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GULF POWIR COMPANY 

Direct Teltiaony of 
D. L. Mccrary 

In support of Rate Relief 
Docket No. 891345-!I 

Date of Filinq Deceaber 15, 1989 

Pleue atate your nue, your bua1Deaa address, 

and your poaitioD with Gulf Power coapany. 

My naae il Dou;lal L. Mccrary and ay business 

addr ••• il 500 Bayfront Parkway, Pen•acola, 

Florida 32501. I aa Pre1ident and Chi ef 

Executive Officer of Gulf Power coapany and a 

aeaber of the co•pany'• Board of Directors . I 

aa alao a aeaber of the Board of Director• of 

The southern coapar.y and southern coapany 

servicea, Inc . 

Pleue de•cribe briefly your educational 

back91'oaD4 and bu.81Dea• uper1uce. 

I attended public achool in Alabaaa and 

thereafter ••rved three year• 1n the United 

state• Air Force . I ;raduated froa Auburn 

UDiveraity with a Bachelor of Science de;r ee in 

Mechanical ln;ineerin;. I alao received a 

24 Maater of Science deqree in Mechanical 

25 lnq1neeriD9 froa Auburn univerlity. In 1953, I 
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joined Alabaaa Power Coapany aa a junior 

engineer. Since then, I have held •everal 

different aanagement and executive po1itions, 

including poaitiona with Alab .. a Power Co•pany; 

southern coapany services, Inc.;. and Gulf Power 

I becaae Vice Pr•aident-conltruction at 

Alabaaa Power in 1971. In 1977, I beca•e senior 

Vice President at Southern Co•pany Services, 

Inc. rroa January 1980 to Hay 1983, I served 

a• lxecutiva Vice Pre1ident at Southern Company 

servic~•, Inc. on Hay 1, 1983, I wa• elected 

to ay pr•aent poaition at Gulf Power coapany. 

~ a re1ult of 36 year• of eXPerience within 

the southern electric ayatea and aervice in 

varied aanageaent and executive po1itions, I a. 

faailiar with the operation• of the southern 

electric 1yatea including the operation• of 

Gulf Power coapany. 

Q. Do JOU have ua exhibit that coDtaiu 

1Dforaat10D to wbtcb 70u will refer 1D your 

teat.t.-oD7? 

coun1el: we aak tbat Hr. Mccrary'• 
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exhibit, con111ting of 3 

•chadulel, be aarked for 

identification a• Exhibit 

No. _ (DLH-1) . 

Wbat 11 the purpo1e of JOUr t e1tiaony? 

The pr1aary purpo1e of ay teatiaony il to 

•~ar1ze for the co .. illion, Gulf'• need for 

i .. ediate rate relief. ~ clearly reflect•d in 

the te1ttaony of Mr. Scarbrough, the ot her 

w1tne11e1 and the 1upporting docuaentation , the 

finucial integrity of the coapany ia 

•ubatant1ally at rilk. I would alao like to 

addre11 certain of the event• of the pa1t few 

year• Nb1ch could e&lily det ract froa the 

aeritl of our caae. !be1e evanta, including 

the nuaeroUI 1nvelti oationa of the coapany, and 

the coapany'• recent plea of guilty are of 

under1tandable concern to the couiaaion . I 

believe the record reflect• that we have been 

litewile concerned and have taken thole action• 

nece11ary to prevent a recurrence. Although of 

no le•• iaportance to aanao•ent, the uount of 

•oney involved 1D the violation ia ainiaal. 

With the edju1taent1 Wal1Cb we have 11ade, there 
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should be no i•pact on Gulf's rate case. Even 

ao, there are thoae who would take the actions 

of a few and caat aaper1ion1 on the whole. 

This ia extre•aly unfair to tho•• who 

throughout this entire process have maintained 

their high atandarda and cooperated fully in 

our effort• to ferret out any illegal or 

unethical conduct. We will cooperate in the 

co .. iaaion'a continuing examination of these 

evanta . we truat, however, that the co .. ia&ion 

and ita 1taff will focua on thoae area• truly 

relevant to the rate caae . we have removed 

fro& tha rata caae filing all of the expense 

and rate baae it••• a1aociated with the 

inveatigationa. 

Q. Mr. MCcrary, 1D th1a rqal'd, did you not 

petition tha CO..i1a1on for rate relief in 

Nov.-bar of 1tl8 and thea file a •Notice of 

Voluatary D1aat•••l• on JUne 12, 1989? 

A. Ya1. At the t~• of Gulf'• filing for 

peraaaant rate raliaf in Novellber 1988, Gulf 

Power co•pany -- ita parent corporation, The 

Southern Co•pany, and ita other operating 

coapaniaa --- were under investigation by the 
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Federal Grand Jury for the Northern District of 

Atlanta. At that tt.e Gulf bad hoped that the 

inveatigation would be co•pleted a• it related 

to Gulf by the ti•• for the rate hearings. Thil 

did not happen . 

Although very few of tbe allegations 

before the Grand Jury i•pacted upon Gulf's 

requeat for rate relief, Gulf realized that the 

cloud of rumor and innuendo •urrounding the 

inveatigation neceaa1tated a full and complete 

explanation of tbeae event•. Aware of its 

obligation to prove ita need for rate relief by 

the appropriate evidentiary atandard before the 

coaa1aaion, yet conatra1ned by the effect of 

the pending Grand Jury proceeding•, the company 

felt that it ahould withdraw it• request for 

rat e relief in order to reapect the •ancti~y of 

the Orand Jury proce11 and the concept of due 

proceaa, and to allay tbe juat1fiable concerns 

which the co .. 1aaion bad. on october 31, 1989 , 

the co•pany entered into a plea agreement with 

tbe united ltatel governa:nt, finally diapoaing 

of tbe 111uea under inveat1gat1on. 

In order to avoid prolonged , expensive and 

d1Vii1Ve legal proce~dingl, the Co•pany pleaded 
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qu1lty to two federal offenaea: 

contpiring to violate a aection of 

the Public Utility Holding company 

Act, which prohibita requlated 

ut111tiea from making political 

contribution•; and 

conapiring to iapede the Internal 

Revenue service through the creation 

of falae or inflated invoices. 

After a thorough review of action• taken 

by thoae naaed in the cr1ainal inforaation 

filed by the Governaent, the coapany 

acknowledged with deep re;ret that fe4eral 

atatutea were violated. ~ indicated in 

the Governaent'• Stateaent of Pacta 

Regarding the Gulf Power Coapany Plea, the 

illegal act1vitiea were orcbeatrated by the 

coapany•• foraer Ienior Vice Preaident and 

carried out at hi• direction by a handful of 

eaploy••• and were unauthorized by Gulf . As the 

Governaent•• stateaent of Pacta acknowledges, 

•oulf Power co.pany baa •uffered fro• the 

diahoneaty of the aenior vice prea1dent and 

certain other• wbo acted under hia direction 

without the approval of t • board of director• 
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of Gulf Power Co . " Nevertheleaa, the coapany 

bel ieve• that the deciaion to plead to the 

charges aade by the governaent was 

reaponaible and proper. The alternative, 

a lengthy cria inal trial, would only 

contribute to continued publicity and 

trauaa for the coapany and ita eaployees, 

and would likely have reaulted in a much 

haraher indictaent and fine than that 

negotiated in the plea agre .. ent. Gulf 

certainly doea not condone the &buaes that 

occurr• d, and i s deterained to pr event such 

abuaea in the future. 

I want to ••phaaize that, during the 

inveatigation of the coapany•a records, we 

cooperated fully with the Grand Jury and the 

office of t be Unit ed stat•• Attorney. 

Q. au tbe COII,puy take tbe 1Ditiative 1D 

1nvaat1vatin9 internal wrongdo1D9f 

A. Abaolutely. Witb reapect to the Grand Jury 

invaativation, tba covernaent itaelf recognized 

in ita Stateaent of Facta that "Gulf Power co . 

1taelf, by ita own initiative, baa 

lubltantially contributed to tbe inveatigation 
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and the uncovering of the wrongdoing by this 

now deceaaed aenior vice preaident and a 

handful of other eaployeea Who worked under 

bia." In fact, independently of the Grand Jury 

inveatigation, the Coapany•a internal auditors, 

aecurity peraonnel, aanagera, eaployeea and 

attorneYI have con1i1tently endeavored to 

ferret out and eliainate internal wrongdoing . 

Beginning in 1983, ahortly after I came to 

Gulf Power, I reaponded pro~tly to ruaora of 

theft and corruption at the General warehouse 

by appointing an 1nveat1gat1ve teaa to prepare 

an independent report of condition• at the 

warebou1e . Where illegal activ1t1ea 

were proven, aa in the caae of Kyle croft , 

General Warehouae Manager, dec1a1ve corrective 

action waa taken. laployeea found to be 

involved were, .. appropriate, repriaanded, 

fired, allowed to reaign, or deaoted. 

Iince the t1ae of tbe 1Dveat1gat1ve report 

conducted in late 1983-early 1984, allegations 

of vendor kickbackl and eaployee fraud have 

continued to aurface. Moat of the allegati~n• 

aroae froa atat .. enta aade by Kyle croft in 

connection with b11 wrongful tera1nat1on 



I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 

1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

Docket No. 891345- EI 
Witneaa : D. L. Mccrary 

Paqe 9 

lawauit a;ain1t the eoapany. A crand Jury in 

Pen1acola thoroughly 1nveat1;ated his 

alleqationa, and properly diaaiaaed them. Hil 

civil auit a;ain•t the Coapany and ita 

executives baa likewiae ~een appropriately and 

finally diam1a•ed. Other aubatantiated 

allegations of vendor kickback scheaes 

reaulted in Gulf ' • tera1nat1on of contractual 

bu11ne•a relat1onah1pa with all but one of the 

vendor• involved. Tbe one reaa1n1n; vendor 

never profited from the actions requested of 

hia ~Y Coapany employeea, and baa cooperated 

exten•ively with Gulf and the authorities in 

invelti;atin; tbeae i•auea. Becauae of this 

vendor'• cona1•tently low bids and excellent 

quality of aervice, Gulf aaw no benefit to 

terainatin; the relationahip. 

Unfortunately, other charge• concerning 

political contribution• and unaubatantiated 

billing by Gulf vendors, aa ~ocuaented in the 

plea a;reeaent ~etween Gulf Power coapany and 

the United State• covernaent, have proven to be 

true. ror a variety of reaaona, tbeae 

tapropr1et1ea were only relatively recently 

aubatantiated. 
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Q. Should Gulf'l aanag .. eDt have been aware 

earlier of the t.proper activities deacr1bed in 

the plea agre .. ent and Govern.ent'l atateaent 

of racts? 

~. It is difficult to say what aore could have 

been dona under the circumatances to uncover 

the illegal and unauthorized acts of Gulf's 

former senior Vice President and those who 

acted at hil direction. ~his Vice Preatdent, 

Jake Horton, waa a well-respected and 

influential aan in the Penaacola coamunity. He 

was able to accoapliah a great deal of good for 

the citizen• of Northwest Florida. one does 

not ordinarily 1uapect auch a aan of illegal or 

unethical conduct. It was not until septeaber 

of 1988 that I becaae aware of the details of 

the ledger kept by tbe Appleyard Agency 

docuaent1Dg queationable expenditure• aade and 

billed back to tbe Coapany. I taaediately 

inatructed our internal auditor• to begin a 

coaprehensive review of all of the coapany•a 

account• with advertiaing vendora. It was thia 

internal audit and aubaequent 1nveat1gat1ona by 

the Interoal ~udit co .. ittee of the Board which 

indicated that Mr . Horton bad circuavented 
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Company policie8 and procedure• by authorizing 

political and other contributicns by vendors t o 

be billed back to the coapany. The 

Governaent'• statement of racta docua•nts the 

thorough inveati;ation conducted by Gulf's 

internal auditor• into thia aatter and reflects 

that the activitie• of Hr. Horton and others 

were unauthorized by the coapany. Since Gulf 

Power do•• not have the lubpoena power 

available to the United Statea Govern•ent 

aqenciea, certain of the illegal acta were 

unkn~wn to the Company until aettleaent 

diacuaaiona were begun with the United states 

Attorney'• office. 

Q. What •tep• ha• the CO.pany teken to enaure that 

the•• abuae• do aot oocur 1D the future? 

A. The coapany ha• taken aany apecific steps to 

enaure, within reaaon, that future abuaea do 

not occur. Mana;ement atructure baa been 

reorganized to better divide re•ponaib111t1es 

and authority. Specific guideline• have been 

publiahed which •trictly define the acceptable 

u•• of outaide firaa providing profe881onal 

aerviee• to the coapany. Purchaain; and 
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invoice approval policies have been scrutinized 

and, where appropriate, strengthened. Each and 

every vendor and contractor doing bu•iness wit h 

Gulf ha• been clearly advised that they are not 

expected or required in any way to make 

political or charitable contributions as a 

condition of doing bu11neaa with Gulf Pow r. 

In addition, we have adopted a coaprehensiv@ 

employee ethic• program to ensure integrity 

throughout the coapany. All eaployee• are 

required to read, 1iqn, and adhere to a Code of 

lthics which ha• been de•cribed a• one of the 

aoat r1qoroue in the corporate aarketplace. 

Violation• of the Code of lthic• reault in 

dilciplinary action up to and including 

d1aa1e•al. our ethic• awarene•• program 

providea ongoing guidance to all eaployee•, 

fro• t op aanageaent to tbe newe1t hire. The 

inltitution of a confidential laployee concerns 

Prograa which reports directly to ae enhances 

our ability to en1ure that proper bu1iness 

practice• continue to be followed without 

exception, encouraging all eaployeea to report 

any activity Which appear• to thea to be 

illegal or unethical. 
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A •ummary of certain of the actions we 

have taken Iince 1983 to improve &eeurity over 

coapany aaterials and assets is attached as 

Schedule 1 to ay exhibit. 

Although in our plea agreement we accept 

the re1pon1ibility for the unauthorized actions 

of a few eaployeea, we do not accept or condone 

what happened. I aa confident that we have 

taken rea1onable and appropriate corrective 

action both with our eaploY••• and in revi1ion 

of our policies and procedure• to prevent 

anything of tbi1 type froa happening in the 

future . 

Q. Mr. Mccrary, are there ay other couent• which 

you would like to aake about the inve•tigation 

ucl Gulf • • re8PC)ue• to th•? 

A. lnough ha• probably already been •ai d. It is 

iaportant to note, however, that it wa• our 

action•, beginning in 1983, Which precipitated 

all the external inve•tigation• which occurred 

1Ub1equently. In other word•, we have 

atte•pt ed to clean up our own hou•• · It was 

reeoqnttion of thil by and our cooperation with 

the federal authort~ie• which enabled u• to 
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achieve a favorable plea agreeaent. While we 

are perhaps ju1tifiably criticized for hav!ng 

failed to prevent theae thing• fro~ occurring, 

we have taken thoae atepa nece11ary to 

diaaasociate those reaponaible and assure that 

they do not reoccur. Again, the focus of 

Gulf'• request for rate relief 1hould not be on 

the action• of the paat, but on the actions 

taken for the future and on Gulf's need for 

rate relief. 

Q. Mr. Mccrary, what il the uount of rate relief 

the COIIpu~ 1a requeat1D9 1D tbi1 docket? 

A. The coapany 11 reque1tino retail rate relief 

totaling •26.3 aillion. The te1ti~ony of Hr. 

scarbrou9b and other• di1cusa the 

approprtatene1a of tb1• uount. Mr. Halkina' 

te1tiaony di•cu1•e• the appropriatene•• of the 

allocation of the1e revenue requireaentl on the 

ba111 of the Coapany'l coat to provide service 

to the varioua cuatoaer group•. our panel of 

wttne11e1 pre1ent te1tiaony deaon~tratino that 

the operation and aaintenance eXPenle level we 

are requeating i1 nece11ary to continue to 

provide the quality of tervice that our 
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custoaars expect and deserve. Th••• witnesses 

al•o present testimony describing the 

inve•taent that bas been aade in facilities 

u•ed in providing thi• ••rvica to our 

cu•toaer•. Their testimony demonstrates that 

th11 inva1taant hal bean appropriately aade in 

re•pon•• to our obligation to provide service. 

Finally , our witne•••• will pra•ent testiaony 

supporting the return that au•t be earned on 

th1• inva•taant if we are to be coapetitive in 

attracting additional capital •o that our 

future service obligations can be aet. 

Certainly, no one like• to ;o through the 

a;ony ADd turaoil that accoapanies a request 

for an incr•a•• in rates, least of all myself . 

But, a• you will ••• froa the te1tiaony 

praaantad, th1a r aqueat 11 nac•••ary ;1ven tbe 

financial condition in which we find ourselves . 

Gulf doe• not operata in a vacuua. we have 

bean iapacted by the force• of inflation and 

requlation in the five years •inca our last 

increa•e. We 1hould not be penalized and 

con•tra1ned financially, or our ability to aeet 

u•ual financial obli9ation• or attract aources 

of capital will be •~o4ad. Clearly our 
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obligation il to provide efficient and adequate 

electric •ervice to the citizen• of Northwest 

Florida, and to do that we au1t be afforded t he 

opportunity to collect thele additional 

revenue•. 

Q. Plea•• deacribe the principal reaaon for 

requeating rate relief at tbi• tiae . 

A. The principal rea1on for our need for rate 

relief i• the need to earn an adequate return 

on the additional inve1taent a11oc1ated with 

power generation re1ource1, apecifically Plant 

Daniel and Plant Scherer, and the a11ociated 

operating and aalntenance expen•e•. 

Mr. Scarbrough present• in graphic detail tbe 

revenue requir .. ent iapact Which the additional 

capacity il having on our need for rate relief. 

Very •1aply, •• both Hr. Paracn• and Hr. 

Scarbrough atate in their teatiaony, a utility 

the size of Gulf cannot add over 500 aw of 

capacity without an increa•• in rate• to 

aupport the 1nve1taent. 

Tbeae power plant• and their corre1ponding 

inve•taent were diaeu•aed at length during our 

198t rate caae. Aa we indicated at that t1ae, 
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1989 wa1 pr~jected as the year the•• facilities 

are needed to aeet our retail load Qrowth. Hr. 

Parson• di1cusse1 thil at length in his 

te1timony. As he a110 di1Cu1ae1, thil capacity 

is being aade available to our retail customers 

at barQain price• relative to what additional 

capacity il currently costinQ other utilities . 

Specifically, the Plant Daniel capacity 

repre1ent1 a current inve1tment level of only 

f265 per kilowatt and Plant Scherer i1 only 

1760 per kilowatt. Thil coapares to the 

conltruction of new capacity with an initial 

1n-1erv1ce date of 1990 at an lltiaated co&t 

of f1120 per kilowatt. 

In 1pite of the relatively low co•t of 

th11 additional capacity, it certainly requires 

revenue 1upport; and hence, we au1t have an 

increa•• in retail rat••· Fortunately, thil 

••all 1Dcrea•• will not be the "rate 1hock" 

that other ut111tie• adding capAcity have 

experienced. This price perforaance of our 

Coapany provide• a value and quality of aervice 

that our cu1toaera appreciate When they compare 

our price• with tbe price• faced bY con1umer• 

by other utilitl•• thr~ugbout the nation. 
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g. Have operation and aaintenance axpenaea 

contributed to your need for rate relief? 

A. Yea, they have. The coapany haa incurred 

ai;nificant increaaea in operating and 

maintenance expenaes, primarily due to 

inflation and cuatoaer growth. Aa other 

witneaael deacribe in detail, our operation and 

maintenance expenae level ia above the 

Coamiaaion's benchmark calculation. In 

accordance with the co .. ialion'• a~on1tion in 

1984, we have not atteapted to defer or delay 

any neceaaary maintenance activitiea becauae of 

revenue deficienciea. AI the need• in power 

plant maintenance, research and development 

have increaaed, we have reaponded by apending 

the necea1ary fund• to aeet thoae needa. These 

effort• have re1ulted in tangible benefitl, 

with the power production area being a priae 

exaaple. We have iaproved our heat rate from 

10,909 btua per kwh in 1980 to 1~,636 btu• per 

kwb by the end of Septeaber 1989, reaulting in 

•67 •illion 1n fuel coat 1aving1 to our 

cu1toaera aince 1980 . Additionally, theae 

aaintenance effort• have increaaed our 
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capability by 74.9 aw over the laat nine years . 

At today•s cost for an avoided coal unit, this 

a~~itional capacity repreaenta an adde~ value 

of t84 aillion. 

Q. What are 1011e of the reaaona why Gulf Power has 

been able to operate aillce 1984 without an 

increaae in b .. • ratea? 

A. We recognize~ the need for rate relief in 1999. 

However, aa I d1acuaaed earlier in ay 

te1tiaony, we withdrew our reque1t for rate 

relief until the Federal Grand Jury 

1nveat1qat1on waa concluc1ec1. Several external 

and internal factor• aa~e it poaaible to delay 

the need for rat• relief until 1989, and these 

factor• are fully diacuaaed by other witnesses. 

In -~~ition to the obviou• t.pact of the 

corporate incoae tax rate change and retail 

1alea growth, the capital aarketa atabilize~ 

lubatant1ally fro• 1984 through 1989. 

conaequently, the co1t of capital 11 1omewhat 

lowar now than it waa in 1984 and that ha• been 

reflected in our filing. 

Interoally, all area• of ~ulf Power 

coapany have been devote~ to preventing having 
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to a1t this co .. illion for an increa•• in our 

ratea. We have worked hard at effectively 

aarketing our baae generating plant resources 

through off-IYit .. 1ale1, econoaic development 

activities, suppleaental energy 1ale1 and other 

end uae and deaand aide load aanageaent 

progru1. 

we have also diligently worked over these 

years to increa•• the efficiency of our 

workforce. ~ Mr. Howell, Hr. Lee and Hr. 

Jordan diacuaa in their teltiaony, we have 

inltituted productivity enhanceaent and 

efficiency aealur .. ent prograa• to enaure that 

botb our people and our equipaent are working 

efficiently and effectively. A lignificant 

portion of our workforce ia now included in 

quantitative productivity ••a•ur .. ent programs. 

AI 1hown in Hr. Scarbrough'• Schedule 10, our 

operation and aaintenance expen1e level has 

con1i1tently been below the southea1tern 

Jlectric Jxcbange average; and we are aakin; 

every effort to continue that tradition. 

Additionally, we have increaaed our generating 

unit equivalent availability fro• a low of 

13.7 percent in 1915 to 88.7 percent 
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year-to-date October 1989 . We continue to 

aon1tor and aeasure atat1&t1c& such a& these to 

ensure that we are aaintaining a competitive 

posture within our industry. 

Q. Are your conviDeed that this rate increase is 

neceaaary to provide the long-tera quality of 

electric aervice tbat your cuatoaers expect and 

deserve? 

A. Yea, I a.. our 1990 rate base represents 

appropriate invest.ents in the facilities 

neceaaary to provide reliable electric service, 

and our level of operation and •a1ntenance 

expenaea ia that which is alao neceasary to 

properly operate and aaintain these facilities 

and our utility buaineaa. To continue 

providinq thia aervice into the future , our 

investor• are entitled to a fair return on 

their tnveataent. Without thia fair return , we 

cannot e~ct to attract the capital necessary 

to aeet tbe needs of our cuatoaera at 

reaaonable ratea. unfortunately, thia 

coab1nat1on of nee~ now require• an increase 

in our retail rate1. 

AI I have already pointed out, however, 
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and aa abown on my schedule 2, our current 

ratea are a.onq the loweat in the country, and 

even with thia increase in our reaidential 

ratea, they will continue to reaain in thia 

poaition. Additionally, as indicated in 

Schedule 3 of ay exhibit, the total bill to our 

typical reaidential cuatomer wil l •till be 

lower than it waa in Deceaber of 1984 , the time 

of our last ;eneral rate increaae. 

Aa thia co .. iaaion kDowa, one of the 

princi pal reaaona why our cuatoaera have 

experienced a reduction in their electric 

aervice ratea over the laat aeveral year• has 

been our ability to aubatantially reduce our 

fuel cost• . We have accompli l hed this throu9h 

innovative ne;otiationa re1ultin; in coal 

contract• Which have been reviewed by thia 

coaaieaion aa part of our regular fuel coat 

proceeding• . 

I aa proud of the econoaiea we have 

accoaplilhed over the laat aeveral year• and of 

our aucceaa in keeping our rate• atable . our 

ability to be co•petitive and effectively 

control our coat• baa provided our rea1dential 

cu1toaera with aore d1apoar~le incoae and 
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allowed our industrial cuatoaer1 to be more 

competitive in today•a international 

aarketplace. We can only continue to be a 

viable and positive influence in the lonQ ter• 

if we are allowed adequate earning• on 

necessary inveataents in electrical service 

facilitiel that are efficiently operated and 

aaintained. our tradition of reliable service 

mu1t continue, and we au1t be granted thil 

•ode1t increa•e for it to do ao. 

Q 'l'llere are aoae who have criticized the Coapany 

for requeating rate relief ao quickly after 

having eDtered into tbe plea agr ... ent with the 

United ltatea GoverDaent. Would you please 

ca.aent on tbia? 

A. Firat, I want to aey tbat we certainly do not 

enjoy going through tbe ordeal of asking for an 

increa•• in our rates at any t iae. The events 

of tbe pa1t few aontha have aade the situation 

all the aore difficult, but they, in fact, have 

no iapact on the coapany•a need for rate 

relief. The coapany•a financial situation 1• 

aucb that we have no alternative. our last 

request for rate relief was necessarily 

---- ----
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withdrawn because of the pending Grand Jury 

inveatigation; however, the financial factors 

which neceaaitated that request re~ain 

conatant, and in fact the coapany'a financial 

poaition baa continued to deteriorate. Now 

that Gulf has aueceaafully put the ordeal of 

the inveatigation behind it by negotiating the 

plea agreeaent, we have no choice but to return 

to thia Coamiaaion for rate relief . 
' 

Maintaining the delicate balance between 

pricing our product attractively for our 

cuatoaera while eaxoing a coapetitive return 

for our atockhol~era ia difficult. Deapite our 

beat efforta t o avoid filing thia caae, the 

addition of the large increaent of the Daniel 

and Scherer capacity aakea thia filing 

aandatory. I want to .. phaaize that I believe 

our ability t o provide quality, reliable 

aervice to our cuatoaera over the yeara, while 

aaintain1ng .. ong the loweat ratea in the state 

and nation, ia an excellent indicator of the 

character and dedication of Gulf eaployeea. 

With the aodeat 1ncreaae 1n ratea requeated in 

thia caae, we will atill continue to aucceed in 

delivering low coat, reli&bl~ electric aervice 
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I al1o want to reemphalize the fact that 

we have thoroughly reviewed our filing to 

reaove any iapact that the illegal acta to 

which we have pleaded will have on our future 

rate1. We continue to a11eas any pa1t affect 

on our ratepayer• froa the coapany having made 

political or other contributions , t hr ough 

inflated invoice• . our careful review of the 

lituation ahould indicate whether our 

ratepayer• bore any of theae coats. In the 

event that we discover any portion of the aoney 

in que1t1on wa1 paid by our cuatomer1, we wil l 

aake appropriate refund• to thea . 

Before concluding ay teati•ony, I want to 

coaaend the dedicated eaployeea of the company 

who never wavered in their coaaitaent to our 

cu1toaer1 durin9 one of the ao1t dlfficult 

perio41 in the coapany•a 63 year• of aervice to 

Nortbweat Florida. It ia a 1ba.e tbat the 

dee~ of a few ca1t a abadow of doubt upon t he 

bone1ty and intevrity of the other 1600 

eaployee• . I •incerely hope that thia 

co .. illion will con1ider the very fine 

aceoapl1abaent• of the coapany over aany year• 
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and allow u1 to aove forward. 

Q. Doe• tbi• conclude your te•tiaony? 

A. Ye1, it does. 



STATE OP FLORIDA ) 

COUNTY OF £SCANDIA ) 

AFPIDAVlT 

Be fore ae the under.t.gned authority personally appeared 

D. L. McCrary. who f i rst being duly swo.rn, says that be is 

the witness naaed in the testiaony to which tbe Affidavit is 

attached: that be prepared said testiaony and any exbibits 

included tberein on behalf of Gulf Power Coapany in support 

of its petition for an increase in rates and chargee in 

Florida Public service coaaission Docket No. 8913t5-Bt: and 

tbat tbe aatters and things set forth herein are true to tbe 

best of bis knowledge and belief. ~ 

Dated at Pensacola, Florida this II of Deceabe,r. 1989 . 

D. L. Mccrary 

sworn1J,o~nd subscribed before ae 
t ~day ot Deceaber, 1989. 

~.-y Pa:Vic. Sttoa of Rorilll 
JJ.y totoo:~~~ t.Ji.-:; :.w.& ll. "" 
~ n,_ r...,. .,. .•• _,_. 1ac. 
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GVLr JOWD COIIHft 

8UJOOUtY qJ' GaHUJI AC'fJ:OXI ~ &'I' 't'UIOV8 7DIIIe 8PC. 1tl3 
'1'0 J:DIOft eiCUUft ona COIInft anax•w UD u•rr• 

Eatabliahed a Co.pany Code of !tbica, vbich all eaployeea are 
required to ai9ft, reaultincJ in increaaed avareneaa of ethical 
behavi or. 

Manaqeaent procedure• h4v• been reviewed and enhanced to atrenqthen 
control• over Purchaaing ~ revievinq tunctiona. 

Blanket purchaae or4era vera reviewed and axtenaively re4uced . 

The Autouted P\lrcbaeiDcJ Syata vaa iapl~ted. Tbia ayatam 
providea extenaive inquiry and aonitoring capability tor both 
Purchaainq and user depara.ent aan&CJeaant and peraoMel • . 
The Pu.rchaairMJ ataff ha• been encoura9ed and aupported ia 
participati on in prot .. aional orvanizationa Vbich r .. ulted in 
profeaaional certification, enhanced profeaaional ethic• and 
expoaure to purcbaainq law. 

More .. ploy••• vera required to aivn the COnflict of Intereat 
Statement. 

The employee aelection procaaa enaurea qualified candidatea. 

Iapleaented a druCJ teating policy. 

All ita .. at the General War•bouae have been identified, aarked, 
and ator•d in varehouae bina. 

Iapl-entation ot the c:opica Inventory Control• •r.t.. baa provide<! 
extenaive inquiry and .. terial trackiJMJ capabilit ea CO.pany-wide. 

SeqreCJation of dutiu and job rotation vaa initiated at the General 
warehouae. 

Warehouae employ• .. are no loft9er allowed to purchaae inventory. 

Transformers are included in COpies inventory. Copica inventory 
it ... are aonitored, and periodically cycle counted to verify 
copies balanc••· 

1 
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Access to Co11pany facilities is rNtricted throu;b the car d key 
system. 

An increased eaphaaia has been placed on inventory accuracy and 
turn-over rates i n pertoraance plana for Jtay aanaq-ent personnel 
responsible tor varahousinq functions. 

An Inventory Control Action CO..ittee vas eatabliabed to aonitor 
and make recoiiJiendationa reqardiftCJ inventory control activities. 

Inventory control parforaance report• are provided to key 
aanaqeaent personnel on a ~lar baaia in order to identity 
potential problem areaa. · 

Increased physical security at the General Warebou.e including the 
following: 

1. Electronic aurveillanca equipaant vas installed. 

2. The entrance and exit baa been restricted to one quarded ace••• 
gate. 

J. Unauthorized personnel (euatoaera, truck drivers, etc.) are 
r .. tricted troa di rect aco .. a to the warehouse facility . 

4. The warehouse peri .. ter haa been cleared to iaprove visibility. 

5. Security qrills have bean installed in the urchan4ise holding 
areas. 

6. Seals are uaad to detect taaparinq on contract delivery trucks . 

Ace••• to qasolina puaps are restricted tbrouqh the usa of an 
electronic/key access syatea. 

Considerable trainin; an4 support baa been provided to Coapany 
eaployaea who utilize the Autoaatad Inventory COntrol and 
Purchaain; syat .... 

An Inveataent Recovery section vaa utabliab.ed (independent :>f 
warehouainq) to diapoaa of or refurbish obaolau, aurplua, and 
scrap aatarials and aquipaent. 

Developed procaduraa to be used eoapany-vida to aeqreqate and 
provide controls tor invaataent recovery functions. 
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Revi•i ona of policiea and procedure• 90vernin; profeaaional 
aervicea and other procur ... nt activitiea. 

A r a.•e•phaais of the crucial J.aportanca of the Cocte of Ethics by 
the Audit Ca.aittee and Tbe Board of Directora. 

! stabliahed tvo task forces, one to atudy and reco.aend t o the 
Audit Comaittee an eaployee awareness pro;raa of the t.portance ot 
the Code of Ethics, and a atailar but aeparete one to reco .. end to 
the Audit Ca.aittee a policy and proceclure by vbic:h e.ployeu uy 
diacloae to appropriate official• of tbe eo.pany perceived 
vron9doing without f .. r o( retribution. ~ taak forces reaulted 
in the eatabliahaent of the bployM concerna CO..ittee and the 
£aployee Avaren••• Ca.aittee, vith ongoin; reaponaibilitiea. 

Internal Auditin9 reaponaibilitiu bave been redefined in order to 
enhance •xiatinv Mebani- tor carryiftV out audit work at the 
Operatin9 coapaniea and reporting the ruulta of that vork to the 
audit ca.aitt ... of GUlf Power Ca.pany and 'fbe SOUthern Coapany. 
In addition, the Southam llectric ~ independently a••••••• 
the internal audit procaaa at each aubaidiary co.pany, includinq 
Cul f Power Coapany, in order to insure that the work continue• to 
be perforaed in a co-.petent, objective faabion and that the 
finding• aa a reault of the audit work are properly reaponded to by 
una9uent. 

culf' • political actiOft eo~~~~ittee, •aeaponaible Governaent 
ca.aittee of Gulf z.ployHa, Inc. ,•, or •PAC I•, ia a"\d alway• haa 
been a totally voluntary PAC vbich ia or:vaniled in coapliance vi th 
atate and federal lava and requlationa. •PAC II• vaa never a 
for11Alized atructure, but repreMnted the na.. 9iven to the 
activiti .. of C011pany personnel Vbo collected and .. de peraonal 
political contributions to candidate• of their ovn choice. PAC II 
baa been diacontinued ainca october 1111. 

3 
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