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1 AFTERNOON SESSION 

2 (Hearing r~convened at 1: 08 p.m.) 

) ~ SC~ROUGH 

4 hav ing been previously called and sworn as a wi tness on 

5 b~half of Gulf Power Company , resumed the stand and 

6 testified as follows: 

7 CONTINUED CROSS EXAMINATION 

8 BY MS. RULE: 

9 0 Mr. Sc arbro ugh, i n Gul f 's 198 4 rate case, the 

10 Commission ordered r a t e case expense a mortized o vo r a 

11 two-year period, is t hat c orrect? 

12 

1) 0 

'lea. 

Have you looked at recent rate cases bef ore 

14 the commission, spec i fically the fP UC fernandi na Beach 

15 Div l sion rate case? 

16 

17 0 

No. 

Are you aware that tne Commission approved a 

18 f ive-year amortization period fo r that u t ility? 

19 

20 

A 

0 

No. 

Would you agree tha t the primary reason tor 

21 c hoosing an amortizat ion period liOUld be t~ · e length of 

22 time antici pated between rate case tilinqo? 

21 

24 

25 

A 

0 

A 

Gener5 lly speaking , ye s. 

Will Gulf be filing modifled MFRs in 199 4 ? 

It's my understanding we'll be requi red to do 
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that, yes, if we're not in !or a rat e case. 

Q In light of the !act that it' s been so long 

since your last rate c~se, would it be unreason~bl e to 

amortize this rate case expense over a th ree-year pe rt od ? 

A I don't think it wou ld be unreaso na ble, no. 

Q Mr. Scarbr~ugh, I'd l i ke t o ask you some 

questions about production-related A&G expenses . 

A Okay. 

Q Do you recall why the Commission disal lowed 

$1, 467 , 000 in A&G production- r el ated in Gulf's last 

rate case ? 

MR. HOLLAND: What Issue No . ? 

MS. RULE: That would be Issue No . 69 . 

A What they did, and I'll -- i t' s about thts 

figure. The biggest bulk of that $1,469,000 had t o do 

with the A&G e xpenses for Plant Daniel. The p revious 

rate case, the base year o r the ra Jculatlon or the 

benchmark, wa s 1979. And calculati ng t he benc hmark 

from 1979, using 1979 as a base tear com ing up t o 1984, 

whic h was a test year in ou.r last case, the 

Commi s sion ' a appat·ent policy wa s -- and, of cour·se , 

this wa~ the first time we had had to calculat ~ the 

benchmark at that parti cular time -- wa s that any 

expenses in connect1on with a new generating plant, you 

get to get that in the next rate case aftu r t he olant 
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r.oroes into service . And ~hen, !rom that time fo rwa rd 

2 you esc alate that by inf lation o nly . Anything other 

3 tha n p roduc tion-rela ted expenses, you escalate !rom tre 

~ oase year by infla tion and c ustomer growth only. 

5 What Gulf Power Company did is, sinc e there 

b were obviously in 1979, there were no Daniel A'G 

7 expenses, we had zero, ot course, 1n that base ye ar . 

8 ' 81 is when the unit came o n !ine. 

9 So rather than us, as we s hould have, tak lng 

10 all those A&G expenses and taking those in 198 4, then 

11 tak i ng the other Daniel expenses and escalati ng them 

12 from 1979 by customer growth i nflation, we simply t o ok 

13 197 9 , escalated that by customer growth and inflati o n , 

14 and used as a justification the A&G expenses or d bout 

15 $1,4 00,000 at Plant Daniel . 

15 The Commission looked at that and s a td , "Hey, 

17 you're supposed to get that when t ha t p lant comes on, 

18 so appare~tly you're d ouble counting it. Yo u've 

19 already counted it once, and now you'r e tr y i ng t o count 

20 it agai n , trying to use it a s a j u s t i fi c ati o n. So 

2 1 you're d ouble counting it." 

22 When in !act we hedn't double counted i t 

23 bec ause we had not taken it into calc ulat i ng, the 

24 benchmark in accordance with t hu Comm1ssion's 1nt e nt 

2 5 originally. So bas ically what happe ns is the bu lk o f 
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1 that $1,400,000 -- all but maybe $100,00 0 o ! It wa s 

2 there because of ~n error, a lack of commun icatio n 

J between Gulf and the Commission. 

4 But it was never the intent, the Commi ssion 

5 never found that to either be imprudent or unrea sona b l e 

6 or anyth i ng like that. They s i mp l y said we double 

7 counted it, which , in fact, we did not. 

8 0 Did Gulf move for ceconsiueration or that 

9 order or appeal it? 

10 

11 

A 

0 

To my knowledge, I don't think we did. 

So then you're telling me the adjus~ment wa s 

12 primary r elated to the way A&G expenses wer~ pres ented? 

1) A In the calculation of the be nc hmark , cl early. 

14 We obvi~usly prese~ted i t different than the Commiss 1o n 

1 5 intended us, intended to. The Com& ! ssion assumed tnat 

1 6 we had done that, said we double c ounted when we i n 

1 7 fact had not double counted. And o f cours e , obv ious l y 

1 ~ the amount that was not approved was about a mi lli on 

19 nearly $1,400,00 0 in A&G expenses because it was a 

20 doub le c ount, and there obvioua ly was no t a double 

21 C OUI'\t. 

22 0 So production-related A&G should have been 

23 separated out from "other"? 

24 A Tha t's exactly right. And that' s what we' ve 

25 do ne i n this f i ling, and we also ad j us t e d the base by 
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1 that amount that we should have taken c are of in the 

2 last c aRe. 

3 Q And production-related should have been 

~ e scalated by a CPA factor ?nly, 1s that correct , 

5 according to the Commission last decision? 

6 A That's right. It s hould be escalated from 

7 the base year by customer intlatiun only. 

B Q But others should have been eucalated by CPI 

9 and c ustomer growth? 

10 

11 

A 

Q 

That's cor rect. 

How have you presented the A'G expenses in 

12 thi s f iling ? 

lJ 1 As they r e late to -- wel l, as they relate, 

14 per iod. We have taken the, what we -- we sepa rated 

15 the m, because we hopefully learned our l e sson the last 

16 time on how to do the benchm.ark in that regard . 

17 We took the product ion-. el ated A&G expenses, 

18 whic h we re mad e up of the, obv iousl y, the A&G expenses 

19 that we get billed by Mississippi or Plant Dcaniel and 

20 tne A&G expenses that we get b illed by Georgia Power 

21 Company for our ownership in Plant Scherer 

22 In addition to that, we took the property 

23 insurance that relates to both of these planto, and we 

24 also took t he pensions and benef i ts of Gulf Po~er 

25 Company and allocated that for our plants, the same as 
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1 we did the property insurance. And we added those 

2 together and we got production-

) related expenses. That's how we've handled these in 

4 this case . And we also adjusted the base and escalattd 

5 the base amount as I've described before, just by 

6 inflation only. 

7 Q After r estating the '84 A&G production 

8 related a nd includi••g $263,000 for Plant Scherer A&G, 

9 was the resulti ng benchmark variance a negative 

10 $799,000? 

11 

12 

A Just a moment. Let me ve rify that. 

Yes, it was a nagative -- the 

(Pause) 

13 prod~ction-related A&G expenses that I've ju~t 

14 described was the negative variance of $ 790 . 000, for 

15 1990, as filed in that case . 

16 Q Are 1990 budgeted expenses based on 1989 

17 expense levels? 

18 A Not necessar i ly so. They can - - the prev1ous 

19 year obviously can have some impact on it, but yvu j ust 

20 can't make that a s a gener .llization , a general 

21 stat-ement. 

22 Q In this area, are they related -- are they 

23 based on 1989 expense levels? 

24 A The A&G that's related to Plant Daniel a nd to 

25 Plant Scherer was based upon M ississipp ~ Power 
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2 

Company's estimate of the A&G billings to Gulf for 

Plant Daniel and Georgia Power Company's billing to 

3 Gulf for Plant Scherer. And then the pens ion a 1d 

4 benefits costs and t he property insurance ~ere b~sed or 

5 Gulf's estimates of those. And so I'm sure to some 

6 extent the 1989 expenses were some basis t or some of 

7 the 1990 expe nses, but that would not be the case 

B well, you would just have to go b~ck and get all ~he 

9 working payments and go through. I j ust can't make a 

10 general statement about thdt. 

11 Q I n your t~stimony you state that A&G billtng 

12 to Gulf by Mississippi Power are audited by SCSs 

13 internal auditors. Does SCS also a~dit A&G billings 

14 from Georgia related t o Scherer? 

15 

16 

!7 

18 

A 

Q 

A 

Q 

Yes. 

How often are the audits performed? 

Annually. 

I n the 1989 Audit, it was found tha~ Gulf wa s 

19 overbilled $13,586 by Georgia Pow~r for Plant Scherer. 

20 Was there any 1989 overbilling found for Pla nt Dan1cl? 

21 A Just a moment. (Pause) 

22 Harsha, would you please repeat the question, 

2 3 please? 

24 

L5 

Q 

A 

We were discussing audits. 

Right. 
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1 Q And the question -- well, the statement wa s 

2 that some overbilling in the amount o f $13,586, I 

believe i t was, wa s found with ~ega~d to Ge0rgia 

4 ~ower's bill ings for Plant Sche~er expenses, and I wa s 

" just 

6 A In what year was that, 1989? 

7 Q '89. And I was wondering whether there was 

8 any similar overbill1ng done found for Plant Danie l. 

9 A For 1989. There were no overbillings 

10 discovered . There were some underb illing di scovered 

11 fo~ Plant Daniel. 

12 Q Kr. Scarbrough, has the Company increased 

1J property damage, or injuries and damages accrual, since 

I 
14 . the last rate case? 

15 A No. 

16 Q I believe the C Schedul es o! the HPRs , Page 

1 7 14 

18 A Harsha, wait j ust a second. 

19 Q Certainly . (Pause) 

20 A Go a head. We overaccrued one year and then 

21 adj usted i t the next yea r. So my answer wa~ correct. 

22 Q on Page 94 of t he HFR c Sch~dules, t here is a 

23 note indicating that the desired balance !or the 

24 property damage reserves s hould be mainta~ned between 5 

25 and $9 million. In the event that the prop~rty damage 
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1 reserve reaches the upper li~its, wha t would Gu:f do? 

2 Would it change the accrual? 

) If l t got up to $10 million, I would a Psume 

4 whn t we would do is come in and petition, you know, the 

5 Commission under their -- that we reduce the accrual o r 

6 cease the accrual for some per iod o! t ime, o r something 

7 of that na ture . I can't tell you exactly what woul d 

B happe n, but I don't think -- we c~rt~inly wou ld 

9 continue making that a ccrual once it got up an a mount 

10 in excess ot what we think is reaso nable. 

11 0 When is th~ last time that Gu lt ha s had 

12 significant charges agains t the property damage 

13 reserve? 

14 A In 1985 we had charged the property reserve, 

15 the last largest amount, $3,871,23q . ~hat's the yea r 

16 we had t hree r easonably small hurricanes. 

17 0 Has Gulf ever carried a negative balance in 

18 this account? 

After Hur ricane Frederick, we had, t or d 

20 pe r i ou of time, a nega~ive ~lance , and that was 

21 Frederick was 1979. 

22 

2 ) 

24 

2 5 

0 

A 

0 

A 

On Page 90 

My 

Is that the only time or whi ch you're a wa re? 

That' s c o r rect, but I j ust might po 1nt out 
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1 i s , you know, we didn't get a direct hit by frederl c k , 

2 either , and what I 'm saying is that if Hugo hits 

J Pensacola, this reserve is not adequa te, l c an tel l you 

4 that. 

5 0 On Page 95 of the MPR B Schedules, there ' s a 

6 noto indicating that the desi red ba l ance for inju r ies 

7 and damages should be from 2 to $4 mi llion. How is the 

8 des i r e d balance determined? 

9 A Wh~t we have done is look at ou r rucent 

10 e xperience, the size of the claims , the deduct i bl es in 

11 our i nsuran~e policies, and as s umed t hat we ough t to 

1 2 have enough in there to ~over - - because we've got a 

1 J million dollar deductible -- to cover f rom t wo t o ( o ur 

14 c ases where we lose a nd have to pay the million do ! lars 

15 deduc tible. 

1 6 COMMI SS I ONER GUNTER: Can I ask a quest ion 

17 about that? 

18 Whe re you have a deduct i ble, the tirst 

19 mil l ion, what's the uppe1 limit on that ? Have yvu got 

~ 0 an upper limit ? 

21 WITNESS SCARBROUGH: You mea n is there a 

22 max i mum cap o n what t hey would pay? 

2J COMMISSIONER GUNTER: Yeah. It' you had a 

24 judgment again£ t you for 50 million, you'd pay a 

25 million and they ' d pay 49? 
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l WITNESS SCARBROUGH: I' m not tno sure exactly 

2 what it is . I know that tt.ey won't pay punitive 

3 damages. As far as what the ~bsolute limit is, I'm no t 

4 too sure if there is one. Somebody may. Ho ld It just 

5 a cinute . Let's see if we've got it here, just a 

6 second. (Pause). 

7 COMMISSIONER GUNTER: Or put a r easonabl e 

B figure, say 10 millivn, and they don' l p a y the punitive 

9 s i dA , but they pay t ho actual ? 

10 WITNESS SCARBROUGH: Right. (Pause) We' ve 

1 1 got it h e re, Commiss ioner Gunter, If we can just !ind 

12 it. 

1) COMMISSIONER GUNTER: That's a ll right. 

14 Let 's don't ho l d up. 

15 WITNESS SCARBROUGH: We'l l f ind it a nd come 

16 back ~nd give i t to you later. 

17 

18 

COMMISSIONER GUNTER: Al l right. 

HS. RULE: Do you have another question, 

19 Commissioner? 

20 

2 1 Q 

COMMISSIONER GUNTER: No. 

(By Ms. Rule) I a ssume, Mr . Scarbrough, if 

22 the upper limit of the injuries and domages rese r ve ~a s 

23 reached, Gulf's actioP wou ld be t he same as you said 

24 before with the other reserve, you'd c om& back and 

25 peti~on for a change ? 
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A Yes. 

Q In your last r atP. case, $1.8 million wa s 

J included in working capital f o r injuries and damages, 

4 and you now sho~ a $1.3 million pro jected ba:ance at 

5 the end of 1990. Could you tell me how the projected 

6 ba1anco was dotormined? 

7 A That is a budgeted item. I can't tell you 

8 exactly. Maybe you ought to question Richard Mc~illan 

9 with that particular question. 

10 Q Could you tell me what type of c la i ms Gu lf 

11 has experienced recently which would cause a drop in 

12 the bal~nce in this reserve? (Pauoe) 

lJ A Okay. Starting in 1995, we 11ad a -- let me 

14 see i f I can find a big -- there 's a whole bunch o f 

15 claims here, Marsha, let me fi nd it. Oka;. On 

16 4 -15-85, there was a claim of $4 9,619 when a Lama r 

11 Advert is ing individual came in contac t with a 7.2 kV 

18 line. 

19 There was also one in Aptil o f ' 85 f~r 

20 $21,956, h ad to do wi th a vehicle dr iven by a third 

21 party r an a stop sign, it I can r emember, strikinq a 

22 vehi c le. The stop sign was blocked by our line crew. 

23 Then i~ 1985 a Gulf Powe r vehicle backed over 

24 a young girl while she was rid ing her tri ~yc le. That 

25 was $497,000 . 
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1 In 1987, S65,800 to a person who slipped and 

2 tripped over an unused quiddwire. 

) 

4 Q 

MR. HOLLAND: Mr. Scarbrough, j J st a minute . 

(By Ms. Ru le) It' s not necessary to go into 

5 a l l the details . I was looking Cor the type of claim. 

6 C4n you categorize them? 

7 A Yes, everything is more, you know -- a lot 

8 more litigation than there used to be is t~e only thing 

9 I can tell you . We just have more claims and had to 

10 pay out more, but J can reconcile it to the penny i f 

11 you want it. 

12 Q Are there any major claims or just ~ series 

lJ of ones 

14 A I rec kon the biggest one that I see s o far 

15 was Lhe one that was about a half million dolla ts . We 

16 had a vehicle back over the little girl. 

17 

18 

Q That's fine, Mr. Scarbrough. 

I'd like to turn now to pension expensa ! or 

19 1990. Did Gulf record pension expense und~r FASB 87 

20 for the years 1987, 1988 and 1989? 

21 

22 

23 

2 4 

25 

it 

A 

undur 

Q 

A 

Q 

You 

.t'ASB 

Ye s , 

Yes. 

And 

want -- are you asking , "Did we calculate 

87?" 

si r ? 

subject to check were the pe n sion <::osts 
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1 

2 

) 

4 

5 

6 

7 

B 

9 

10 

J.1 

12 

1) 

14 

15 

16 

1 7 

lB 

19 

20 

2 1 

22 

23 

• 24 

25 

for the years 1987 through 1989, 1 . 584 million f o r 

1987, 1. 385 m; llion tor 1983, and $4 7,000 t o r 19 89? 

,._ Yes. 

Q And in Gulf's budget tor 1990 Gulf has 

in~ludcd zero pension expense, is that corroc t ? 

A That's correct, although we now have a 

estimate that shows that to be $199,000 , but when we 

did the tillng it wab zero and that's what we 

req•tested. 

C: When yon tiled your c schedule, C-66, there 

was an est J mate of pension costs of negative $11, 020 

tor 1990, i s that correct? 

A Let me look at something. (Pau se) 

Yes, 11,020 negative, that's right. 

Q I'd like you to --

A Which I say have been changed. The latest 

estimate o r that is$199,000. 

Q Yes, sir. I'd like you to look at Exhibit 

422, whi c h should be in the exhib ~ t pa c ket 1n fro nt of 

ycu. A June 1, 1990, letter from He wi tt Associates t o 

Hr. Ron• •ie Labrado. (Pause) 

A Okay. 

Q The letter requests that Jackie Collins 

reques ted certain information. Who is 1a cki e Colltns? 

~ Jac~ie : ollins works for the Southern company 
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1 Services in the Pension Department in Atlanta. 

2 0 

J requested? 

4 

5 

A 

0 

Do you know why the information wa s 

Because we asked him to get the i nf o r~alion. 

Gulf's position on Issue 75 regard i ng pens ion 

~ expense states, "That as a result of the actuarial 

7 report Gulf will dCtually expense $156,252 ir. 1990 " 

8 To wha t actuarial report doea the posi tion r efer? 

9 A This one. That is , the expe nse -- somP of it 

10 is cap italiz~d and cha rged to nonuti lity activities. 

11 Q This exhibit does not con tain a full 

12 actuarial evaluation report, dnes it? 

13 

14 

A 

0 

No. No. 

Could you te l l me the percentage that will be 

15 capitalized in your revis ed positio n ? 

16 

17 

A 

Q 

We can calculate i t rea l quic k. 18 - 3 / 4\ . 

Thank you. And finally, with regard t o I ssue 

18 80, transmission rents , i n your test imony you i ndi r.ate 

19 that you disagree with the Comci £sions actio11 in Gul f 's 

20 rate case whe r eby the Commission reduced Gulf 's 

21 b~nchmark for transmission rentals bec ause the base 

22 year amo unt had been e s ca lated by customer growth as 

23 wel l as f or inflation. 

24 Was the 198 4 disa llowance of $42 5 ,000 based 

25 on figures provided by Gu lf? 
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1 A Yes, they were. They were provided 

2 inaccurately as far as the benchmark calculation was 

) concerned , and it was the same situat ion that we 

4 discussed earlier about Plant Daniel. 

5 We justifiea that with the transmission line 

6 r ental expenses !or Plant Daniel, and here again the 

7 Commission took the position that we had double counted 

a when we, in fact, had not, and we ad justed the base for 

9 that, and then have since now escalated that by only 

~ o inflatio'l. 

ll Q Did Gulf move f or reconsideration of the 1984 

12 order or did Gulf appeal the decision? 

13 A Not to my knowledge, Harsha, no. What we 

14 were trying to do was just get the base right . I mean, 

15 that ' s all we were trying to do. 

16 

17 

18 

MS. RULE: No further questions . 

CHAIRMAN WILSON: Questions, Commissi oners? 

COMMISSIONER GUNTER: Do you want to go 

19 first, Commissioner? 

20 COMMISSIONER BEARD : Go ahead. I f o rgot 

21 where I was . 

22 COMMISSIONER GUNTER: Mr. Scarbrough , ~an fOU 

23 tell me how many nonutility employees Gu l f has today? 

24 Or at the time of filing? 

25 WITNESS SCARBROUGH: No , s ir. ! c an,ot. We 
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1 can get that !or you, but I don't have that figure. 

2 COMMISSIONER GUNTER. Would you get me the 

3 mtmber or nonutil ity employees tor 1984 and ~hen 

4 nnnutilicy employees !or 1990? 

5 WITNESS ~CAP~ROUGH: Yes. Let me ask 

6 Commissioner Gunter a questior. about this. or course, 

7 we have many employees who have very small parts of 

8 their time charged to nonutility. Do you want this on 

9 full time equivalent basis, or do you want -- e~en if 

10 they only get 1 ~ o! their time charged to it , would you 

11 want how 

12 COMMISSIONER GUN'l' ER: Well, help me fo r- a 

13 second. In 1984 you had 1,530 employees, which 

14 included utility and nonutility. I need to know how 

15 many nonutility people you had. And i.. 1990 you had 

16 1,636. I need to know how many are utility and how 

17 many are nonutility . You understa~d my concern? 

13 WITNESS SCARBROUGH: I understand your 

19 concern and I'm trying to -- how do I answer that 

20 becauae the number is going to be a great deal, but yet 

21 it may be, it' we say this is -- unless you get on full 

22 time equivalent you wouldn't really have the answer to 

23 your question. I reckon is what I am sayinq. Because 

24 so many o t' those e~p loyees, a small port1on of their 

25 time is charged to nonutility. 
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e 
1 

2 

J 

4 

you can. 

COMMISSIONER GUNTER: You d o it the best way 

WITNESS SCARBROUGH : All right, sir. 

COMMISSIONER GUNTER: \nd we'll- · I'd 

5 certainly like to have that information before the 

6 conclusion of this proceeding. 

7 WITNESS SCARBROUGH : Abflolutely. We'll get 

a that for you . 

9 COMMISSIONER GUNTER: Bec ause it leads me 

10 inLo another line ot questioning once I have those 

11 figures. 

12 

1J 

14 

15 number? 

IE' 

17 559. 

WITNESS SCARBROUGH: I ~nderstand. 

MR. HOLLAND: Can we get a .1umber for those? 

COMMISSIONER GUNTER: Ye ah , what' s that 

CHAIRMAN WILSON: The next number would be 

18 (Late-Fi led Exhibit No . 559 identified . ) 

19 COMMISSIONER GUNTER: I apo logize fQr my 

20 scurring here. I didn't real ~ze Staff was going to be 

21 thruugh so quick. 

22 COMMISSIONER BEARD. In th~ meanwhile , while 

2J your looking, let me ask a question here, I asked 

24 yesterday of Mr. McCrary ; appliance sal&s, those 

25 expflnses are belou the l i ne? 
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1 WITNESS SCARBROUGH: Yas. 

2 COMMISSIONER BfARD: Is appl i ance sa les a 

J pro fit center? 

4 

5 

6 

WITNESS SCARBROUGH: Yen. 

COMMISSIONER BEARD: Does i t make a profit? 

WITNESS SCARBROUGH: Somet i me s it d oes and 

7 sometimes it doesn't. 

8 COMMISSIO~ER BEARD: I refer back to the only 

9 f i g u res I just happen to have in f r ont o f me wa s in the 

10 ' 8 2, '83, '84 time frame, and I c alculated a bout 

11 $40,000 just real quick that was, "at d i spute," is the 

12 n i cest way I can say it, in the f edera l Grand Jury; 

13 that you all accepted the figures, f ot· whatev e r 

14 purpose, and I'm not disputi ng them , and I'm just 

15 curious, at least in t hose years was it a profit ma ke r ? 

16 WITNESS SCARBROUGH: I can t e ll you h e r e , 

17 just a minute. We ' ve got it. 

18 

19 

20 

COMMISSIONER B&ARD: Oka y . By year woul d 

even be nice, it you had that. (F-a use ) 

MR. HOLLAND: Comm i s s ioner Be a r d, i n the 

2 1 audi t tor the 1990 rate case , Aud J t Disclosure No . 5f, 

22 the r e is an a ccounting from ' 86 t o ' 8~ . 

23 

24 

25 43 0 . 

COMMI SSIONER B&ARD: Where d o I fi nd tha t? 

MR. HOLLAND: Audit No . 56 . I t.'s Exhi bit 

(Pause) It you've g o t Exhibit 299, our 
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1 response , the corrected numbers are in there. 

2 WITNESS SCARBROUGH: Comm'ssioner Beard, if 

J you'll give us some time, we've got this. 

4 COMMISSIONER BEARD: Okay. uet'~ do i t this 

5 way, if you will: Give me '82 to '89 in gross revenues 

b from appliance sales , and a profit figure, if you will. 

7 

8 

COMMISS:A:ONER GUNTER: Is that after taxes? 

COMMISSIONER BEARD: Yeah , profit; bottom 

9 line profit . In other words, what's the incentive to 

10 be in the business? 

11 

12 

13 

WITNESS SCARBROUGH: Por plan t sales? 

COMM ISSIONER BEARD: Yeah. 

WITNESS .3CARBROUGH: Oka ~· . 

14 COMMISSIONER BEARD : Now, I don't know tha ~ 

15 it needs to ~ a late-filed. It can ~robably come 1n 

16 sometime during the week, can ' t it? 

17 CHAIRMAN WILSON: Cr we can just wait and 

18 give it a number when it comes back. 

19 COMMISSIONER BEARD: Y~ah. Now, where were 

20 you talking about, Mr. Holland? 

21 

22 

MR. HOLI~D: It's Audit Disclosure 56 . 

COMMISSIONER BEARD: I sca~ned those, and 

2J missed those somehow. 

2 4 

25 

MR. HOLLAND: Exhibit 299 . 

COMMISSIONER BEARD: Okay. You may not ha ve 
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3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

• lJ 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

to do that. If I'm seeing this subject nonutility 

activities, comparable figures for appliance service 

operations are as follows: '8S sales were 771,000, a 

loss of 91,000; ' 87 , 743,000, loss or 109,000 ; loss of 

55; loss or 25. 

WITNESS SCARBROUGH : What you were reading 

were appliance service. 

COMMISSION~ BEARD : That's true. As opposed 

to sales, you're correct. In either case --

WITNESS SCARBROUGH : And I can give you the 

th i ng for appliance sales . In 1986 the appliance sales 

had $8 ,229,335 in sales and 307,428 of profit before 

income tax. In '87, $8,587,503 in sa ! es. 

COMMISSIONER EASLEY: Could you please say 

that number again? 

COMMISSIONER EASLEY: Slow down. Say that 

number again. 

WITNESS SCARBROUGH: Do you have Audit 

Disclosure No. 56 up there? 

COMMISSIONER BEARD; I'm looking at it . 

COMMISSIONER EASLEY: I'm not fishing, just 

say the number one more time . 

WITNESS SCARBROUGH: 8,587,503 . And the 

pro(it for ' 87 was 16,885. 

COMMI SSIONER BEARD: Million? 
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1 

2 

COMMISSIONER EASLEY: Not hardly. 

COMMISSIONER BEARD: Instead o! writing IT, 

3 the disclosure, not the response but the d isc losure 

4 COMMISSIONER BEARD: Audit disclosure No . 56, 

5 Exhibit No. 299. 

6 MR. HOLLAND : No. No, sir. I'm sorry, it's 

7 out o! the Sta!!'s Audit, which is Exhiblt 430. 

8 COMMISSIONER BEARD: Sit tight. I'll find 

9 430 . I've got it . 430 . 

10 

11 

12 

11 

14 

15 

16 

17 

COMMISSIONER BEARD: Now where am I in 430? 

MR. HOLLAND: 56. (Pause) 

COMMISSIONER BEARD: Page what? 

MR. HOLLAND: Page 92. 

COMMISSIONER BEARD: That's 1989? 

CHAIRMAN WILSON: What page is it? 

MR. HOLLAND: '86 through '89. 

COMMISSIONER BEARD: O~ay. Not Page 92, i t 

18 is Page 95 on mine. 

19 

20 95. 

21 

COMMISSIONER EASLEY: Typewritten 92, writtAn 

COMMISSIONER BEARD: Okay. So you've got in 

22 excess o! $8 million in sales in ' 86 and '87 (Pause). 

23 Let me ask you thi s : You've got a hell of a 

24 swing !rom '86 to '89. In '86, you're at a $307,000 

25 profit, to a $245,000 l oss, '86 to '89 ? 
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WITNESS SCARBROUGH : That's correc t. 

COMMI SSIONER BEARD: Have you u ll s pec ulated 

3 on what c aused that? 

4 WITNESS SCARBROUGH: I woJJld assume that 

5 revenues are down and costs are up. 

(j 

7 

COMMI SS IONER B~: Wel l, (Laughter) 

WITNESS SCARBROUGH: I mean, any more than 

8 tha t , I can't tell vou. 

9 I will tell you, Com1D issioner Beard, it J:-U ts 

10 i t in a little better perapec~ive if you -- in the 

11 audit disclosure that J07, 428 without i ncome t ax, if 

12 you i nc lude the income tax, the figure become s 156,880. 

13 

14 

COIKHISSIONER EASLEY: That's !or ' 867 

WITNESS SCARBROUGH: Yes, ma 'am. And in '87, 

15 that 16,885 becomes 9,581 profit. knd t~en i t's 

16 consic tent with '88 and '89. That puts it in a little 

17 better light. 

18 

19 

20 

21 

22 line. 

HR. BURGESS: What wa s '86 ? 

WITNESS SCARBROUGH: 15~,880. 

CHAIRMAN WILSON: T~at was profit? 

WITNESS SCARBROUGH: Yes, after tax, bottom 

COMMI SS IONER GUN•t•ER: ' 89 was not a good year 

2 4 fo r you all. 

25 WI TN ESS SCARBROUGH: In several d if fer en t 
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1 respects. 

2 COMMISSIONER GUNTER: Well, you didn' t lose 

3 but about $850,000, something like that. 

4 COMMISSIONER EAS~eY: Just for comparison for 

5 ' 89 , what would have been the figure prior to the 

6 income tax benefit, so I can look at the '86 figure, 

7 prior to the tax? 

8 WITNESS SCARBROUGH: You mean you want the 

9 loss before the tax impact, before we t ook the --

COMMISSIONER EASLEY: Right. (Pause) 

I want to see vhat difference a million 

10 

11 

12 

13 

14 

dollars makes. (Pause) 

It isn't that major, if you can't -­

WITNESS SCARBROUGH : We can find it for you. 

15 (Pause) We're just about to get it; T'm sorry. 

16 COMMISSIONER EASLEY: Okay. I didn't realize 

17 I was asking for something that difficult. 

18 

19 

20 

21 Thank you. 

22 

2J 

COMMISSIONER BEARD: Well, let me 

WITNESS SCARBROUGH: It's 51 4,4 55 . 

COMMISSIONER EASLEY: 514,455 loss. Right? 

COMMISSIONER BEARD: That was in which year? 

COMMISSIONER EASLEY: ' 89 . 

24 So the impact of a million dollars less 1n 

25 sales is about $345,000, somewhere along in there. 
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1 COMMISSIONER BEARD: What I guess I'm trying 

2 t o under s tand, and !t may or may no~ be relevant, but 

J whenever I begin to look at what may or may not he 

4 diversification issues , below-the-line issues, 1 always 

5 get curious. If I take Audit Disclosure No. 56, which 

6 is the Company comment, with Audit Disclosure 56 from 

7 the Staff audit, and let's j ust take, for e xample, 

8 1986, I've got a net, what did you tell me, 1?6 af ter 

9 taxes? 

10 

11 

WITNESS SCARBROUGH: Yes, 156,880. 

COMMISSIONER BEARD : Okay. And I subtrac t 

12 from t hat the -- I'm a Gs uming the reason you're in 

1J appl iance services is because you're in applianc e 

14 sales, that's typically the way it is. I don't know 

15 why you would stay in the loss business of appl 1anc e 

16 serv ices if it weren't for that. 

17 But that means you'r e abnut $50, 000 i n pro f i t 

18 that year. Then it goes t o hell i n a hand basket !rom 

19 there. You're in about a $100,000 loss combination ' 87 

20 o n. And around 1990 you all are thinking abo ut looking 

21 at whether you' r e going to stay in th is busines s o r 

2 2 not ? 

2) WITNESS SCARBROUGH: We're not thinki ng about 

24 it; we're l ooking at it very, very hard . 

25 COMMISSIONER EASLEY: Okay . 
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1 CHAIRMAN WILSON: Are you not charging enough 

2 for your appliances? 

3 WITNESS SCARBROUGH : Some pe ople say we're 

4 charging too much. I mean, you have to meet the 

5 competition. 

6 CHAIRMAN WILSON: You bill those out on your 

7 your people have an option if they purchase to allow 

8 it to be billed out on their utility bill? 

9 WITNESS SCARBROUGH: Yes. 

10 CHAIRMAN WILSON : What kind of finance c harje 

11 does that carry? 

12 WITNESS SCARBROUGH: I think it's 18,, I'm 

13 pretty sure, on APR. 

14 COMMISSIONER GUNTER: What sort o! revenue 

15 does the regulated utility receive for that billing 

16 service? Billing and collection service, I suppose. 

17 {Pause) Have you got a nuaber? {P~use) 

18 

19 100,235. 

20 

21 intc. --

22 

23 expenses. 

24 

WITNESS SCARBROUGH: For 1989, it was 

COMMISSIONER GUNTER: Is that broken down 

~ITNESS SCARBROUGH: Between salaries and 

COMMISSIONER GUNTER: - - b i lling and 

25 collection? 
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WITNESS SCARBROUGH: Billing and acco\tnting. 

COMMISSIONER GUNTER: Wha -c? 

WITNESS SCARBROUGH : Billing and accounting. 

COMMISSIONER GUNTER: All r ight. Who is 

5 responsible for those who don't pay; is that the 

6 Utility? If they don't pay their total bill, if they 

7 don't send you the bill in, does that work in 

8 

9 collect? 

10 

11 

WITNESS SCARBROUGH: You mean it we don't 

COMMISSIONER GUNTER: Yes. 

WITNESS SC~ROUGH: No. That's all charged 

12 directly to the plant sales. 

13 COMMISSIONER GUNTER: In o ther words , you 

14 recelve !rom -- t hat just covers actual expenses? 

15 

16 

WITNESS SCARBROUGH: Yes. 

COMMISSIONER GUNTER: And this wi ll sort of 

17 help, because we're going to ~low some of this ground, 

18 Mr. Scarbrough. Is that direct labor? 

19 

20 

WITNESS SCARBROUGH: Yes. 

COMMISSIONER GUNTER: All right . Is that 

21 what I woulct call a fully-loaded hourly rate? I s that 

2'2 salaries ? 

23 WITNESS SCARBROUGH: Yes. We've got 

24 fringes, the whole shooting match. 

25 COMMISSIONER GUNTER: Ooee it have all the 
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1 allocations? 

2 WITNESS SCARBROUGH: To my knowledge. It is 

3 intended to have, ~es. 

4 COMMISSIONER GU!ITER: Well, could we have a 

5 late-filed exhibit demonstrating the number of hour s by 

6 classification, their hourly rate, normal hourly cash 

7 rate, and then your loading methodology, to make sure 

8 there is no cross- subsidization ? 

9 

10 

11 

12 

WITNE[S SCARBROUGH: Yes, sir . 

COMMI SS IONER GUNTER: That' s the purpose cf it. 

WITNESS SCARBROUGH : I understand. 

CHAIRMAN WILSON: uo you want to j ust name 

13 and number it when it comes back? 

1 4 COMMISSIONER GUNTER: Yeah . And we'l l get 

15 the number whe n that comes back. And I'm sure that, 

16 you know, you've got somebody listening that is 

17 already working on that. 

18 Let me ask you a question about that. On 

19 your appliance sa les activity, is there any way that 

20 could tell, it I'm just standing on the street corner 

21 and one of those white trucks with that little emblem 

22 crosses by the way, that I could tell whether that was 

2J appliance service or whethe r it was somebody on the way 

24 to look at a transformer? 

25 WITNESS SCARBROUGH: By look ing at the 
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1 vehicle? 

2 

3 

4 

COMMISSIONER GUN'fER: Yeah. 

WITNESS sr~ROUGH: Probably not. 

COMMISSI ONER GUNTER: You're no t qet tl ng any 

5 royalty, or anything, on gross sales for the uso ot 

6 that? 

7 

8 

WI'l'NESS SCARBROUGH: No . 

COMMISSIONER GUNTER : So the pub lic 

9 perception is o 11t the re that that's just Gulf Powe r 

10 Company out there in the appliance business, isn't th~t 

11 right; a regulated company that we'r e having to 

12 E>ubsidize? 

13 WITNESS SCARBROUGH: You mean by : ookinq at 

14 the vehicle? 

15 

16 

COMMISSIONER GUNTER : Yeah. 

WITNESS SCARBROUGH : They would n 't know what 

17 it was do i ng. 

18 COMMISSIONER GUNTER: Ir a Gulf Power truck 

19 pulls up and is o ff-l oading appl iances, wou l dn't that 

20 look a l i ttle odd if you were o ut ther e and it didn't 

21 ha ve a - - a nd if it wasn't purple other than white, and 

22 hale "Applia nce Division" or something on the side of 

23 the truck, other than just a "Gulf Power" truck? 

24 WITNESS SCARBROUGH : What are you saying, 

25 thu t people don't know we're in the appli dnCe business? 
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1 Is that what you're saying? 

2 COMMISSIONER GUNTER: No. I'm just saying 

3 that it gives the appearance that the Utility, the 

4 regulated utility, is in the appliance business. 

5 The regulated utility. Get the differentiation, Mr. 

6 Scarbrough -- a regulated utility. 

We had Florida Power and Light was in the 

8 orange grove business, I'm sure you remember t hat, and 

9 they had Florida Power and Light vehicles out there 

10 tending the orange groves. Somehow they saw the wisdom 

11 

12 

13 

14 

15 

16 

, of them not doing that because ot public perceptio~; o! 

I just saying, you <now, the folks in the orange grove 

. >ttsiness saying, "How in the hell can I compete when 

you' ve got this damned company and ~he only thing 

they ' ve got to do is just pick up the phone and call 

for equipment, and we' re paying for i t through the 

17 Utility rates?" They're still in the orange grove 

18 business but there are no Florid3 Power and Light 

19 trucks out there. 

20 WITNESS SCARBROUGH: Wel l, the only thing I 

2 1 can tell you - -

2 2 COMMISSIONER GUNTER: So there's no way you 

23 can tell? 

24 WITN ESS SCARBROUGH : The best of my 

25 knowledge, the electri~ business is not s u bsidiLing 
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1 merc handise at Gulf Power Company . We make every 

2 single effort to prope rly al locate those cos t s; every 

J single effort. 

4 COMMI SSIONER GUNTER : The casual observe r 

5 fr om the public can't tell the difference, can they? 

6 WITNESS SCARBROUGH: I d on 't reckon . It ' s 

7 possible that he would; some of them would not know. 

8 COMMISS I ONER BEARD: Let me ask you , and thi s 

9 is proba bly not particularly releva nt 

10 

11 subject? 

12 

CHAIRMAN WILSON: Are you leaving that 

COMMISSIONER BEARD : No. No, o ne more little 

13 piece of it. 

14 How do you t r eat a nonutil i ty activity, such 

15 a s sales and the appliance service, for tax purposes? 

16 rn other wo rds, do you do the taxes on the 

17 below-the-line part here a nd t~e taxes on the 

18 above-the-line part here , and then they get married up 

19 somewhere with The Southern Company in a conso lidated 

20 report? 

21 WITNESS SCARBROUGH : When you file tne tax 

22 return, thLy don't know. We make those allocations by 

23 simply tak : ng the net income and applying the tax ra t e 

24 t o i t. We do that. 

25 Bu~ on the tax return, there is no, rea ll y, 
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1 differ entiat ion between whether it's regu l ated, 

2 nonregulated or whatevec. 

3 COMMISSIONER B~: Does Southern do a 

4 consolidated return? 

5 WITNESS SCARBROUGH: Absolutely . In fa~t, 

6 Gult Power Company, technically, does not file a 

7 federal tax return 

8 COMMISSIONER BEARU: Okay . So you s~nd the 

9 numbers forward to Southern Company, differen~iated, 

10 right? 

1 1 WITNESS SCARBROUGH: No . The merc handise in 

12 .1\ll of our nonutil i ty -- of course, we know what the 

13 tax rates a r e, and all you've got to do is get the net 

14 income before tax and apply the tax r ate t o it . It ' s a 

15 fairly simple calculation. 

16 COMMISS IONER EASLEY: That's the pr oblem . 

17 You've got --

18 CHAIRMAN WILSON : Do a l l the operating 

19 companies of Sou thern Company ha ve an appliance 

20 subsidiary or affiliate? 

21 WITNESS SCARBROUGH: No. Now r emember, this 

22 is not a subsidiar y. This is simp l y -- a s eparate 

23 department --

24 

25 

CHAIRMAN WILSON: Accounting separati on. 

WI TNESS SCARBROUGH: As far as a ccour.t i r.g, 
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1 it's a profit center. Al l of th em do. I 1 m not too 

2 sure a bout Savanah, but let 1 s put i t this way, 

3 Missis sippi does, Alabama does, Florida -- Gulf Powe r 

4 Company does, Georgia doesn't. 

CHAIRMAN WILSON: Do they all operate under 

6 the name of the ~ower company? I mean is Alabama 

7 Power 1 s Alabama Power 

8 WITNESS SCARBROUGH: Al abama Power Company 

9 operates under Al a bama Power Company, very s i milar to 

10 what we do. Missi ssippi Power Company has got ~ total 

11 -- t hey in fact do have a subsidiary. It's called 

12 El ec~ric City. They are into merchandise business big 

13 t ime . They are not ma king any money, but they are into 

14 it big time . I mean they are com~eting with Circuit 

15 Ci ty and big time me rchandise busi ness. 

16 CHAIRMAN WI LSON: But the y have a separate 

17 name ? 

18 WITNESS SCARBROUGH: Separate na me call ed 

19 Electric City. 

~0 

21 

22 

23 

2 4 

25 profits . 

CHAIRMAN WILSON: Electr : c Ci ty? 

WITNESS SCARBROUGH: Yes. 

CHAIRMAN WILSON: Ha s a ring to it. 

COMMISS I ONER GUNTER: Shocking prices. 

CHAIRMAN WILSON: What it is is shocking 
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2 

COMMISSIONER EASLEY: Could we strike that ., 

CH.AI~ WILSON: Is there a reason wh y Gulf 

3 Power either didn't have a separate subsid i ary or call 

4 your ~ppliance sales a di fferent name than Gul f ~owe r? 

5 

6 that. 

WITNESS SCARBROUGH: There's no reason !0r 

In tact, the people who are running the 

7 appliance sales business now would like to c hange the 

B name to something. And, you krow, you take, like 

9 Montgomery Ward, a lot o! the compan ies have g ot 

10 Montgomery Ward, if you see one o f their truc ks, it 

11 •ill have Montgomery Ward a little bit down a t the 

12 bottom, but it will have Electric-- I think t hey call 

13 theirs Electric Avenue. And our f olks i n t he appl ianc e 

14 sales business would r eally like t o c hange their name 

15 !rom Gulf Power Company to make the differentiation s o 

1 6 it is obv ious, as Mr. Gunte r pointed out, tv everybody. 

17 But it s t ill probably wouldn't be obvious as long as 

16 there wa s some connection t o Gul! oower Compan y. They 

19 would still assume somehow or a nother as being 

20 subsidized, whi c h it is, in !act no~. 

21 CHAIRMAN WILSON: Do you think there's a 

22 value of using the Gult Power name in mark e ti.1g 

23 appliances? 

WITNESS SCARBROUGH: I don't think so. 

CHAIRMAN WI LSON : Among cun tomers where you 
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1 got a customer who buys electricity from Gulf ~ower 

2 Company, a nd look and they &ee the Gulf Power Compa ny 

3 is selling electric nppliances, and t hey make some sort 

4 of connection in their mi nds that here ' s the co~pany 

5 that sells electricity to mo, selling electrical 

6 appl iances , probab l y pretty good appliances, they know 

7 what they are doing, this is the business they are in, 

8 I ought to buy my appliances from them. 

9 WITNESS SCARBROUGH: 1 wouldn't debate that 

1 0 some pe ople probably make tha t kind of connection. 

11 They probably also figure that we're bj g enough t o 

12 stand behind, you k now, our appliances and that k : nd ot 

13 thing. And so I'm sure that some people do that, take 

14 that 1nto consideration. 

1 5 CHAIRMAN WI LSON: So there wou ld be some 

16 value , market value, to using Gu l f ~owe r' s name in the 

17 marketing of appliances? 

18 WITNESS SCARBROUGH: Our -- the folks t h at 

19 are p rofessionals in marketing say not, and U1ey --

20 like I say, they would like to get their o~m name, but 

21 you kn ow, I can see where there might be some possible 

22 value to it based on the line you're talking about . 

23 But , I re~lly don't think-- if t here is any, it's very 

24 minimal. L1 fact , the r e's probably a lot of p eople 

25 won ' t buy ju~t because it is Gulf Pvwer Company. 
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1 COMMISSIONER EASLEY: Based on these ) o s ses , 

2 Mr . Cha i rman , I'm not sure how much value there i s . 

) COMMISSIONER lj£ARD : Let me back up again . 

4 What ' s a s i mple calc ulatio n f e-r you guys is no t f o !· me. 

5 When we e stablish rate ~se and we establish, at leas t 

6 i n theory , what is a fair return o n equity, we 

7 establish X number of dollars in the re for the purposes 

8 of pay i ng taxes on that - - on the return on equity that 

9 s hould be generated by the rates that we s e t, right 

10 WITNESS SCARBROUGH: Ot the elec tri c 

11 busine ss , yes. 

12 

1 3 

COMMISSIONER BEARD: For the above - the- li n~ 

part. NJ W, we obviously don't do that i u appl iance 

14 sale s and appliances servic es because they're 

1 5 below-the - line. 

16 WITNESS SCARBROUGH: We 've cllocated out t he 

1 7 investm~nt and so forth out when we make the f ili ng. 

18 COMMI SSIONER BEARD : I ~ you mak e the pro f it 

19 on t he a bo ve-the-line s ide, the a ssoci at ed taxes are 1n 

20 there a nd pa i d f o r by the r a t e paye r:, riqh t ? 

21 WITNESS SCARSROUGH: No, bec a use when we make 

22 t he -- the filing tha t we have made in t h is cabe , tor 

23 i nstance , al l of the inc ome taxe s that go with the 

24 

2 5 

non- utili ty h a ve bee n pu lled out . 

COMMI SS IONER BEARD : Listen, d on ' t put word s 
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5 

6 
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8 

9 

10 

11 

12 

• 1) 

14 

15 

16 

17 

18 

19 

20 

21 

2 2 

2 3 

24 

25 

in my mouth. I very carefully said "above-thEo - line." 

The taxe s associated with the above-the-line p~ofit, at 

leas t in theory, it we hit rates right and do 

ever ything right, the taxes associated with the 

a bove-the-line part are in there and are paid for by 

t he ratepayer. 

WITNESS SCARBROUGH: That's correct. 

COMMISSIONER BEARD: Okay, and so you take 

those taxes paid for by the ~atepayP-r and you of f se~ 

that - - before you send tho fiqures f o rward t o Southe rn 

Company, you offset that with any tax loss fro m 

below-the-line. 

WITNESS SCARBROUGH: Yes. 

COMMISSIONER BEARD: Ok~y. 

WITNESS SCARBROUGH: And we do the 

allocat ions. 

COMMISSIONER BEARD: And c onvers ely, if you 

had a tax loss above-the-line and a tax gain -- a t ax 

obligation below-the-line, the same th i ng would o c cur ? 

WITNESS SCARBROUGH: Tha t' s corr~ct. 

Correc t. 

COMMI SSIONER GUNTER: So am I c orrec t t t a t in 

fro m your affiliates, your non- ~~gu lated a f fi liates 

or divi si ons , that you had a pre-tax l oss last ye ar of 

$9 72,452 ? 
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14 

15 

16 

17 

ld 

19 

20 

21 

22 

2J 

24 

25 

COMMISSIONER BEARD: That's in appliance 

sales and services. There's others too. 

COKMISSIOllER GUNTER: I am not talking -- I 

sa l d affiliates. 

WITNESS SCARBROUGH: You're talking about the 

COMMISSIONER GUNTER: ~ou had a $469,252 

loss. 

WITNESS SCARBROUGH: Vi sion Design, right. 

COMMISSIONER GUNTER: Vision Design . You had 

a prof it from the sod s al6s, and then you had a loss in 

1989 of $514,455 from appliance sales. I added and 

subtracted and I came up with $972,452. I'm making the 

assumption that Vioion Design was ~ pre-tax . I just 

want to k now if I'm reading that right. 

WITNESS SCARBROUGH: Just a minute. Let me 

make sure whether these are before or after taxes . 

(Pause) Okay, the profit fo r th~ sod farm in 1 989 is 

after tax . 

net? 

COMMISSIONER GUNTER: That's net o f tax? 

WITNESS SCARBROUGH: That ' s right. 

COMMISSIONER BEARD: And Vision Design was 

COMMI SSIONER GUNTER : That's what we are 

getting right now. 
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COMMISSIONER BEARD : Need to go tack and add 

the 25 ,000 in from appliance services. 

WITNESS SCARBROUGH: That's al s o an after tax 

number. 

COMMISSIONER BEARD: What about the S25,000 

loss on appliance services? 

WITNESS SCARBROUGH: That's all after tax. 

All these figures are after tax. 

COMhlSSIONER EASLEY: So it will be a roughly 

600,000 loss instead. 

minute. 

head. 

COMMISSIONER GUNTER: That' b net of tax ? 

COMMISSIONER F~SLEY: Net of tax? 

COMMISSIONER BEARD: Wait a minute. Wait a 

COMMISSIONER EASLEY: I'm do i ng it i n my 

COMMISSIONER BEARD: I show about S729 ,000 

loss net of tax. 

COMMISSIONER EASLEY: I don't do it too well 

in my head. 

COMMISSIONER BEARD : If you expend that out 

WITNESS SCARBROUGH: 729 ,007 loss after tax. 

CvMMISSIONER BEARD: What is the tax effect? 

Ca n you put that together? I know that's a fter tax. 
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1 In other words, what is the tax reduction asoociated I 
2 with those losses? Can you give me that figure? 

) COMMISSIONER EASLEY: We've already got it 

4 for t he appliance sales . 

5 COMMISSIONE~ BEARD: We do? 

COMMISSIONER EASLEY: Yeah. that: wa s a figure 

7 I got a little bit ago. Prior to the tax on 1989 it 

8 was a loss o! $514,455. 

9 COMMISSIONER BEARD: On to the tax dollars. 

10 WITNESS SCARBROUGH: It would be $1,168,842. 

11 COMMISSIONER BEARD: $1,168,&42? 

12 WITNESS SCARBROUGH: Before tax. 

13 COMMISSIONER BEARD: Then you would s•Jbtract 

14 the $700 and --

15 WITNESS SCARBROUGH: 2 9 from that, in order 

16 to get the bene!it of the taxes . 

17 COMMISSIONER BEARD: In other words the net 

18 - - the net that you would be going agi' ~ nst your 

19 above-the-line profits? 

20 WITNESS SCARBROUGH: That's right because you 

21 had the big loss, you took that loss, and o f c c urse 

22 that reduced your total loss. See, our composite Lax 

23 rate, Federal and State, is J7.6J\. 

24 COMMISSIONER BEARD: So in theory -- and I 

25 rea lize, you know, you lose X amoun~ each unit and make 
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1 it up in volume doesn't work out, but yC''J'vo got a bout 

2 $ 500,000, just ballpark figure there that you wou l d 

3 have reduced your profit on the above-the-line side 

4 after everythi~g is done !rom tax purposeo. 

s 

b 

WITNESS SCARBROUGH: Riqht, uh-huh. 

COMMISS IONER GUNTER: Mr. Scarbrough, ~ao 

7 there any -- I'm on Issue 2~ now. Was there an~ 

B portion o! Plant Daniel dedicated t o UPS sa les in 1987 

9 o r '88 ? 

10 

ll 

WITNES S SCARBROUGH: ¥es. 

COMMISSI ONER GUNTER: Or '89 ? Was ~ ny of 

1 2 that dedicated t o the Gulf States Ut ili ties co., tract? 

13 WITNESS SCARBROUGH: ¥es. Up unt il July --

14 through June 30, 1988. 

15 COMMISSIONER GUNTER: Were they invol ved - -

1 6 was the Plant Danie l contract involved i n the d1spute 

17 where Gulf States Utilities qu it paying? 

18 

19 

WITNESS SCARBROUGH: That's correc t . 

COMMISSIONER GUNTER: On Issue 26 , Hr. 

20 Scarbrough , was any portion of Plant Scherer uut o n UPS 

21 c ontract in ' 88 , '89, ' 87, ' 88, ' 89? 

22 

23 

WITNESS SCARBROUGH: Yes . 

COMMISSIONER GUNTER: Were they also involved 

2 4 in the Gu l ! States Utilities default ? 

25 WITNESS SCARBROUGH: Yes. 
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1 COMMISSIONER GUNTER: I'll use that word . 

2 don't have any bad ramifications about that, but in the 

3 default with Gulf States Utility? 

4 

5 

WITNESS SCAR.BROIJGH : Yes. 

COMMISSIONER GUNTER: It ' s my understanding 

s that here in '89 the re was $554 million unpaid by Gulf 

7 States Utilit i es on that contract with Southern 

8 Company. 

9 WITNESS SCARBROUGH: To ~:he enti r e Southern 

10 Company System? 

11 

12 

COMMISSIONER GUNTER: Yeah . 

WITNESS SCARBROUGH: We could verify tha t 

13 figure. I do n' t have that fiqu r e with me. 

1 4 COMMISSIONER GUNTER: I ' ll t ell you wher e the 

1 5 figure comes from. It's from Standa r d a nd Poors Credit 

16 Review, dated May 11th, 1990 , and i~ co~ers e verybody 

17 in here. Do you know --

18 

19 

WITNESS SCARBROUGH: ThaL sounds reasonable. 

COMMISSIONER GUNTER : Do you know what 

20 portion of that $554 million or w~at percentaqe portion 

21 of default would apply to Dan i el and Scherer? Did the y 

22 have two percent ot the total or five percent or --

23 WITNESS SCARBROUGH: Okay, the total revenues 

24 was $51 milli~n for Gulf Power Company. 

25 COMMISSIONER GUNTER: 5 1 .? 
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1 

2 I 88. 

J 

4 

WITNESS SCARBROUGH: That's from '86 through 

COMMISSIONER GUNTER: No ne i n '89? 

WITNESS SCARBROUGH: No. Remember , the Gulf 

5 States, we suspended a l l deliveries on June the 30th, 

6 1988. 

7 COMMISSIONER GUNTER : Ok~y. Now, is there a 

8 carrying cost appliod to that as time runs? 

9 

10 

11 l i gure . 

12 

WITNESS SCARBROUGH: No. 

COMMISSIONER GUNTER: No. Just a tlat: 

WITNESS SCARBROUGH : That' s right. No 

1J carrying costs, or a nything like that. 

1 4 COMMISSIOtlER GUNTER: Okay. What: would be 

15 the ~ctions? 

16 

17 

WITNESS SCARBROUGH: What wou ld be what ? 

COMMISSIONER GUNTER: Assume tha t: you reached 

18 a settlement, you all and Gul f Stl tes -- Southern 

19 Company and Gult States would r each a settlement, a nd 

20 for sake o! our assumption assume that that was -- you 

21 got the full amount. That 51 million, because ot the 

22 type of contracts that were i n those reve nue s to Gu l f 

2J Power, but would be treated how? 

24 WITNESS SCARBROUGH: You mean for ratemaklng 

25 purposes? 
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1 COMMISSIONER GUNTER: Yeah. How would you 

2 all tre at it, you as the chief bookkeeper? 

) WITNESS SCARBROUGH : Are you talkl~g about on 

4 the books or for regulatory pu rposes? 

5 

6 

COMMISSIONER GUNTER: Regulatory purposes. 

WITNESS SCARqROUCH: For regulatory purposes, 

7 I suppose wo would, to the extent that it, you know, 

8 caused us to overearn, I think cer~ainly we would agree 

9 to refund that. And I assume what would happen is we 

10 wot.ld come to the Collllllission and talk to you about 

11 that, and, depending what our earnings were that 

12 particular time, and !or forth. But certainly to the 

13 extent it caused us to overearn, we would ref und i t. 

14 

15 

COMMISSIONER GUNTER : All right. 

WITNESS SCARBROUGH: Now, let me go a l it tle 

16 further with that, Commissioner Gunter. 

17 This suit -- in !act, let me unsay what I 

18 just said and start over again, if you wil l , plea se . 

19 COMMISSIONER GUNTER: thought you mi ght wa n t 

20 to. 

21 WITNESS SCARBROUGH : Okay. Thi s sui t i s not 

22 only trying to recover for capac ity and energy 

23 del i ve r ed t o Gulf States up through J une lOth, 19 88, 

24 but it' s also t r ying to recover the r e venues that we 

25 d i d no t get out through the end of t he peri od of t ho s e 
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1 c.ontracts. 

2 

3 question. 

4 

5 

6 question . 

7 

COMMISSIONER GUNTER: You anticipated my next 

WITNESS SCARBROUGH: Do what? 

COMMISSIONER GUNTER: You anticipated my next 

WITNESS SCARBROUGH: That's right. And so 

8 it includes all that ounch ot those figures. 

9 Now, up through June the 30th, 1988, tho~e 

10 were in a separate jurisdicticn . We were not 

11 re~overing any o! that from tne retail customer, or 

12 attempting to recover any trom the retail customer. so 

1) anything we recovered !or up through June 30th, 1988 , 

14 of course, the Company should keep tha c , because we 

15 never r~covered any of that capacity from the retail 

16 customer. 

17 Anything from July 1st forward that we 

18 recovered, then we would, to the extent that caused us 

19 to overearn, we would refund it. 

20 COMMISSIONER GUNTER; Al l r ight. So, in 

21 essence , what you're saying, it you make the assumptio n 

?.2 that we were to allow this capacity in rate base, as 

23 the Company has requested, and you were to recover --

24 and there were two p ieces -- and you were to recover 

25 any of those monies, they would be treated above the 
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14 

15 

16 

17 

18 

19 

20 
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22 

23 

24 

25 

line, is that correct, from July 1 on? (Pause) 

It you're trying lo have contract 

enforcement, it's my understanding tha reas on the 

Compa ny is requesting that these come i nt o th e rate 

base i s you've got a default on a contract, which you 

had the UPS sales, askinq that the ratepayers suppo r t 

that investment. 

WITNESS SCARBROUGH: That's correct. 

COKMIS3 IONER GUNTER: If you received any 

payment to get the pot rig~t for enforcement o f the 

c~ntract, would ti.ose monies go above the line or below 

the line? (Pause 1 

WITNESS SCARBROUGH: I reckon what I'm saying 

is I don't think at this par ti c ular time >: e wou~d know 

whether they would go, for regulatory purposes , above 

the line or below, if you're talk ing about whether we 

get to keep it or not. I th i nk that what you would 

h a ve to do i s -- it seems to ~e like the appropriate 

thing to do, you would s ee what our earnings were --

Let's put it this way, Comm1ssioner Gu nter: 

If we were fixing to come in and fil e for a rate c ase 

because our earr.ings were down, 1 t doesn' t seem t o Ule 

that it would make any sense to, you know , r efund th~se 

dollars and turn around and file a rate case. 

COMMISSIONER GUNTER: That' s not my quest i on. 
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1 My question wou l d be the a c counting treatment. 1 made 

2 the assWIIption I'm going to go through the p redicate 

3 one more time . 

4 Assume we allowed the Company to put t he 63 

5 megawatts of Scherer and the 515 of Daniel into the 

6 rate base in this proceeding. Subs equent t o this 

7 proceeding, through eit.her settlement or awards from 

8 the c ourt, you received the monies post-July 198 8 for 

9 contract enforcement, whether it'P o ne milli on o r a 

10 hundred million. 

11 

12 

WITNESS SCARBROUGH: All right. 

COMMISSIONER GUNTER: What would be the 

lJ accounting treatment of those r e venues that you 

14 received? 

15 

16 line . 

17 

18 

WITNESS SCARBROUGH: It would go above the 

COMM ISSIONER GUNTER: All right . Fine . 

COMMISSi otlER BEARD: No .1 , and I ' 11 

19 dist inguish because I think I heard very clearly what 

20 you sa id, it would go above the li ne, and to the <·xtenl 

21 those earnings drove you above the r ange of your 

22 earnings point, they would be returned to the 

23 ratepayer? 

2 4 

25 

WITNESS SCARBROUGH: That's cor r ect. 

COMMISSION ER BEARD: Th.ay would not be 

FLORIDA PUBLI C SERVICE COMHISSIO~ 
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1 returned to the ratepayer in total for risking the 

2 investment. (Pause) Your posit i on is those that 

3 drove you above the earning point is what would be 

4 returned? 

5 WITNESS SCARBROUGH: When you say "earning 

6 point," I reckon you would have to determine what 

7 reasonable earnings were at that particular point in 

8 time. 

9 COMMISSIONER BEARD: Well, I understand we do 

10 th<.t, and lee's just hold the hypothetical constant . 

11 Let's pick a number, 12\ midpoint, 11\, 13\, those a re 

12 typically the types of ranges we do, so to the extent 

13 --I'll talk slower, I'm sorry-- to the extent that 

14 those monies drove your earnings above 13\, they would 

15 be refunded to the ratepayer? 

16 

17 

WITNESS SCARBROUGH: Yes. 

COMMISSIONER BEARD: Okay. As opposed to all 

18 of those monies - -"windfall," if ~ou will, is a term 

19 that is sometimes used - - being returned to the 

20 ratepayer? 

21 WITNESS SCARBROUGH: Well, it would not be a 

22 windfall if we got those earn ings a nd we didn't 

23 overearn; it would not be a windfall for sure . 

24 COMMISSIONER BEARD: Well, let's take it from 

25 a different thought process. Perhaps it would be, to 
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1 the extent that you moved everything into rate bas e, 

2 made it territorial from, vay, Daniel, okay, because 

3 these power sales just disappeared because the y failed 

4 to live up to t he contract, there has to be some 

5 expectation that you may not get that bacll. I don't 

ti know. 

7 I'll quit because he told me I'm starting to 

8 sound like a tax rule , and I don't want to do that. 

9 Anyway, i f I could pursue th is just a li t t le 

10 bit . Is it Gulf Power' s pcsition that any port iun of 

11 those plants that you own, t hat are not being ut i li ~ed 

12 for unit power sales, should be in the territorial --

13 or in the rate base? 

14 WITNESS SCARBROUGH: Absolutely. They are 

15 s erving the retail customer, and they were ouilt for 

16 the retail customer. 

COMMISSIONER BEARD: Okay. Well, let me ask 

18 you this : In 1984 how much d id · ~ appr ove of Plant 

19 Danie l in the rate base? I want to make sure I get ~y 

20 

21 

figure r ight. (Pause) 

WITNESS SCARBROUGH: We can tell you how muc h 

22 capacity, but how much rate base, we could calculate 

23 that out. 

24 COMMI SSIOtlER BEARD: No. I want it in 

25 megawatts . 272? (Pause ) 
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1 

2 (Pause) 

J 

WITNESS SCARBROUGH: Okay. Just a mi~ute. 

Oxay. In 1984 the averaga that was included 

4 in territorial -- in ~e retail rate case was 27 0 

5 megawatts of Plant Daniel . 

6 COMMISSIONER BEARD : That was approved by 

7 this Commiss ion for i nclusion in r~te base? 

8 

9 

WITNESS SCARBROUGH : That's right. 

COMMISSIONER BEARD: Okay. Now, and I'll 

10 tell you where I am and you're not -- well, yeah, you 

11 are one of the witnesses listed. I'm looking at EBF-1, 

12 S~hedule 9, Page 6 of 6, Witnesses Parsons and 

lJ Scarbrough. In 1988 it appears that the only sales 

14 associated with that, and by that time also Plant 

15 Scherer - -well, let 's keep it Daniels to Daniels . In 

16 1988 you only used 45 meqawatts of the 270 we approved 

17 for territorial purposes . And the rest was in unit 

18 power sales, right? 

19 

20 

21 

WITNESS SCARBROUGH: 1988 ? (Pause) 

COMMISSIONER BEARD: Yeah. 

WITNESS SCARBROUGH: What exhibit a re you 

22 looking at? 

2 J COMMI SSIONER BEARD: I'm in Mr. Pars ons' 

24 t estimony, both you and he are listed as a wi tness; 

25 Schedule 9, Page 6 of 6, EBP- 1 . 
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1 WITNESS SCARBROUGH: Just a min~t e. (Pau~e) 

2 COMMISS IONER BEARD: We'll have ro get some 

J apples to apples there because you nad a mid-yea r 

4 transition. (Pause ) 

WITN ESS SCARB~OUGH: Okay. 

6 COMMISSIONER BEARD: It appears that, at 

7 least from -- I'm trying to r ead you r notes -- as of 

8 June JOth, '88, only 4 5 megawatts was d edica ted to 

9 territorial service. 

10 MR. HOLLAND: Commis sioner Beard, you ca n see 

11 that a little clearer if you look at his Schedul e 2 , 

12 EBP-1, it has got the numbers on it, and it's got the 

13 UPS average numbers, and net for territorial, year by 

14 year, from '84 to '90. 

15 COMMI SS IONER BEARD: Wel l, I'll go back r eal 

16 q uick and peek at it. I though t I waR seeing it pretty 

17 Jclear right there . Schedule 2? 

18 HR. HOLLAND : Yes, sir. (Pause) 

19 COMMISSIONER BEARD: Okay. Let ' s take, then, 

20 for example, in '84 we a uthorized 270 megawatts . And 

21 i f I'm looking the Schedule 2, for example, January to 

22 uecember of '86 there were only 85 megawatts utilized 

2J for territorial purposes, right? 

24 WITN ESS SCARBROUGH: January of '86 there 

25 were 8 5 out of Danie l , that's correc t. 
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1 COMMISSIONER o~: Th~t's correct. And I'M 

2 trying t o understand the Company' s posi t ion in the 

J context o! lookin~ at capacity and reserves, and all 

4 these other ~hings , that you wou l d ha ve us approve 270 

5 megawatts i n ' 8 4 when, in reality, going forward 

6 apparently you didn't have that need because yo~ could 

.., sell unit power sales. There wasn't a need to have 

8 them, and it you have unit power sales, where's the 

9 protection for the ratepayer in the e ven t tha t you need 

10 it? 

11 WITNESS SCARBROUGH: Co111111iss !oner Beard, let 

12 me explain that to you. 

l3 

14 

COMMISSIONER B~: Okay. 

WITNESS SCARBROUGH : That, it you just look 

15 at that by itself, you raise a very good point, because 

16 now we've recovtired, in the 1984 rate c ase 270 

17 megawatts from the retail custome1· . We go along in ' 8 ~ 

18 and we dropped that to 1 48 mega wa tts. We start 

19 recovering that !rom the uni c power sale~ c ustomer. 

20 COMMISSIONER BEARD: Right. Now, let's s t op 

21 there. I would have to assume tuat unit power sales, 

22 the price you're getting for t hat , is a good pri ce? In 

2J other words --

2 4 

25 

WITNESS SCARBROUGH: Oh, yes; yes, clearly. 

COMMI SSIONER B~: So there ls an 
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1 opportunity there !or you to incr ease profits, okay 7 

2 Tho problem is, when that opportunity goes away, what 

J d o you do with it? Whether you need it or not, you put 

4 it back on the ratepayer? 

5 

6 

7 

Well, can I !inish my e~planation7 

COMMISSIONER BEARD: Sure , I'm sorry. 

WITNESS SCARBROUGH: So what happens, you 

8 went from 270 megawatts to 1 48 megawatts in 198 5. And 

9 you say, "Well, you ~ere covering thot for the ~nit 

10 p owe r sales customer . " So you already have it appt o ved 

11 f or the retail cuotomar. 

12 Then in 1986, you sell some more. And you 

1) only got 85 megawatts in the r eta t l business 

14 territorial and you have 426 megawatt~ in unit power 

15 sales; and you started out in '84 with o nly 241. And 

16 if you take that by itself, it looks lik~. "Geeminee, 

17 the Company is collecting twice f o r the same ca pacity ." 

18 But, however, what's hap~ening i n '85 , in 

19 '86, in '87, in '88, i n '89 and in '90, we have other 

20 construction fac ilities expendi tures going o n that 

21 we're not getting any benefit !rom the retail c ustomer. 

22 So ~hat happens is the money that we - - and we f ile a 

2J surveilla~ce report with you every month tellinq you 

24 

25 

what's happened So in that 

COMMISSIONER BEARD: Just o ne second. 
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10 

11 

12 
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14 

15 

16 

1 7 

18 

H 

20 

21 

22 

23 

24 

25 

don't aasume a double cvl lec t ion at all. I understand 

that the unit power sales, the revenues will come bac k , 

I understand that. 

WITNESS SCARBROUGH: No, I'm j ust simply 

saying, though, is, «hat I'm saying is we had less 

in 1985, we had less assets serving t he retail c u stomer 

out ot Plant Daniel than we were r~covering -- tha~ we 

were recovering !rom the customer o ut o! Daniel. But 

we had , offsetting t hat , were assets that were servi ng 

the retail cu~tomers we were not receiving a re turn 

for. 

You have to look at those, that's a dynam ic 

situation. You go down the road , theoretically, you 

could go tor 20 years and have that kind 0 f thing and 

never adjust your rates. As long as the ~otal -- but 

what we do is we try to look at the bottom line when we 

tile a surveillance report, and that's wha t you all 

look at is the bottom line of what our retu rn is. As 

long as that stays reasonable, 1t d oesn't matter 

whether it's !or Daniel or transmission lines or 

whatever it is, it's the total amQunt you're trying t o 

recover on the total assets serving the re t ail 

c ustomer, d oesn't matter about the components of it. 

COMMI SSIONER BEARD: Let me ask you two mor e 

questions. Bticause I appreciate t he answer, but it's 
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not the question. 

2 Some of those construction projects you're 

J talking about, would one or those be Scherer , for 

4 example, your part of Scherer? 

5 

6 

7 

WI'l'NESS SCARBROUGH: No. No . 

COMMISSIONER 8~: It would not? 

WITNESS SCARaROUGH: Not, for instance, it 

8 hadn't even come in service until '87. 

9 COMMISSIONER BEARD: I understand. But ..,hat 

10 you're saying to me is that you have expenditurE:' fo r 

11 construction proj ects that you're not recovering. 

12 

l3 

14 

WITNESS SCARBROUGH: Absolutely. 

COMMISS I ONER B~: And i f you' re 

WITNESS SCARBROUGH: To of f set tht! ones in 

15 the unit power sales. 

16 COMMISSIONER BEARD: And is Scherer one of 

17 those? 

18 WITNESS SCARBROUGH· Start ing, start ing in 

19 '87, it was a smal l amount of about 20 megawatts is ~11 

£0 -- the only amount o f Scherer up until June the 30th, 

21 19- -- or to July 1st , 1988, the only amount o r Scherer 

22 that has e·1er been included in rate ba P'i! on the 

2J surve illance report or anyth ing else was about 20 

24 megawatts. 

25 COMMISSIONER BEARD: Do you i nclude, and I 
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don't know how to ask this because I'm afraid I'm 

getting back into water and sewer. Do you include any 

AFUDC or any o! thoae t h i ngs prior to '87 in your 

calculations? 

WITN ESS SCARBROUGH: No. 

COMMI SSIONER BEARD: Okay. 

WITNESS SCARBROUGH: There was no 

construct ion work in progress in connection with 

Scherer in the rate base in 1984, none. 

COMMISSIONER BEARD: I understand that in 

'84. I'm trying to let's forget that tor now. 

Beginning in '87, you began to have a rate 

base effect in the survaillance report, right? 

megawatts 

WITNESS SCARBROUGH: On Scherer? 

COMMI SSIONER BEARD: On Scherer. 

WITNESS SCARBROUGH: To the tune o f about ] 0 

COMMISSIONER BEARD: Ri9ht. 

WITNESS SCARBROUGH: out o f 212. 

COMMISSIONER BEARD: In ' 88 it was biqqe - , 

okay , as it comes on line, right ? 

WITNESS SCARBROUGH: Well, what happened in 

'88, it came on July 1st; another 40 megawatts came 

serving the retail custouer because we suspended the 

sales to the unit power-- to Gulf States Utilities and 
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1 sta~ted serving the ter~itorial customer s with another 

2 4 3 megawatts ot Scherer. And then it got in the 

J surveillance report 1n J u l y of 1988. 

4 COMMISSIONER BEARD: And those are megawatts 

5 tha t are going into rate base for the surveillanc e 

6 report purposes . Okay, at that point in time, that had 

7 not gone through a certification ~f need with th is 

8 Commis s i on in advance, correct? They might have i n 

9 Georgia . 

10 Did we have a n~ed certification hearing on 

11 any part ot Scherer or any part of Daniel other than 

12 the p iece we approved in the r ate case in '84 t or 

1 3 Daniel ? 

14 WITNESS SCARBROUGH: I would have assumed --

15 you kr.ow, you might want to a sk Mr. Parso.ls about this, 

16 but I'm sure in our annual planning hearings here , you 

17 know, we have had that piece in there. Let's put it 

18 this way: I know I have come do·m here bac k as ear 1 y as 

19 late '70s and early '80s , and c ertain ly the Co~ission 

20 knew that we wero building, that we wer e buying into 

21 Plant Scherer. Clea rly knew that . 

22 

24 

25 

II 

COMMISSIONER BEARD: Well, where I ' m really 

head ed, to be h onest with you, and Daniel is probably a 

more concrete exa~ple, to the extent that we approved 

270 megawatts and then you do uni t power sales -- and I 
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1 don't consider that double counting because you're 

2 receiving revenues back. The question js, is when, for 

J example, a Gulf States Utility contract goes sour, the 

4 rat epayer is the one that's at risk, okay? If they 

5 don ' t need that power -- we've approved it, okay. 

6 can ' t argue that 2 70 megawatts was approved, no 

7 queGtion about that. 

I 

8 And it you can pursue unit power sa les , whic h 

9 are more pro!i~able than territorial s ales at c~rtain 

10 times , okay, that gives you g r eater opporturoity to 

11 achieve your earnings ratios because they're ~ore 

12 pro! i table. When thos6 opportunities go away, iL 

reve r ts back to the territorial sales oltay , r everts 

14 b~ck to rate base . Whether you make the sales or not 

15 depends on the demand. 

16 So isn't the risk primar ily i f no t total ly at 

17 the ratepayers' teet? 

18 WITNESS SCARBROUGH: Some o f the risk i s dt 

19 t he ratepayers' teet; ~hat's wh~re it should be. 

20 That' ~ the reason we built th is plant. 

21 COMMISSIONER BEARD: I'm going to say all the 

22 risk, with exception of if you're below your earnings 

23 ratios . 

24 WITNESS SCARBROUGH: That's wh o we built the 

25 plants for is the reta1l customers. Le t me, listen --
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1 

2 

COMMISSIONER BEARD: Well, you --

WITNESS SCARBROUGH: -- in 1985, let's j ust 

) go back t o your Daniel, maybe this explains it a little 

4 better. 

5 If you go back to your Daniel 1n 1 9 BS , we 

6 started selling - - in the rate case, we were se l ling 

7 241 megawatt• out or Daniel in 1984. The very next 

8 year, we went up to 363 megawatts. 

9 Assuming we had no oth~r faciliti~s to b~ 

10 added and that was the only transaction that occurred, 

11 that would -- and assume ~ost of money stayed the same 

12 and al l that -- th&t would have caused our return on 

13 the surveillance report to go out the top. And y o~ a ll 

14 would have called us in for a rat e reduction or a t 

15 least a show cause order because our return would have 

16 gone up. 

17 But the reason it didn't i s s i mply bec aus e , 

18 granted, we had less Danie l to s erve the r e tai l 

19 customer, but we had more something e lse serv i ng the 

20 retail customers we weren't c 0 llec ting ror. Th e re we r e 

21 offsetting each o ther until you got up t o the po int o f 

22 1989. 

2 J 

24 

2 5 

II 

It was a dynamic kind of t hi ng. And, really, 

theoretically, you could go to Daniel a nd Sc he r er we r e 

retired theoretically and not have t o ask f o r a ra te 
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1 i ncrease as long as e verything kept offsetting each 

2 other. 

J COMHISSIO~ER BEARD : The problem I have is, 

4 as you move to Daniel a nd Scherer, at least for 

5 surveilldnce report purposes back into the rate base 

6 and significantly incr easing numbers, you were hero 

7 talking to us about Air Products contracts, you were 

8 here in .a.TH with no need for any allocat ions and 

9 cogeneration. Okay? 

10 And then, l o and behold, liter ally a year to 

11 two years later, now we ~ant to move more into rate 

12 base. And I'm having a hard time marrying those up , 

1J quite frankly. Maybe you're not the witness f or t hat 

14 part, I don't know. Maybe you are, you were listed. 

15 WITNESS SCARBROUGH: I think probably Mr . 

16 Parsons or Mr. Howell would probably be the better 

17 witness for that. 

18 But in t .hat regard, t~om a financial 

19 standpoint, I do think that in -- you know, I really 

20 think tnat the r etail customer has d respons ibi li ty ~or 

21 paying for Scherer whether we need 1t or not during 

22 this i nt~rim period of time. And the reason tor t hat 

2} is we built it for Scherer and we built it for the 

24 retail ratepayer; it is serv ing the retail ratepayer; 

25 and it is going to continues t o serve the retail 
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1 r e tepayer tor many years at a much reduced cost than 

2 what it would otherwise been had we tried to build tha t 

3 capacity when it came on line. 

4 COMMISSIONER B£ARD: And then it's also the 

5 retail ratepayers' res ponsibi li ty t o cover the 

6 differences associated wi th the Air Products contract 

7 because or stranded investment, right? 

8 In other words, we want to keep them on line, 

9 we don't want them to bu i ld cog~nerat ion because there 

10 would be stranded i nvestment at the same time, i s that 

11 r ! ght? 

1 2 WITliESS SCARBROUGH: Yes. At the time we 

lJ made the agreement with Air Products and with Monsanto. 

14 the idea, the overal l idea of the whole thing wa s t o 

15 try to keep the ove~all cost to t he retail customer 

Hi reduced, the long- term revenue requireuents of that 

17 customer reduced. 

18 COMMI SS IONER B£ARD: Okay. And 

19 simultaneously, you don't need any allocat 1ons for 

20 cogeneration bec ause that would have t he net effect i n 

21 t he same way of stranded investment potentially by 

22 h av ing excess capaci ty t hat wasn ' t needed on you r power 

23 lines , is that correct? 

24 WITNI::SS SCARBROUGH: It p oss ib ly could have. 

25 But, I mean, it didn't. 
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COMMISSIONER BEARD : I know it didn't bec ause 

there wasn't any allocated to you. Because apparently 

the case was made that t o do so would be havi ng you 

purchase capacity that was not needed . That's the o n l y 

reason I can th i nk or for having zero avoided un i t s at 

the Panhandle. 

So I have to assume to some degree it must 

look similar to Air Products in that you wou l d be 

ultlmately stranding an investment that t he ratepayers 

are going to have to absorb because you have , if 

nothing else, if you do11 't add c ustomers or you lose a 

Monsanto that cogenerates, then you have that. 

And then, up to that point, 1 could a ccept 

it. But then we come back in and we say , " Oh, by the 

~ay , we need to add some mor e territo r ia l power plant ." 

Ol:ay? In adding more of Dan i els and tor Scherer. And 

I'm having d hard time making the balance . 

COMMISSIONER GUNTER: Hr. Scarbrough, 1 f I 

may? Can you tell me what you1 capita ~ expenditures 

were in '8 7, '88 or '89? 

WITNESS SCARBROUGH: Do we have those? 

COMMISSIONER GUNTER : Would you acc ept, 

subject to c heck, that as reported in ~hi& cred it 

rev i ew by Standard and Poors i t says your cap ital 

expenditures - - and that's on Page 58 o f the Hay 11th, 
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1 1990, and they mailed these to everybody, you know. 

2 just happened to pick i t up, trying t o pu l l a plum out 

3 of it -- it said in 1987 that you had 95.5 million 

4 capital expenditures? 

I 

5 

6 

WITNESS SCARBROUGH• That sounds about right. 

COMMISSIONER GUNTER: And in 1988, you had 

7 65.S million? 

8 

9 

WITNESS SCARBROUGH: That sounds abou t right. 

COMMISSIONER GUNTER: And that in 1989, you 

10 had 71 . 4 million? 

11 

12 

WITNESS SCARBROUGH: That sounds about rlght. 

COMMI SSIONER GUNTER: All right. Over and 

13 above , could you give us what the revenue was o n UPS 

14 sales out of Plant Daniel of that 270 megawatts we 

15 allowed you to put into rate base? I mean -- yeah, 

16 that you ultimately sold? Could we get an annual 

17 revenue years --

18 WITNESS SCARBROUGH: How muc h entire sales 

19 from the 270 megawatts? 

20 

~ 1 

22 

COMMISSIONER GUNTER: Yes . 

WI >NESS SCARBROUGH: Yes. 

COMMISSIONER GUNTER: We c ould sort of 

21 c ompare that, you know, and use th~ t like an i nternally 

l 4 g e nerated c apital item to see how c l ose you were o f 

25 meeting your c apital e~enditures from t hat revenue. 

FLORIDA PUBLIC SERVI CE COMMISSION 

49 ) 



1 WITNESS SCARBROUGH: Wel l - -

2 COMMISSIONER GUNTER: Bec ause that was ~he 

494 1 
I 

I 
J justification that you heve g iven more than once in the 

4 last few minutes about making capture expenditures tha t 

5 you didn't have other revenue sourceo from. And you 

6 start talking 100 megawatts, I j ust kind of f oo led on 

7 my calculator here a little bit. And i f you sold it 

8 over the yoar, in a year, you have a substant i al chunk 

9 of money. And I don't know ~hat you get , but I just 

10 figured 4.5 cents . 

11 WITNESS SCARBRO~GH: The only thlng I' m 

12 saying, Commiss i oner Gunter, is whe n yo u -- the 

1J ~urveillance report i ncludes a ll the assets that arP 

14 serving the retail customers. You, o ! course, we l l 

15 understand --

16 COMMISSIONER GUNTER: I understand. 

17 WITtiESS SCARBROUGH: 1t inc ludes al l the 

18 NOI . And as you c ompare them, you end up wi th a 

19 return. And as long as that ret 1..rn 1s r cdsonable, 1t 

20 doesn't really matter what the contents , a s long as th~ 

21 NOI is legitimately the retail r.ustomer and the 

22 assets legitimately 

23 COMM ISSI ONER GUNTER : Hr . Scarbrough, I'm 

24 just fol lowi ng the responses t o questions from 

25 Commissioner Beard. And I'm just trying t o match and 
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1 see whether you r c apital expenditures, see how they fit 

2 with the number of dollars. 

3 I understand that you just -- you know, it's 

4 a pot of money and i t goes over all sou r ces. I 

5 understand t hat. But I'd just like to rind out what it 

6 is in relation to total c3pital expenditures because 

7 there will come a day that there will be somebody 

8 talking about i nternally generated sources of capital, 

9 and what have you , and I ' d just like to have that 

10 institutional knowledge. 

11 WITNESS SCARBROvGH: Okay. Could you 

12 describe tor me ~gain what you want ? 

13 COMMISSIO~ER GUNTER: Just take '87, '88 and 

14 '89 ~nd get the UPS sales t hat were sold ouL of 

15 jurisdictional port i on of Daniel, wh ich I b~lieve wa s 

16 270 megawatts. I would just like to qo what 

17 WITNESS SCARBROUGH: That would be t he 

18 capacity sales tor the capacity o f that, o kay . 

19 

20 

COMMI SSIONER GUNTER: SU• e. 

MR. HOLLAND: Commissi ... ner Gun ter, all 270 

21 was never sold out . I guess you'r e saying ne t? 

22 COMMI SSIONER GUNTER: No, I -- net. Just 

23 what was sold out. Because it was sold out one time to 

24 about ~5 megawatts, which gave you what, 215, 225? 

25 WITNESS SCARBROUGH: Now, you want it f or the 
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1 270 megawatts port i ~n? 

2 COMMISSIONER GUNTER : The 270-meqawatt 

3 port i on only. 

4 WITNESS SCARBROUGH: I understand. 

5 COKMIS~IONER GUNTER: Because lik~ I 

6 confessed, you know, I guess a sort of masochistic 

7 tendency I have, I went back and read the entire 

8 transcript ot the 1984 proceectings in which Mr. 

9 Sca r broug h testified that no, he d idn' t want any CWIP 

10 for Plant Schere r because it was not planned to be in 

11 - - r can almout give you the page number -- th&t it wa o 

12 not due to be used for the public, you know, tor your 

13 retail juri s diction until at lea st 1993. 

14 WITNESS SCARBROUGH: Absent GSU, that would 

15 have been true. 

16 COMMISSIONER GUNTER: Okay. Now , as I 

17 understand, Plant Scherer is -- this portion of Plant 

18 Scherer -- is being requested to come into the r ate 

J9 base until when, 1993? And then l t would move out or 

20 the rate base back on a UPS sale again, is that 

21 correct? 

22 WITNESS SCARBROUGH: Doesn't all get out 

23 until 1995. 

24 COMMISSIONER GUNTER: 95? 

25 WITNESS SCARBROUGH: Yes. 

F~RIDA PUBLIC SERVICE CO~ISSION 



1 COMMISSIONER GUNTER: In othe r wo rds, it 

2 would come in until --

) WITNESS SCARBROUGH: Because some ot it wraps 

4 up in '93, total j n '95. 

5 

6 out? 

7 

8 

COMHISSIONLR GlmTER: And then it goes back 

WITNESS SCARBROUGH: In 2010. 

COMMISSIONER GUNTER: When does it move out 

9 of the retail jurisdiction? 

10 WITN~SS SCARBROUGH: Tota lly moves out 

11 probably June of 1995. 

12 COKMIS~IONER GUNTER: When docs i t 

1) incrementally move out? 

14 WITNESS SCARBROUGH: Probably, s~bject to 

15 check , by J uly, Juno or J uly o r 199). 

16 COMMISSIONER GUNTER: What's the Company's 

17 plan, if I'm asking the right person, what' s the 

18 Company's plan t o provide that capaci ty when i t beg ins 

19 to move out on UPS? 

20 WI TNESS SCARBROUGH: When it initially moves 

21 out -- and here , again , if you wa11t to get down to real 

22 s pecifics , you need to talk to Mr . Parsons about it. 

23 But generally, what will happen io we will get that 

24 from, that capacity from t he interchange pool. And I 

25 think our p lans are now is to bu 1ld a combustion 

FLORIDA PUBLIC SERVICE COMM ISS ION 

49 7 



turbine, I th\nk in-serv i ce date 1995, to replac e that, 

2 which is at less cost than the Scherer capdcity. 

J COMMISSIONER GUNTER: At less coc t than 

4 Scherer capacity as long as you 're not running it, 

5 isn't that correcc? Because your fue l costs on --

6 WITNESS SCARBROUGH: I'm talking ~bout the 

7 construction cost. 

8 COMMISSIONER GUNTER: I don't disagree with 

9 you there. 

10 WITNESS SCARBROUGH: And that's peaking 

11 capacity, so yJu wou ldn't run it that much. 

12 COMMISSIONER GUNTER: Well, whenever you ' r e 

lJ running it, you're pay dearly for it. 

14 WITNESS SCARBROUGH: I would assume so, ye s . 

15 COMMISSIONER GUNTER: Fuel price between 6 

16 and 8 cents a kilowatt hour? Have you heard or figure s 

17 like that for running a peaker? 

18 

19 

WITNESS SCARBROUGH: 1 

COMMISSIONER GUNTER: Okay, And you all' s 

20 current fuel price was something less than 1.9 cents 

21 average over last year, isn't that c orrec t ? 

22 COMMISSIONER GUNTER: Again, we get down t o 

2 J the p o int ot -- well, let's just go ahead j ust for a 

24 moment. There's a couple of things I want ed t o 

25 explore. 
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1 Commissioner Beard m~ntioned cogeneration. 

2 Now,you have a -- capacity payment arrangement with 

J the Southern Company, with all momboro or the Southern 

4 Company, do you not? 

5 WITNESS SCARBROUGH : Yes. 

6 COMMISSIONER GUNTER: Does that capacity tor 

7 each o ne ot the members, is that calculated with their 

8 owned capacity? 

9 WITNESS SCARBROUGH: Yes, the fossil - -

10 What's involved is fossil capa~ity. And we get 

11 reimbursed at our average embedded cost of all of our 

12 fossil capacity. 

lJ COMMISSIONER GUNTER: Doas it include 

14 cogeneration That you may or may not have on your 

15 system? (Pause) 

16 WITNESS SCARBROUGH: I don't think it 

17 includes cogeneration Capacity. 

18 COMMISSIONER GUNTER: Why would it no t ? 

19 Isn't that part of your capacity ~ lanninq in the 

20 Southern Compa ny is to plan for coqenerators, is t o 

21 plan for cogenerators for capacity needs? 

22 WITNESS SCARBROUGH: Maybe you ought to .:1s k 

2J that question of Mr. Parsons. I'm not really sut·e 

24 about the cogenerat ion Piece ot it. 

2 5 COMMISSIONER GUNTER: Okay, fine. 1 I 1 1 
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1 carry that over to Mr. Parsons. 

2 COMMISSIONER BEARD: Ca n I ask a question? 

J You said, I unders tood , that you would 1ncrementally 

4 have Scherer le~ding the territo r ial sales , moving to 

5 ~PS, in about poss:bly '9 3? 

6 

7 

WITNESS SCARBROUGH: Yes. 

COMMISSIONER BEARD: And about tha t t i me you 

8 would be building a combustion t urbi ne , which is, in 

9 effect, a peaking unit ? 

10 

11 

WtTNESS SCARBROUGH: That's cor rect. 

COMMISSIONER BEkRD: Does t hat translate to 

12 Gulf Power's needs all along have really been peaking 

13 as opposed to b&se load , as far as reserve capacity, as 

14 opposed to us putting i nto territorial sales Plant 

15 Dan iel and Plant Scherer? 

16 WITNESS SCARBROUGH: l th ink you need t o ask 

17 Hr . Howe ll or Mr . Parsons a bout that. 

lB 

19 

COMMISSIONER BEkRO: Okay. 

COMMI SSIONER GUNTER : Hr. Scarbrough , it may 

20 be a myth, but would you explain Iss ue No . 29 to me; I 

21 don't know how to ~ subtle ab~ut these things. I 

22 don't know how to ask you 25 questions t o get to what 

23 want to Know. 

2 4 WITNESS SCARBROUGH: I understa nd . Yes, 

25 Commissioner Gunte r , I can. What 29 has got to do with 
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1 is some rebuild program. We used to, on rebu ild o! our 

2 large line trucks, we contracted that out. And what 

J would happen is we ~ould aend that ott to a contractor 

4 and th~y would replace the cabin chassis and reloca te 

5 the hydraulic equ ipment, and so forth and so on, t o i t, 

6 rebuild it, and we would get it back. Wo determined 

7 that we could save a lot of money by starting to do it 

8 ourselves. 

9 COMMISSIONER GUNTER: Oh, my God, that'b not 

10 the same person that made the decision on the appliance 

11 sales, is it? 

12 

13 

WITNESS SCARBROUGH: 1 hope not. And we 

COMMISSIONER GUNTER: And "Vision Designs," 

14 or whatever? 

15 

16 

COMMISSIONER BEARD: 

t-IITNESS SCARBROUGH: 

This is the sod farm. 

In any event, we started 

17 doing the rebuild programs ourselves. And what we do 

18 is we don't replace the cabin chassls, we go 1n and 

19 rebuild the engine, rebuild the transmission, rebuild 

20 the hydraulic e quipment, r ebuild the brakes and that 

21 type ot thing. 

22 And the accounting requirements that we are 

23 under, at the direc tion of this Commiss ion , sets out d 

24 list or retirement units. And those items I just 

25 described that we replace when we rebuild this 
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equipment are charged t o expense, simply bec ause it's 

not a retirement unit. And the accoun Lants can argue 

all day about whether socething ought t~ be maintenance 

or ought to be capitalized. And we' ve had, o! c ourse, 

that problem in the state o! Florida. 

I think the Cocmission probably •anted to 

make sure that we get us all so. We were very 

consistant, and they published a Retirement Uni t 

Manual , and the way that we determine it -- I don't 

care what the a ccountant says about somethi ng being 

expensed or c apitalized -- the way it is now, you go to 

it and it you replace it and i t's in that Retire ment 

Unit Manua l, i t gets capital ized. If it's no t l n the 

Retirement Unit ~nual, i t gets expensed. 

And the pos ition of -- one of the intervenor s 

in this particular case is say ing that those rebu i las 

s~ould have been cap i tal i zed rather than expense~ . and 

that's the issue. 

COMMI SSIONER BeARD: Who did that manual ? 

WITNESS SCARBROUGH: Who did what ? 

COMMI SS I ONER BEARD: You said " tl".c ma nual." 

WITNESS SCARBROUGH: Unit Manual . 

COMMISSIONER SEARO : Yeah, who did that ? 

WITNESS SCARBROUGH: The Flo rida Public 

Servi c e ~ommission. 
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1 COMMISSIONER GUNTER : We did that. 

2 COMMISSIONeR BEARD: And new cabs and 

) .;hassis were not put in there? 

4 WITNESS SCARBrtOUGH: No, they are; they are, 

5 as a retirement unit, but I'm saying tho rebu ild 

6 I program we do does r.ot replace the cab and the chase is. 

7 COMMISSIONER BEARD: You buy nola' ones? 

8 WITNESS SCARBROUGH: No We take the old cabs 

9 and chassis and gut it. I mean, We rebuild the engin~. 

10 rebuild the t ransmission, the brakes, all those types 

11 chassis . 

12 it's an 

• lJ 

14 

expense item. 

COMMISSIONER GUNTER: So you'rP expensing 

15 versus capitalizing? 

16 WITNESS SCARBROUGH: Th~t's exactly what the 

17 issue is? 

18 COMMISSIONER GUNTER: I'm just trying t 0 

19 understand that issue. 

20 COMMISSIONER WILSON: Let's take a 

21 five-minute break. 

22 (Brief re..;ess} 

2) 

24 COMMIS~IONER GUNTER: Does anybody have any 

25 objection with us going with two? Al l right. 
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COMMI SSIONER EASLEY: Go ahead, Staff, 

object. (Laughter) 

COMMISSIONeR GUNTER: I l ooked down there. 

4 He could have ~a id yes . 

5 We said we we r e deferring that que stion about 

6 capacity from other than installed generation, we were 

7 going to defer that to Mr. Parsons, right? 

8 

9 

WITNESS SCARBROUGH: Yes. 

COMI>·ISSIONER GlWTER: On Issue 40 on Page 27, 

10 is it Gulf's posi tion that these non-utilitt 

11 i nvestments should be eve r all sources o f cap1tal? Am 

12 I understanding your position? 

13 WITNESS SCARBROUGH: Yes. Well, not over all 

14 sources of capital, but ove~ debt, preferred - -

15 COMMI SSIONER GUNTER: Debt and equity 

16 compone nts. 

17 WITNESS SCARBROUGH: Yes, sir. It wouldn't 

18 include deferred taxes, those types of things, but JUSt 

19 t hose three major -- yes, sir. 

20 COMMI SSIONER GUNTER: 1111 nght. I was 

21 trying to make sure I understoQd the issue . 

22 Issue 54. I j ust want to talk about theory 

2J for a second. Do you agree that if there are any 

24 out-of-period nonrecurring expenses, they should not be 

25 inc l uded? (Pause) 
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1 WITNESS SCARBROUGH: If it was truly 

2 nonrecurring, but if it's lixe a, you xnow, 3 turbine 

3 boiler i n spection on Unit 5 in 1990, then, obviously, 

4 th~t 's a nonrecurring item, as tar as 1990 is 

5 concerned, because it's on! y in 1990; it won't ve there 

6 again tor tour or five years. But it will be replaced 

7 with a turbine boiler inspection, say on Unit 6 in 

8 1991, but it it's truly nonrecurring, really 

9 nonrecurring, it happens that test year; it's not 

10 expected to happen again anytime in the near future, 

11 then I would say it would be appropriate to adj ust i t 

12 ?Ut. 

13 

14 

COMMI SSIONER GUNTER: All right. 1 want you 

to go to Issue 75. (Pause) And then Issue 18. You're 

15 going to have t~ look at both or those at the same 

16 time. 

1 7 WITNESS SCARBROUGH: What wa s the fir s t one , 

18 Commissioner Gunter? 

19 COMMI SSIONER GUNTER: 75 . l?ause) 

20 You have pension costs or pens ion exp~nse ln 

21 Issue 75, which is budgeted ze r o dollars because o t th e 

22 situation that you vay be in with your accrual ba lances 

2J on your pension expense. 

24 Is Issue 18 -- what is Issue 18? 

25 WLTNESS SCARBROUGH: Issue 18, Commissioner 
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14 

15 

16 

17 

18 

19 

20 

21 

22 

2) 

24 

25 

Gunter , has got to do with -- in 1988 -- wo accrued i n 

1988 a $1,385,000 of pension expenso. Dut we funded 

$3,29 J ,584 in 1988. And the ditteronc e, the 1,908, 441, 

we took on the 1987 tax return. And sinco wo funded 

more in 1988 than we had expensed, wo had what thoy 

call a prepaid expense, we in ettec t paid ahead, we 

paid more than we expensed, and we are aakinq to 

include that prepaid pension expunse in work ing 

capital . And, or course, that would be orroot by tho 

deferred taxes that were calculated on that. 

C0MMISSIONER GUNTER: All right. 

understand. t was just -- in the positiono o! the 

parties and thu way it was couched, 1 didn't know what 

the timing was. 

Mr. Scarbrough, for purposes -- thoro i tJ an 

issue that ha s to do with the common faci litioa nt 

PJ.ant Scherer, and the acquisition adj ustment and those 

costs. Al ong those lines, wouldn't you agree wit h me 

that it's incumbent on this Commission to mak~ ourc 

that Gulf has not paid more than a reasonable ~mount 

for the generation capaci ty ot Plant Sch erer? 

WITNESS SCARBROUGH: Yes, sir, I would , lind 

in that regard, you kn0w, that 1s -- on the plant 

acquisition adjustment , I think what the Commissi on 

should do, because the plant acquisition adjustment I~ 
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24 
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~n accounting requirement; and what I think the 

Commission should do on any asset the Commission -- I 

moan, the Company invests in, is try to determin~ what 

the value of the asse~ is versus what we paid tor it, 

and determine whether it should be rocovorod based on 

that analysis rather than relying on some a ccount i ng 

r equirement. And I agree with you on that, yes. 

COMMI SSIONER GUNTER: Then on the capacity 

itself, shouldn't we use every means at our d isposal to 

make sure that tne capacity at Plant Scherer wa s not 

o verpriced over what you could have done had it been 

l e ast cost? Shouldn't you look at what the plant 

norcally would have cost versus what it did cost? Is 

that inappr opriate for us to look at? 

WITNESS SCARBROUGH: Now, do you mean that 

when you calculated how much we paid for the 6.25\ c t 

Scherer we paid t oo much for it, ur whether we s hould 

have bought that or something else in lieu o f that? 

COMMISSIONER GUNTER: No , as to whethe r you 

paid too much for it . 

WITNESS SCARBROUGH: Had we ~ought it from 

Plant Scherer; not v~rsus whether we go t it from 

someplace else, but just in making the calc u lati on o f 

whatever we paid tor it, did we - - I thi nk you try to 

satisfy yours e lf that we paid the proper amount, and 
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1 what we paid is the cost of that. 

2 COMMISSIONER GUNTER : Okay. Sometimes ~~u 

J pay it at cost and the seller spent mo re on it than 

4 they should have, and you bought it at his cost, you 

5 might have been buying i t at an inflated pri c e, 

6 wouldn't you ? 

7 WITNESS SCARBROUGH: Wel l, even if you make 

8 that assumption, let's j ust assume that maybe Geo r gia 

9 spent more dollars on it than they should have , I s til l 

10 think that what the Commission should d o i s look and 

11 see what kind of value did Gulf Power Company get out 

12 tor the dollars expended. 

1 J And it you feel like the value o f that 

14 capacity was equivalent to what we paid for it , are not 

1 5 any less than what we paid for it, then i t seemed t o me 

16 like it would be a prudent purch~se. But howevPr, 1n 

17 this particular case, what we did is paid the c ost for 

18 it. And if somehow o r another it's proven that we pa1d 

19 more than the cost-- you know, t hat · s been aud ited 

20 several times, and I feel certain that we haven't, but 

21 if somehow or another we determ i ned that , we would 

22 obviously ask them to refund it. But it it wa s 

2J determined that maybe they made an expend iture that 

24 they shouldn't have, and their cost was hig her t han 

25 maybe it otnorwise would have been, it appears to me 
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that what you thon do is look at the value or what we 

2 got and t r y to compare that to what we patd t ~r it. 

J COMMISSIONER GUNTEJ<: Well, I hope you're 

4 prepared to demonstra~e to me how you cou ld have 

5 evidence as to what the value is, because we're '-,jOing 

6 to spend some time exploring that. 

7 I provided at the last, at the tax docket, a 

8 c opy o! a retrospective audit report, and my portion is 

9 not going to be looking at the dollars. I'm just gc>ing 

10 to look ~t the c J lendar of events and then ask nome 

11 questions involving that . Does Hr. Scarbrough ha ~e a 

12 -::opy of i t? 

1) MR. HOLLANO: I don't think Hr. Scarbrough 

14 does. Hr. Parsons is prepared to addre&s it. 

15 

16 

17 

COMMISSIONER GUNTER: I've got extra copies. 

HR. HOLLAND: We don' t have extra copies. 

COMMISSIONER GUNTER: I t.ave got some in case 

18 the public would like to have it. 

19 Well, is Parsons going to be t~e man? 

20 

21 

KR. HOLLAND: Yes, slr. 

COMMISSIONER GUNTER: Mr. Scarbrough is not 

22 go ing anywhere so I'll just defer--

23 

24 

MR. HOLLAND: He'll be b~ck. 

COMMISSIONER GUNTER: It wu have to get into 

~ 5 the bucks, to ~he dol lars. Would Hr. Parsons be able 
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1 to talk about -- to provide to us from the !1rst 

2 eApenditure report the APUDC rates that were applied, 

3 the cost of renegotiation of contracts, all the w~ y 

4 through? la he going to be able to provide that data? 

5 MR. HOLLAND: I don't know that he lS 

6 prepared to provide it in the detail that you are 

7 describing, but if you would like for him to, I'm sure 

8 ne can --

9 COMMI SSIONER GUNTER: He'd just be forewdrned 

10 that we need to know that, because we're talking about 

11 a 12-year construction progr~m ot a plant that we have 

12 sedn. In o ur experience we'va got to be kind of the 

1~ result of our experience, and we've seen plants built 

14 i n 60 month s versus 12 years, and the carrying cost o( 

15 money is a significant item that we n~ed to explore 

16 throuah that process. 

17 Public Counsel also was given a• that time, 

18 when you came down and got a copy, he got a copy. And 

19 that's going to be the thrust of som~ conversations 

20 there. 

21 Mr. S~arbrough --

7. 2 WITNESS SCARBROUGH: Commissioner Gunter, was 

2) your question one that your information says there wer e 

24 some deferrals or something like that, ctelays, and that 

25 type of thing? 
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COMMI~SIONER GUNTER : Yes. 

WITNESS SCARBROUGH: I wasn't awar~ or that. 

COMMISSIONER GUNTER: I do have so~~ copies 

that I had. All the Comnissioners have been given a 

copy of it, and I had Staff run some copies s 1nce we 

were going to talk !rom it . I think the only party 

that doesn't have a c~py is Ma jor Enders, and he wa s 

not a party at the tax savings docket when I starteu 

raising some o! those questions . 

MR. HOLLAND: Commissioner Gunter, so we ca n 

avoid any surpride, the document that you gave us was 

not in t he entire audit that was performed, and we 'vP. 

got some other portions o! it that we intdnd to. 

COMMISSIONER GUNTER: Okay. Fine. If you 

all get copies --

MR. HOLLAND: We'll get copies made and try 

t o get those passed out. 

COMMISSIONER GUNTER: Okay. The only piece 

I'm going to talk about is Exhibit 1-2; I'm just going 

to nsk questions about that t h ree-page chronology . And 

my question would just come !rom the c hro no l ogy . And 

the reason I wanted to do that, I recognized that I did 

not have the wholes documer,t . 

MR. HOLLAND : Yes, sir. 

COMMI SS IONER GUNTER: I was just going to ask 
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1 questions specifically about t hose time periods that 

2 are shown on the chronology. And I wasn't going to g e t 

3 into tho rest ot it. I understand there is a whole Jo t 

4 -- and when I studied this document there is a whole 

5 lot ot unanswered questions because thla is the only 

6 piece I have I gave you. So I said I w~uld limit ~i 

7 inquiry to those three pages. 

8 

9 

MR. HOLLAND: Okay. 

COMMISSIONER GUNTER: I don't know if that 

10 helps or hurts. 

11 

12 

13 

HR . H~LLANO: It does. 

COMMISSIONER GUNTER: Mr. Scarbrough, d res 

t he warehouse and inve ntory any way fall under you r 

14 jurisdiction ? 

15 WITNESS SCARBROUGH: No, sir, not the 

16 warehouse. We a ccount for the transaction~ -- my area 

17 accounts tor the transactions. 

18 

19 

COMMISSIONER GUNTER: Okay. 

WITNESS SCARBROUGH: But a s far as the 

20 operation of the warehouse, that is not und e r my 

21 responsibility. 

22 COMMISSIONER GUNTER: Okay . Well, account i ng 

2 3 i o t he thing I'm i nteres~ed in. 

2 4 

25 

WITNESS SCARBROUGH: All righ t . 

COMMISSIONER GUNTER: You were her e yes t e r da y 
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1 when Mr. McCrary was being examined and presented 

2 testimony on operations of the warehouse, w~ren't you? 

J 

4 

WITNESS SCARBROUGH: Uh-huh. 

COMMISSIONER GUNTER: And at that time, we 

5 spoke ot two audits that had been conducted, one ot 

6 them in '82, which was not accepted. Subsequently had 

7 an audit in '83 tha~'s been the source of a lot o f 

8 discussion. 

9 

10 

11 yesterday? 

1] 

1) 

WITNESS SCARBROUGH: Yes, s ir. 

COMMISSIONER GUNTER: Did you he3r th~t 

WITNESS SCARBROUGH : Yes, sir. 

COMMISSIONER GUNTER: To your knowledg e has 

14 thPre been subsequent audits? 

1 5 

16 

WITNESS SCARBROUGH: Yes. 

COMMISS IONER GUNTER: Is that a pcriodlc 

17 process that --

18 WITNESS SCARBROUGP. : The way the audits are 

19 done now, throughout our Company for transmiss1on and 

20 di&tribution of materials that are in stores, we have, 

2 1 I reckon, about 10 major warehouses. And we hav~ an 

22 i nventory control section now in the general ot ti c e. 

23 And they schedule, i n cooperat1on with our audit 

24 de~artment, they schedu le what we c all "c yc le ~ccounts" 

25 so t hat they complete an inventory of the enttre 
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1 warehouse, each warehouse, annually. 

2 In other words, maybe in mid-January th~y 

) might be tho poles, wire; and in February, they may do 

4 insu lat.ors, and so forth and so on. And then 

5 adjustments are made - - in other words, they count 

6 poles today and it's out, they actually make an 

7 adjustment now at that particular warehouse. And o f 

8 course, that, o t course, is approve~ by several 

9 difrerent p eople and so forth and comes up through 

10 a ccoun t ing and entry is made on t he books. 

11 Then the Audit ing Department, ir they f lnd 

12 something that's out more than what would be 

13 reasonable, t .hey 'll, you know, contact the Audittng 

14 Department and the Auditing Department will get 

15 i nvolved i n it. 

16 Then, on a sometimes spot c hec k, but 

17 generally speaking, about every two years, the Audit 

18 Department goes out and does an audit. And that 

19 doesn't count everything, it j ust jepends . It they go 

20 out and check three or tour cla sses and everything is 

21 real tight and very, very littl e out, they may, that 

22 would mean that they may not expand the audit any more 

23 If a lot of things are out, they expand the audit. But 

24 basical l y, they check it every two years. 

25 I n the int~r im per iod, the Inv~ntory Control 
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1 Department, which is out of the general office, also 

2 does spot a~dits of the cycle counts. And so, that's 

3 basically how we control the warehouse now, the 

4 inventory. 

5 COMMISSIONER GUNTER: All right. Prior to 

6 the 1983 audit that was accepted -- l'm goi ng to call 

7 on some of your institutional knowledge now, because 

8 you've been there a long time -- how often were audits 

9 conducted? 

10 

11 

12 

WITNESS SCARBROUGH: Every two years. 

COMMISSIONER GUNTER: Every two ye~ rs ? 

WITNESS SCARBROUGH: And they were dune at 

13 that time, back at that period of time , f or the mos t 

14 part, we would go in and -- in tac t, we were spend ing 

15 so much audit time, that's about all our auditors did 

16 is go in and actually count the - - with some help, o f 

17 course. Because they would q~t some help with the 

18 people in the warehouse that would li <t boxes and show 

19 them things and all this kind of stuff. But the coun t s 

20 were basically done by the Aud it ~apartment. And it 

21 would take, just to do the count , would be three or 

22 four weeks even with four or five auditors, wnich i s 

23 all the auditors we had. 

2 4 

25 

COMMI SSIONER GtmTER: Al l right. 

WITNf.SS SCARBROUGH: It was done abou t every 
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I 1 two years then. And then we changed 1t, I reckon 

516 

2 beginning in about '85. 

3 COMMISSIONER GUNTER: All right. Now, let me 

4 ask you a question. It's oeen so long ago that I 

5 work~d in a warehouse, that was cy first job with Pan 

6 American back when they had dinosaurs -- we counted 

7 dinosaurs . 

8 You have a process that you've got a number 

9 of items in a war e house. And you count your 

10 disbursements a nd you count )OUr receipts, and if 

11 you've got -- Averything's up to snuff , you 've got the 

12 resulting number. 

13 WITNESE SCARBROUGH: Uh-huh. 

14 COMMISSIONER GUN'TER: Now it you didn't have 

15 the resulting number, what is Gulf Power's process pre 

16 the change and post the change? How do you hand le 

17 that? Do you write them ott? 

18 WI TNESS SCARBROUGH: Ye£. In other worus, 

19 whether there be an overage or a shortage, we ad j ust 

20 that to -- in other words, if wr go in and there's 

21 supposed t o be five poles there and we count. six, then 

L2 we increase stores by the value of one pole to get that 

23 other p o le on our books. 

2 4 <..'OMMI SSIONER GUNTER: Right. 

25 WITNESS SCARBROUGH: And w~ c redit Account 
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163 . And then t hat credit -- al l of the Account 163, 

is spread ov3r all of the issues Ollt - f that store 

house, out of that warehouse. 

COMMISSIONER GUNTER: Okay. Now yo u dlso 

have a component "Salvage," where they go pull an item 

out, replace 1t, and they bring that bac k to somewhere, 

dcn't they? You've got salvage items. You've got a 

pole yard and --

WITNESS SCARBROUGH: Okay, I see what you're 

talking about. Something that would 

COMMI SSIONER GUNTER: A t ransforme r blew. 

You bring it back, you turn it back in to some account 

and it's disposed of through that accou11 t, isn't ':h a t 

I correct? 

WITNESS SCARBROUGH: Yeah, if it's no l o nge r 

of any value, that's correct. 

COMMISSIONER GUNTER: If lt's Just junk ? 

WITNESS SCARBROUGH: That' s correc t. 

COMMISSIONER GUNTER: You write it of! as a 

salvage. There's a salvage I dor •'t know what you 

all's title is but there is a salvage a c count , is there 

not? 

WITNESS SCARBROUGH: That's exac tly. That 

all goes through, in other words, that goes through the 

depreciation reserve. There's three piec~:~s o t 
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1 d~preciation reserve; there's depreciat.on accrual, 

2 then there's a cos~ of removal that ~orks against that, 

J and a salvage would i ncrease the deprec iat ion . So 

4 those three pieces make up the depreciation reserve. 

5 COMMISSIONER GUNTER: Okay. Bec~use there's 

6 been ~ lot oC publicity and, you know, there's b~en a 

7 l ot of s~atements made by pe?ple, and what have you. 

B How do you run your - - do you have any BPA accounts, 

9 blanket purchase acco~nts? 

10 WITNESS SCARBROUGH: Yes, in the Purchasing 

11 Department, yes. 

12 COMMISSIONER GUNTER: How about explaln ~ ng 

1) for me how your bl~nket purchase agreements ~ould ~ork ? 

14 WITNESS SCARBROUGH: Well, the ~ay ~ blanket 

15 purc hase order, rather than issuing a blanket -- r mean 

J6 a purchase order tor each transactiun or ! or each 

17 order, you select a vendor by bid and so f orth and 

18 you'll issue a blanket purchase orde r, let' s say f e r a 

19 year. And it will have somtimes a cap of dollars o n It 

20 and this type of thing. 

21 And then, rather than issu1nq a separate 

22 purchase order each time, you sin.ply issue an order and 

23 reference to that b l anket purc hase o rder number t o t~at 

24 particular vendor. And that's general ly good for a 

25 year's period or time. 
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1 

2 

COMMISSIONER GUNTER: Okay. 

WITNESS SCARBROUGH: And then as , of course, 

3 when the information comes in, of cou l se, you'd prepare 

4 a rece iving report for it and then of c ourse it goes on 

5 the books. 

6 COMMISSIONER GUNTER: Is there a reconciliation 

7 between work ordors and blanket purchase account s , is that 

8 done? 

9 

10 

11 

WITNESS SCARBROUGH: Not between a work order 

and a, and a blanket purchase order. But \What we do 

now and we always attempted to do this, but it's 

12 more mechanized now and we do a much better iob now and 

13 have tor the last f i ve or six years -- each time a work 

14 order comes back in tn plant accounting, of course, 

15 it's , the work order, first of all, they have a work 

16 order. Somebody draws up the drawings of what they're 

i7 going to do out there to determine how much items they 

18 need out of the warehouse. They go requisit ion those 

19 items out o t the warehouse. 

20 The requisition is processed back through 

21 accounting . Then the engineer who drew up the drawings 

22 himself and is in charge of the job , when tha t job is 

23 complete, he signs off that work order. In effect, 

24 saying, "What's on this work order, so many poles, so 

25 mPl ny insulators, so many cross arms , that's there." 
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1 And the Line Service Supervisor also signs off on it. 

2 Now, he may not go out. to the joo, but he 

3 looks at that drawing that the line ~row used LO run 

4 that job and he sees, you know, what transmission 

5 distribution items are on there and he signs off on it . 

6 Then when it comes into the plAnt accounting 

7 area, before they close that order to p lant , that's the 

8 last thing they do, they check that work order to make 

9 sure that everything js on that work order. They check 

10 that against the i~ems they issued from stores. 

11 Now, that doesn't mean you don't ever have an 

12 error i n the warehouse. If everything works like it' s 

13 designed to, y ou wouldn't ever have an error. 

14 

15 

COMMISSIONER GUNTER: I understand. 

WITNESS SCARBROUGH: But you have like, you 

16 know, probably the transactions in a year, out of these 

17 warehouses , there's probably over 200,000 transactior.s. 

18 And the individual items may be proba~ l y in excess of 

19 2000. So as many, that many transactions in and out , 

20 in and out, you're going to have ~ome outages in a 

21 period of t i me . 

COMMISSIONER GUNTER: I understand. 

23 WITNESS SCARBROUGH: As long a s you have got 

24 humans doing it. 

25 COMMISSIONER GUNTER: I un1 ~rstand. Let me 
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just tall< about BPAs for a minute . Do all SPA cora trac t s , 

does it say that a!l BPA mat~ria :s come to the wa rehouse 7 

WITNESS SCARBROUGH: There are some items 

that - - tor Gulf Power Company, not all blanket 

purchase order i tems would actually run through stores, 

no. 

COMMISSIONER GUNTER: I gu~ss that's the 

reason I aal<ed the question . In the time period folks 

were talking about, in the early '80s, would it have 

been possible for somebody to have drawn on a blanket 

purchase agreement and the Company ne ver known about 

it? 

WI TNESS SCARBROUGH : When you say the - - 1 

1on't think it would have been possibl e for anyboUy to 

have done that without an employee of the Company 

l<nowing about it. 

COMMISSIONER GUNTER: I'm not talking about 

the Company, Mr. Scarbrough, I'm taU" ing about people. 

Would it be possible for an employee to have drawn from 

a blanket purchase order, or. a ~lanket purchase order, 

and to have diverted those materials somewhere else 

without them ever going into s t ores, employ~~s? 

Wouldn't that situation have presented itself? 

WITNESS SCARBROUGH: Yes. 

COMMISSIONER GUNTER : Okay. 
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2 

WITNESS SCARBROUGH: Yes. 

COMMISSIONER GUNTE.P: Now, can you help me , 

l and I need ~o understand the one controllable pi ece . 

4 Does the Company have the records that could give me 

~ the results of tnc inventory beginn i ng in 1980, and 

6 give me the ending balances? 

7 

8 

9 

WITNESS SCARBROUGH: Can I get some help? 

COMMISSIONER GUNTER: Yeah. 

WITNESS SCARBROUGH : I don't know how long 

10 back we've got t~ese records, that's what 1 wa nt to 

11 check. 

12 COMMISSIONER GUNTER: Okay. Well, I d on 't 

13 want to put any undue ha~dship o n a nybody, I'm just 

14 t rying to understand a lot of allegations peopl e ha ve 

15 

16 

made and I'm t rying lo find a way to get t here. (Pause ) 

WITNESS SCARBROUGH: We have it, we do hav e it 

17 ba~k to 1980, yes . 

18 COMMI SSIONER GUNTER: Al! -ight. And the 

19 things I'd like to ha ve, Hr. Scarbrough, I' d like to 

20 have the results of the inv~nt ory. Like what you 

21 expected to be there, what was there, what you wrote 

22 off , and what wasn't there . And then what ""as cnarged 

23 to the depreciation reserve f or each audit through the 

24 last - -

25 WITNESS SCARBROUGH : When you say " charged to 
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1 depreciation reserves," now that would be charged to a 

2 clearing ac~ount. 

3 COMMISSIONER GUNTER: Well, w~~tever that 

4 clearing account is for salvage. 

5 

6 

WITNESS SCARaROUGH: I understand, okay. 

COMMISSIONER GUNTER: Whatever that clearing 

7 account, the dollar value . And let ~e ask you this, do 

8 you show - - how do you show that dollar value in that 

9 clearing account? 

10 WITNESS SCARBROUGH: We a ctually, it 's just a 

11 figure that -- lf you were $10,000 short, you would 

12 actual l y credit the stores account to get that off the 

13 books and you would deblt Account 163 and so that 

14 10,000 would show up --

15 COMMISSIONER GUNTER: Is that two trends --

16 now I'm trying to separate the two. If I expect that I 

17 had $100,000 worth of n uts, bolts and wash~rs out there 

18 and I had only $90,000 worth of nuts , bol ts and 

19 washers, that would be one treatment for that $10,000. 

20 

21 

WITNESS SCARBROUGH: Right. 

COMMISSIONER GUNTER: But if I received a 

22 bunch of nuts, bolts and washers that had been dinged 

23 up, and bent, and deformed, and what have you, and they 

24 came back and they would represent my salvage and that 

25 would be a salvage, that'~ a different component. 
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2 actually 

3 

WITNESS SCARBROUGH: Yeah, they would 

COMMISSIONER GUNTER: And I would sell them 

4 for the pounds. 

5 WITNESS SCARBROUGH: In f act, they ,.,ou ld go 

6 i~to a d i sposal bin to be sold as scrap. 

7 COMMISSIONER GUNTER : Okay. Now, that's two 

8 ~eparate accounts? 

9 WITNESS SCARBROUGH: Yes, that's two separate 

10 accounts. 

11 COMMISSIONER GUNTER: All right, I wa nt to 

12 know both of those accounts. And one thinq you could 

13 do is that s alvage account, you could give me that 

14 salvage a ccount, that second one for every year t rom 

15 1980, because that doesn't occur just with the audit. 

16 The thing that occurs with the audit ! s where there's 

17 any overage£ or underages and that w~s treated . Am I 

18 being clear? 

19 WITNESS SCARBROUGH: Do you want to know how 

20 much money we r eceived for the as we sold salvage 

21 items? 

22 COMMISSIONER GUNTER: Yeah. And what the 

23 dollar volume was that was involved in that salvage 

24 account. And that -- you had those every year. That's 

25 not dependent on an audit. 
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1 W!TNESS SCARBROUGH: That ha ppens daily. 

2 COMMISSIONER GUNTER: I understand, but 

3 certainly you nave a year-end tctal every year on tha t 

4 account. 

5 WITNESS SCARBROUGH: Yes. 

6 COMMISSIONER GUNTER: So that would be the 

7 only one that would be every year, and the otl.er ones 

8 could be any overages or underages on the year yoL had 

9 lthe audit? 

' 
10 WITNESS SCARBROUGH: Well, that's true, 

11 except that's true up to probably '83-8 4, but now 

12 you'll have adjustments every month. 

• 1) 

14 

COMMISSIONER GUNTER: Well, fine, however. 

However you all are doJng it. 1 just need to see tna t . 

15 WITNESS SCARBROUGH: I understand. 

16 COMMISSIONER BEARD: Let me a~k a ques tion 

17 h~ re because salvage typically is s ~own, let's say in 

18 scrap it's in pounds . And if you're looking at the 

1 9 sa l vage, I mean, if I hav e 1,000 pound b of scrap ACSR, 

2 0 and the price on that will vary, wou l dn't you need to 

2 1 get a pples to apples t o look a ~ wh~ tever un i t of 

:?2 meas ure ment it is that you do that s alvage i n and t hen 

23 the do lla rs associa ted with it so tha t you c an look a t 

2 4 wha t you expect -- when you say what yo u expected i t t o 

25 be t he re, okay, the value of new ACSR on the reel 
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1 versus scrap on the ground, the dollar va l ue would be 

2 significant ly different. 

) 

4 

wiTNESS SCARBROUGH: Yes, s ure. 

COMMISSIONER BEARD: So you may neod some 

5 unit of volume for measurement, as opposed to --

6 CHAIRMAN WILSON: 1'he th i ng about. i t is scrap 

7 wire, you don't sell it the un i t of issue is by the 

8 foot. When you se : l i t by scrap, i t's not by tho f oot, 

9 it's by the pound. So once it comes back into scrap, 

10 you sell it by t he pound. 

11 COMMISSIONER BEARD: That's right. Th~ re ' s 

12 usually s ome r ough measurement, though, that yo11 can 

13 get on poundage, and that may be getting into - -

14 COMMISSIONER EASLEY: Are you asking - -

15 because all of a sudden I'm hearing ten yearo worth of 

16 monthly entries tha t you're now aski ng him to br~ak 

17 down. I am hearing some --

18 COMMISSIONER BEARD: I th ink he was asking 

19 for annual, and --

20 COMMISSIONER EASLEY: Hr. Scarbrough 

2 1 s pecifically mentioned it was getting to monthly when 

22 you're talking salvage and --

2 J COMMI SSIONER BEARD: He said f i ne, and the 

l 4 point be ing that you should have a year-end figure, 

25 wouldn't you? 
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1 WlTNESS SCARBROUGH: We do. I wa s jus t 

2 saying, Commissioner Gunter menti o ned the fact that you 

J may only have an inventory ad j u~tment annually. 

4 saying that we have them every month is what I'm 

5 saying, because these are cycle accounts. 

I'm 

6 COMMISSIONER GUNTER: 1ou•ra only talk i ng 

7 about one line itAm and one of the things whe ~e he 

8 talked about cycle accounts, Commiss ioner Easley, is 

9 that their inventory, they went away rrom inventory on 

10 a biannual basis and went to certain segment s of 

11 inventory on a monthly basis by individual warehol•ses, 

12 they go around and look at poles and that kind of 

1J stuff. And without having that, I don't know how we' d 

14 be able to see what those pieces are. 

15 COMMISSIONER EASLEY: I don't have any 

16 problem with that - -

17 COMMISSIONER GUNTER: On s alvage 1 just asked 

18 for an annua 1 ! i<]l1re. 

19 COMMISSIONER EASLEY: 1 coul~ suddenly see us 

20 getting into a volume of paper, and I wasn't sure I was 

21 hearing it the same way you all we~e saying it. 

22 COMMISSIONER GUNTER: We ll, the one thing , to 

2J just be candid with you, in reading -- Lord, r don't 

24 even know whether it showed up in a deposition or 

25 Saker-Childers Report, or some where there was an 
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1 all egation on the part of a warehouse supervisor of -

2 in t he '8 3 Audi t , bringing in unusable mater ials e nd 

3 counting them so the audit would work out right. Until 

~ you went d own and you looked and found out c he li n e 

5 item ot every item that was salvaged, wh ich would be an 

6 eno rmous task and o ne I'm not asking anybody t o 

7 unrtertaxe , you would never be abl e to mak e a 

8 determination of whether, in fact, that's cor rect. 

9 

10 

WITNESS SCARBROUGH: What --

COMMISSIONER GUNTER: What I'm asking ! o r is 

11 a sanity test. 

12 WITNESS SCARBROUGH: Wha t that person sai d i ~ 

13 -- he wasn't saying we hrought it bac k into salvage. 

14 COMMISSIONER BEARD: Brought i t bac k 1 ~t o the 

15 i nvento r y. 

16 WITNESS SCARBROUGH: They were saying we 

17 brought it back into inventory ~ nd it was o bsolete, and 

18 that's absolute ly -- obviously cannot be true because 

1 9 you cannot get rid of $2 million wc-th o f obsolete 

20 material. Eventually i t would have to go somewhe r e , 

21 and it wo uld have to Eitill be i n a warehouse; it would 

22 have to be written off as a shortage, and we' ve had no 

23 s hortages, so - - or we ' re not in any magnitude i n any 

24 e vent. So that's obviously, by the definition cannot 

25 be true. 
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COMMISSIONER GUNTER: You haven't heard me 

explore that. 

WITNESS SCARBROUGH: Okay. 

COMMISSIONER GUNTER: You know me long enough 

to know if I really wantad to explore that, I'd explore 

that. 

WITNESS SCARBROUGH: I understand that. 

COMMISSIONER GUNTER: Mr. Scarbrouqh , we have 

a -- a.nd you've been very act i ve in th1s case. I don't 

find - - I find a witness who is responsible for 

discussion of the new buildtng down -- downtown. 

WITNESS SCARBROUGH: Yes, sir. 

COMMISS I ONER Gv~ER : Are you responsible for 

all the rest of the buildinqs? Can you give me some 

information on all the rest of the buildings that you 

all have? 

WITNESS SCARBROUGH : Probably Ernie C)nners 

is the best person to talk about the building, the 

cost, the ma i ntenance costs and t he conqtruction costs 

and those kind of things, and the need for it and the 

parking and the land and all th~t ki nd or s tuff. I 

would t hink Ernie Conners is the best person we ha•!e to 

discuss the land. 

COMMISSIONER GUNTER: And utilization and 

t~at kind of thi~g . 
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2 

WITNESS SCARBROUGH: Yes, yes. 

COMMISSIONER GUNTER: Because ne's been 

3 identified - - in reading his testimony, he's primarily 

4 limited to Bonifay a nd the downtown building and one 

5 other one, and I didn't want to let you go if you were 

6 one that could address that 3t all. 

7 WITNESS SCARBROUG~: No, you know, if you 

8 wanted to get down to how much a building costs , you 

9 know, I might be the one, but as far as justifying tha t 

10 building, the utilization of it, the maintenance costs, 

11 you know, why was it built, that kind of thing, 

12 contracts, he would be the one. 

13 COMMISSIONER GUNTER: Well, would it be 

14 ~ppropriate to ask you !or some informa t ion that mb ybe 

15 he could have by the time he got on the stan~? 

16 

17 idea. 

18 

WITNESS SCARBROUGH: I thinx that's a good 

COMMISSIONER GUNTER: Mr. Scarbrough, 

19 notwithstanding Response to Staft's fourteenth s~t ot 

20 I nterrogatories, No. 220 and 221, I would like to have 

21 - - a nd you notice I said, "notwi thstanding 220 and 

22 221," because in the Response to Staff's 

23 Interrogatories, we included such th i ngs as substat i ons 

24 that are not occupiect and, you know, on and on and on. 

25 I 'm interested in the bu i ldings that peo~le o c cupy . 
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1 Now, d o you have a copy -- can your Counsel 

2 or somebody show you a copy of that? Could you --

J CHAIRMAN WILSON: We'l l get one just a 

" second. 

5 COMMI SSIONER GUNTER: We ll, I think it would 

6 help to get the information that we need on this -- can 

7 you t urn to Page 2 and we can just work of! th~ t Page 

8 2? 

9 

1 0 

WITNESS SCARBROUGH: Okay. 

COMMISSIONER GUNTER: And that's Gulf Powe r 

11 Company's Staff's Fourteenth Set o! Inte rrogatories, 

12 Item 220, 6-6-90? 

lJ 

14 

WITNESS SCARBROUGH: Yes. 

COMMISSIONER GUriTER: Informa t ion, talk1ng to 

15 Mr . Conner, I would like the first column, but only 

16 those build l ngs that are occupied. I! you l ook on 

17 there and the next one under "depa~tment " it's got 

18 " su~s ation," and as you look across, the re aren't any 

19 employees in t here , just look ing f or vccupied 

20 build t ngs. 

21 

22 

WITNESS SCARBROUGH : l understand. Yes, sir . 

COMMI SS IONER GUNTER: Now, could you add one 

7J more ~olumn ? 

2 4 

25 

II 

WITNESS SCARBROUGH· Sure . 

COMMISSIONZR GUNTER: You've got in hare che 
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1 squa re !ootaga. I! you look over in Column C-1 and 

2 C-2. 

J 

4 

WITNESS SCARBROUGH: Yes. 

COMMISSIONER GUNTER: You've got total 

5 utility square footage and total non-utility square 

6 footage . In Colunn 0 , you've got the number of 

., employees. I! we could tutke that " 0-1, " would be 

8 utilit y employees, "D-2," non-utility employees. And 

9 if you do that for 1984 and do that ! o r 1990, it would 

10 hel p mo a great dea l because if we don't and we get in 

11 here and we get squabbling over thi s thing, I've got 

12 all so1ts of pencil scratch on where I've done tne math 

lJ 01. it already, and this would be one o! those 

14 subject- to-check kind of things, and I'd j ust a s soon 

15 we were working from a clean copy 

16 CHAIRMAN WI LSOll: We've? already got a request 

17 to get total employees 

18 COMMISSIONER GUNTER: I understand. I made 

19 that request ot you. I though t this vould be the 

20 simplest way. 

21 

22 that? 

23 

WITNES S SCARBROUGH: Scrt o t tie this in wi th 

COMMISSIONER GUNTER: Ye a h , Because that's 

2 4 wnat I was looking f or because I've already done al l my 

25 pencil scratching o n this one. 
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1 WITNESS SCARBROUGH: You're saying just 

2 replace -- take what you had asked fo r and make two 

J coluans out of D-1 and D-27 

COMMISSIONER GUNTER: That would help -- thc..t 

5 would satisfy me, and then Mr. Conner would have that 

6 available when he com~s in the stand a nd give everybody 

7 a copy ot it, we'd have aomething to work from. 

8 MR. HOLL\ND : Commissioner, we've already got 

9 - - I think it's Late- Filed 559. You want to just work 

10 ott that a nd do it in this forma~? Would th~t be 

11 appropriate? 

12 COMMISSIONER GUhTER: That would be f ine. 

13 Because that gives me the same th i ny I'm afLer, Hr. 

14 Holland, and it gives you the occupied buildin~s. If 

15 you look at that one, the thing that I have concern 

1b about is that there a lot of -- and I understand 1n 

17 d irect response to the question that you all were asked 

18 by Staff, but you have so many of the fa ~ ilities that 

19 are substations or non-manned subs~ations, those little 

20 old buildings there, 400 square feet, 42 0, on down like 

21 that, that that's useless for this kind of analysi s . 

22 CHAIRMAN WILSON: Does that tnen become a 

23 part of 559, or are you redoing this with the 

24 information that was in 559? 

25 COMMISSIONER GUNTEH: Hake it part of 559 . 
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22 

23 

24 

25 

HR. HOLLAND: MaKe it a part o f 559, so we 

don't have to have two, and we need a number tor the 

one you asked for just prio r regarding the audit. 

COKMI SSiotiER GUNTER: And that would be 56 0 . 

CHAIRMAN WILSON: What is that called? 

COMMISSIONER GUNTER : Invento ry Analysis, 

198 0 to Present. 

(Late-Filed Exhibit No . 560 ide."'titiod.) 

COMMI SSIONER GUNTER: Hr. Scllrbro ugh, I don't 

think I have but one add itional Drea. 

WITNESS ~CARBROUGH: Commissioner, before we 

get off ot this, I' m sitting here rethinkina in rny m1nd 

how we're goi ng to d o this, and I really-- I don't 

think we can do this by build ing and i~ gets ba c k t o 

t~is thing of nonutility . We have s o many employees 

where there's just a port ion of their time c harged :o 

nonutility . It you had ten employ•·es wheru o nly l Ot o f 

their time is charged to nonutil i t i , that' s o ne 

equivalent employee, but they coul d be in ten diff e rent 

buildings. So to do it by bu1ld1ng a nd nonutility is 

near about going to be about i mpos s ible. 

COMMI SSIONER GUNTER: Well, s omehow or o the r 

in the response to this i nterrogato r y you were ahle t~ 

pul l out the number of square feet that were used and I 

go t the total number o t empl oyees , bu t --
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WITNESS SCARBROUGH: Yes, sir. But, for 

instance, if you come doYn there ~ nd loo k at appliance 

administration, and appliance s ales and servi c e -- or 

course tha~ 's not a good example, bec ause maybe all 

those would be app l iance sales, but lut's j ust assume 

that those -- ot those tive employees , tha t, yo u know, 

only lOt ot their tiae would be charged to that. 

COMMISSIONER GUNTER: Well, if you've go t five 

employees and it's lOt of their t1me, that would be 

what, . 5 

WITNESS SCARBROUGH: I you did it -- you coul d 

do it by decimal places and do what you're a s k1ng f o r . 

COMMISSIONER GUNTER: Well, I'm j ust 

interested -- y ou all j ust do the best j ob yo u can. 

WITNESS S~~ROUGH: All ri ~ht, sir, J 

understand that. We'll do that. 

COMMISSIONER GUNTER: Bec ause I need to know 

WITNESS SCARBROUGH: The o n l y th i ng I 'm 

saying, you may find something that bays 4 .2 e mpl oye es . 

and obviously you can 't have a . 2 e mployee in a 

b u ilding . 

COMMISSIONER GUNTER: for the purposes o r 

mine, i! you have to cut this this f i ne, th a t's f i ne. 

Now , let me ask you a questi on --
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COMMISSIONER BEARD: We have t o lc ~ you ~ound 

up tour-tenths o r a body. 

COMMISSIONER EASLEY: I may g~t back to 

dealing in FTEs betore it's a l1 ov~~ with. 

CH.\IRMAN WILSON: What's an arm and a leg? 

COMMISSIONER EASLn': 1\ o t much anymore. 

COMMISSIONER GUNTER: Let me -- l et me d1scuss 

with your tor a moment, ir I c an, the allocati o~s o r 

Southern Company, or South~~n Compa ny se~vlces, o~ what 

have you, to i ts ind ividual member companies. A~e 

there capital exp e nd i tures that are allocated by either 

Southern Company or Southern Company Se~vices to its 

member companies , like their buildings, those kind o f 

things? Is there a direct allocat1on ro~ that? 

WITNESS SCARDROUGH: Befo~e I qive you tn ~ 

wrong answer to th~ t. let me ta lk Just a second . 

COMMISSIONER GUNTER: All right. (Pause) 

WITNESS SCARBROUGH: We GO not have any of 

thos e buildings, or any of the1r capital expenditures 

on our books. ot course, we get r harJed t or all the 

costs that --

COMMISSIONER GUNTER: - ' m not talking about 

do you have any o n your books, but I ' m addressing how 

do they recover the costs for c~pital expen1 i tur~s ? 

WITNESS SCARBROUGH: Oh, oh, I see. They 
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1 bill u~ the depreciation on that. 

2 COMMISSIONER GUNTER : Oka y. So they b111 

3 you, sort of allocate it around all the part ies?. 

4 

5 

WITNPSS SCAPBROUGH: That's correct. 

COMMISSIONER GUNTER: For instance , you're 

b about 7\ ot the total, so you'd get 7\ or the tot~l . 

7 WITNESS SCARBROUGH: Well, yeah. They've 

a probably got maybe 20 or 25 different methods or 

9 allocating it, depending ~n what it is , but overall 

10 that's about r ight. 

ll COMMISSIONER GUNTER: Okay. If we wer e t0 

12 look at the allocations from Southern Company Serv1 c es, 

13 if we were to go through anc pour and dig a~d do all of 

14 those kind of t~ings, would we find where there has 

15 been an allocation associated with the design o f o 

16 Southern Complany Services building in Birmingham, 

17 Alabama, that was neve r constructed? 

18 

19 

WITNESS SCARBROUGH: Yes. Yes . 

COMMISSIONER GUNTER : And that allocation 

20 would have been made for those chargeo thdt wer e 

21 capitalized even though t he buildlng was not built? 

22 

2J 

WITNESS SCARBROUGH: That's correct. 

COMMISSIONER GUNTER: Would there be ~ rea~on 

24 why that building was not constructed? Bec ause, as I 

25 understand, there were severa l, many mill i ons o r 
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dollars spent. 

Let me asx you a question: What percentage 

ot the overall , just ballpark, does Georgia have ? 

WITNESS SCARBROUGH: Roughly, 50\. 

COMMI SSIONER GUNTER: Roughly, 5J\ . So then 

it would not be unsafe to say that the capitalized 

portion of the building that was never completed would 

have been somewhere in the neighborhood ot S7 million , 

that Southern Company Services builo1ng in Birm i ngham, 

is that right? 

WITNESS SCARBROUGH: tlow a re you getttnq that 

figure, now? 

COMMISSIONER GUNTER: I Jus t asked you ts 

that true? Hell, I could have said 50 million. 

WITNESS SCARBROUGH : 1 don't know the answer 

to it. 

COMMISSIOUER GUNTER: Oklly. But would it be 

appropriate for the c apitali zed pri c e, wtth no more 

evidence than we have in the record, in this r ecord, to 

allow -- you know, I have been through the cancel lati on 

process. I went through the cancellation process 1n 

Caryville back in I guess the first time I saw thdt 

was in 1980, 1979, I understand that proc ess, but 1t 

was after a great deal of evidenc e as t o why it wa s 

cancelled, why those dollars -- why it would be a 
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better deal. In this process there are costs that have 

been incurred by the Southern Company and all ocated t o 

the various members tor a building t h at was never 

completed. 

WITNESS SCARBROUG~: That's correct. 

COMMI SS IONER GUNTER: All right. Would you 

give us a late-tiled? 

CHAIRMAN WILSON : 561. 

COMHISS!ONER GUNTER: That will ~o ~ 6 1. 

CHAIRMAN WILSON: 561. 

COMM ISSIONER GUNTER : 561. 

{Late- tiled Exhibit No. 56 1 identified. ) 

COMMISSIONER GUNTER: And the informat ion I'd 

like to see on ther e was the cost incurred by 3outhern 

Company Services tor cancellation o f tho buildiny in 

Birmingham. 

WITNESS SCARBROUGH: You want tho t~tal cost? 

COMMISSIONER GUNTER: Tota l cost. And Lh en 

that portion which has been allocat~d t o Gulf Power. 

Okay? 

WITNESS SCARBROUGH: We know uow much ha s 

been allocated to Gult Power Company. 

COMMISSIONER GUNTER: Oh, yo u d o? Have you 

got the total cost? 

WITNESS SCARBROUGH: No t the total, we j ust 
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1 know how much is - -

2 COMMISSIONER GUNTER: I'd like t o f in~ out 

3 what the total cost is and the n how much was - -

4 WITNESS SCARBROUGH: How much of that was 

5 allocated to us. 

6 COMMISSIONER GUNTER: How much of that wa s 

7 allocated to Gulf Power. 

8 WITNESS SCARBROUGH: We have the amount that 

9 was allocated but we don't have the total cost . 

10 COMMISSIONER GUNTER: Okay. Let me a sk you 

11 this: Are t .here any other projec ts ot a like nature, 

12 by either the Southern Company or by Southern Company 

1) Serv ices, that fall in the same ca tegory as th i s 

14 building cancellation? 

1 5 

16 

WI TNESS SCAR8ROUGH: I'm not too sure, but 

we'll check that out. There i s a poss\blili ty . I 

17 don't know the answer to that. But i f you want us to 

18 c heck that out and i nclude it on th is late-filed. 

19 COMMI SS I ONER GUNTER: I f you would, I'd like 

20 to get a respo nse, one way or the other. Not a "don't 

21 answer," bu t it you don't know or any l'd l ike to have 

22 t hat-- it there are not any, I ' d like to have that 

23 negative response. 

24 WITNESS SCARBROUGH: f o r what period of time 

25 are you looking at? 
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COMMISSIONER GUNTER: 198 7 forwatd. 

CHAIRMAN WILSON: What are you looking for ? 

COMMI SSIONER GUNTER: If there are, t o be 

4 included in this same exhibit, if there are >1ny othe< 

5 projects of a like nature, by either Southern Company 

6 or southern Company Services, which monies have Leen 

7 expended o n but the pr oject h as not been fol lowed 

B through with, whose costs are being alloc a ted to Gulf 

9 Power. 

10 COMMISSI ONER EASLEY : And do you want the 

11 i nformation to t he d istribution o f thos e costs if they 

12 find such a project? 

1) 

14 

COMMISSIONER GUNTER: Yes, c ertainly. 

CHAIRMIUl WILSON: You're familiar with --how 

15 do they decide how much of ~hat cos t i s allocated t o 

16 Gul f Power? or do you know? 

17 WITNESS SCARBROUGH: Commissioner Wilson, 1 

18 can't -- there is a listing, and I c an go down th touqh 

each one of the allocation method s it j ust depends 

20 on what kind of cost it is. It could be done on tho 

21 peak period. The ratio would b~ babed on the t o tal 

22 number of employees; based on our total amount o f 

23 equity in relationship to the tot,l equity of the 

24 Southern Company. There are nume rous methods that ha ve 

25 been a pproved by the SEC for alloc~ti nq costs. So 
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1 don't know exactly which one was used to allocate tha t, 

2 but we can determine that and give it t ~ you. 

3 

4 

5 

6 

CHAIRMAN WILSON: I'm sure you looked at it. 

WITNESS SCARBROUGH : Do ~hat, si r ? 

CHAIRMAN WILSON: I'm sure you l ooked a t lt 

at some point . I mean, I can't imagine SouthQrn 

7 Company giving you a bill and saying, "This i s your 

8 s hare," without you verifying it. 

9 WITNESS ~CARBROUGH: Oh, no; no , ab&o lutely 

10 not. But ~hat I'm saying is that I do n't remember 

11 exactly what the --

12 CHAIRMAN WILSON: You ~on't remember the 

1 ~ methodology? 

14 

15 

WITNESS SCARBROUGH: What the parti cul ar 

met.hod was about And 1 think th is i s fil ed , ma y be 

16 annually, with the Florida Publ ic Service Commission 

17 ~hawing all those allocations. 

18 CHAIRMAN WILSON: Okay. Before y ou go or . 

19 Mr. Pruitt, you indicated to me we had 

20 several late-filed exhibits that we did not give 

2 1 number c to . 

22 COMMISSIONER EASLEY: Correct. 

L3 MR. PRUITT: H.r. Chairman, i f I understood 

24 you correctly a moment ago, on the occupied build ings, 

25 t h e ut ility versus nonut ili ty usage was combined with 
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9 
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11 

12 

• 13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

2) 

24 

25 

No. 559? t thought I heard that. 

CHAIRMAN WILSON: That' s correct . 

HJL PRUITT: And then you had assigned 560 - ­

CHAIRHA~ WILSON: To an inventory analysis . 

And then 561 is Southern Compar.y total cot>t, building. 

COMMISSIONER EASLEY: There were se•·era 1 that 

we said we weren't going to give numbers until they 

came i n because there was --

CHAIRMAN WILSON: I know. I'm convinced that 

was a mistake. 

COMMISSIONER EASLEY: Okay. 

HR. PRUITT· I've got two more. One was 

Commissioner Gunter wanted information on capa=ity 

payments relating t o Plant CaniPl, and so forth, 

CHAIRMAN WI LSON: We'l l give that 562. 

HR. PRUITT: 5~2? 

CHAIRMAN WI LSON: Ye s , sir. 

(Late-Filed Exhibit No. 562 ider.tified . ). 

HR. PRUITT : And then there was another on( 

that Commissioner Gunter asked t o r that wa s the 

allocation ~f expenses from a appli a~ce sal es. They 

came just ahead of the capacity on~. That wou ld make 

it 562. 

CHAIRMAN WILSON: Well , I've a l ready wrltten 

this down. Hake that 563, late-filed 
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(LAte-Filed Exhibit No. 563 identified. } 

HR. PRUITT: I ' m s howing that I've go t two 

marked 561 and t hat don't work out. The capacity 

payments for Plant Daniel is 561, and then -­

CHAIRMAN WILSO~ : No, t he c apacity payments 

for Plant Daniel would be 562, and t hen the expenses 

from appliance sales is 563 . Are there a ny othe r s? 

and 563. 

HR. HOLLAND: That's all I 've got . 

HR. PRUITT: So that would be 560 , 561 , 562 , 

CHAIRMAN WILSON : Ri ght . 

HR. PRUITT: We'll be usi ng 564 next. 

COMMISSIONER GUNTER: 1 o nly have one more 

item, Hr. Scarbrough. Could you -- I did n't qu i t a get 

an understanding trom yesterday and toda y of wh~ t the 

Performance Pa y Plan is . 

WITNESS SCARBROUGH: All right, sir. It I 

can ::! Xplain --

COMMISSIONER GUNTER: Do we have d -- is 

there a plan that you can read? Is t here rorms that 

you fi ll out? Is that one of those ~hings like you 

used to, I used to do on performance evaluations back 

i n a previou ~ lite? A guy would call you 1n and he 

would say, "What are you going to do for me the next 

s 1x months, or what are you going t o do for me th~ next 
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1 year? " And he would say, "Yeah, tha t' s what I 'm goi ng 

2 t o do tor you • And then you would g o bac k and 

3 evaluate, •oid you do that?" 

4 WITNESS SCARBROUGH: It ' s g o t so~e o f' that 

~ flavo r to it. But it's made up, the perfo r ma nc e pa y 

6 plan is now t he plan that was i nit i ated i n 198 9. Last 

7 year, which was the first year , it was just tor wn at we 

B call our exempt employeeE, which woul d be thos e that 

9 are exempt !rom the wage and hour l a w. 

10 Beginn i ng in 1990 and this tiling, the 

11 performance pay plan is avai lablc t o all empl oyee s of 

12 Gulf Power Compan y except for the covered o r t he unton 

13 employees. And there are basic al ly three compo nen t s 

14 really, tour comvonents but lwo of them are sub~arts o f 

15 one. 

16 The first one i ~ the corpo r a t e c o mpo nen t . 

17 And it's made up of' a financia l o b jective and a 

18 Cl')mpe titive objective. The f i nancial o b jective belr•-1 

19 retu rn on equity. The compet iL1 ve o b Jecti ve bei ng t he 

20 average retail cost per kilowatt hour. 

2 1 Then tnere i s an organ iza t io nal piece o f 

22 t h at. And that is where you have g oal s f o r each o f the 

2) organizat i ons. 

24 And then the third part is an individual 

2 ~ compo ne n t . 
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II 

The weighting on those last year wa s 2\ for 

the financial objective, 2\ for the competitive 

component or the competit i ve objective, 3\ for the 

o r ganizational, and l\ for tho i ndividual. This year, 

1990, it's 2.5\ for the f i nancial objecti ve or return 

on equity; 2.5\ !or the competitive, which is the 

average cost per cents per r etail kilowatt hour s old; 

4\ for the organiz~tional o b jective; and 1\ ! or the 

individual. 

And what those p e r centages are ls just a 

total we ighting, that ' s the maximum amount that you 

could fund i nto that, the maximum amcunt that you c ould 

get into the pot would be 10\ if you've got a 5. And 

y o u rate all these -- the r atings on all this is 1, 2, 

3 , 4, o r 5. And if you had a 5 on all those 

objectives, you could get into the pot 10\ o f the mid 

j::::>.i.nt values or all the exempt and nonexempt employees. 

And then at the end of the year, you go back 

and measure those object ives and wa it It out and then 

you then can al l ocate that to each employee baseo on 

t he ir performance between 0\ and 20\. 

COMMISSIONER GUNTER: All right. Let me ask 

you a question, sort of philosophl cal thing. rsn't it 

the responsibility of the Utility t o deliver electri~i ty 

to i ts customers at the lowest poss ible price? 
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WITNESS SCARBROUGH: Ye s . 

COMMISSIONER GUNTER: Or the l owest 

!reasona ble price? Not " possible ," reasonable pr ice. 

WITNESS SCARBROUGH: {Nods head up and down. ) 

COMMI SSIONER GUNTER: And atJain, the purpose 

6 o f regulation i s to --

7 WITNESS SCARBROUGH: And to do i t in a 

8 r eliable and reasonable, a dequate fashion. 

9 COMM ISSIONER GUNTER : And that's sort o f t he 

10 char ter that you all o pe r a t e under, i s n't that rorrect? 

11 

1 2 

14 

15 

WITNESS SCARBROUGH: That's correct. 

COMH ISSIONE.R GUNTER: And we, as regulato r s, 

are supposed to act as a sur rogate for competit1on? 

WITNESS SCARBROUGH: That ' s correct . 

COMMI SS I ONER GUNTER : 7o ma ke sure that folks 

16 don' t r u n willy-nil ly . And i f we're doing ou r jcb 

17 respons i bly, that won't happen, and t hat the u t ilit l e~ 

18 wou ld have an opportunity -- s hould be providP.d the 

13 opoo" tunity t o earn a tair and equitable rate of return 

20 on their investment . 

21 

22 

WITNESS SCARBROUGH: That's correct. 

COMMISSIONER GUNTER : 1 find some diffi culty 

23 in saying. no t with the program. but that the 

24 r atepaye r s would be asked to provi J e incentives to 

2 ~ employees to do what they're charged to do. T wouln 
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have less prc blem if, for instance, the re were a 

process such as a number of businesses do -- a numb~ r 

of businesses - - is that it comes all or a part out of 

your after-tax earnings to employees to provide those 

incentives. Because the incentives appear to be geared 

to Company performance, whi r.h i s directly translatable 

to the bottom line. 

WITNESS SCARBROUGH: And the individual 

performance, also. 

COMMISSIONER GUNTER: Well, I under~tand. 

Well, the individual is supposed to do good. And if 

you, as an executive of Gulf Power, if you have people 

that aren't doing good, you ought to send them down the 

road. 

WITNESS SCARBROUGH: Well - - and you're 

right. But let me explain this . was trying t o 

explain to you what the performance pay plan was and 

hopefully I did. 

COMMISSIONER GUNTER: Ye s . 

WITNESS SCARBROUGH: Howe•,e r , that is not on 

top of normal salary. That is repl ac ing a p i ece of the 

existing salary. In effect, what we ha " e done --

COMMISSIONER GUNTER: In o ther words, lt they 

don't meet them, you're going to ta" e mone y away from 

them, is that right? 
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1 WITNESS SCARBROUGH: No. What ~e're going to 

2 do , rather than having the normal salary and merit and 

3 cost ot liv i na increases every yea r , it's sort of like 

4 having an annuity, you earn it, you ge t it this year, 

5 you get it next year. You have --we're going to do 

6 away with a piece ot t he old salary program and make 

7 you earn it every year. 

8 And so the total salary, the design of this 

9 thing is that the total salar y wil l e ventually, and 

10 there is a transition period in here, but the total 

11 salary wi ll eventually get to t he place to where there 

12 will be -- should be no difference in the total salary 

13 o f those - - the total sa l ary pac kage. One employee may 

14 get more than another emplo}'ee doi ng the same jot--

15 because o ne of them may have done it at a 5 level, one 

16 d id it at a 1 level. But it he get s a 5 --

COMMISSIONER GUNTER: Well, a proper merit 

18 system --

19 WITNESS SCARBROUGH: he earns it this year 

20 but he won't earn it next year. 

21 

22 

COMMISSIONER GUNTER: Yes. 

WITNESS SCARBROUGH: So you can't look at the 

2J performance pay plan a s incremental i n addition t o the 

24 normal pay plan. It's really tft king the pay plan and 

2 5 taking a piece or it out and it's a performance-based 
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component ot a new pay plan. 

2 CHAIRMAN WILSON: Can I ask you a question 

J there? 

COMMISSIONER GUNTER: A proper construction 

5 o f a merit plan accomplishes the snme thing. 

6 

7 

WITNESS SCARBROUGH: Do what ? 

COMMISSIONER GUNTER: The proper 

8 implementation ot a merit pay plan doss exactly what 

~ you're t~lking about. 

10 WITNESS SCARBROUGH: That' s what ~e've done 

ll for years, and we're just changing the way we're doing 

12 it. But primarily -- let me tell yo u why we went to 

13 this. 

14 The primary purpose for going forward wi th 

1 5 this is because there wa s such a -- when you woulrl t ake 

16 the employee that performed way up here and way down 

17 here under the merit plan, there wo uld be some 

18 difference in their mer it increase at.d some dlf f erenc .... 

19 in their salary but it would be compressed s u l ow 

20 togetner. And what we're trying t o do now is make sure 

21 we reward thos.:- top performers who c au get up to 20\ o t 

22 his salary. And the guy that does nothing gets zero. 

23 Rather than basically giving everybody the same s alary 

2 4 increase every year. And that's the purpose of do1nq 

25 it. 
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1 COMMISSIONER GUNTER: ~t me ask you e 

2 question, Mr. Scarbrough. Do you ever go dow.1 to 

3 personnel records and go through perfor~ance 

4 evaluations? 

5 WITNESS SCARBROUGH: Oh, yes, sir. Well , t 

6 go through my own. 

7 COMMISSIONER GUNTER: You don't go c~wn and 

B look at employee• that may work for you --

9 WITNESS SCARBROUGH: Well, I'm saying I look 

10 at my own employees. 

11 COMMISSIONER GUNTER: Okl\y . And your 

12 perfo~ance evaluat ions that are dono by your 

13 subordinate managers --

14 

15 

WITNESS SCARB.ROUGH: Yes , sir . 

COMMISSIONER GUNTER: -- for all their 

16 people? Do you find there is a treme ndous spread 

17 between perfo~ance evaluations? 

1 8 WITNESS SCARBROUGH: You mean between 

19 employees in one department --

20 

21 

COMM ISSIONER GUNTER: Yes. 

WITNESS SCARBROUGH: -- o r between different 

22 supervisors? 

2 3 COMMISSIONER GUNTER: Both. 

24 WITNESS SCARBROUGH: You qet it more probably 

2; between different supervisors. You'll have maybe one 
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1 supervisor a hiqher rater than another one is fvr the 

2 same t ype of performance. You get that a lJt. 

3 

4 

5 

6 

7 

8 

COMMISSIONER GUNTER: 

going to have the same problem 

you've got with the merit plan, 

point. That's not my p lan. 

WITNESS SCARBROUGH: 

the plan is not a panacea, for 

1 undorstand. You' re 

with this plan that 

but that's beside the 

Let's put i t this way , 

sure. We j ust think 

9 it's a bet~er pl~n than what we've go t. And because 

10 it's a performance-based plan, and a person doesn't 

11 rock along saying, "Well, I'm going t o get 3\ th is 

12 year, or 4t this yea r." And H, 4, i t builds up. 

13 He's basically motivated t o try t o ea rn t nat 

1 4 piece of his salary every year. lie may got it th is 

15 year but he may not get it next year . It he ba c ks o f! 

16 and is allowed to slide, he 's not goi ng to get it next 

17 year. 

18 COMMISSIONER GUNTER: Okay. So as 1 

19 understand your plan, you're still, the ocjec:1vc o f 

20 the Company is to maintain its growt h and salaries 

21 within t he CPI a nd customer g rowth, i s th<1t my 

22 unders t a nd i ng? 

23 WITNESS SCARBROUGH: Well, I can't real ly say 

24 it's with in CPI and customer growt h. Ou r pa y pl an 

25 phi l osophy is to pay our employees at the 75th 
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1 percentile. And that's what this plan 18 designed --

2 it's been there before and under the old plan and the 

J new plan it's still the re except a piece of that t o tal 

4 salary , a piece of it is going to have to be this 

5 performance-based p i ece of it. 

6 COMMISSIONER GUNTER: Okay. 

I WITNESS SCARBROUGH: The total salary would 

8 still put us in the 75th percentile 18 the goal. 

9 COMMISSIO~ER GUNTER: And you would be in a 

10 situation that s hould fOU exceed, by whatever pay plan 

11 you put in, should you exceed the CPI and c ustomer 

12 growth, multiplier of that over time , that' s at your 

13 jeopardy? 

WITNESS SCARBROUGH: We realize that before 

15 we could do tha~. we would have to justi fy to you --

16 

17 about? 

18 

COMMISSIONER GUNTER: That ' s what I ' m talking 

WITNESS SCARBROUGH: that lt was a pro~~r 

19 and reaso nable expense, yes, Slr. 

20 CHAIRMAN WILSON: What is the competitive 

21 piece of that t hat you were talk ing about? Th~ averdq e 

22 retail cost per kWh? 

21 

2 4 

WITNESS SCARBROUGH: What the goal is? 

CHAIRMAN WILSON: Yeah. uoes v0lume of kWh 

25 sales enter into this at all? 
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1 WITNESS SCARBROUGH: Yos. It's a very simp le 

2 c alculat ton, although we have added anothe r f actor to 

3 it this {e ar which makes it a li tt le more binding on us 

4 in that ~~ simply taka the total kilowatt hour sales 

5 and t he ~otal r evenue and div ide one by the o ther . And 

6 we assume that in that cost per kil o watt h our, in the 

7 cost side or that , is you earn a certa in return. 

S Whether vou did or not, the assumption i s made you 

9 perform with that end . Okay? And that' s someth i ng we 

10 did this year . Because t heoreti c ally, if you dldn't 

11 ha ve t ha t in t here, a person may get a high reward 

12 s i mply because he had low cos t s and he wa s n' t ea rn ing a 

13 reasonable return. So we put a 

14 CHAIRMAN WILSON : Hold on j ust a second, I' ll 

15 come back to th ~ s question. Let' s take a five -minute 

16 break. 

17 (Brief tecess.) 

18 - - -

19 CHAIRMAN WILSON: We were talk inq abou t the 

20 competitive piece or the pa y package . 

21 

22 

WI TNESS SCARBROUGH: Yes, sir. 

CHAIRMAN WILSON: I thin~ I had asked yo~ 

23 whether increased kWh sales played a part in that? 

24 WITNES S SCARBROUGH: In~rcasod Yilowatt -hour 

25 sales or decreased kilowatt-hour sales would p ; ay a 
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1 part in it, but this is a cost goal. 

2 The idea is to get your cos t down as low oo 

3 you can. There are two components of this goal, ot the 

4 competitive goal. A fue l component and a non!uel 

5 component. And it is a cost-based goal. 

6 Tho purpose of it is Lo try to get the cost 

7 for average kilowatt - hour sold down, but the way you 

8 calculate it is you take the total revenues d i v i ded by 

9 the total retail kiiowatt-hour sales and you get a 

10 figure . And so naturally your kilowatt-hour sales 

11 

12 

impact the calculation o f the goal. It's a c ost-ba sed 

goal. It has nothing to do with a goal to sell 

13 kilowatt - hour sales or anything like that. 

14 CHAIRMAN W":LSON : So it wouldn't distinguisl. 

15 between kilowatt-hour sales that make n contribut i on t o 

16 a load !actor or not, wou l d it ; or would it? 

17 WITNES S SCARBROUGH: No, this is slmply 

18 s~rictly a very straightforward calculation . In ~act, 

19 as I said, t his year we hbve changed the calculation ot 

20 th3 nonfuel piece or it in that you ta:~e your tota 1 

21 kilowatt-hour sales, retail kilowatt-hour sales, then 

22 you take your total revenue that yo u ho~~ve received trow 

2J those kilowatt-hour sales and you, in effect , gross it 

24 up or impute it up to what that wo uld have been were 

25 you earn i ng a 13' return on equity, and you divide the 
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1 kilowatt-hour sales i nto that and that gives you a 

2 figure t o r t he no nfuel, and depending on -- you have 

3 goals set; it' s a co3t goal to try to get the cost 

4 down. 

CHAIRMAN WI LSON: Who set s t hat goa l ? 

6 WITNESS SCARBROUGH: The ~omp~ny sets the 

7 goal. 

8 CHAIRMAN WILSON: Gulf Power Company or 

9 south ern Company? 

10 WITNESS SCARBROUGH: In fact, if you look at 

11 my ~ibit 16, my direc t test i mony, Schedule 11 Page 1 

12 of 2. 

1) 

1 4 

15 

CHAIRMAN WILSON: Exh iblt what? 

WITNESS SCARBROUGH : My exh i bit is No. 16. 

CHAIRKAN WILSON: Okay. 

16 WITNESS SCARBROUGH: And i t' s Schedul e 11, my 

17 direct testimony, Page 1 of 2. 

18 CHAIRMAN ~ILSON: All righ~. 

19 WITNESS SCARBROUGH: And you will see where 

20 in 1988 that Gulf Power Company 's average cent s for 

2 1 retail kilowatt-hour sold, of the 26 sou~heastern 

22 electric companies, was 23 of 26. ~here aro only three 

23 companies that had lower rates ln 1988 than Gulf Power 

24 Company did. 

25 And the n if you'll turn t o Page 2 o f 2, 
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1 you'll see that even with the ful l rate relief that 

2 we're asking tor in this case we would still be onl y up 

J to the 21st out of 2~; we'd still be in the ve r y bot tom 

4 quartile. And the goal that we're talking about is 

5 this figure broken ciown between fuel and nonfuel, 

6 grossed up to a 13\ return on e~ity. It'e a cost 

7 goal. 

8 CHAI RMAH WILSON: And the company, Gu 1 t Power· 

9 Company -- who is it the Board of Director s, 

10 Compensation Committee, or who set s that as a goa•? 

11 WITNESS SCARBROUGH: .:c set it i ntE>rna 11 y; 

12 Gulf Power sets that goal. 

CHAIRMAN WILSON: Is there also a Sou t hern 

1 4 Company goal with respect to th is? 

1 5 WITNESS SCARBROUGH: There is no Southern 

16 Company goal that would aftert th is. 

1 7 CHAIRMAN WILSON: Southern Company doesn ' t 

18 have this kind of a g oal for Gul f Pow~r? 

19 

20 

2 1 

WITNESS SCARBROUGH: No . 

CHAIRMAN W~LSON: Does lt ~ave that kind ot 

goa l r or itself? Do you know i f of ficers o f Gulf 

22 Southern Company ha ve a pay plan that ' s 1ependent on 

2J t he cost per kWh of retain sales? 

ot 

2 4 WITNESS SCARBROUGH: The Jay the per formance 

25 pay plan workod t or Southe rn Company Servi ces 
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1 employees, it's a composite or all the comnanies. In 

2 other words, since they obvious ly do n't have a product, 

3 they d~n't have any kilowatt hours to sel l , it's a 

4 composite or all the companies. 

5 So they --

6 CHAIRMAN WILSON: Would tho presence of a 

7 c oqenerator on your system tend t o drive your average 

8 costs retail kWh up or down? 

9 WITNESS SCARBROUGH: If you had a 

10 cogenerator, whic h would mean that it reduced our 

11 sales. And aa you r educe your sales , you would also 

12 reduce your kilowatt hours. Theoretically, it wouldn ' t 

13 make any difference. 

1 4 But it c~uld make some difference in that , by 

15 lower kilowatt hour sales, you would have less, l ess 

16 revenue to spread your fixed costs over. So it could 

1 7 have a little bit of impact. It cou ld have a litt le 

18 blt of impact, but very littl e . Because 1f you d i dn't 

19 make those sales, you wouldn't h~ ve the kilowatt hou r 

20 sales but you also wouldn't havP. the revenue. 

21 COMHISStONER EASLEY : Would you ~u t avoided 

22 costs into that little formula? 

23 WITNESS SCARBROUGH: Do what? 

COMMISSION ER EASLEY : Would you put avo ided 

25 costs, avoided cost payments o r capac ity payments, into 
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1 t hat little formula ? 

2 CHAIRMAN WILSON : When you c al culate the 

J amount ot money, you use total kWh sales divided by 

4 total revenue? 

5 

6 

7 revenue? 

WITNESS SCARBROUGH: We ll, see -­

CHAIRMAN WILSON: Nonfu e l revenue ? Total 

WITNESS SCARBROUGH: It's total revenue. 8 

9 It's broken down by a fuel and nonfuel component. ln 

1 0 other words, for i n st~nce, the goal for 1990 f or a J 

11 level \ s that the tuel cost 9er retai l kil 0watt hour , 

12 it it's between 2.20 cents per k ilowatt hour and 2.2 4 

l J cents per kilowatt hour , that wou1d be a J , wh ich woul ~ 

14 be an average rating between a 1 and a ), And the 

15 no nfuel is 3.56 to 3.60. 

16 And your quest ion, Ms. Easley, about th~ 

17 cogenerator, would depend upon -- you cou ld have a 

18 cvgenerator tha t was providing his own capaci ty, his 

19 own service, we would r.ot be rece1v1ng anything fro m 

20 that. You see what I mean? In other words , w3 may no t 

2 1 have uny avoided cost s t o pay if we weren't rPc eivlng 

22 an y kil vwatt hours --

2) COMMI SSIONER EASLEY: I unders~and. I i ust 

24 was wondering wher e that wou ld f it 1f that occurred 

l 5 i nto this --
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WITNESS SC-ARBROUGH: Yes, that would bo a 

cost. Eve rything that e nds up being a c ost t or us 

wou l~ be calculated into the cost, yes, ma 'am . 

COMMI SSlONER EASLEY: So that woul d just r un 

that up a littl e b it higher, too. 

CO~SSICNER B~qD: Let me expl o re that a 

second. You lose a Monsanto . You have r educ ed 

revenues . Okay. You have reduced kWh sales, general l y 

probably would balance each other out. However, you 

also have in that, I think competitive fa c tor, yo u have 

a return on equity. So you :u,ve embedded costs against 

reduced revenues, which maybe infinitesima lly dec reases 

your return on equity as a !actor o f t~at as we ll? 

WITNESS SCARBROUGH: He re , again, this is the 

1 3\, a very straightforward c a l culation. 

COMMISSIONER BEARD: You j ust plug t hat one, 

dun't you? 

WITNESS SCARBROUGH: Do what? 

COMMI SS IONER BEARD : You J USt plug that one 

in, cton' t you ? 

WITNESS SCARBROUGH: That's right. 

COMMISSIONER B£ARD: Okay. 

WITNESS SCARBROUGH : In other words, you Know 

what kind o f return that you got and you just add 

enough revenue to get you up to l J. 
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1 COMMISSIONER BEARD: YOL 're r i ght. 

2 WITNESS SCARBROUGH: You add that i nto the 

3 revenue . You didn't rea l ly receive those revenues but 

4 you take that and divide the kilowatt hours sales into 

5 it for the goal purposes. And the reaso~ for doing 

6 that, of course, io because somebody could get a 5 

7 because they were dragging the bottom . 

8 COMMISSIONER BEARD: I understand that. 

9 was thinking about calculating the ROE there, but you 

10 just plugged that nvmber. 

11 WITNESS SCAREROUGH: Yes. 

12 COMMISSIONER BLARD: Okay. Now, you said 

• 1) 

14 

there were two pieces, one of them was thi s competit1 ve 

one and the other on~ was the ac tual return on equity? 

15 WITNESS SCARBROUGH: That's correct . 

16 COMMISSIONER BEARD: Let me ask you thlS. 

1 7 can understand t he ratepa yers gain ing benefit on the 

18 competitive one. But to the extent the return on 

19 equity increases, ~y gut perc ept 1o n i s that the only 

20 one that benefits from tnat i~ the sto~kholder. 

21 WITNESS SCARBROUGH: Thdt':> , fir st of all , 

22 one thing I want to make sure you unuerstand is the 

23 financial objectives of the retur n Or• equ1ty qoal ha s 

2~ noth ing to do wit.h the payout . It has t o do w1th the 

2 5 funding of this pot o f money . because o nc e you fund 
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this pot o f money, then, as I said, you can alloc~te 

2 that t o your employees anywhere !rom 0 \ 

COMMISSIONER BEARD: Well, wait now. Wa~t J 

4 now. If the funding is based on a return on equity and 

5 I have less !unds wi th which to all oca te, then the 

6 payout i~ attected. The more f unds you al~ocate , the 

7 b igger the payout. 

8 WITNESS SCARBROUGH: Well , l understan~. I 

9 was just making sure you underst~nd. 

10 COMMISSIONER BEARD: I understand. 

11 WITNESS SCARBROUGH : Anyway , getting a1·ound 

12 t o answering your queslion. But I just want you t o 

1 ) understand that the return on equi t y is a funding 

14 which, you're right, that wou ld exactly have t o d o w1 t h 

15 the cost because you spread that among all the 

16 employees. But it d oesn't mean tha c every employee has 

17 a return on equity goa l is what I 'm trying t o say, that 

18 they get paid ott ot. Host o f the vast majority would 

19 not . 

20 COMMISSIONER BEARD: But tha ratepayers , as 

21 long as you e ru earning in excess o t the bottom o f your 

22 range and not comi ng in for a rate c ase , the ratepayer s 

2J cou l d really care less what youc stoc kholders get, 

24 cou l d they? 

25 WITNESS SCARBROUGH. 1 woul d think that 
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that's probably the case. It's a mistaken lack of 

2 concern, because the very tact that if our return on 

J equity stays down - - you ' re right, most customers could 

4 care less about our return o~ equity. But if our 

5 return on equity gets down low like it is now, then 

6 COMMISSIONER B&ARD: I prefaced it by say1ng 

7 as long as it didn't drop below the bottom of your 

8 range, which should keep you r bond ratings intact. 

9 Even if the ratepayers s hould c a re and shou ld-- I'm 

10 saying if the return on equity drops below your range, 

11 your established, approved range, okay? The ratepayer 

12 is going to care because you're go i ng t o come in for a 

1J rate case, right? 

14 

15 

WITNESS SCARBROUGH: Li xe we have now. 

COMMISSIONER BEARD: kight. Okay. Now, as 

16 long as your return on equity remains above the b o ttom 

1 7 of your range, you're not apt t o come in for a :·ate 

18 case, okay? And therefore, the ratepayer could c are 

19 less that your stockholders are earning more retur n on 

20 equity because your employees di e good. 

2 1 WITNESS SCARBROUGH: That' s probably true. 

22 But this goal, but this goal is t o try to ~et us up to 

23 where we are earning within the r ange . It's not 

2 4 earning beyond the range. 

25 COMMISSIONER BEARD: W~ ll , 1t j ust depend s on 
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1 the point in time. If you're earning at l J . O and your 

2 range is 12.0 to 14.0, are you tel ling me yo u would not 

J have this plan? 

4 WITNESS SCARBROUGH: No, we've g o t the p l an , 

5 regardless or vhat we're earning. 

6 COMMISSIONER BeARD: So your ompl oyooc would 

7 still want to try to increase your retur n on equity so 

8 thoy would have more tunds to be allocated bmongst the 

9 employees. 

10 WITNESS SCkRBROUGH: Well, there's a limit on 

11 that. I mean, - -

12 COMMISSIONER 8£ARD: Like the top of 

13 therange. 

14 WI TNESS SCARBROUGH: -- once you ge~ t o a 5 

15 level, it doesn't matter it you ea r n, i f a 12 is at a 5 

16 earnings level ~nd you earn 14 , you don't get ~ny more. 

17 Onc e you get t o 5, that's 1t. 

18 COKHISS!ONER BEARD: If you hbd a range of 12 

19 to 14 and a mid-po in t of lJ, you wouldn't establi sh the 

20 achievement of 1J.99 as the top of the 5 level? 

WITNESS SCARBROUGH: Wha t I'- saying is i! l 

]2 set 1).99 as the top of it, a nd it yo u earn 1 J.99, you 

23 get a 5 ? Okay , which creates more mo ney. I! 1 eacn 

l 4 1 5 . 99, they don't get any more. 

25 COMM ISSIONER BEARD : I undcrst~nd that. 
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That's what I'm saying. I have de signed a tew ot these 

plans. You would want to set the 5 at the max or just 

a hair below the max of your earnings range. Because 

to go beyond that, one, drives you into a rate case 

from the other end . And the employee doe s n't stand to 

benefit. If I was trying to maximize my incentive, 

that's the top I would place my max. Beyond that, you 

kn ow, even potential problems in theory, I d~n't look 

at it that way, but I'm saying. 

WITNESS SCARBROUGH: There's no question, no 

quest ~on, that if you wPre to set your levels, y our 

goals, the 5 would be toward the top of the range. No 

question about that . I agree with that . 

WITNESS SCARBROUGH: Probably a nit in 

reality, but my point is that why wou ld you have th~ 

ratepayers pay for that component o! thi s performance 

pay plan associated with re t urn on equity? And again, 

I preface my remarks by assuming that the bottom of 

your, your 1, 2, 3, 4, 5 should be somewhere about the 

bottom of your range. Because ~nee you drop below t he 

bottom of the range, you're not going to worry about 

your employees' performance , you're going to come in 

tor a rate cast! . 

WITNESS SCARBROUGH: That's correct. 

COMMI SS IONER BEARD: So why would you have 
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1 that portion ~= this performanc e pay plan associated 

2 with return on equity? Why would you have the 

J ratepayers pick that one up? 

4 WITNESS SCARBROUGH: We ll, because, t o the 

~ extent that we earn in the t o p o! the range allowed, 

~ it's going to increaae the financial viab i lity of ou r 

7 company, which is going to benefit the ratepayers. 

8 mean, it's going to, it ' s going to increase our ~hances 

9 ot retaining our ratings by tne rat ing agencies. It's 

10 certainly going to improve our coverages, gives us more 

11 flexibility if we finance. It does a lot ot different 

12 things when you -- the higher you earn, the better o ff 

lJ you are from a financial integr ity s tandpoint. There's 

14 no question about that. 

1 5 

16 

1 7 

18 

COMMISSIONER BEARD: I don't have any ~ore. 

CHAIRMAN WILSON: Ar e t he t· e any Gu 1! Power 

corporate goals and I don't know whether they have , 

~hey impinge on your compensati on pl an o r not but 

19 that recognize improvements in load fa c tor? 

20 WITNESS SCARBROUGH: There probably -- and I 

21 d0n't know this !or a fact. Because I kn ow in my own 

22 area - -of course, I'm in the f ina nce and account ing 

~J area with my folks, but there mdy v ~ ry likely be some 

24 i nd i v idual goals that have that and pr obably some 

25 organizat ional goals. 
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1 CHAIRMAN WILSON: \lho would be the witness 

2 for me to talk with about that? 

) WITNESS SCARBROUGH: I would think that if 

4 anybody would hav~ a load !actor qoal as part or their 

5 organization or part of their individual, : t wou ld 

s probably be i n the ~rea of the marketing area, probably 

7 Paul Bowers. 

8 CHAIRMAN WILSON: And what about sooething 

9 like reliability? Serv ice reliabil ity? Do you measure 

10 that ? 

ll 

12 

WITNESS SCARBROUGH: Oh, yes. 

CHAIRMAN WILSON: 1 mean, does the Company 

1J measure that as a corporate goal ? 

14 WITNESS SCARBROUGH: Yes, absolutely. I 

15 would think service reliability would be something that 

16 would probably b~ in, probably maybe, I know thP. person 

17 Lhat's responsible for it, i t's in h1s title, 

18 Vice-President o! Customer Serv1ce. And the 

>9 r eliability or the generating plant s would be the 

20 responsibility ot Earl Parsons. And certainly that 1s 

21 part of his goals. 

22 And the reliability or service t o all the 

23 customers would be in John Hodge s ' area, because his 

24 title is Vice-President of Customer Servi ces . So I'm 

25 sure that they have g oals . 
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1 CHAIRMAN WILSON: Okay, do you have anything, 

2 any more questions? 

) COMMISS IONER GUNTER: I just have a couple. 

4 Hr. Scarbrough, is there a, along tho same lines that 

S you and the Chairman and Commissioner Beard have been 

6 tal~ing about, is theLe a goel by tho parent, The 

7 So'..lthern Company, tor kilowatt hours sales a:1d 

B subsequent revenue on the part or each one or its 

9 subsidiaries? 

10 

11 

WITNESS SCARBROUGH: Not to my knowledge. 

COMMISSIONER GUNTgR: In other words, the 

12 only thing they tell you is just meet your rate or 

13 return, they don't care how? 

14 WITNESS SCARBROUGH: That's basically what lt 

15 really boils down to. 

16 COMMISSIONER GUNTER: Okay. So there's not a 

17 stated goal, you're not responsib le for inc reasing your 

18 k1l c-watt hours and increasing reve nue and .111 that k1 1.d 

19 of stuff? 

20 

21 

22 

WITNESS SCARBROUGH: No. 

COMMISSIONER GUNTER: Okay. 

WITNESS SCARBROUGH: The stockholder wan ts 

2J the return and that's --

COMM ISS I ONER GUNTER: Okdy, so you don't 

25 real ly care how i t is? 
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WITNE~S SCARBROUGH: That's correct. 

COMMISSIONER GUNTER: So, you probably need 

J to he lp me. You're listed as the, as one or the 

4 witnesses to talk about rate base items. Is that 

5 righ~ ? You and Hr. McMillan. 

6 

7 

WITNESS SCARBROUGH: Yes, sir. 

COMMISSIONER GUNTER: You'ro liste~ down ! or 

8 Icema 1, 2, 3, 4 , 6 . Host ot those are ra tebaso ~ind 

9 of c omposites. 

10 

11 

WITNESS SCARBROUGH: Right. 

COMMISSIONER GUNTER: Are you the ind iv idual 

12 that I'd talk about about plant held fo r future use? 

1) WITNESS SCARBROUGH: You mean about the 

1 4 the~ry behind plant held for future use, or specific 

15 what 's inplant ~old for fu ture use? 

16 COMMISSIONER GUNTER: Maybe question~ about a 

17 specific. 

18 WITNESS SCARBROUGP.· Pro ba bly, on a specit •c, 

19 it would depend on what you wer e talk1nq about. I 

20 wou 'd think that it I kntw --

2 1 COHHI SSIONER GUNTER: Ok .l y , let me, I · 11 try 

22 you --

2! WITNESS SCARBROUGH: If you can tell me what 

24 it . s, maybe I can tell you what , who the witness woul d 

25 be. 
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1 COMMISSIONER GUNTER: Tha t 's what I'~ going 

2 to do, I'~ going to try you. 

J WITNESS SCARBROUGH: All right. 

4 COMMISSIONER GUNTER: On plant held for 

5 future uso, it you look at the Daniels site, which i s a 

6 site ot some 2700 odd acres. Origina lly, as I 

7 understand it, p9rmitted tor f ou r pl a nts. Ther e are 

8 two plants there now which had you have 50 \ ownersh i p 

9 of Daniel 1 and ~aniel 2. The rema inder o f that land 

10 at the site is plant held for future u s e , isn't tha t 

11 correct? 

12 WITNESS SCARBROUGH: Some port i~n o f lt is 

13 p l ant held for future use, yes, s i r . 

14 COMMISSIONER GUNTER: Would you aqre~, subJnc t 

15 to c heck, t hat there ha ve been o ver 1 ,4 00 a c res ot that 

16 site that's been declared as wetlands ? 

17 WITNES: SCARBROUGH: Sub j ect t o c he ck, yes , 

18 sir. 

19 COMHISSiv NER GUNTER : Could you give me some 

20 sort of a stat ist ica l probahil1ty o ! e ver bu1lding 

2 1 anything on land that has been dec lared a s '.Jetlands in 

22 th i s United States today? 

23 WI~NESS SCARBROUGH: I coul~n't, but I would 

24 s ay that either Mr. Colin Lee or Hr. Earl Parsons could 

2 ) r espond t o that que stion. 
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COMMISSIONER GUNTER: All r i ght. Because I'm 

questioning, you know, you buy a piec e or land, a ll o f 

a sudden somebody comes along and it's classlfied as 

wetlands, the only thing you do then is it holds ea rth 

together, because you ain't going t o do anything else 

with it. And I'm wonde ring about the l' m going to 

give folks an opp0rtunity to convinc e us me -- wh y 

that should remain as plant held tor !uture use t or 

something that you're not ever going to be able t o u~e. 

The probability o! being able to u se it is between s lim 

and none, I would think. And Hr. Parsons --

WITNESS SCARBROUGH : Or Hr. Co lin Lee. 

COMMISSIONER GUNTER: I'l l g ive Hr. Pa rsons 

does he come up !irst? 

WITNESS SCARBROUGH: l think so. 

COMMISSIONER GUNTER : Or does Hr. Lee come up 

first? I'll giv~ Kr. Pa r sons that opport unity. I 

promise that 's no more. 

CHAIRMAN WILSON: Any questions? 

MS. RULE: Commiss i oner, I have some questi o11s 

that you all di~cussed that we had listed to~ rebuttal 

I would like to cover no~. You l ool< so enthused. 

Would you like me to save it? 

CHAIRMAN WILSON: No, go ahead. 

MS. RULE: And a couple ot follow-up 
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questions. 

FURTHER CROSS EXAMINATION 

BY MS. RIJLE: 

Q Mr. Scarbrough, could you tell me what 

motivation Gulf would have to continue pursuing the 

default sought against Gulf States Utilities it the 

Commission places the Plant Daniel 92 megawatts in rate 

base at this time and then any damages recovered waul ~ 

be subject to refund to ratepayers? 

MR. HOLLAND: Excuse me. Did you say Plant 

Daniel., 

MS. ROLE: I said that. That's not what I 

meant . 

MR . HOLLAND: Okay. And 6J or 64 megawatts, 

6J megawatts . 

A Now, Mr. Holland may object to this if I get 

out of line because of the suit with Gulf States, out 

Gulf States signed an agreement with the South~rn 

Company and with Gulf Power Company, wi th a s ignature 

on that also that if we met certa i n provisions of that 

contract, they would make certain payments, a nd they 

failed to do that artd they haven't fulfilled their 

responsibility under that contract. A.'1d we have an 

obligation to try to ensure that they do fulfill the !r 

obligation under that contract . And that' s the r e a son 
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1 we've gone after them, and you can rest assured, 

2 regardless of what the Co&mission doen as tar an Plant 

3 Scherer is concerned, that that's not going to i mpac t 

4 one way or the other how hard we pursue this with Gulf 

5 States Utilities. 

6 

7 

8 

0 

.\ 

Q 

How would Gulf allocate any damages received? 

Allocate 

Suppose, then, the Commission does put 

9 Scherer's megawatts in rate base and you prevail in 

10 your suit, how are you going t~ alloc ate damages lhat 

11 you receive from Gulf States Utilities? 

12 A To the extent that those damages were tor a 

13 period after June 30th, 1988, as Mr. Gunter and I 

14 talked about, those revenues will be recorded above the 

15 li ne . To the extent tha~ causes us to overearn, we 

16 would refund those dollars to the retail customer . 

17 Q I believe Commissioner Gunter asked you about 

18 unit power sales at Plant Sche rer, a nd you mentioned 

19 some construction expenditures. Ca n you tell me what 

20 construction expenditur es will be made during the 

21 p e r i od ot time 1992 through 1996 ~o offset Gulf' s 

22 increasing sale of Scherer's capaci t y as unit power 

23 sales? 

24 

25 

A 

Q 

From 199 2 t o 1996 at Plant Schel er? 

Wait, what is your question , as regarding 
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2 

3 

construction? 

I reckon I'm asking you to restate the 

question. I'm sorry . I was trying to rep0at the 

4 question, but ask it again, please. 

Q I believe you discussed unit power sales at 

6 ?lant Scherer and, as I recall, you mentioned some 

7 offsetting construction expenditures, is that correct? 

8 

9 

A Oh, I see what you're saying. You're talking 

about what we what I said was that as the S~herer 

10 capacity went on line it was sold in unit power sales, 

lt it would not be available to serve the retail customer. 

12 And a question was asked to me is how would we get back 

13 capacity that was necessary tu serve the retail 

14 customer, and I said that the plan was that we would 

15 construct and add into service a combustion turb 1ne , I 

16 think scheduled to come i nto service in 1995. 

17 Q And I believe you mentioned that that would 

18 offset the sale, is that correct; yuur expe nditures 

19 would be offsetting the sale of unit power ? 

20 I don't remember saying that. If I d ic. I 

21 shouldn't have. 

22 CHAIRMJ~ WILSON: I don't recall. How lvng 

2J was that contract with Gulf States? When was that 

24 suprosed to go through? 

2 5 WITNESS SCARBROUGH: It was supposed to go 
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1 through and terminate - -origina lly? 

CHAIRMAN WILSON: Uh-huh. 

) WITNESS SCARBROUGH: I think originally --

4 hold it j ust a second. Let me check here and see. 

5 CHAIRMAN WILSON: I would love to have 

6 somebody sitting beside me who could just get Anything 

7 I wanted. 

8 WI'l'NESS SCARBROUGH : The only thing about i t, 

9 they never have it. That's the only problem. 

10 CHAIRMAN WILSON: But, you see , it look s good . 

ll It looks ~ood . 

12 WITNESS SCARBROUGH: But the original contract 

l) and I don't have it r ight here -- but w~ s expec ted 

14 to expire, with Gulf States, ln 1992. 

15 < liAIRMAN WILSON : Okay. 

16 Q (By Ms. Rule) Mr. Scarbrough, wou ld 1 ike t o 

17 refer you t o Exhibit 416, which 1 believe you would 

18 have in fro nt ot y?u in the exhib lt pac ket. 

19 A Could you tell us what that is, please? 

;:o Q That would l>e Gulf's res ponse to Items 189 

~ l through 201 o r Starr ·~ Twelfth Set o f Interrogatories. 

22 A Okay. 

23 Q I'd like to r efer you to Item 189, wni c h is on 

2 4 Page 2 ot the exhibit. (Pause) 

25 A Okty. 
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1 Q Th is interrogatory refe r s to applianc e s a les 

2 a nd service o per ation. 

3 A Yes, Jlla 'am . 

4 Q Ther e i d a n al locat i on amoun t l i sted , and a 

5 bas i s for allocation c o lumn . Could you tell me ho w 

6 

7 

ljoften 

A 

the allocation basis is upda t e d ? 

Gene r ally speaking, it's u pda ted when it 

8 c hanges. In o ther words --

9 Q Is t here a regular r e v i ew conduc ted t o see if 

1 0 it's cha nged ? 

11 A Yeti . Yes, and the n on a -- i ust general l y 

12 s peak i ng , it 's d o ne on an annua l oasis . 

13 Q Looking dovn under t he " Item" column, t he_e 

14 are two items , employee wages and f ringe be ne fits, I'd 

15 like you t o l ook at. 

16 A okay. 

17 Q Nea r the bottom o! the page. Can you tell me 

18 why t he amoun t f or fri nge benefits e xceeds the ~mounts 

19 for wages? 

20 A The reason i s, is that these are simp ly the 

21 amou n t o f wages that are al located. Th ere ' s p robauly a 

22 mil lion and a hal t dol lars o f wages that are charged 

23 di r ect. This only reflects the wa ges that are 

24 alloca ted. And the f r i nge benefit~ IS all the fr1~g~ 

25 bene!1ts on all the wa g es assigned to appliance sales 
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1 and service. I had that same question when I looked at 

2 it. That's the reason I know the answer. 

3 0 And that would then expla in the notation on 

4 the r i ght- hand side of the page, "Benefi t perc entages 

5 are appliPd to all payroll dollars" ? 

6 A Yes. 

7 0 That means to a l l payroll dollars in the 

8 division? 

9 

10 

A 

0 

Or for appliance sales and servi~e. yes . 

I'd like you to turn to Item 190, wh ~ch deals 

11 with appliance bill stuffers i ncluded in the same 

12 envelopu as the electric bill. 

1) 

14 

A 

0 

Yes. 

could you tell me what items Gu lf will include 

15 in a bill tor the Appliance Divis ion? What is a bill 

16 s tutter? 

17 A Okay. A bill stu!fer 1s basica lly an 

18 advertisement !or a washer or dryer, o r whater. 

19 0 Does the Appliance Uivision reimburse Gulf for 

20 the servic e of inc l uding the b il l stuffer? 

21 A Yes . They reimbuse us -- when I s a y 

22 "re i mburse," we make accounting ~ntries, not any c ash 

23 changes hands. In other words. the Ele~tric Depart ment 

24 getc c redited tor a ll the costs connected with that 

25 bill stutter, w' th the exception of poo tage. 
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1 0 Why is postage excepted? I 
2 A Because i t's not an inc r emental cost. In 

3 othe r words , i t they have a bill ~tufter thut ends up 

4 increas ing the postage, to the extent that t hat postage 

5 is more tnan wou l d o therwise have been necessary to 

6 mail out the b il l alone, then they have to pay for 

7 that. But if , when t hey add that to the bill and it 

8 doesn't i ncrease t he postage that you would have t o pay 

9 in a ny event to ma il the bill, then we do not allocate 

10 that to them. 

11 0 Then what kinds 01 costs would be i ncluded 

12 other than, let ' s s ny, the printing ~f the b il l 

13 stuffer? 

1 4 A The printing, the insert - - the people that 

15 handle it, the inserting it, then a l l those types of 

16 th i ngs that go i nto -- the same costs that woul d be 

17 involved in getti ng t he bill 1n the e nvelope. 

18 COMHI~S IONER EASLEY: Uoe~ the Electr1cal 

19 Givision actually print tne stuffer , regardless of what 

20 it is, or does the App liance DivisJ o n ~o that? 

21 WITNESS 3CARBROUGH: The Appliance D1vis1on 

22 has it done, a nd to the extent that sometimes it may be 

2) printed in-house and sometimes it mcty be pr inted out , 

24 but to the extent those priting cos t s are either 

25 allocated to t hem or they pay fo1 It 1! It.'s on the 
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25 

outside. 

Q ( By Ms . Rule) Does Gulf also bill and co llect 

for appliances purchased through the Appliance Division 

on a credit basis? 

A You mean do we actually send the bill out 

saying that it's past due? 

Q No. For exampl a, i! a ratepayer walks into 

your Appliance Division and purchases an appliance on 

credit, how is that person billed? 

A He's bi l led, genera lly speaking , whon he gets 

his electric service bill, but t n ere aro provisions 

that he - - tor instance, somebody cou ld come in and buy 

an electr ic appliance and not oe a customer. or 

courso, he would get billed separat e ly and he would not 

get, of course, an electric service bill . He would 

j ust get a merchandioe bill. 

Q Who sends out the merchandise bill t o a 

nonratepayer? 

A First of all, the~e would be very, very few 

of those that you wou ld ever have, bu t the person tha t 

does that is the people that pre pare -- the same people 

that do that would also prepare the bill for ths 

ratepayer . 

Q And who would that be? 

A The customer Accounting area. 
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Q In Gu lf 's employees, right? 

2 El t her be Gulf •' s employees or Southern 

3 company Service employees. We have a centralized, a 

4 customer a ccounting bill i ng system. In other words, 

5 all the bills c ome out of Atlanta. 

6 0 So then the Appliance Division uses Gulf's 

services for not only advertising its applianc es but 

8 b illing and collecting tor the sales, too, is t~at 

9 correc t ? 

10 When you say billing an-:1 co llecting, I'm 

ll trying to say what 

12 Q Well, if your ratepa yer gets a utility bill 

13 and inc ludes a c harge for appliance5 purc harod on a 

14 c~edi t basis 

15 

16 

A 

Q 

Yes . 

-- then Gulf's employee~ o r Sout~ern Company 

17 Services, have done the work of bi lli ng that ratepay~r 

18 a nd collecting the money, too, is that correct? 

19 

20 

Technicall) it's inc luded o n the same blll as 

the elPc tric service. It's just st1 l l o ne bill . It 's 

21 the s ame people that does it, ye s . 

22 Q How does the Appliance 01v;s ion reimburse 

23 cult t o r that service? 

24 

2S 

A Just a minute. 

COMM ISS IONER EASLEY: You're talking abouc 

FLORIDA PUBLI C SERv iC E COK~ ISS ION 

580 



5811 

1 where the per3on purchasing ~he applianc e is not a I 
2 customer? 

) MS. RULE : Ia a customer. Yes. He said 

4 there weren't very many nonratepaye r s who purchased 

5 appliances o n credit. 

6 COMMI SSIONER EASLEY: Okay. I thought we had 

7 already been through ~hat. That's what I was confuseci 

8 about. 

9 A We charged thea three cents an item for 

10 service accounts that are charged, and five cents an 

11 item for nonaervice accounts that arc charged. 

12 CHAIRMAN WILSON: Do you share postage? 

1) ~:ITNESS SCARBROUGH: On 1 y for tt.e nonse rv ice 

14 accounts. 

15 CHAIRMAN WILSON: You don ' t allocate a 

16 portion o! the postage to t~,e appli ance s n les? 

17 WITNESS SCARBROUGH: No, because there a re no 

18 incremental costb. I! there a r e inc remental costs we 

19 do. 

20 CHAIRMAN WlLSON: Let me ask you is th i s: 

21 Sears came to you and said " ! want you to send out a ll 

22 my bills because all my customers are your c~stomers 

23 too. They al l live in that area." Are you going to do 

24 i t for five cents? Are you going t o r harge them any 

25 postage or not? You probably wou l d r.harge them a 
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little bit ror ~hat postage. 

WITNESS SCARBROUGH: first o f a ll, I d on' t 

think we'd do it, but if we did do Jt , we cer t ainly 

would charge them some postage. You're right. 

CHAIRMAN WILSON: Whether i t increased the 

incrementa l cost o r not? 

WITNESS SCARBROUGH : That's correct. 

0 ( By Ms. Rule ) How much would it cost the 

Appliance Division if it W3re to p~y for i ts own 

postage mail services, billing collection and 

stationery, as opposed to the current arra ngement. 

A They pay for all that . Remembe r , I jus t got 

through telling y~u. they pay (or eve ryth ing e xcept 

postage. 

Q Yes, sir. But if they we re to go out and 

incur those charges themselves , how muc h would it cost ? 

A I have no earthly idea. 

Q Bec ause you told me they are pay1ng the 

incremental cost, not the true cost, is that cor-ec t ? 

A No. They are paying the al located cost . Tile 

a l located cost or the s ervice t hut Js done f o r them, 

ev~rything exc ept poot a ge. But now what i t woul d cost 

them i f they went outside and got their o wn acc ounting 

system or went t o another vendor, 1 don't know what 

that would cost t hem but we alloca te tnem a full cost. 
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1 CHAIRMAN WILSON: You could ! igure out what 

2 the postage would be if you knew the average length of 

3 tlme over which customers purchase~ applianc~s. and you 

4 knew how many had purchased appliances, you could 

5 figure out what the postage would otherw ise be . I s 

6 that what you ' re asking for? 

7 WITNESS SCARBROUGH: No. If you had t o 

8 C3lculate the postage, you could do tha~. Whi c h l 

9 th i nk she's asking me is how much would they have t o 

10 pay if we didn't provide this servi c e, and they went 

11 and got another vendor t o d e it, o r had their o wn 

12 equipment and that type of thing, and I just don't 

13 know, Marsha . But they are gett ing allocated a full 

14 allocated cost of the service that we're pr -:>vld ing t.o 

15 them . 

16 Q ( By Ms. RulP.) Gulf indicated in its re s ponse 

17 to item 191 i n this exhibit th~t elec tr icity 1s 

18 alloc ated to the appliance operati on , and is not tar1ff 

19 based . 

20 

21 

A 

Q 

That's correct. . 

Is that true for the a ppl1ance sales and 

22 serv i ce bu ildings l ocated in Pensacola, Mary Esther and 

23 Panama City , which are devoted l OOt to a pplianc es ? 

24 

25 

A 

Q 

Yes. 

Why do yo u allocate electric' ty to those 
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1 bulldings, as opposed to j ust tariff billing? 

2 A We just don't have a tariff. In othe:- wordn, 

3 we d on't try to determine -- assume they we1· e a 

4 commercial accoun~ and take the tar if f and allocate 

5 that to them. We have a method for allocating the 

6 cost , and we use that same thing whether -- in other 

7 words, it's don~ on a square foot basis a~d each of 

8 these places is metered, so we know how much 

9 electricity goes in, and the anewcr to your question of 

10 why we don't use a tariff , I don't really kno~ the 

11 answer to that. We just don't do it that way. 

12 0 How are electric usage and other expenses 

13 related to those buildings recorded? 

l4 

15 

A 

0 

How to what? 

How is the electric usage recorded? Whe n yo u 

1 6 say /OU meter it, you know how much goes in. 

17 A 

18 at this. 

19 

Right, we know the consumption. Let me look 

CHAIRMAN WILSON: Does that interrogatory 

20 that you're talking about also deal with -- what's the 

21 name ot the video production company ? 

22 

23 

MS. RULE: Vision? 

CHAIRMAN WILSON: No, no, the video 

2 4 production division that they have ? 

2S MS. RULE: That particular number doesn't. 
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1 CHAIRMAN WILSON: Who design? Vision Design. 

2 Does it indicat& in that interrogato ry they are treated 

3 the same way or not? 

4 MS. RULE: No, sir. The interrogatory just 

5 asks whether Company-used electricity, or i s 

6 Comp a ny - used electrici ty allocated t o the appliance 

~ operation, or is a tariff-based amount charged. It 

8 doesn't it only refers t o the Appli ance Division. 

9 And the response is, "Electrici ty is allocated t o the 

10 appliance operation based on square footage a nd is not 

1 1 tariff-based." 

12 CHAIRMAN WILSON: I want t o see it t hat o ther 

13 one is . See it the Video Design --

14 Mr. Scarbrough's the -- what's the video 

15 subsidiary? 

\6 

17 

KR SCARBRO'JGH: Vision Design. 

CHAIRMAN WILSON: Visi on Design. Is it 

18 treated the same way? 

19 WITNESS SCARBROUGH : Yes. 

20 COMMISSIONER BEARD : You all have meters on 

21 a ll your own buildings, r ight? 

22 WITNESS SCARBROUGH: Yes . 

23 COMMISSIONER BEkRD: But on a buil~inq that 's 

24 separate and used for one purpose, 1n ch is case 

25 Appliance Division, you alloca t e it ve rsus rather than 
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1 just simply reading that meter, wh ich you have to do 

2 anyway? 

3 WITNESS SCARBROUGH: No , we have to read the 

4 meter in order to determine the amount of do l lars t o 

5 c harge it. But what she's saying is we don't go to the 

6 tariff and pull it out, and assuming that's a 

7 commercial customer and use the tari f f amount. We 

8 actually allocate it based on the aver~ge cost of 

9 generation. 

10 

11 

Q (By Ms. Rule) Well, that's not what the 

interrogatory response says. It says it'R allocated 

12 based on square footacJe . 

13 

14 

COMMISSIONER BEARD: Time out a second. 

WITNESS SCARBROUGH: Well, it's allocated 

15 based on square footage, but you f irs t have to get a 

16 ra t e to get the building and then you allocate it based 

17 on square footage. 

18 COMMISSIONER BEARD: If I were to come to 

19 your corporate headquarters, the n , I wouldn't see a 

20 demand meter outside that building? 

21 WITNESS SC,RBROUGH: You would see a meter. 

22 I don't xnow if it's a demand m&ter o r not. 

23 COMMISSIONER BEARD: We ll, if I went to J C 

24 Penny ' s and they had a bu.:.lding the same size as youx·s, 

25 would I see a demand meter on their building? 
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building? 

WINTESS SCARBROUGH: Oh , yes. 

COMMISSIONER BEARD: But not on you r 

WITNESS SCARBROUGH : Well, there's really no 

need t o have that unless you want t o allocate cost, 

bec ause it's going t o cost u a, I mean, we don't get 

free electricity. We pay al l the cost ot q~nerating 

the e lectricity we s~ll and what 's left the Company 

uses . It just fa l ls out as a cost. 

COMMI SS IONER BEARD: It doesn't tall uu t a l so 

in l oad factor? I mean it you don't -- same reason you 

measure demand o n JC Per.ny' s. 

WITNESS SCARBROUGH: That' s r i gh t. Bu t 1 

mea n -- whatever Gulf's cost are, whatever el e c tr ic1ty 

we're using in our own building is Company-used energy, 

and the cost of that is the cost that we d on't recover. 

You have fuel c ost and a ll this kind of stu!f that we 

don't recover for Lhat. And so, in e ftect, 1t coets us 

the fuel and everyth ing i n the fa ~ t that it's j ust 

so'llethi ng we don't b.dl a nybody e lse, and t he resul t , 

we end up paying it, o~ course. 

COMMISS IONER B~: I d on 't understand that . 

l guess I wa s really kind of thinking along energy 

conservation lines . 

CHAIRMAN WILSON : You reco .ered that money , 
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it's part or your re~enue requirements, in ca lcu lating 

your revenue requirements, isn't it? 

~:TNESS SCARBROUGH: Ye 3 . 

CHAIRMAN WILSON: I mean, your ra~es are set 

to cover all your costs, wh ich also include the cos t ot 

that elec tric ity to yourse lf? 

WITNESS SCARBROUGH: That's ri q ht. 

CHAIRMAI'' WILSON: I'm sorry f or the 

interruption. 

0 (By Ms. Rule) Hr. Scarbr ough, are there any 

buildings devoted 100\ to Vi sion Design ? 

A Not --

COMMI SS IONER EASLEY: Above what ? 

0 Devoted 100\ to Visio~ Design? 

A Not Company - o wned build ings . There is one 

building that's devoted t o Vision Design but it lS a 

leased building. 

0 How is the electric usaq~ t o that builcing 

handled? The same way as Y?lJ handl e --

A The same way as we just describe1. 

0 Could you provide me with a late-filed 

exhibi~ for t he Pensacola, Mary Esther and Panama C\ ty 

appliance buildings. ln the building ':hat you mentioned 

is devoted 100\ to Vi sion Design, and I would llke you 

to pro v i de metered consumpt ion . I'd ~lsv l ike the 
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1 dollar amount alloc ated, and for comparison purposes 

2 the amount that would have been billed under a ta r iff, 

3 and I believe that would be Exh ibit 564, Late-fil ud. 

4 CHAIRMAN WI LSON: The amount t hat would have 

5 been billed under the appropr iate tariff --

6 

7 

c customer? 

9 

10 

11 

1 2 

MS. RULE : Yes, sir 

CHAIRMAN WILSCN. were this an I ndependent 

MS . RULE: Yes, sir . 

COMMISSIONER EASLEY: Well, let me ask -­

(Late-Filed Exhibit No. 56 4 ide nti fied. 1 

WITNESS SCARBROUGH : Ma r sha, can I ask, 

13 exc use me. Ca n I ask you what period of time you w~nt 

14 this f o r ? Say 1989, wou ld that be adequate? 

15 

16 '90. 

17 

18 

MS. RULE: '89 and what you would project for 

WITNESS SCARBROUGH: Okay. 

COMMISSIONER EASLEY: Mr. Scarbrough, will 

~9 the information as j ust asked f or provide a way r o r us 

20 to do the math and see how you ar r ived at the all oca ted 

21 cost? If I j ust divide it by the usage , will that he 

22 thA figure yo u would have used or wou ld you have done 

23 some kind of formu la adjustment? 

2 4 CHAIRMAN WILSON: Let me see if I unde rsta~d 

25 wha t you said about the square fou tagu. 
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1 If you've got, for instance, the Video Design 

2 piece, if they are in a tree- standing building , they 

J get all of them . 

4 WITNESS SCARBROUGH: And if they're in a 

5 leased building, they get --

6 CHAIRMAN WILSON: Where you have got mixed 

7 use in the building, you allocate the usage or the 

8 power based on the squ~re footage or each group has in 

9 that building? 

10 WITNESS SCARBROUGH: That's correct . You 

11 take the average cost ot generation and get that for 

12 the total building, then you allocate that to the 

13 nonutility based on their ?ercentage of the square 

14 footage in that building. 

15 COMMISSIONER BEARD: Now, I understood 

16 something differently . 

17 You're now saying that a free-standing 

18 building, for example, the applia~ce sales builJing, 

19 okay, you read t heir meter, and based on the avPrage 

20 cost of generation against that kWh, they pay th~t 

21 amount. 

22 

23 

WITNESS SCARBROUGH: That's correct. 

WITNESS SCARBROUGH: Th~t ' s correct. 

COMMISSIONER BEARD: They're n~t after a 

25 footage allocation? 
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1 WITNESS SCARBROUGH: No, t hey j ust pay t h e 

2 tot al kil owatt hours times the cost o ! kil owat t h our 

) gene rated. 

4 COMMI SS I ONER BEARD: Oka y. I misunderstood 

5 that earlier . 

6 WITNESS SCARBROUGH: I'm sor ry. 

7 COMMISSI ONER BEARD: A no demand f actor. 

8 MS . RUL£ : No furthe r quest i ons. 

9 COMMISSIONER BEARD: I need t o a s k cour.~e l a 

10 questi o n real quick . You a ll ' s Compa ny comm9 nt, Audi t 

11 j Disclosure No . 7, which i s "Plant lleld r o r r u t u re Use 

12 Caryville," who is the appropriate pe rson to r e s po nd t o 

• 1) 

14 

that? I didn't want to l et Mr. Scarb rough g o bec aus e I 

talked about budgeting, but then he also talked about 

15 

16 

ls i ting. 

I 
MR. HOLLAND : I think Mr . Parsons, let me 

17 f i nd it. Audit No. 7? Audit Oisc l os ure No. 7? 

18 MR. PALECKI: Is that A~count 106 , 

19 Unc l assified Construc tio n? 

20 COMMISSI ONER BEARD: Th i s s ays, " Audit 

21 r> i bc l osure No. 7 . Sub j ect: P lant He ld !or futu re Use , 

22 ~aryvil le Co mpany Comment." Th~ t ' s what I ' m looking 

23 

24 MR. HOLLAND: Are you looki ng at the c urre nt 

25 a udit or t h e aud it !or the '88 case~ 
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1 COMMISSIO.,ER BEARD: 1 got this out o! what 

2 you laid on my desk this morning up here. This must be 

J the '88 be~ause it says, "Gul f h r.s budgeted 50,0u0 for 

4 the test year '89." 

5 

6 

COMMISSIONER EASLEY: What is it? 

COMMISSIONER BEARD: "A total o! 1000 acres 

7 is budgeted to be pur chased through '9J . " Must be '89. 

8 (Pause) This must be last year's audit. 

9 MR. HOLLA.NO: I t h in!( it is . 

l C CHAIRMAN WILSON: It is, because i t's in that 

11 group of where we have t letter dated Hay 22nd, 1989. 

12 

lJ 

14 

COMMISSIONER BEARD: The stuff you laid on my 

(indicating) up here I found this morning. 

CHAIRMAN ~ILSON: This is the one that says 

15 Hear i ng Exhibit No. 36 and 298? 

16 

17 

MR. STONE: And this has 

COHMISSIC'NER GUNTER: Jl.nd you gave us that 

1a this morning. You know, we gave )OU one back ? 

19 COMMISSIONER BEARD: You did i t after 6:00, 

20 let me put it ~hat way, becduse I c leaned my plac e oft. 

21 (i>attse) 

22 MR. STONE: We'll try ~gain. That's last 

2) year'u audit responsfl. 

24 COMMISSIONER BEARD: Let me talk. I 

25 understand that this is last year' s. 
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25 

MR. HOLLAND : It's in the record, I don't 

have a problem with it. 

COMMISSIONER BEARD: I understand. I just 

want to know who is the person that I would talk t o 

about it. That's ~ 11 . 

MR. HOLI..A}.'O: Let me 1 ook . 

MR. PALECKI: According to the disc l osure 

that we received in a c cordance with the Prehearing 

Or~er, it would be Mr . Scarbrough, that's plant held 

tor future use, Caryvi lle? That is now --

MR. HOLLAND: That was this audit . 

MR. PALEC1<I: That is now I tem 20 on this 

audit and Hr. Scarbrough is inuicated as the Gulf 

witness for that issue . 

WITNESS SCARBROUGH: For the audit issue? 

HR. PALEC1<I : That's for this year' s audit 

but it's the same issue. 

MR. HOLLAND : Wait a minute. It's not the 

s~me issue in te~s of the disclosure . The di sclosure 

is different between 7 - - they both relate to plant 

held f o r future use at Caryville , Daniel and Caty v ille, 

but one is an a ccounting quest ion that I think Hr. 

Scarbrough probably is the appropr i ate o ne to ask. But 

as far as Audit 7, Disc losure 7 in the '88 audit, it's 

probably Hr. Parsons. 
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1 COMMISSIONER BEARD: I'l l wa i t on Mr. 

2 Parsons, anJ it 1 don't get it all there, then I c an 

3 ~lways see Mr. Scarbrough whe n he comes ba c k. 

4 

5 

MR . HOLLAND: Yeah. 

WITNESS SCARBROUGH: Okay , Ed, Audit 

6 Disclosure No. 20 is not whether or not you have a --

7 it does not j ust ify plant held f or future use. 

8 

9 

HR . HOLLAND: I agree . 

WITNZSS SCAHBROUG~: That'S how i t 's 

10 a ccounted, t hat's an a ccounting i ssue. 

u 

12 

13 

HR. HOLLAND: The Commissioner's 

CHAIRMAN WILSON: Hold on . One at a time. 

COURT REPORTER: The w1tness said, ' Tha t' s a n 

14 accounting issue ... " 

15 CHAIRMAN WILSON: Wait a minute . Hold on a 

16 second. Mr. Scarbrough, were ycu finished with what 

17 your comment was o r can you repeat 1t f or the cour~ 

18 reporter? 

19 

20 

21 

WITNEbS SCARBROUGH: Yes, s 1r. 

CHAIRMAR WILSON: Yes, s 1r, what ? 

WITNESS SCARBROUGH: I j u s t said, "I t's a n 

22 accounting issue," and I think s he has that. 

2J 

24 

CHAIRMAN WILSON: All r 11..,!• t. 

MR. HOLLAND: I th ink the Commissioner' s 

25 quest1on •·as about Audit Disclosure No. 7 in the '88 

FLORIDA PUBLI C SERVI CE COMM ISSION 



audi t , which I d on' t be lie v e is a n accounting question. 

2 knd I t h i nk we s hou l d de!er t h at to Hr. Parsons. 

) CHA IRMAN WI LSON: All right. If Hr. Parsons 

4 cannot answer it, Hr. Scarbrough will be back and we 

? can take it up with him at t hat point. But for now, 

6 we'll wait for Mr . Pa r sons . 

7 COMMI SS I ONER BEARD : Right . 

8 WITNESS SCARBROUGH: That's also an 

9 accoun t i ng i s s ue, Mr. Ho l l and . 

10 COMMI SS IONER BEARD: Are you going to be 

1 1 around ! o r the next t wo weeks? 

1 2 CHAIRMAN WILSON: Hr. Holland, you need to 

13 spend some more time wi t h Hr . Scarb rough before you 

14 bring h im o ve r here !or a hea r ing. 

15 MR. HOLLAND : If Hr. Scarbr ough wants to 

16 answe r it now, tha t 's fi ne wi t h me. 

17 WITNESS SCARBROUGH : Well, the only th1ng I'm 

18 saying is 

19 COMM ISSIONER BEARU : ~r. Scarbrough, !et me 

20 ask you a question . How ma ny a c r es in the Caryville 

21 site are wetlands? Is that an accounting issue? 

22 

2) 

2 4 

25 

WI TNESS SCARBROUGH: No. 

COMMISSIONER BEARD: Okay. We'll wait. 

WITNESS SCARBROUGH : But Audit Issue No. ~97 

COMMISSIONER EASLEY: Mr. Scarbrough, you 
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1 haven't been asked a question . I suggest you hold oif. 

2 CHA I RMAN WILSON: There' s no pend ing 

3 question. 

4 CHAI RMAN WILSON: Mr. LaFace is really 

5 11npressed wit.h this. He's not down hera very o ften, 

6 

7 

8 

9 

1 0 

1 but I c an see that out procedure is something that's 

I impressed him. 

MR. LaFACE : I was j us• going to as~ him 

whateve r question he wanted to answ~r. (Laughter) 

CHAIRMAN WILSON : Well , we do t hat sometimes. 

11 And the appropriate question is, " Is there anyth~ng 

12 that you would like t c say?" 

l3 COMMISSIONER BEARD: Thi s is ono o ! the first 

14 times t hat I'll see the attorney take the Vice 

15 President o! the Company out to the whippl••9 post in 

16 the parkin9 lot. (Laughter ) 

17 MR. HOLLAND: I understood your quest lon wa s 

18 about the 1 500 acres, is that correct? 

'9 COMMI SS ION ER BEARD: It may ultimatel} come 

20 bac k to budget but it's got to sta rt with Parsons , 

21 think. 

22 CHAIRMAN WILSON: Any further qucst Jo ns ? 

23 C'OMMISS I ONER BEARD: No? 

24 CHAI RMAN WILSON: Any questions , Commissioners? 

25 All right, redirect . Do you have a lot or redirect? 
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MR. HOLLAND: He may not answe r the questions 

the wa y I want him to, after all that. (Laughter) 

COKMISSIOtlER EASLEY : Who gets t-, he 

4 rehabilitate atter r edirect? 

5 MR. HOLLAND: I don't know. We may le~ Mr. 

6 Burgess do that . 

7 COMMISSIONER GUNTER: Did you s ay no 

8 questions? No questions? Wa s that what you said? 

9 rtEDIRECf EXAMINATI ON 

10 BY M'R. HOLLAND: 

11 0 We have some questions that we ca ll Roge r 

12 Vincent questions that we don't know what t he witness 

13 is going to answer. I don' t have very ma ny of t l.ose, 

14 though. 

15 Mr. Scarbrough, with reference to some 

16 quest ions that we re a s ked \'ery ear : y on by the Staff 

17 counsel az ~ut the acquis ition ad justment and our 

)8 contractua l relationship with respect to that , ha~ 

19 Georg ia , prior to ~ulf's ente r ing 1nto negotiations 

20 with r espect to a purchase of a portion of Schere r 3, 

21 had Georgi r entered i nto an agreement wi th Ogl ethorpe 

22 Power Corpo ration and MEAG regard i ng the purchase of 

23 common taci1it ies? 

2 4 A Y •S. 

25 0 When we began negotiations throuJhou t the 
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14 

15 
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19 

20 
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22 

23 

24 
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negot i ating process and finally whe n wo entered 1nto a 

rontrac t to buy a 25\ interest in Scherer 3, wa s lt 

always part ot the bargain that we would assume 

Georgid's obl igation to purchase those or our 

proport ionate share ot the common f acilities? 

A From Oqlethorpe and Dalton, yes. 

Q And ~as that t~ be pursuant to the contract 

that Georgia had entered into with OPC and MEAG? 

A Yes. OPC a nd Dalton. 

Q And Da l ton , I' m sorry. 

COMMISSIONER GUNTER: While you're looking, I 

apologize. 

HR. HOLLAND: You prom1sed -­

COKMI SSIOHER GUNTER: I !ted. (Laugh:er) 

CHAIRMAN WILSON: It' s c alled a pie crust 

promise. Easily made, easily bro~en. 

COMM I SSIONER GUNTER: Mr. Scarbrough, are you 

a witness that's charged with the depreciation 

question? 

also? 

WITNESS SCARBROUG'i: 1 rc c-),on - -

CHAIRMAN WILSON: The answer IS no. ! Laughter ) 

COMMISSIONER GUNTER: Is that Mr. Parsons 

WITNESS SCARBROUGH: No , no. ( Lllughter) 

.:OMHISSIONER GUNTER: We I! I w' s wonder 1 ng . 
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1 Leroy koeps getting them. Throw the ball to Leroy. 

2 (Laughter) 

) WlTNESS SCARBROUGH: Th ~ depreciaLion 

4 question would be either myself or Mr. Hc Hlllan. 

5 believe that's who is charg~ct with that. 

6 COMMISSIONER GUNTER: Well, I think there's 

7 some, as I went through the issues that ~ou were 

8 responsible tor, some ot them had to do with the 

9 amounts or depreciation. Am I wrong about that? 

10 

11 

WITNESS SCARBROUGH: Commissioner Gunter, I'm 

sorry, I ~as looking tor something. It you will ask it 

12 over, I'll appreciate it, please, s1r. 

13 COMMISSIONER GUNTER: Well, Hr. Scarbro~qh, 

14 is the purpose of depr eciation t o allow c ap1tal 

1~ recovery tor the investment that' s been made? 

16 WITNESS SCARBROUGH: Over t~e useful life of 

1 7 that asset, yes, si1. 

18 CUMHI SSIONER GUNTER: Al• r i ght. What 

19 happens t o depreciation? Wht't happens to the process 

20 o f depreciation or where 1s the system not worktng 

2 1 when, it' you look at an original cost of c apita : plant 

22 that wuuld have cost and I'm t a lking about a t ot~l 

2J of seven plants now, I'm j ust , I'll gu d o wn each one 1! 

24 you want to do that -- a total of seven plants. The 

25 initial cost was $148 million. You'v" got accumulateJ 
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depreciation o r $129 - $ 130 million, and yet your net I 

2 investment 12-3!-1989 is $181 million, whi ch is more 

3 than the original val~e of the plant. And some of the 

4 plant's going back to 19C5. What hes fallen down? 

5 WITNESS SCARBROUGH : I d on 't ttl ink anything 

6 has. Bccauso, as you construct a plant o r igina lly 4nd 

7 as yo u add addi tional expenditures to thdt plant and 

8 capitalize them and you deprec iate , you de prec iate t he 

9 value over the remaining life, you keep a dj usti ng the 

10 depreciation rate over the remaining life of ~hat pl a nt 

11 through the new expsnditures. 

12 COMMISSIONER GUNTER : All right. Let me ask 

13 you a question then. I was hop ing you were goi n~ to 

14 give me that answer. 

15 WITNESS SCARBROUGH: J.. ll right, sir. 

16 COMMISSIONER GUNTER : At wha t point in tim~ 

17 do you consider that the useful lite-- and, you know, 

18 there's a number o f ways to look at useful life. As t o 

19 the amount :J t time, you know , lf they're a baseload 

20 unit and yours have not been basoloade1, yo u know , 

21 they're just not being used much. 

22 For instance, we can talk about Crist 1 and 

23 2. At one timo , you all had a though~ process to 

24 dispose o f municipal waste and use the steam gene r ators 

25 from those. So they're not be1ng ut 1 li zed , be1ng ful l y 
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1 utilized, are they? 

2 WITNESS SCARBROUGH: Le ~' s put it th i s way, 

3 they don't run like baseload un i ts, the~ only run when 

4 they're necessary to provide genera t i o n for the s~stem . 

5 COMMISSIONER GUNTER: I understand. I 

6 understand. What would be the expected life? Who 

7 would I talk to about what the reasonably -- r easonable 

8 expected life would be of generation plant? 

9 WITNESS SCARBROUGH: I would think that 

10 probably the best person would be Ko llen Lee. 

11 COMMI SSIONER GUNTER: All right. So we hav e 

12 plants that are 45 years old that a re worth 50\ t oday 

1) of what they were when they wer"3 bu il t. And a t the 

14 depreciation remaining-- under the remaining l i fe 

15 c oncept, they should be about zero. So where -- isn't 

16 there a life that you expect? You know, we al l talk 

17 about depreciable life of an ass e t . What' s the 

18 depreciable life of an expected pl a n t that you bu ild 

19 t oday? 

20 WITNESS SCARBROUGH: Well, I wou l i th i nk 

21 today it would probably be s omewhere be tween 40 ~ nd 50 

22 ye ars. But you keep . you c an, it · s like an au tomob ile . 

2J You keep spe nding e nough money on i t . you can mak e i t 

24 l a st i n perpetuity until it j ust rus t s out to nothing. 

25 You can keep fixing that and it wi ll never wear out. 
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1 And that's exactly what happens to a plant, 

2 you keep doi ng wc~k to it, unt il you'll al ways have it 

J f o r e ver, real l y, I recXon. Unless the foundati on 

4 collapses under it or something. 

5 CHhiRMAN WILSON: I s that kind of like Lh e 

6 old tarmor who sa i o, "This axe has boen in tho tamily 

7 for 100 years and it's only had five new handles and 

6 six n ew heads"? 

9 WITNESS SCARBROUGH: That's exac tly r ight , 

10 exactly right. 

11 COMMISSIONER GUNTER: ~o, in othe r wo r ds, 

12 the r e's no concern o n the part of Gulf f or the net 

i nvestment at a 12/31/89? I guess o ne o f the things 

14 that did conc ern me when I saw th1s report -- and b y 

15 the way, t hat's a late-filed Exh1bit No. 52, and 

16 th i nk the tax docket that you prov1ded to us ? 

17 

18 

WITNESS SCARBROUGH: Yes, sir. 

COMMISSIONER GUNTER: Th~re's no conc err. 

19 about the possible stranded investment on any o f the 

20 plant. For instance , you know I ca n look at Smi~h 1 

21 and 2 plants which are relatively ne w plants whon you 

22 look at all you a l l ' s generation. Origi nal cost J8 .7 

2J ~J~illion. The net i nvestmen t .ss o ! 12/'31/89, 45.7 

2 4 million . More on the books today than they were 

25 originally constz.-ucted for. An d y...>u're talking about 
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25 

plants in excess, both ot those p lants, in excess of 30 

yeal:"s old. 

WITNESS SCARBROUGH: Yes, si t". Tho only 

answel:" I can give to you that, Comm1ssioner Gunter is 

the estimated remaining life of those that are included 

in the depreciation study, it's based on estimates or 

engineers that we get. And if they are right, we've 

got depreciation rights -- depreciation rates proper. 

It t heir estimate ot how long th~y'ru going to last is 

incorrect, then we don't. But we Keep updating that 

depreci ation study I th ink about every four years. 

COMM ISSIONER GUNTER: OKay. 

WITNESS SCARBROUGH: And you take another 

lo0K at it at that particular t :me . Anc if they de c 1de 

maybe the last time they said it was going to 

last 25 years, and the next t ime they dec ide it's onl) 

going to last 14, you would adiust that deprec 1ation 

rate at that particular time . 

COMMISSIONER GUliTER: In o ther words, you a l l 

are conscious and awar~. tor instance , the common 

facilities at the C'cist Plant that c ost $26 million to 

build, the net investment of 12-31-89 1s $107 mlllion, 

very nearly four t1mes what it ~os ~ you to build the 

plant. 

WITNESS SCARBROUGH: Yes. 
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COHMISSI ONEP GUNTER: Tho se common 

facilities. With some of them having plants 45 years 

old. And that's something that you all aro very 

comfortable ~ith? 

WITNESS SCARBROUGH: When you say nyou all," 

I'm comfortable with it as long as the engineer cells 

me that the remaining life that he estimates i s 

correct. And I'll asoume he' s comfo rtable with it or 

he wouldn't have told us that' s how long the remaining 

life was. 

COMMISSIONER GUNTER: That's fine with me. 

I just - - I was rather d ismayed at that 

prospect, but I won't pursue it any further with tr. e 

time and the hour. 

COMMISSIONER BEARD: You got oft light. 

Commissioner Gunter was fixing to he ad into the "Iowa 

curves." 

COMHISSivNER GUNTER: Yes, wu were goinq t o 

t a l k about that. W~ are g oing to c r e ate a rew c u rve 

called the "Florida curve." 

COMMISSIONER BEARD: You t.ad to be he r e la s t 

Friday to understand that. 

CHAIRMAN WILSON: Mr . Ho l land? 

Q (By Mr. Holland} Mr . Sc a rbrough, with 

referenc e t o that exhibit -- a nd i t Mr. Lee t s t he o ne 
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1 to talk about this, you know, please defer it. 

2 

) 

(Laughter) 

4 redirect. 

5 Q 

CHAIRMAN WILSON: Leadln~ the witness in 

(By Mr. Holland) The increased costs, as I 

6 read thia ~~1ibit, are primarily associated Wlth plant 

7 additions that have occurred since origina• 

8 construction? 

Sl 

10 

A 

Q 

Yes. 

And ca n you give some e xamples of what 

11 additions might have occurred to create thls phenomenon 

12 of the current net investment be1r1g higher than the 

13 original cost? 

14 I've just -- a f ew of them here that's --

15 Unit J replace and modernize the turbine and boiler 

16 systems, $2.8 million; Crist Unit 4, install hot 

17 precipitators, $2.5 million; repl ace oupcr heater 

18 tubes, super heater tubes 1 n the ign1ters, Sl mill~on; 

19 Crist Unit 5, i nstall hot precipit<'\tors, $2. 5 million; 

20 Crlst Plant Unit 6, install hot precipitato1s, 2 . 5 

21 mill i o n. 

CHAIRMAN WILSON: Hr . Scn rbroug h, would you 

2l slow down, please? I ~as looking over there at the 

24 

25 

court reporter. 

WITNESS SCARBROUGH: I'm sorry. 
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l Crist Plant Un i t 6, install hot 

2 precipitatora, $10 . 7 mil ~ion; construct water cooling 

J tower, $4.6 million, and as you notice, ~ost o f these 

4 items are because of env i ronmental requirements. 

5 Crist Plant Unit 7 , replac e condenser tubes , 

6 $1.8 million; install hot precipitators, $1 0.7 mill ion ; 

7 replace boile~ feed pumps, $1. 7 mi llion; construct 

8 water cooling tower, $5 mill ion . 

9 And then the Crist Plant commvn facilit 1es , 

10 which is one of the things that Mr. -- that 

11 Commissioner Gunter referred t o, construct coa l 

12 stacker, $4 million; construct oil storage facility, 

lJ $1.2 mill ion; constx-uct office fa ci lity, $4 mi llion; 

14 install fire protection system, $1.6 mi llion; install 

15 emissions 

16 mil lion. 

17 

18 taster? 

19 

install ~missions monitoring system, 1. 2 

CHA IRMAN WI LSON: Could you read a little 

COMMISSIONER BEARD : Could you g ivo Counsel a 

20 late-filed exhibit on tha~? 

21 COMMISSIONER GUNTER: Mr. Scarbr ough , I have 

22 read that. 

2) WITNESS SCARBROUGH: Let me road thi s o ne 

24 more. 

25 CHAIRMAN WILSON: This is the good part now, 
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1 right? 

2 WITNESS SCARBROUGH: Right. Insta ll ash 

3 disposal s ystem, $25.3 aillion. That's just some 

4 examples ot stut l that have been added si nc e the plant 

5 went in service. 

6 COMMI SSIONER CUNT£R : Mr . Scarbrough, this is 

7 just an editorial comment. One of t he things that I 

8 wanted to see this tor is that you all ar e going to hit 

9 big time by Congress pretty qu1ck. And there may be a 

10 decision point that you all would make at some v C your 

11 lass efficient plants , it might just pay to put a 

12 bulldozer out there and push it cut or the wa y and put 

13 a new, efficient plant in. It really might, rather --

14 because I think in some plants you'd have a tough time 

15 convincing anybody that going in hanging a c hemical 

16 plant on a 4 5-year-old plant wou l d probably no t be J n 

17 the best interest to anybody , because I wouldn't think 

18 you would Cigure you ' re going t o run it 80 or 90 years . 

19 When you do that, when those decisions come up , th e 

20 reason I asked the question the wa y I did is when you 

21 Rtart looking at net investment -- I understand the 

22 ga~e, you know, you got to keep your rate base up to 

23 keep your earning• up. Hel l, that ' s not a secret . I' d 

24 have ad.mi red you a whole lot more if you had to l d me 

25 that o n the front end. 
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1 WITNESS SCARBROUGH: Wa it, I don't -- I 
2 COMMI SS IONER GUNTER: But with no rate base, 

J your oarnings are down . 

4 WITNESS SCARBROUGH: We never add anytnlng t o 

5 rate base for any reason other than we absolutely 

6 needed to. 

7 COMMI SSIONER GUNTER: I' m not say i ng 

8 "adding," Mr. Scarbrough. You can watc h a s the 

9 financ ial situatio•• of the country changes, and you 

10 watch companies ' depreciation studies c hango. l've 

11 been he re long enough that I watch that. Let's be 

12 honest with one another , because the r e's an 

• lJ opportunity, cost ot money, and a cash f low, and 0 ne o r 

14 the things that you look at big t ime is y0ur cash fl ow 

15 ana lysis. I'd be surpris ed if -- I'd be disappointed 

16 if you didn't . cash f l ow is an impnrtant thing with 

J 7 any ongoing business. 

18 WITNESS SCARBROUGH: l t' s very important, no 

19 ques tion about that. 

20 COMMISSIONER GUNTER: But the problem is 

21 th~re's realistic problems, is that in f utu re days when 

22 you have to make those kind of decisions that you all 

2 J are going to make bec ause you 're on the l ist of -- wha t 

2 4 ls it, 111 plants, you all are big time on that. 

25 You're going to have to make some dec isions that are 
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1 going to affect -- and !' m going to have a great deal 

2 of sympathy !or you . You know my activity in that 

J a rea. 

4 

5 

WITNESS SCARBROUGH: 1 understand . 

COMMISSIONER GUNTER: I' m going to have a 

6 great deal o f sympathy when you're trying to make that 

7 decision about how much o! that you' re going to be able 

~ to write of! at one time. That's the solP purpose of 

9 it. Just saying we're l ook i ng d o·.m tile r oad, wh en 

10 r ou're looking dovn t h e r oad, do you have enouqh in 

11 your depreciation? Mi ne i s not a negative commen t. 

12 Mine was wonder i ng, do you have enough in your c api tal 

1J recovery? 

14 WITNESS SCARBROUGH: I understand. That's a 

15 good point, very g ood po i n t. No question abou t that. 

16 COMMISSIONER GUNTER: Whatever . 

Q (By Mr. Holland) Mr. Scarbrough, again , i f 

18 you're not the right person, but -- a r e you aware o f 

19 whether the Company is, in f act, looking at the impa c t 

20 ot t h e Acid Rain Bill and oth2r leglslation that is ou t 

2 1 there, wha t impact that would have on o ur d ecisions 

22 with redpect to our plants? 

2J 

24 Q 

I know that ~e are l ooking at it, yes. 

Some questions that aga in were asked by Staff 

25 Counsel with respect to the treatment o f 
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production-related A'G at Plant Daniel, and the Plant 

2 Daniel transmission renta ls in 1984, and you were asked 

) if we had filed a Motion for Reconside~ation or 

4 appealed thoee decisions. Are there many fa cto r s wh1ch 

5 go into a dec iaion as to whether to move for 

6 reconsideration or a ppeal? 

7 

8 

A 

Q 

Yes. 

Because we d i d not do s o in 1984, in your 

9 opinion s hould tha t have any impact on whether an 

10 erroneous decision should be now corrected? 

11 A No, that's the reason we 've attempted t o 

12 cor rec t the base units ~or calcu lating the benchmark, 

13 which has got nothing t o d~. of course, with the t~tal 

1 4 expenditure& or anything l ike t hat. It is j u s t a 

1 5 matter of calc ulating the amount tha t you have to have 

16 special, add itional justification for. 

17 Q Mr . Scarbrough, wi th r~spect to the appliance 

18 sales and service, we spent some t1me discussing the 

19 am~unt or the losses that ha'·~ been incurred over tne 

20 yea r s. Who incurs Lhose losses? 

21 A All the non- utility losses are incut~ed by 

22 t he stockholders. 

2) Q In your opin ion is it appr~priate that the 

24 person who incurs the loss es should also get the tax 

2 5 benefit associated with those losse~ ? 
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A Absolut~ly. 

CHAIRMAN WILSON: It was mentioned earlier 

J that there was a Company study be ing conducted about 

4 whethot to stay in the appl i~nce sales ~nd service 

5 business. When is a decision on that going to be made? 

6 WITNESS SCARBROUGH: I don't know when the 

7 decision vill be, but the time -- basically, we gave 

8 them a year. 

9 

10 

~~IRMAN WILSON: A year trom when? 

WITNESS SCARBROUGH: A year from January 1st, 

11 in other words through 1990, to come back and make a 

12 report to us as to whether or not they think this state 

1 1 c an get the appliance sales business o n a possi ~ le leg 

14 and beginning to earn something with it, make a 

15 r ecommendation to us . 

16 Q (By Kr. Holland) Kr. Scarbrough, some 

17 questions were asked ot you re lative to Plant Schere1 

18 Unit J a nd Gull's decision to i nvest in that plant, and 

19 specifically with respect to CWIP and AFUDC on the 

20 plant and inclusion of CWIP in rate base or AFUDC. And 

21 it 1 recall your stat~ment, it wa s that t here ha s been 

22 no :wrp or AFUDC included in tho surveillance reports, 

2J nor was ~ny included in base rates ln 1984 , is that 

24 correct? 

25 A That's correct. 
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1 0 Was there a concern i n the early ' 80s ot Gulf 

2 Power Company in its decision as to whether to get into 

J Scherer Unit J, and at that time Un i t 4 , as to whether 

4 Gulf wou ld be allowed to include CWIP in rate base ! o r 

5 Plant Scherer? 

6 A Yes, there was. We wer e very conc erned about 

7 that. Here again, that decision was made to get into 

8 Plant Scherer in order to provide capacity for our 

9 retail customers. And realizi r .~ that the initial sale 

10 of that may very likely not be made to the retail 

1J c ustomer, we were very concerned about that and how we 

12 were going to really get through t h e fi;1ancing ot that, 

lJ and how that would be treated once it came into aa rvice 

14 and so forth, a lot of conce~ns. And we came t o the 

15 Commission, I think it was in 1981, I believe, and J ust 

16 discussed that concern with them about -- and even 

17 discussed the possibil i ty of includi ng some 

18 cons t ruction work in progress on Plant Sc herer. Of 

19 course, at that particular time we were looking at 

20 buying 25t of units in both 3 and 4. And we had a 

21 discu~oion with the Commission about the possibil i ty o f 

2 2 including some of that in construc tion work in progres s 

23 and rec overing cash return on it, if it wa s nec essary 

24 in order t o protect our financial integrity dur i ng t he 

25 construc tion period. 
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Q Was there also a concern with respect t o the 

2 !act that Plant Scherer ·•as located in Georgia and that 

j no certifi c ate of need or plant siting would have to 

4 take place with respect to that unit pr ior to Gul f's 

5 comi ng to the Commission and r equesting t ha t it be 

6 included in rote bose? 

7 Yes I did not, yo u know , have any disc u ssion 

8 about that myself, ~ut that was d iscussed, yes. 

9 Q Hr. Scarbr ouc;h, whe n dic1 Plant Daniel come o n 

10 line? 

11 A l don't remember the exac t date, but sometime 

12 i.n 1981. 

1) When d i d Gulf commit t o have an ownerjhlp 

14 interest in Plant Daniel's Un1 t s 1 and 2? 

1 5 A Probably sometime -- that contrac t was 

1 6 probably signed somewhere around ' 75 o r ' 76. 

17 Q And t he same with resp~c t to Plant Scherer 

18 wh ~n did we commi t to that and when did Plant Scherer 

19 Un . t J come on li r e? 

20 We a c tually made - - well, actually we made a 

21 s o r t of tentative co~itment t o 3 and 4 back in tho 

22 verv early '80s, and then when we decided we were just 

2J goir. ~ to get i nto Unit J, we asked that we be allowed 

2 4 to ge t off the hook, and we we re allowed t o get off the 

25 hook fo1 our ownership in 4, po tent i 4l ownership in 4 . 
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And we bought in~o - - or made the decision to buy into 

25\ of Unit ), I think, in like March or Apr il of 1984. 

Q When did it coce on line? 

A January 1st, 1987. 

Q Hr. Scarbrough, does Gulf Power Company have 

a statutory obligation to serve its c ustomers? 

A Yes. 

Q At the tiae that Gulf Power Company made the 

decision to get Jnto Daniel and Scherer, d i d it have a 

statutory obligation to serve Air Products and 

Monsanto ? 

,\ Yes. 

Q Did we, at the lime that we either commltted 

to get in or at tho time those un i t s came on line, have 

an indication from Monsant o and Air Products that they 

intended or had a desire at least to look at the 

possibility to cogenerate? 

A I'm not too sure about coming on line. As 

fa r as Daniel is concerned , l know we didn't know ~bout 

that. 

Q Well, forg~l about com1ng li ne ; at the time 

~o~e committed. 

A At the time we committed we absolutely did 

no t know about that. 

Q At the time tha t Air Produ~ts and Monsanto 
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1 expressed an i~terest in the possibility ot installing 

2 cogeneration, were we obligated on plants Daniel and 

3 Plant Scharer? 

4 

5 

6 

7 

A 

0 

A 

0 

Absolutely. 

With that capacity? 

~boo1ute1y. 

Are those co~tracts timed to keep that demand 

8 on our system until such time as it might be to the 

9 benefit of Gulf's customers that they go away and, in 

10 fact, servo themselves? 

11 A Yes, particularly on the Air Products 

12 contract. 

13 0 Commissioner GuntPr a s ked you a questi v n witi. 

14 respect to Issue 40 and the debt and equity components 

15 being allocated to -- as tar as t he nonutility 

16 i nvestment. 

17 Why in your opinion is i t appropriate tha ~ 

18 the nonutility c~mponent, capital assoc iated wi~ h that, 

19 be allocated on a pro rata basis be tween d e bt and 

20 equity? 

21 A Simply because that' s where the cos~s are. 

22 The we -- those funds are comi ng led and you ca~not 

2 3 trace those funds. And I r eckon trom a theoretica l 

24 standpoint you could say that no nu t il ity a c tivi ties may 

25 have a high risk, but in this part1c ular case as f ur a s 
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Gulf is concerned, that theoretically it' fl tr ue , but 

2 from a practical standpoint i t' s no t true . Our 

3 nonutil ity assets are less than 1\ o f our tota l 

4 electric assets, and the cost o f any rinanci r. q , be i t 

5 debt , preterreu or common, i s not impac ted i n a ny way 

6 by our nonutility fac ilit i e s. 

7 I t h ink Dr . Moor e ha s some test i mo n y t o tha t 

8 regard and makes that statement and, you kno w, I have 

9 been in many --personally i n ma ny informati o n mee tings 

10 a nd rating agency meetings i n connection with 

11 financi ngs at Gulf Power Company over the l as t 12 

12 years, and never ever hav e I heard an analyst o r a 

13 buy-side analyst o r a rati ng agency pers on even ~ent io n 

14 the possibility, or even ask t he quest ion whether o r 

15 not chat was going t o be used f o r any no nutility 

16 activities. 

17 And so simply, primar ily because the 

18 nonutility assets are negligib l e t o ou · total asse t s 

19 and it in no way impacts the cost o f t hose secur i t i e s , 

20 cost of the !inancings, and you cannot trace tho s e 

2 1 in any even t you cannot trac e those dollars. They are 

22 comingled at t he time you make the inves tment. 

23 CHAIRMAN WILSON: You can't t r a c e d o l l ars but 

2 4 I think you acknowledge t h at yo u can trac e risk. Say 

25 tha t a c ertain operation i s r i s kie r t han anothe r. 
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1 WITNESS SCARBROUGH: Yes, sir. And I 

2 acknowledge from a theoretical standpoint that's true. 

3 But as far as Gulf Power is conce r ned, a practical 

4 standpoint, it absolutel y has no impact on the cost of 

5 our financing because it's such a negligible portion o f 

6 it. If you iss~e, you know, $25 million worth of first 

7 mortgage bonds and leas than 1\ o! it is going to 

8 no~utility activities, that's not going to impact tho 

9 price ot t hat $25 million of firc t mcrtgage bonds. But 

10 1' 11 agl-ee with you !rom a theory standpoint yo• : can 

11 trace the risk . 

12 Q (By Mr. Holland ) Mr. Scarbrough, wi t h 

1 3 r espect to the prepaid pension e xpense and working 

14 capital, you discussed the a ccounting traatment of 

'5 that. Why did Gulf Power Company do that, in 1988 I 

16 believe? 

17 A We l1, to oegin with, it's just Company 

18 practice; I reckon even the pract >ce of individuals, 

19 that you always take a tax deduction as quick as you 

20 can take it. In other worcls, if you can get a tax 

21 deduction this year ver s us ne xt year, you always take 

22 it as early as you can. And I rc~kon that was one of 

21 the primary considerations. 

24 And then as a secondary consideration is that 

25 the dollars were t~xable in 1987 at a higher rate. 
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• 

• 

1 That was the last rat~ year that we had a tax deduc t \on 

2 i n 1987 from 46 to 40\ I mean t o ) 4\ but the 

J effective rale in '87 was 40\. And we wanted to take 

4 that tax deduction then to get a higher deduction for 

5 it. And also we wanted to - · we knew that there were 

6 changes in th• regulations that was go ing to prohibit 

7 us from funding in the future the accruals that we we re 

8 making on penoiona, and by making that pre!unding, i t 

9 allowed us, as the fut ure -- a s we v ere able to expe nse 

10 on our FASB 87, but not aul e to fund, it gave us some 

11 funding to apply !or those accrual s . And that's 

12 exactly what we do now. 

1) As we fund - - I mean a s we accrue pens ion 

14 expense, we -- rather than havi11q LO c h ll rge that t o a 

1 5 liability that has to be shown u p o n the boo ks, we 

16 simply credit that prepaid pensi o n a ccount. And s o 

17 those are the vari e ty of rea sons wh y we made that 

18 decision. 

19 0 Hr. Scarbrough, t his is d Roger Vinson 

20 question; I'm not sure I k r.ow t he a nswer to it , but r •= 

21 go ~ng to a sk it anyway. 

22 

2) 

2 4 

25 

( I.Auahter l 

0 

CHAIRMAN WILSON: That ' s J udge Vinson . 

HR. HOLLAND: Judge Vinson, yes, exc us e me. 

( By Hr . Ho l land ) You were ask e d some 
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1 questi vns about blanket purchase orders by Commissioner 

2 Gunter , and he asked you i~ an individual could not go 

3 out and buy •omething on that blanket purc hase order 

4 and the Company wou ld not know. 

5 A When you say the -- I reckon we we~e hav ing a 

6 problem, when he asked that, of who th& co~pany is . 

7 Are you talking about Doug McCrary o r --

8 Q Would someone other than the ind i vidual wt.o 

9 made the purchas~ --

10 A Well, sure, it would hav e to be apptoved, 

11 sure. 

12 Q Okay. And i n order for the person to do that 

13 and use that to their benefit, would there have t o be 

14 c ollusion between the person in thP. company who sot s 

1 5 the purchase order and the person who bought the 

16 produc t? 

17 A There could be collus ion two different ways: 

18 be collusion between the employee and the vendor, o r it 

19 could be collusiotl betwe en two employees. 

20 

21 

Q I thou~hl I knew the answer. 

r oMMISSIONER GUNTER : 1 did too. I thought 

22 you were go ing to mess me up. 

23 MR. HOLLAND: No. Maybe I misunderstood his 

24 answer. 

25 Q Yvu were asked some que s tions about the PPP 
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1 
I proqram with r espec t ~o the goals, and you were asked 

2 some questio ns about the return on equity goal and the 

3 cents per kilowatt-hour piece . 

4 With respect to the customer, is i t in the 

5 c ustomer 's best interest - - do you think the customer 

6 would liko or expect us to try to keep our costs as low 

7 as r easonably poasibl9? 

Abs olutely. I think that i s the thing that 8 

9 the c ustomer is concerned about. I th i nk he' s 

10 concerned about two things: Having adequate and 

11 reliable electric service , and that ho wants it at the 

12 lowest cost possible . 

13 Q Do you think that t he customer would lik e o r 

14 benef i t from the tact that we were earning a suffic i en t 

15 return on e q uity; t hat we did not ha ve to return tor 

16 r ate relief and seek an increase in our rates? 

17 

18 

A 

Q 

Absolutely. 

Would it then, or is it your opinion tha t the 

19 cus tomer would benefit from Gulf ea r ning a reasonable 

20 r eturn on its investaent? 

21 Thoro is no q uest ion abou t it because it we 

22 don't earn a reanonable retu rn o~ 1t, it'& going to 

23 incr ease the customer's cost over thb long run, 

24 clearly. 

25 MR. HOLLAND: That' s a ll I ha~a. 
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2 

CHAIRMAN WILSON: No more questions. 

We have exhibits that have been not 

1 stipulated to? 

4 MR. HOLLAND: I don' t think s o , with respect 

5 to Hr. Scarbrough. Except for the late-fileds. 

6 CHAIRMAN HILSON : I guess thoy were a ll 

7 late-tileds. We'll just wait until we see t hom then. 

8 Okay . Thank you, Mr. Scarbrough. You're 

9 t emporarily excused . And we'l l join together again in 

10 tho mo rning at 9:00. Thank you. 

11 (Hearing adjourned at 6 :2 5 p.m., to reconvene 

12 at 9:00a . m., Wednesday, June lJ, 1990, dt the same 

l3 location . ) ) 

14 

15 

16 

17 

18 

19 

20 

21 

2) 

24 

25 
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