: Should Gulf ' s O&M e xpenses be adjusted to exclude 
additional pens ion expense, in excess of tux law cap, o f 

$308 , 000? 

STAFF : Yes. If pension expense is not recorded i n 
accorda nce with FASB 87 , it should be disallowed . 

GULF : No . 
appropriate 

Gulf maintains that 
for consideration in 

this lSSUe 
this docket . 

i s not 
These 
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expenses were actually incurred in 1988, were reasonable, 
prudent and necessary, and should be allowed. 
( Scarbrough) 

OPC: Yes . Over and above the maximum allowed for Lax 
purposes , Gulf has charged its customers $308,000 as 
additional pension expense. Gulf itself describes this 
addition as "Gratuitous pension expense. " The customers 
should not be charged with this gratu1Lous expense. 

33 . ISSUE : Should Gulf ' s O&M expenses be adjusted lo exc 1 ude 
the corporate component of PIP (incentive paymc-nt) 
accruals of $238,480? 

34 . 

STAFf: No adjustment s hould be made since this plan and 
related e xpenses were allowed in Gulf's last rate case. 

GULf : No . 
appropriate 
expenses were 
prudent and 
(Scarbrough) 

Gulf maintains that 
for consideration in 
actuall y incurred i n 

necessa r:y, and 

this issue is not 
this docket. These 

1988, were rea sonable , 
should be allowed . 

OPC : Yes . Gulf has accrued for specified personnel 
certain incentive payments of $238,480 wh1ch are 
conti ngent upon the achieved earnings of Southern 
Company. Si nce the performance standard reflects a 
direct benefit to the shareholders (and poss1ble 
detriment to t he ratepayers), the incentive should be 
borne by the shareholders , rather than the ratepayers. 

ISSUE: [Steam Product ion ; 
Salary Increases) Should 
$1, 208,000 be recognized in 
savi ngs re fu nd , if a ny? 

Additional Personnel 
the benchmark excess 

calculating GulC'.i 1988 

and 
o f 

tax 

STAFF: Addi tiona l personnel accounted for $474,000 
($829,173 System) and salary increases accounted for 
$4 61 ,000 j urisdictional ($511,712 Sys em) in expenses 
above the 1988 benchmark. Of the 33 "New" posit ions, · 
o n ly 1/2 have been j ustified on a conservative basis and 
therefore $373, 500 ($414 ,586 System) s hould be di sallowed 
for tax savi ngs refund purposes . 

I 

I 

I 
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35 . 

GULF : Yes, the expenses should be "allowed". Gult 
mainta i ns that the benchmnr k s hould not be an i ssue in 
this docket. These expenses were due to the fi 11 ing of 
positions which were va~ant in 1984 , at the time of 
Gulf ' s last rate case. The revenue requtrcments for 
these positions were not included in base rates result1ng 
from the 1984 rate case only because the posttions were 
not filled . There was not a determination that the 
positions were not justified. Since these expenses were 
actually incurred in 1988, and were reasonable, prudent 
and necessary, t hey should be allowed . (Lee ) 

OPC : In its effort to justify its benchmark excess, Gulf 
cited increases in personnel in response to a 1983 Staff 
audit . The increase in employees in the area analyzed by 
the audit , however , accounts Cor onl y 24 o f the 33 otal 
increased positions cited as the cause Cor $747,000 
excess over the benchmark. The nine remaining positions, 
therefore , have not been justified . Thus, the O&M 
expenses should be reduced by 9/33, or $203 ,707. of the 
benchmark excess . (Smith) 

ISSUE : [Steam Production ; 
Should the benchmar k excess 
the O&M expenses used in 
savings refund, if any? 

Southern Company Services) 
of $310,000 be recognized in 
calculating Gulf's 1988 tax 

STAFF: Yes . The benchmark excess of 
jurisdictional ($344,10 1 System) should be 
calculating Gulf ' s tax savi ng s. 

$310,000 
used in 

GULF: Yes, the expenses s hould be "allowed" . Gulf 
maintains that · the benchma r k s hould nol be an issue in 
t h is docke t . Si nee these expenses were ac ua 11 y 1ncu r red 
in 1988 and were reasonable, prudent, and nece• sa ry, they 
should be allowed . (Lee, McMi llan) 

OPC : Gulf has e xceeded the benchmark by $310,000 for 
"research projects " and "studi es " perfo rmed by SCS ; it 
has exceeded the benchmark by $233,000 for Elec ric Power 
Research Institute; it has exceeded the benchmark by 
$170,000 for research and development. It would seem 
t hat this justification has been used (and allowed) 
elsewhere. the $310, 000 benchmark excess f o r t hi s 
activity should be removed from O&M expenses . (Smi th) 

9 
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36 . ISSUE : (Steam Producti o n; Additional Personnel Plant 

17 . 

Daniel] Should the benchmark excess of $127,000 be 

recogn ized in the O&M expenses used in colculating Gulf ' s 
1988 tax savings refund, if any? 

STAFF: Yes . The additional personnel at Planl Daniel 

seem to have been justified and the expenses associ a ted 

with them s hould be used in calculating Gulf's tax 

savings. 

GULF : Yes, the expenses should be "allowed". Gulf 

maintains that the benchmark should not be a n issue in 
t h is docket. Since these expenses were actuall y incurred 

in 1988, and were reasonable, prudent and neces sar y, they 

s hould be a llowed. (Lee) 

OPC: No . It should be remo ved. 

ISSUE: (Steam Producli on ; Other O&t-1 
Sho u ld the benchrna rk excess of $ 506 ,000 
the O&M expenses used in calculating 
savings refund, if any? 

Planl Daniel] 
be recognized in 
Gulf ' s 1988 tax 

STAFF: The increased expense of $50 6 ,000 jurisdictional 
($561 , 662 Sy stem) has o nly been patlially justified . 

Therefore, only 1/2 or $ 253 ,000 should be used in 

calculating Gulf's tax savings . 

GULF : Yes , t he e xpenses should be "a !lowed". Gu lC 

maintains that the benchmark s hould not be an i ssue in 

this docket . Generating costs associated with Plant 
Daniel have increased due t o inflation and also due to 

t he i ncreased generatio n at the Pl ant. Since these 

expe n ses were actually i ncurred in 1988, and were 
reasonable , prudent and necessary , they sh .>uld be 
allowed . (Lee) 

OPC: Gulf cites additional usage at Plant Daniel as 

"justification" for $ 506,000 benchmark excess . As <;La(( 
points o u t, however , the Plant ' s increaseJ generation 

r esulted in the plant ' s being cycled less and acluall y 
serves to reduce expenses. The OPC agrees with Sta ( f 
t hat o ne-half , or $ 253 , 000 , of the benchmark excess 

s hould be removed from O&M expenses. (Smith) 

I 

I 

I 
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38. ISSUE: [Steam Production; Plant Daniel Turbine and 

39. 

Boiler) Should the bencl.mark excess of $168,000 be 
recognized in the O&M expe nses used in calculaling Gulf's 

1988 tax savings refund , it a ny? (OPC) 

STAFF : Yes . The benchmark excess of 
jurisdict iona l ($186,481 System) s hould be 
calculating Gulf ' s tax savi ngs. 

$1 68,000 
used in 

GULF : Yes, the expenses should be " allowed" . Gu 1 f 

maintains that the benchmark should not be an issue in 
t h is docket. This expense was not included in the $4,1 2 1 

millio n allowed for turbine and boiler inspections at 

Gulf's territorial plants in the 1984 rate case, as Plant 
Dan ie l is not a te rritorial plant. This expense wa s 

actually incur red in 1988, wa s reasonable, prudent and 

necessary, and should not be disallowed. (Lee) 

OPC : Gulf claims that $1 68 , 000 benchma tk excess is 

justified because it inspected turbines at Unit 2 of 
Plant Da n iel in 1988, but thal unil did nol have a 
specific turb i ne inspect ion in 1984 . This explanation 

fails to consider the true nature of these inspections, 
which tallows a cyclical pattern o ver all un its . In the 

last ra te case, the Commission allowed $3, 686 ,000 for 
turbine and boiler inspections al all unil s , and did not 
specify which units were being covered. Add ilionally, 
the $3,684 ,000 was $8 35,000 higher Lhan the amount 

incurred i n 1984 . Thus, the benchmark pro vides a very 

generous starting point. Gulf has failed to juslify t he 

excess, and its O&M expenses should be reduced by 
$168,000. (Smith ) 

ISSUE: [Steam Production; Southern Company Services 

Plant Daniel] Should the benchmark excess of $ ~02 , 000 be 
recognized in the O&M expenses u sed in calculating Gulf' s 
1988 tax savings refund, if any? (OPC} 

STAFF: Yes. The benchmark excess o f 
jurisdictional ($2 24 , 22 1 System} s ho uld be 
calculating Gulf's tax savings . 

$70 2 ,000 
used 1 n 

GULF: Yes, the expenses should be "allowed " . Gulf 

mai n tains that the benchmark should not be an issue in 

?1 
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this docket . These expenses consist o f 1tems billed 
directly to Mi ssissippi Power fo r Plant Dan ie l, 50\ of 
which are then billed to Gulf by Mi ssissippi Powe r 
pursuant to the o pera ting agreement . The charges are not 
duplicative of t he services that are directly bill ed by 
SCS to GULF for its territorial p la nt s . The e xpenses 
identified in t hi s issue were actually incurred in 1988, 
were rea sonable , prudent a nd necessary, a nd should not be 
disallowed . (Lee ) 

OPC: Gulf expla i ns t h is $ 202 ,000 excess as arising from 
three sources : 

(1} support f o r the PPMIS; 
(2} Plan t Daniel Unit 2 turbine testing and 
(3) Plant Daniel a s h storage e ngineering 

Each of these three activities is used as 
justification elsewhere and should not be 
double-co un ted . The O&M e x penses should be reduced by 
$202,000. (Smith) 

40. ISSUE: [Steam Produc t ion; Additional Usage a nd Aging 
Plant Daniel) Should the be nc hma rk excess o f $ 506 , 000 be 
recognized in the O&M expenses used i n calculating Gul f' s 
1988 tax savings refund, if a ny? (OPC) 

41. 

STAFF : Yes . The benchmark excess of 
j u risdictional ($561 , 66 2 System) s hou ld be 
calculating Gulf ' s tax savings . 

$506,000 
used in 

GULF : This issue dup licates I ssue 37 . This issue 
addresses the same O&M e xpenses identified and nddressed 
in I ssue 37 . Thi s iss ue s ho uld be de l eted . (Lee ) 

OPC: See Issue number 37 . 

ISSUE: [Steam Produc tio n ; Ash Hauling 
Should the benchma rk e xcess of $ 111, 000 
the O&M expenses used in calculating 
s avings refu nd, if any? (OPC) 

P lant Dantel] 
be recognized in 
Gulf' s 1988 tax 

I 

I 

I 
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42 . 

STAFF : Yes . The benchmar k excess of $111, 000 
u sed 1 n jurisdictional ($123, 2 10 System) should be 

calcula ti ng Gulf ' s tax savings. 

GULF : Yes, the expenses should be "alluwed". Gulf 

maintains that t he be nc hma rk should no t be an issue tn 

thi s dock et . These expenses 1-1ere not included in Gulf ' s 

ast rate case, since ash haul ing was not perfo r med at 

Plant Daniel in 1984 . The expe nses w<'re actually 

i ncurred in 1988, were r easonable , prudent a nd necessa ry 

maintenance expenses. This item should not be 

disal lowed . (Lee ) 

OPC : Because similar ash hauling 
Daniel we re budgeted and allowed in 
the mere ide nt ification of this 
provide j ustification. O&M expenses 

act1vities a t Plan 
the last ralc case , 
activity docs not 

should be reduced by 

$ 1 11 , 000 . (Smi t h) 

ISSUE: [S team Pr o duc ti on; Ash Hauli ng and 

L and Fill - Smith] Should the benchmark excess 

be recognized in the O&M expenses u sed i n 
Gulf s 1988 tax s avings refund, if any? 

STAFF: Yes. The benc hma rk excess o f 

Sto t agc-Ory 
of $7 52 ,000 
calculati ng 

j u r i sdictional ($834,7 23 System) s ho uld be 
$ 752,000 
used 1 n 

calculat i ng Gulf ' s tax s aving s . 

GULF: Yes, the expenses s ho uld be " allowed ". Gulf 

maintains t hat the benchmark should not be an issue in 

thi s docke t. These expenses were not included in Gulf ' s 

las t rat e case s ince ash haul i ng wa s not per fo r med at 

Plant Smith in ·1984. Since t hese expenses were actually 

inc urred in 1988 and were reaso nable, prudent and 

necessary, they s hould be allowed . (Lee) 

OPC: In the last rate case, the Commission autho rized an 

expense for dry ash handling. The autho rized amount. 

however , did not s pecify whi c h plants i t wa s directed 

towa rd . Thus, Gulf ' s claim t ha t no amount ws allowed for 

removi ng ash from Plan t Smith is i n accu r ate . a general 

amo unt was allowed for all plants . Simpl y identify ing 

wh i c h specific plant s i ncurre d ash hand l ing costs in 1988 

provides no justification . T he $75 2 ,000 benchm~ rk e xcess 

shou ld be disallowed . (Smith) 

? '> 
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43. ISSUE: [Steam Productio n; Cr ist Plant -Painting) Should 
the benchmark excess of $953,000 be recognized in the O&M 
expenses used in calculating Gulf ' ~ 1988 ta x savings 
refund, if any? 

STAFF : Yes. The benchmark excess of 
jurisdictional {$835,833 Sys tem} should be 
calculating Gulf' s tax savings . 

$ 953 , 000 
u sed in 

GULF: Yes, t he expenses should be "all owed". Gu lf 
maintains that the benc hmark s hould not be an issu" in 
this docket. Since these expenses were actually i ncurred 
in 1988 and were reasonable , prudent and necessary, hey 
should be allowed. (Lee) 

OPC : Again, this involves an activity which is performed 
cyclically on all plants o.,med by Gulf, and mere 
identification of the specific activity at a particular 

I 

plant does not provide justification o f the excess. The 
Citizens recommend the removal of one-half, o r $176,000, I 
of t he exces s abo v e the benchmark. {Smith} 

44. ISSUE : [Steam Producti o n; Plant Scherer) 
benchmark excess of $1, 191,000 be recognized 
expenses used in calcul at ing Gulf's 1988 
refund, if any? {OPC} 

Should the 
in the 0&14 

tax zaving s 

STAFF : No . The benchmark excess of $ 1,191 , 000 
j urisdictional {$1,322,015 System) s hou ld not be used in 
calculating Gulf · s tax savings b ec1 u se t he company has 
not justified the inclusio n of thi s pl an t and as soc1ated 
facilities i n its rate ba se . 

GULF: Yes, the expenses should be " allowed". Gulf 
maintains that t he benchmark s hould not be an 1 ssue in 
t hi s docket. The expenses associated with Plan Scherer 
were actually incurred in 1988, and were reaso nable, 
prudent and necessary to provide capacity l o Gulf ' s 
customers. {McMillan, Howel l, Lee) 

OPC: No. The amount should be removed because, as 
explained in Issue 7, the costs associa ted with Plant 
Scherer s ho uld be c harged to off-s y stem sales, rather 

in rate ba se , Gulf s hould be required to p rovide a 
than i n retail rates. Even if Plant Scherer i s allowed I 
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justification for this expense ralher Lhan aulomatically 

increastng its O&M . The O&M expenses should be reduced 

by the $1,191,000 benchmark excess. (Smith) 

45. ISSUE: [Steam Producti on; Electromagnetic Field 

46. 

Research] Sho uld the benc hmark excess o f $8,000 be 

r ecognized in the O&M expenses used in calculating Gulf's 

1988 tax savings refund, if any? (OPC) 

STAFF: Yes. The benchmark 

jurisdictional ($8,880 System} 

calculating Gulf's tax savings . 

excess 
should 

of 
be 

$8,000 
used 1n 

GULF: Yes, the expenses should be " allowed". Gulf 

mai n tai n s that the benchmark should not be an issue in 

this docket . This expense reflects a new research 

project added since 1984, and which, in coordination w1lh 

the Florida Electric CooLdinaLing Group (FCG), assisled 

the Florida Departmenl of Environmental Reg u lati o n in 

fulfilling its legislative mandate Lo develo p Et;tF 

standards for t ransmission and distribuli o n systems in 

the State of Florida. The expenses were aclua 11 y 

incurred in 1988, were reasonable, prudenl and necessary, 

and s hould not be disallowed. (Howell) 

OPC : The Commission a llowed Gulf resea rch expenses in 

its last rate case . The bast.! period, Lherefo re, is not 

zero . Gulf has merely idenlified a specific research 

proj ect included in 1988 . This does not amount to a 

j ustification , and the $8,000 should be removed from O&t-1 

expenses. (Smith} 

ISSUE: [Steam Production; Acid Rain Monitortng) 

the benchmark excess of $ 13,000 be recognized in 

e xpe n ses used i n calculaling Gulf ' s 1988 ax 

r efund , if any? (OPC) 

STAFF: Yes. The benchmark 

j u risdictional (14,410 System} 

calculating Gulf ' s tax sav1ngs . 

excess 
should 

of 
be 

Should 
the O&M 
savi ng s 

$13,000 
used in 

GULF: Yes , the expenses should be "al lowed". Gulf 

maintains that the benchmark should not be an issue 1n 

.. ')-
• t' J 
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47. 

thi s docket . The se e xpenses are requ1red o compl y ~11t h 

a r equest from DER to continue ga thering data o n acid 

ra in , were actually incurred i n 1988 , were r easonable, 

prudent and uecessary , and s hould no be disa l lowed. 

( Lee} 

OPC: Gulf c l aims that $1 3 ,000 o f its excess can be 

explained because no acid ra id monitoring e xpe nse was 

allowed in the last rate case , but cost $ 13,000 in 1988. 

Information produced in Docket No. 881167-EI , however , 

shows that Gulf contributed $4 7,452 for aci d rain 

monitoring in 1984, bu t only $1 3 , 000 in 1988 . Obviously , 

then, this e xpC'nse does not exp 1 a in any of the e xcess 

above the benchmark. O&M expenses should be r educed by 

$13,000. (Smith} 

ISSUE: (S team Producti on ; Tran smi ssion Rentals] 
benchmark adjustments made for t r ansmission 

appropriate for calculat1ng the var iance fr om 
benchmark amount? (OPC} 

Ar c the 
r entals 

t he 1988 

STAFF : No . The adjustment s arc no proper becaus~ the 
and init ial 1984 starling amo un t wa s inaccurate 

previously disallowed costs were added. 

GULF : Yes , Gulf ' s Cdlculations are 1n accordance w1Lh 

the Commi ssion's guidelines for thi s expense, and Lhc 

transmission faci lity charges (l i ne r entals ) themselves 

are the most economical method o f delivering energy and 

capacity f r om Gulf's jointly owned plants i n Mi ss t SSlppi 

and Geo rg ia into i ts service erritory. Gulf ' s 

i nvestment in these tra nsmission faciliLies r epresents a 

prudent and necessary expense for the provision of 

electric service and these expenses s hould not be 

disallowed . These charges we re actually i ncurred , and 

are properly recorded on t he Company ' s boo k s. Although 

it is true that a portion of t he t r ansmission facility 

charges relating to Plant Daniel were not included in 

base rates in Gulf's 1984 rate case , the Commission did 

not find the expenses unreasonable o r 1mprudent but only 

that Gu lf had inappropriately i ncluded customer growth i n 

the justification o f the 1984 tra nsmission expenses . 

Thus, this is no t a specific regulatory adj u stment 

I 

I 

Scarbroug h, Howel l) 
appropriate for inclusion i n this docket . (McMillan, I 
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OPC: Gulf ' s r eported benchmark variance is unde r s t d t ed 
because it improperly made three adjustment s to t he 
be nc hmar k for transmi ssion line rentals: 

(1) Gulf inaccurately reported the amount allowed in the 
1984 base yea r; 

( 2 ) Without any j u s ification , GulC deliberate l y added 
back $4 25 ,000 which the Corr~ission specifically 
d i sallowed 1n the last rate case; and 

(3) Gulf added $1, 500, 000 i n Scherer line rental s w1thout 
e ve n me ntioning them in t he justificat ion. Thus, the 
$1, 62 0,000 s hould be remo ved from O&M. If Plant Scherer 
is removed (see Issue 7), t he $ 1,500,000 should be 
r emoved regardless of the benchmark results. 

48. ISSUE : [Distribution; Underground Line Exlensionc;) 

49 . 

Should the benchmark excess of $ 289,000 be re~ognizcd in 
the O&M e x penses used in ca l culating Gulf ' s 1988 Lax 
savings refu nd , if any? 

STAFF : Yes . The benchmar k excess o f 
jurisdictional ($290 , 116 System ) should be 
calcula ti ng Gulf ' s tax savings . 

$ 289 ,000 
used in 

GULF: Yes, t he expenses s hould be " allowed " . GU l f 
maint ai ns that the benchmar k s hould not be an issue in 
this docket . Si nce t hese e xpenses were actually incurred 
i 1988 and were reasonable , prudent and necessary , t hey 
should be allowed. ( Jordan ) 

OPC : No . Gu 1 f claims the benchmark excess result s (rom 
higher maintenance costs due to a higher ptopor i o n of 
underground di stri bu tion li nes . In fact , however, t he 
maintenance for underground facilities should actua lly be 
lower than the overhead lines . In addition, the accrual 
for li ability e xposure should be considerably less as a 
res ult of t hese safer lines. Thus, Gulf has provided no 
justification, and O&M expenses should be · teduced by 
$289 ,000. (Smit h) 

ISSUE: 
{DSO) 

[D i stribution; Distribution System 
Clearance) Should the benchmark 

Work Order 
excess of 
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$1,057,000 be recognized in the O&M expenses used 
calculating Gul f ' s 1988 tax savings refund, if any? 

in 

STAFF: The benchmar k excess of $ 1,057 , 000 jurisdictional 
($1,061,082 System) should be adjusted to reflecl allowed 
amou nts for 1984 expenses in calculaling a new 1988 
benchmark. 

GULF: Yes , the e xpenses should be "allowed". Gulf 
ma intains tha t the benchmark should nol be an issue in 
t his docket . These expenses were reasonable, prudent and 
necessary , and s hould not be disallowed. (McM illan, 
Jordan) 

OPC: Not entirely . Gulf stated that while "the relative 
amount of dollars to do the work did not increase,· the 
percentage allocated to O&M (as opposed to being 
capitalized) rose from 8.0% to 12.9% (in 1987). Appl ying 
Gulf's own perce ntages , however , explains an increase of 

I 

only $346,000 i n this e xpense. The remaining $7 11 , 000 of I 
the t ota l $ 1 , 057,000 benchmark excess , therefore, ha s nol 
been justified . The O&M expenses should be reduced by 
$711,000 . (Smith) 

50 . ISSUE: (Distribution; Obsolele DisLribuLion Material] 
Should the benchmark excess of $458,000 be recognized in 
the O&M e xpenses used in calculating Gulf's 1988 tax 
savings r efund , if any? 

STAFF: No . 
jurisdictiona l 
justified and 
tax savings . 

The benchmark 
($459,769 System) 

s hould not be used 

excess of $458,000 
has not been fully 
in calculallng Gulf's 

GULF: Yes, t he expenses should be "allowed". GUlf 
maintains t hat t he benchmark s hould not b r an issue in 
this docket. Expe nses associated with this item were 
actua lly i ncurred in 1988, were rea !;onable , prudent and 
necessa ry, and s hould not be disallowed. (McMillan , 
Jordan) 

OPC : Gulf e xpl ains this excess as resulting from an 
inventory contro l sys em (COPIC), which more aggressively 
removed obsolete material from inventory . Gulf claims 

I 
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t hat although the system was implemented in 1981, he 

excessive write-o ffs in 1988 took place after gaLhering 
enoug h h istorical turnover data. Gulf has failed to 

recogn ize that the inve ntory o bsolescence developed o v er 

a number of his torical years and the charge should nol be 
" stacked " into 1988. The $4 58 , 000 excess should be 

removed from O&M e xpe n ses. 

51. ISSUE: [Distribution ; Electric Power Research Institute 

(EPRI)] Should t he benchmark excess of $ 54,000 be 

r ecognized i n t he O&M expenses used in calculating Gulf ' s 
1988 ta x savi ngs refund, if any? 

STAFF: No . 
j u risdiclional 
j u stified and 
t ax savings. 

The benchmark 
($54 , 2 08 System) 

s hould nol be used 

e x cess of $ 54 , 000 
ha s not heen fully 
in calculaling Gulf ' s 

GULF: Yes, t he expenses should be " a I lowed" . Gu 1 f 
mai n tains that t he benc hma rk s ho uld nol be an issue i 
t h is docket . Gulf receives significant benefits from 

its EPRI membership and EPRI research does nol dup 1 i Cd te 
r esearch performed by Gulf Power Company. These 

exper.ses were actu a lly incurred in 1988 , were r as '"> nable, 

prudent and necessary, and s hou ld not be disallowed. 
(Mc Mi llan, Howell) 

OPC : No . Gulf's e x planation amounls Lo an efforL to 

double count a justificdli o n offered wh ich was oCfeted 

for EPRI dues generally . O&t"'' expenses should be reduced 
by $ 54 ,000. (Smith ) 

52 . ISSUE : [Cu stomer Service and Information; Good Cents 
Programs] Should the benchmark excess of $447 , 057 be 

recognized i n t he O&M e xpe n ses used in calcul.linq Gulf's 

1988 tax savi ngs refund, if any? (OPC) 

STAFF : No . No n e of the e x penses associaled with the 

Good Cents Program s hould be used in calculating Gulf's 
tax savings . 

GULF : Yes , the expenses should be allowed". Gulf 

maintai ns t hat t he benchmark should not be an issue in 

?9 
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this docket. Gulf ' s Good Cents Home (New) program was 
removed from ECCR pursuant to a stipulation between Gulf 
and the Commission staff . Gulf is seek ing to r ecover 
these expenses i n base rates in Docket No. 89134 5-EI . 
These expenses were actually incurred in 1988 , were 
r easonable , prudent and necessary and should nol be 
disallowed . (Bowers ) 

OPC : No . This area i ncludes such activities as the 
" Centsable Contracto r Weekends" wh ich were held a the 
San Destin Hi lton where Gulf enter tained contractors. 
These activities should not be borne by the ratepay ers, 
so O&M expenses s hould be reduced by $447,057 . (Smi th) 

53. ISSUE: [Customer Service and I n(ormation; "Essenlia l " 

54. 

Customer Services] Should the benchmark excess of 
$ 62 , 325 be recognized i n the O&M expenses used 1n 
calculating Gulf's 1988 tax savings refund, if any? (OPC) 

STAFF: No. No ne of the expenses 
Essential Custome r Services program 
calculating Gu l f ' s tax savings . 

associ a led 
should be 

with 
used 

the 
in 

GULF : Yes, the expenses shou l d be " all o wed " . Gulf 
maintains t ha t the benc hmark should nol be an issue in 
this docket. These programs provide serv1ces which 
Gulf ' s c u stomers expect , and which they are entillcd to 
r ecei v e . These expenses were aclually incurred i n 1988, 
were r easonab l e , p r uden t and necessary, and should nol be 
d isallowed . (Bowers) 

OPC : No . These " essential " cuslome1 services i nclude 
such acti v ities as " appliance u sc and seleclion" , 
" elect ric s y stem design", residential interior ligh ling", 
and lifes tyle informatio n". These " esscnlial " aclivilies 
are not necessary for the provisio n of eleclnc servi ce 
and appear designed to encourage electric usage. The 
$ 63 , 325 excess s hould be removed from O&M expenses. 
(Smith) 

ISSUE : 
Customer 
benchmark 

[ Cu stomer Service and InCormation; Industria l 
Activities and Cogeneration] Should the 
excess of $ 248,990 be recognized in lhe O&M 

I 

I 
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55 . 

expenses used 
refund, if any? 

in calculating 
{OPC) 

Gulf's 1988 tax savings 

STAFF: No . Non~ of the expenses associated with the 
Industrial Customer Activities and Cogeneralion Program 
should be used in calculating Gulf's tax savings. 

GULF : Yes , the expenses s hould be "allowed". Gulf 
maintains that the benchmark should not be an issue in 
this docket. These activities are necessary to comply 
with a number of statutes and regulations, including 
FEECA and the recently enacted cogeneratio n rules. These 
expenses were actually incurred in 1988, were reasonable, 
prudent and necessary , and should nol be disallowed. 
(Bowers) 

OPC : No . Gulf describes thi s area as "investing 
resources to build a meaningful bu si ness relationship 
built on mutual respect and trus t and a process for 
providing info rmati on concerning rates , eco nomics, 
enginee ri ng analysis, and stale and national legislative 
initiatives" . Gulf ' s claim that thi s program ha s allowed 
it to retain its large customers is unsubslantia ed. 
Thus, this largely image- building activity, some o f which 
i nvolves legislative initiatives, should nol be borne by 
ratepayers. O&M expenses s ho uld be reduced by the 
$248,990 excess. (Smith) 

ISSUE: [Sales ; Training] Should the benchmark excess o f 
$83 , 000 be recognized in the O&M expenses used in 
calculating Gulf's 1988 tax savings re fu nd, if any? 

STAFF: No. The $83,000 ($83 ,000 System) in expenses for 
training should not be used in calculating Gulf's tax 
savi ngs . 

GULF : Yes, the expenses should be "all ow~Jd " . Gulf 
maintains that the benchmark should nol be an issue in 
this docket. Since these expenses were actually incurred 
in 1988 and were reasonable, pruden t and necessary, they 
should be allowed. (Bowers ) · 

OPC : Agree with Staff. 
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56. ISSUE : (Sales ; Heat Pump Program] Should the benchmark 
e x cess of $ 665 , 000 be recognized in the O&M expenses used 

i n calculating Gulf " s 1988 tax savings refund, if any? 
(OPC) 

STAFF : No . The $665, 000 ( $ 665, 000 Sys tern) in expenses 

for the Heat Pump Program s hould not be used in 

calculating Gulf ' s tax savings . 

GULF : Yes, the e x penses s hould be "allowed". Gulf 

maintains t hat t he benchmark should nol be an 1ssue 1n 

t h is dockel. The focus o f Lhis program is Lo provide 

assistance to our customers in order Lo enable them Lo 
use energy more efficiently. These expenses we re 

actually incurred in 1988, were reasonable, prudenl and 
necessary, and s hould not be disallowed. (Bowe rs) 

OPC : No . Because Gulf " s "'heal pump program·· promoLcs 

the use of electricity and elecLric appliances , 1t should 
not be borne by the ratepayers. O&M expenses s hould be 
reduced by the $ 665 ,000 benc hmark excess for th 1 s time. 
(Smith ) 

57 . ISSUE : [Customer Service and Informalion ; Ally 

I n formation and Education) Should the benchma rk excess 
of $ 256 ,00 0 be recognized in the 0&1'1 expenses used in 
calculating Gulf " s 1988 tax savings refund, if any? (OPC) 

STAFF: No. The $ 256 , 000 ( $ 256 , 000 System) in expenses 

for Ally In fo r mation and Education should not be used in 
calcu l ating Gul f ' s tax savings refund. 

GULF: Yes, the expenses should be " allowed" . Gulf 
maintai n s t h at t he benchmark should nol be an issue in 

this doc ket . This program is required to educa e and 
provide informatio n to architects and engineer~ regarding 

e nergy-e f ficient building practices and equipmf"nl. These 

expenses were actually incurred in 1988, were reasonable, 

prudent and necessary , and should not be di sallowed. 
(Bowe r s) 

OPC : No . T he customers s hould not be requ 1 red to bear 

these e x penses so t hat Gulf can " take a l eadership r o le 
with trade professio nal organizations". To the extenl 

I 

I 

I 
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58. 

tha t these costs involve membersh i p in professional 

organizations , the O&M benchma rk ha s already allowed for 

r easonable growth for these types o f expenses. Th is 

benchmark excess o f $ 256 ,00 0 should be r emoved from O&M 

expenses. (Smi t h) 

ISSUE: [Sales ; Shine Agains t Crime) 

be nchmark excess of $104 , 000 be r ecogn1zed 
expenses used in calculating Gulf ' s 1988 
refund , if any? 

STAFF: Yes. The $104, 000 ( $104, 000 Sy s tern} 

for Sh ine Against Crime s hou ld be u sed in 
Gulf's tax savings refund. 

Should the 
1n the 0 &11 

La ..< savings 

1n e xpense, 
calculating 

GULF : Yes , the expenses s hou ld b e " al l owed" . Gu lf 

maintains that the benchmark s hould not be an issue in 

this docket. This program provides direct benefits lo 

participating custome r s and society lhrouqh r educed 

exposure to crime and also encourages Lhe mo r e ef t icient 

u se of electricity by increased us age o f elecLrical plan 

that would otherwise be underutilized during Lhe o ff peak 

hour s covered by this program. Increasing Lhe efftcienl 

u se of electricity is consistent with thL sla u o ry 

mandate of FEECA. These expenses were actually i ncu1 ted 

in 1988, were reasonable, prudent and nec~ssary, and 

should no t be di s allowed . (Bowers ) 

0 PC : Sec t ion 3 6 6 . 8 2 , Flo rid a S t a t u L e s , r c q u i r e s , i n 

part, the Commission to adopt the goa l o f ·· rcduc[ing) and 

con tro1l[i ng] the growth rales of electric consumpLion ." 

It would appear t hat the expe nses associated with the 

" shine agai nst crime " program are conlrcH Y Lo the 

language of FEECA . The Citizens, howeve t, are no L 

contesting t he expenses for this acti vity. 

59 . ISSUE : [Production Related Admi nistrative & General 

(A&G ) Expenses] Gulf claims to be under t he O&r-1 

benchmark by ($28 , 000) system , while Publi c C~unsel 

claims Gulf is ove r the be nchmark by $41 8,000 . Is 1 

appropriate to make adjustments to disallow any 

Production Related A&G expenses? 
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STAFF : No adjustments should be made to production 
related A&G expenses . 

GULF : No . Gul f mai n tains that the benchmark should not 
be an issue i n this docket . In any event, Gulf has 
correctly calculated the benc hmark for this item under 
FPSC Orde r No . 14030, which recognized thal production 
expenses are not afforded customer growth in Lhe 
benchmark. Since these expenses wer~ actually i ncurred 
in 1988 and were reasonable, prudent and necessary , they 
should be "allowed " . (McMillan) 

OPC: Yes. Gulf calculated a benchmark level of 
$5,647,000, but then added $4 46 , 000 without 
justification . This addition produced a skewed benchmark 
comparison which inaccurately s howed Gulf below the 
benchmar k by $28,000, rather than the $'118 , 000 by which 
Gulf actually exceeds the benchmark Gulf should be 
r equired to justify the ne t excess of $418,000 in 
excess of the benchmark. (Smith) 

60. ISSUE : [Administrative & General; Employee Relocat1on 
Expenses ) Should the be nchmark excess of $140,000 be 
r ecognized in the O&M expenses used in calculating Gulf ' s 
1988 tax savings refund, if any? (OPC) 

STAFF : Yes. These expenses should be used in 
calculat i ng Gulf ' s tax savings . 

GULF: Yes, the expenses s hould be "allowed " . Gulf 
maintains that the benchmark should nol be an issue i n 
this docket . These expenses a r e required to ensure that 
the mos t qualified employee is placed i nLo a vacant 
position. The expenses were actually incurred in 1988, 
we re reasonable, prudent and neces sa ry, and shou ld not be 
disallowed . {McMillan) 

OPC: No . Gul f claims that only $ 50 , 0000 was allowed for 
relocatio n e xpenses in the last rate case , and that 
amount wa s u nreasonab l y low . In other words, Gu 1 f is 
drspu ting the reaso nableness of t he base year amount, 
rather than justifying an amount of growth. In a 
previous rate case, t he Commiss i o n refused to allow the 
Citizens to " re-open " the base year amount . Fo r 

I 

I 

I 
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61. 

62 . 

c o nsistency , the Commission should not allow a utility to 
do what t he Citizens could not . The $ 140,000 benchmark 
excess should be removed from O&M expenses. 
Alterna t ively, O&M e xpe nses could be low~red by $8 ,000 to 
reflect an average level in this ex]pense . (Sm1th) 

ISSUE : [Administrative & General; Bank Fees and Line of 
Credit Charges] Should the benchmark excess of $89 ,000 
be recognize d in t he O&M e x penses used in calculating 
Gulf's 1988 tax savings refu nd , if any? (OPC) 

STAFF: Yes. These expenses should be used in 
calculating Gulf's tax savings . 

GULF : Yes , t he expenses should be " allowed". Gulf 
maintains that the benchmark s hould not be an issue in 
this docket. These expenses have allowed Gulf to manage 
its cash mo r e efficiently and has resulted in a reduclion 
in overall costs . The expenses were aclually incutred in 
19088 , were reaso nable , prudent and necessary, and should 
not be di sal l owed . (McMill an) 

OPC : No. Gulf claims t hat the $89 ,000 fo r higher bank 
servi ce fees are juslified because 1t can now make .noney 
by investi ng the cash t hat previously rema ined idle. 
Since t he customers are not r eceiving the income from 
thi s source , t he y should not pay the associated costs. 
( Smith) 

ISSUE: [Administrative & General ; Employee 
Disability Plan ] Shou ld the benchmark excess 
be recognized in the O&M expenses used in 
Gulf 's 1988 tax sav i ng s refund , if any? (OPC) 

STAFF : Yes. These e xpenses 
calcUla ti ng Gulf ' s tax savings . 

should be 

Lo ng Term 
of $78,000 

calculattng 

us~d in 

GULF : Yes , t he e xpe nses s hould be '' allowed''. Gulf 
ma'intains t hat t he benchmark should not be a n 1ssue in 
this docket . Thi s item protects Gulf's employees and 
allows Gulf co standardize its employed disability 
practices and thus reduce its potential liability 
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exposure . These e xpenses were aclually incurred in 1988, 
we re reasonable , prudent and necessary, and should not be 
di sallowed . (Scarbrough) 

OPC: No. Because Gulf has not demonstraled 
e ffective ness of thi s plan, it s hould no be 
justif i cation o f the benchmark excess. O&M 
s hou ld be reduced b7 $7 8 , 000. 

the cosl 
used as 
e xpenses 

63 . ISSUE : Should i ncome tax expense be aoj us ted a::. a result 
of adjustments to e xpenses? 

STAFF: Yes . 

GULF: No adjustments other than those reflected 1n 
Gulf' s filing and those to which Gulf has stipulated in 
the r esponses noted above s hould be made to opera Ling 
expenses o r t o income tax expense. Neverlhe less , if 
adjus tmenls are made to ot her expense~ , corresponding 
adj ustments must also be made to income tax expense . 
(McMillan, Scarbrough) 

OPC: Yes. 

64 . ISSUE: What is the appropriate amounl of Nel Operat1ng 
Income (N.O.I.) for 1988 for purposes of calcul at tng 
Gulf' s 1988 tax savi ngs refund , if a ny? 

STAFF: Thi s calculalion is mechanical in nature and 
depends upo n resolution of the preceding issues . 

GULF : The appropriate amou n t of N. O. I . Cor 1988 1s 
$59 , 947,000 . Thi s amount is net after the adjustments 
for the stipulated issues and the adjustmenLs made by the 
Compa ny as noted in its position o n Issues 12, 20 and 
24. (McMi llan) 

OPC: $65 ,91 9,770 . 

65 . ISSUE: What is Gulf's total 1988 tax savings refund, if 
any , resul ting fr om t he r esol u tion o r the preceeding 
issues ? 

I 

I 
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STAFF : This calculation is mechan1cal in nJture and 
dependen t u pon a resolution of the preceeding 1ssues. 

GULF : Even afte r making the stipulated 
Gu lf ' s filing reflects a tax deficiency, nol 
t he r efo r e , no refund should be made. 
Scarbrough} 

OPC: $9 , 692,843 plus inlerest. 

adjustments, 
dX savt ngs; 

(t-1cMillan, 

66 . ISSUE : How should a refund , if any , be implemented? 

STAFF : The tax refund should be refunded to customers o n 
a n equal cents per KWH basis and identified as such on 
t he bill . If t he additional refund is over $ 5 . 6 million 
{1. 5% of Gulf ' s 1988 tolal operating revenues ), il s hould 
be refu nded over a six-month peri od to reflect more 
accu rately how the revenues were collected . A six-month 
refund should be implemented beginning with Lhe September 
bi l li ng c ycle . If t he refund is less than $5.8 million, 
a o ne-month refund based o n September is acceptable . 

GULF: No refund should 
approp r iate , Gulf would 
for implementation. 

be required. If a refund were 
agree wi Lh Lhc Staff· s propos a 1 

OPC : As a one-time crcd t to cuslomet bills, 
specifically identified as such. 

67. ISSUE : Should rates be reduced o n a prospccltve basis to 
offset tax savings? 

STAFF : No . 

GULF : No . (McMillan, Scarbrough) 

OPC : Yes . 

Stipulated Issues: 

Issue Nos . 8 , 9 , 14 , 15, 16 , 22 , 26 have been stipulated 
by the parties . 
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Pending MoLio~ 

GULF : The company has made its objection to tncluding 

Issues 7, ll-13 , 20-21, 23 -25 , 27-28, and 30-63 Cor the 

Commission ' s consideration in this Docket. The basis for 

this objection is that these issues are ouls1dc the 

proper scope of t hese proceedings arising under Rule 

25-14 . 003 F.A . C. and are also beyond the intent behtnd 

said rule . Inasmuch as these issues should therefore be 

excluded from consideration in this docket, so s hould any 

t e s t i mo n y reg a r d i n g sa i d issues . G u 1C r e que s t t h a i l s 

objection be noted in the record as a standing and 

continuing object ion to t hese issues and any test i '110ny 

related thereto . In the event the Conunission sus ains 

Gulf ' s objection, Gulf would further move that any 

testimony regarding any issue excluded as a result of 

Gulf ' s objection also be stricken and excluded from 

consideration by the Commission in this docke . 

Other Matters 

None at this lime . 

Based o n the foregoing, it is 

ORDERED by the Florida 
these proceedings shall be 
modified by the Commission. 

Public Setvice Commission that 
governed by this order unless 

By ORDER 
Officer, t h is 

( S E A L ) 

(68l9)MER : bmi 

of Commissioner 
1 Srh day of 

Betty Easley, Prehearing 
MAY I _L9..9.D_ 
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