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1 ~ ~ Q £ ~ ~ Q ! ~ ~ ~ 

2 (Hearing c onvened at 12 :37 p.m.) 

3 MR. BURGESS: Chairman Wilson, we had 

4 finished w1th Mr. wright, as I recall, and we were 

5 getting ready to go to our next witness. We have three 

6 witnesses that I anticipate perhaps fi nishing today. 

7 Mr. Larkin , Mr. Schultz and Mr. Rosen. Hr. Rosen has a 

8 commitment tomorrow. I would like to, if at all 

9 possible, to be able to finish him today. 

10 Mr. Larkin has a commitment the f ollowing day 

11 that he would like to be able to get back to his office 

12 to prepare for, and Mr. Schultz has the most flexible 

13 schedule of o•·: three witnesses. 

14 Because of that, I would like to be able t o 

15 take Mr. Larkin first, followed by Mr. Rosen, followe~ 

16 by Mr. Schultz. 

17 I've noti fied Mr. Holland of my intention and 

18 I've notified Mr. Vandiver of my intention . Also , in a 

19 o ff-the- r ecord conversation, Major Enders also became 

20 aware of ~his intention, so rather than speak for them 

21 I would just ask the Comaission for the opportunity to 

22 take my witnesses in that order and let the parties 

23 speak their acquiesence or obj ection. 

24 MR. HOLLAND: Mr. Chairman, I was notified or 

25 I was requested about 10:00 this morning. We had 
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1 prepared the cross examination in a particular order. 

2 It is somewhat cumbersome and awkward to have to go 

3 back and readvise. I have done that in the short 

4 period of time between 10:00 o'clock and now . 

5 Yeaterday we were ready to go forward with a 

6 certain ord~r and we had to delay that and bring so~e 

7 other pe ople in, which made it very awkward for us and 

8 again today. Given all that, though I am prepared to 

9 go forwa rd with Mr. Larkin with cross examination, and 

10 I would announce -- and part of the reason that I'm not 

11 opposing this any more strenuously than I am is that 

12 Hr. Bell, one of our rebuttal witnesses, has to go on 

13 on Thursda~· . But I'm announcing it a little bit ahe5d 

14 of time so everybody can be prepared for him. 

15 

16 sorry. 

17 

18 

HR. BURGESS: I appreciate Hr. -- Oh, I'~ 

HR. HOLLAND: I'm through . 

CHAIRMAN WILSON: Anybody elc e have anything 

19 to say about this? 

20 HR. VANDIVER: H.r. Burgess ca lled me last 

21 night; I said I have no objection. I have no 

22 objection . I would note however that the witnesses 

23 generally are here for the convenience or the 

24 Commission, and not the other way around. 

25 COMMISSIONER BEARD: I very carefully in the 
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1 prehearing asked this question, okay, and I understand 

2 that there vas a missed date given, but tor when the 

3 correction vas given. I didn't get it bec ause I went 

4 bac k to my prehearing orde.r, it still contained the 

5 same date; that's all well and good , I understand this, 

6 but as one prahearing o!ticer, the next time I ask the 

7 question, you all better get the answer right tt e first 

8 time. 

9 MR. BURGESS: I understand that, Commissioner 

10 Beard; and, in tact, even now it you said -- the 

11 commission were to rule that it couldn't be done and 

12 they had t o stick around, they would be here. They 

13 would be here; they are under contract with us and they 

14 would be here. 

15 

16 that --

17 

18 

19 

CHAIRMAN WILSON: Are there any other chings 

MR. BURGESS: No. None that I have. 

CHAIRMAN WILSON: that anybody else has? 

COMMISSIONER EASLEY: How about on the 

20 rebuttal side, when we get there? 

2 1 MR. HOLLAND: Mr. Be 11 is t .he on 1 y one . I 

22 think that we will be along and he can be taken in 

23 order , but I'm not cer tain of that . I hope that that' s 

24 the c ase but he does have a commitment on Friday . 

25 COMMISSIONER EASLEY: Whatever we are go ing 
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1 to do, let's do it. 

2 COMMISSIONER BEARD: I've got a commitment on 

3 ~aturday to fix the fence. So we really need to 

4 booqie. 

5 

6 

7 witness. 

8 

9 

MR. BURGESS: That's tine with me. 

CHAIRMAN WILSON: All right. Call your 

MR. BURGESS: Yea. Mr. Larxin . 

MR. PALECKI: Commissioners, we had an 

10 evidentiary aatter concerning a late-filed for Mr. 

11 O'Sheasy, which was the last thing we discussed last 

12 night; and we were instructed to call it to your 

13 attention again today. Should we carry on with that 

14 now or should --

15 CHAIRMAN WILSON: That was the rer•Jn of the 

16 cos t ot service study? 

17 

18 

MR. PALECKI: That is correct . 

CHAIRMAN WILSON: Are you still asxing for 

19 that exhibit? 

20 MR. PALECKI: Yea, we would still request it, 

21 based on the reasons that we stated yesterday. (Pause) 

22 MR. BURGESS: co .. issioner Wilson, I don't 

23 believe this witness has been sworn. 

24 

25 

CHAIRMAN WILSON: Wait, I still need to rule 

MR. BURGESS: Oh, I apoloqize. I thought - -

FLORIDA PUBLIC SER'/ICE COMMISSION 
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1 CHAIRMAN WILSON: -- on that late-filed 

2 exhibit. 

J I tell you, Mr. Palecki, I'm still in the 

4 pos ition that I haven't really been c onv i nc ed that it' s 

5 worth the time and ettort it would take to do that for 

6 the benefit we're going to get from it, quite frankly . 

7 MR. PALECKI: co .. iasioners, we still have 

8 some rate ot return witness es trom the other parties. 

9 Perhaps the testt.ony that comes out through those rate 

10 of return witnesses will a c cent the ne ed fo r this even 

11 further. 

12 

lJ 

14 

CHAIR¥AN WILSON: You mean rate str uc ture? 

MR. P~ECKI: Rat e struc ture. 

CHAIRMAN WILSON: All right, you can renew 

15 the request. 

16 

17 

18 sworn? 

19 

MR. PALECKI: Thank you. 

CHAIRMAN WILSON: Mr. Larkin , have you been 

MR . LARKIN: No, sir . 

20 HUGH LARKIN, JR. 

2 1 appeared as a witness on behalf o f the Cit i zens of the 

22 State of Flo rida, and after being fi r st du l y sworn , 

2 J testified as follows: 

24 DIRECT EXAMINATION 

25 BY MR . BURGESS: 
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2 please? 

3 
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Please state your name and business address, 

My nute is Hugh Larkin, .Jr. My bus1ness 

4 address is 15728 Faraington Road , Lavonia, Michigan, 

5 48154. 

6 Q Mr. Larkin, have you pretiled testimony in 

7 thia docket? 

8 

9 

A 

Q 

Yea. 

Do you have any corrections or a mendments to 

~o make to that testimony? 

11 Yea. They haVd been made in revised exhibits 

12 to •Y teatiaony. 

13 MR. BURGESS: Coftmiasioners , we have provided 

14 the court reporter with a clean copy ot the testimony 

15 with all the changes, and we have handed out to all the 

16 parties and the Coaaission the exhibits that have been 

17 revised . 

18 Q (By Mr. Burgess) Mr. Larkin , can you point 

19 out the changes that have been made in the exhibits 

20 that have been handed out. 

21 Sure. Six of the exhibits have been revis~d 

22 to reflect errors or corrections ot ca l culationa . 

23 That would be Exhibit HL-1 , HL-2, HL-8. 

24 HL-10 , HL-11, and HL-12 . hnd the r esults ot those is 

25 to decrease the decrease that we had originally 
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1 recommended from a decrease of 11,791,000 to 8,625,000. 

2 Q Mr. Larkin, vith the changes that you have 

3 identified, would your testiaony today be the saae as 

4 it was prefiled? 

5 

6 

Yes. 

MR. PURGESS: Coaaissioner, I would ask that 

7 the testimony pretiled by Hr. Larkin be inserted into 

B the record aa though read. 

9 CHAIRMAN WILSOS: Without objection, it will 

10 be so inserted into the record. 

11 HR. BURGESS: And I believe, unless I 

12 miscounted, that Hr. Larkin has exhibits which have 

13 been previous:/ identified as 319 through 330 and I 

14 believe they have been stipulated for entry into the 

15 record . 

16 CHAIRMAN WILSON: All right . 

17 (Exhibits Nos. 319 through 330 inc lusive 

18 stipulated into evidence.) 

19 MR. BURGESS: We don't -- we're no t 

20 suggestiug that Hr. Larkin provide the CoUUDission with 

21 a summary. As is the normal case with accounting 

22 witnease• that cover a large number o f issues, each o f 

2 3 the adjuataents stands on itu own for its own 

24 rationale. And rather than go through and identity 

25 each adjustaent, we would siaply suggest that the 
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DIRECT TESTIMONY OF HUGH LARKJN. JR. 

ON BEHALF OF THE CITIZENS OF FLOI<.IDA 

3 BEFORE THE 

4 FLORIDA PUBLIC SERV1CE COMMISSIOH 

5 GULF POWER COMPANY 

6 DOCKET NO. 891346·EI 

7 JNTROPUCTJON 

2195 

8 Q. WHAT IS YOUR NAME, OCCUPATION, AND UUSINESS ADDIU·:SS') 

9 A. My name is Hugh Larkin, Jr. J am a Certified P t1blic Accountant hcens<·c:l 

10 

I I 

12 

in the States of Mk;.1gan, Alaska, and Florida and th e senior partne; 111 

the flrm of Larkin & Associates, Certified Public AccountW1ts, w1th off . .:c:. 

at 15728 Farmington Road, Livonia, Michigan 48154. 

13 Q. HAVE YOU PREPARED AN APPENDrX DESCRIBING YOUli 

14 QUALIFICATIONS AND EXPERIENCE? 

15 A. Yes. I have attac~ed Appendix I which is a summary of my expcnencc 

16 and qualifications. 

17 Q. BY WHOM WERE YOU RETAINED AND WHAT IS THE PURPOSE UF 

18 YOUR TESTIMONY'? 



e 

A. 

2 

My flrm was retained by th e Florida Public Counsel to review the r1:1tc 

increase request made by Gulf Power Company ("Gulf', or "Company"l. 

3 have reviewed tbe Company's filing as it related to various arcounting and 

4 revenue requirement issues. Helmuth W. Schultz Ill has assisted in the 

5 Gulf Power Company rate request analysis and hW> also filed tet;limony 111 

6 this docket. 

7 Conclusions on GulCs Rate Jncrea.se Reguest 

8 Q. WOULD YOU PLEASE SUMMARIZE YOUR FIRM'S CONCLUSIONS 

9 REGARDING THE COMPANY'S RATE INCREASE REQUES'I-1 

10 

1 1 

12 

13 

14 

15 

16 

17 

18 

19 

20 

A. I have concluded that the Gulf Power Company has overstated iLs rl.!vcnue 

increase request.. In fact, a rate reduction of $8,626,000 is justified. Our 

analysis which incorporates the recommendations of Dr. Richard H.oset. 

and Mr. James Rothschild bas indicated that the Company has ovcrst~ttcd 

its requirements in almost every area of the rate filing. The rate base 

has been overstated in several areas. If authorized by the CommJ:,....;Jon at 

the level requested by the Company, it will result i r~ excess earnings tu 

Gulf Power and its major s tockholder, the Southern Complliiy. If the 

Commission were to authorize the rate level requested by Gulf Power. 

ratepayers would be required to pay excessive rates which would not he 

j ustified by legitimate expenses which should bo included fur rnt.emaktng 

2 
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purposes. 

2 Q. PLEASE INDICATE THE MAJOR AREAS WHERE GULF POWEH'S 

3 REVENUE REQUEST IS OVERSTATED. 

4 A The Company has overstated the rate base in scvenil ar \!as. Pl ant m 

5 service has been overstated. Additionally, Dr. Richard Rosen will tcsttfy 

6 that the Company's rate base allocation for unit power sales is 

7 understated. Additional plant and expenses should be allocatcrl to th e 

8 Company's unit power sales. 

9 I have also concluded that the Company's requests for plant held for 

10 

I I 

12 

13 

!4 

15 

16 

17 

IS 

future use and W"rking capital are overstated. These items should !>1.: 

rf:duced for purposes of establishing rates in this case. 

In the area of operating income, Dr. Rosen has conclud~:d th et the 

Company's projection of retail sales is understated and should be adJU :> t~:d 

Mr. Schultz's re,'iew of the budgeted expen!'es has leu us t.J t h<: 

conclusion that expenses must be reduced in order to establish nllcs at a 

proper level. 

ExhibitJ1.1(HL-l ) shows the revenue requirement after adj ustment for 

the issues that I have summarized. This schedule indicates tha t rates 

3 



2 Q. 

3 A. 

4 

5 

6 

7 

8 

9 

e 10 

11 Q. 

12 

13 A. 

14 

15 

16 

2198 

should be reduced by $8,621),000. 

HOW WILL YOUR TESTIMONY BE ORGANIZED? 

My testimony will be o!pilized in the foUowing manner. 

1. Rate Base Aqjustments 

2. Unit Power Sales Adjustments 

3. Retail Sales Aqjustment. 

4. Depreciation and Aroorttu.Uon Expense 

5. Interest Synchronization 

6. Income Taxes 

BATE BASE 

WHAT IS THE FIRST AREA OF THE COMPANY'S FILING THAT YOU 

WILL BE DISCUSSING? 

The first section of my testimony deals with the projected rate base. The 

rate base adjustments which I have made arc summarized on Exhibit 

3J.O (HL-2), and result in a recommended jurisdictional rate base of 

$842,452,000. 
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Plant in Service 

e 2 Q. PLEASE DISCUSS THOSE ADJUSTMENTS YOU IL\VE MADE TO 

e 

3 PLANT IN SE:lYJCE. 

4 A. 

.') 

6 

7 

8 

9 

0 

: 1 

12 

13 

14 

15 

16 

,-. I 

IS 

The Company's approach to determining the plant in service. which ts th e 

major component of the rate base, was to project the budgeted additions 

to plant in service from August 1989 through December 31 , 1990. The 

Company's projections are overstated. Gulf proje.:ted additions to pla nt 10 

service which have not taken place. Actual datu is available for th e fir st 

three months used in determining the thirteen month average plant tn 

service. A comparison of the Company's projected plant in service wtth 

actual balances indicates that there have been overstatements of plant 111 

service. In the month of December 1989 the plant in servic-e was 

overprojected by $4,659,000. In January 1990 the plant in service balance 

was overprojected by $7,172,000. In February 1990 the plant in service: 

balance was overprojected by $9,083,000. Although the data for the 

month of March 1990 was not available for use in our analysis, it 

indicated that the Company's projected March 1990 plant in service 

balance was overstated by $11 ,753,000. 

19 Mr. Scarbrough stated in his deposition in Ca.ae 881167-EI which was 

~0 withdrawn last year that while it was correct that the actual balances are 

!. 1 less than the Company's project.ed ba!ances, it was the Company's 

5 
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intention to catch-up at some point in the year. That never occurred 

2 The Company's projected plant in servi<.:e balance was ove rstated for t·vcry 

3 month of 1989 and is overstated for the firs t three months of 1990 In 

4 fact, the 13-month average balance for 1989 was overstated lly 

5 $26,968,000. The CommJssion cannot accept th e Corr.pany·s projecuor1:, 

6 since they have been consistently overstated. 

7 Q. HOW HAVE YOU DETERMINED THE PLANT IN SERVI CE BAI..A!'\CJ-:s 

F! AS SHOWN ON EXHIBIT.) ll (HL-3)? 

9 

10 

I I 

12 

13 

14 

15 

16 

17 

IS 

19 

20 

21 

A I used the actual balances for the first three months of tlh' test year 

ending Decl'mber 31, 1990. I projected the remaining months of th ..: test 

year, i.e .. March t990 through December 1990. using a hnear regn.·ssrt•t: 

analysis. This analysis used the actual plant balances for all of I 9" . I ~S9 

and the actual balances for January and February of I 990. Smcc th cr..: 

are no major plant additions projected for the year 1990. this meth od will 

result in a more accurate projection of the Company's plant :n scn·rcc 

than that used by the Company in its presentatiOn. Smce tillS docket w!l! 

be open for a substantial part of the year. the CommissiOn cun subst tut..: 

actual balance.; of plant in service into n1y analysis rn order w det e rrn1zw 

a more accurate plant balance as 1990 progresses. However. I do ll (• l 

believe it would be appropriate to use th e Comp1:wy's muccurat c 

projection:; in order to estahlish rates in th is case. T here rs a clcfJnll c 

6 
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overstatement in the Company's project ion which will result in th e 

2 overstatement of rates. I have reduced the Company 's plant in sef"\·1ce uy 

3 $11 ,458,000 as shown on line 17 of Exhibit-'ti(HL-:l). T his amount • ~ 

4 reflected on Exhibit :r2l.(HL-8), line 13 under the adjustments proposed by 

5 Public Counsel. 

6 Provision for De pred ation 

7 Q. HOW HAVE YOU DETERMINED THE PROV1SION FOR 

8 DEPRECIATION AND AMORTIZATION FOR USE IN T HIS CAS E.? 

9 

~ 0 

! 1 

!2 

13 

14 

15 

16 

17 

18 

19 

w 
l l 

A For the first three months of the thirteen month ~tveragc (December I 989 

to February 1990), I used the actual reserve balance as it appears on the 

books and records of the Company. These balances are shown o!" Exhtbtt 

3 2..1-{HL-4). I also used the current depreciation expense as it appears on 

the Company's books and records for the months of January and 

February, and the actual retirements, cost of removal, and salvage for 

those particular months. I projected the provision for depredation for the 

remainder of the test year by applying the effect ive depreciation rate for 

the year 1989 to the depreciable balance of plant in service as proJected 

by me for the months of March through December 1990. The deprec1ablc 

plant balances were calculated by subtracting the monthly land balances 

from my projected plant in sef"'rice balances as shown on Exhibit) J. /( H L-

3) for March through December 1990. The calculation of t he eiTec1 1ve 

7 
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2 

3 

4 

5 

0 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 Q. 

I 7 

18 A. 

19 

·~o 

21 

220 2 

clepreciation rate (page 2 of 2) and the projection of the depreciation 

provision (page 1 of 2) appear on ExhibiQJ.3_ <HL·5). The provision for 

deprl'ciation as calculated on that exhibit has been carried forwarrl t o 

Exhibit )2l{HL-4) and used in projecting the dcprecaataon rcscrvc balance: 

for each month of the test year. I projected retirements, cost of removal 

and salvage by using the actual balances for the first two months of th e 

test year January and February. J projected the remaining months by 

subtracting the actual January and February balance from the re tirements 

and cost of removal/salvage used by the Company and :;prcud th e t11nmant ~ 

ratably over the remaining months. Those projections appear m column!' 

(c) and (d) of ExhibitJJ.'(HL-4). The month -end balances arc shown 111 

column (e). To these month·end balances, I have added the monthly job 

development investment tax credit (JDITC) balances t o arrive at the 

month·end balances used to calculate the thirteen month average 

depreciation reserve balance. 

WHAT IS THE THIRTEEN MONTH AVER.A.CE DEPRECIATION 

RESERVE BALANCE WHICH YOU HAVE CALCULATED? 

The thirteen month average depreciation reserve baJance as shown on 

Exhibit Ju.(HL-4) is $490,975,000. From that balance, I have deducted 

the Company 13-month average balance of $487,260,000. I have incrt!as~d 

the depreciatior1 reserve by $3,715.000 which is shown on F:xhibit n u. Hl.· 

8 
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4), line 17. This amount is reflected on Exhibit :?l<.:.i.HL-8> . ltne 14 under 

2 the adjustments proposed by Public Counsel. 

3 JDJTC Balance 

4 Q. I NOTE THAT THE JDITC.FPSC 1984 RATE CASE BALA!\CE \VIII<'Ii 

5 YOU HAVE ADDED TO RESERVE IS SUBSTANTIALLY HI GH ER TI!Al\ 

6 THE COMPANY'S. CAN YOU EXPLAIN THE DIFFERENCE? 

7 1\. 

8 

9 

10 

11 

12 

13 

14 

15 

16 Q. 

17 A. 

IS 

19 

At thib point, I cannot The balances that I hove addecl to th e 

depreciation reserve agrees with what the Com pany projected in th e cnsc 

which was withdrawn last year. I merely projected the balance to the 

end of 1990. I have utilized this amount since it appears to be th e 

correct balance. I know of no reason why th e balance would decrease 

from the prior case. If the Company can explain why the balance 

decreased, and I agree with that explanation , I would decrease my 

projection for this item; however, until a satisfactory explanation IS 

received, I feel it is appropriate to use my projection. 

WHAT IS YOUR UNDERSTANDING OF HOW THIS BALANCE AROSE'' 

The Office of the Public Counsel has always contended that a tux 

deduction for ratemaking purposes should be imputed to the debt 

component of the overall rate of return earned on th e JDITC. \\n ilE." l h•! 

9 
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3 

4 

:) 

6 

7 

8 

9 

lO 

: I 

12 

e 13 

14 

15 

16 

I 7 

IS 

19 

20 

22 04 

Commission in theory agreed with that analysis. there was some concern 

that the imputation of this tax deduction might violate th e normuhr uttull 

provision uf the Internal Revenue Code. Th<> Commission th erefor<! d1d 

Pot authorize this deduction for ratemaking purposes. However. the rut L" ~ 

associated with this particular component of overall rates were 8Ulhon zt:d 

under bond so that any future determination by the Interne! Revcnut· 

Service ti> 'lt the imputation of a tax deduction would not be 8 vJOlu llon .,r 

the Internal Revenue Code would result in recovery of this component of 

rates by r.stcpayers . In 1986, a regulation wus promul~atcd which 

authorize, I the imputation of a tax deduction to th e debt compvne,, t t,f 

th~ overa.l rate of return earned on the JDITC. The Comm isslf•n th en 

authorized utilities to establish in the depreciation reserve. 8 balance 

which represented their overearnings on the JD ITC un t1l ~uch time 11), 

rates wer e reestablished which would take into account th e overstatcm<.>nt 

resulting from not imputing an interest deduction to th e debt componcn t 

of the ov ..:rall rate of return earned on JDITC. The balances shown 111 

column ( f) of ExhibitJ~z.(HL-4) represent the accumulation of th e on gJilHl 

balance end annual increases of the overstatement of rates assonated wnt . 

that JDI' 'C tax deduction. The increase in th1s balance should s top aft (·r 

rates are established in this case. 

10 
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13 

14 
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17 

IS 

19 
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Non-Electric Utility 

PLEASE DISCUSS THE ADJUSTMI::NTS SHOWN IN COLUMN ,:2) OF 

EXHIBIT _(HL-2) AS THEY RELATE TO PLANT IN SERVlCE AND 

ACCUMULATED PROVISION FOR DEPRECiATI ON. 

These adjustments are outlined on Exhibit :uc.<HL-8) under tl. e hed111g 

"Non-Electrit.: Adjustments". These adjustments ure the same as tho:;~: 

proposed by the Company which remove the investment in appliance sul ~: s 

and services from the plant in service and depreciation rc~~~erve The 

corresponding rate base-capital structure synchronization adjustment 

should be made entirely to the equity component for this ttcm. 

Commission Adjustments Made in Lest Case 

PLEASE EXPLAIN THE ADJUSTMENTS SHOWN UNDER COLUM~l l~ l 

OF EXHIBIT.:~,u,(HL-2) ENTITLED "COMMISSION ADJUSTMENTS 

MADE IN THE LAST CASE"? 

These adjustments arE> also outlined on Exhibit]li(HL-8) under th e 

heading "Commission Adjustments". The adjustments to plant in sen•t ce 

are comprised of three components. 

I have excluded from the plant in service balance, prior C()tnmt:;ston 

adjustments related to the Bonifay and Graceville offi ces and the Lctsurc 

11 
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Lake investment. These inves tments wc:re excluded by the Commlssl ' l ll 111 

2 the prior rate case as cos ts not being just ifu:d. 

3 Q. HAS THE GULF POWER COMPANY OFFERED TESTIMONY IN TillS 

4 CASE ATTEMPTING TO J USTIFY THE BONIFAY AND GHACEVILI.E 

5 OFFICES DISALLOWANCE BY THE COMM ISSION IN TilE LAST 

6 CASE? 

7 A. Yes, they have. Gulf Power has offered the testimony of Ernes t C. 

S Conner, Jr., justifying the expenditures on the Bonifay and Grac~:vdle 

9 offices. 

10 Mr. Conner·s testimony does not offer any additional informat1on wh1 ch 

I I the Commiss ion did not have available to it when it originally muo<.: th1~ 

12 disallowance. Mr. Conner was not involved with the construction of thcs<: 

13 oflkes and can not offer any personal insight into this construction 

14 Gulf was asked the following questions rerrarding Mr. Conner's 

15 participation in the construction of the Bonifay and Grace,·1llt: office 

16 139. 
I 7 

18 
19 
20 

Was Mr. Conner an employee of Gulf Power Company wlwn 
th e Bonifay and Graceville office~ were cons tructed'' 

a. Was Mr. Conner spec1fically 1nvolvcd 1n th e t:\':.Jl t . allo n 

and le tting of the contracts associated w1th th t· 
construct ion of the Bo111fay and Grac ... \'dle offi ci::: '' 

12 
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9 

10 

11 

12 

13 

14 

15 

16 

22 0 7 

b. Did Mr. Conner evaluate the need for these buildmgs 
prior to the construction of the Bonifay and Grace\·ille 
offices? 

c. WBB Mr. Conner a contracting offi cer wh0 let the 
contracts for the construction of the 13onifay anJ 
Graceville offices? 

ANSWER: 

139. No, Mr. Cunner became a Gulf Power Company employee 1n 
April of 1982. The new buildings for the Graceville and 
Bonifay offices were constructed prior to this da:e. 

139a. No. 

139b. No. 

139c. No. 

I recommend that the Commission disallow the same amount as in the 

prior case since there has been no change in circumstances since that 

case. 

17 As far as the Leisure Lake property is concerned, the Commission 

18 concluded: 

19 ... that Gulf had imprudently constructed a substa tion and 2.2 miles 
20 of distribution line to serve the Leisure Lake subriivision. wi11ch w~: 

:l1 determined was properly served by another utility. 

22 Again, this property should be excluded from rate base and not allowed to 

23 earn a rate of return. I have excluded the amount shown in the MFR..: 

24 Mr. McMillan is going to provide the actual amount included in plant 1n 

25 service as a late filed exhibit. 

13 
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Q. WOULD YOU PLEASE DISCUSS THOSE ADJUSTMENTS ENTITLED 

2 "COMPANY ADJUSTMENTS" SHOWN IN COLUMN (6) OF EXHIBIT 

3 J~(HL-2). 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

A. 

Q. 

The Company is proposing two adjustments, one to the dcprcci;:t ion 

reserve as a result of an investigation into improper costs being 

capitalized. I have accepted the theory of the adjus tment but have no 

knowledge as to the accuracy of the amount. The scconc! ud;us trncnt 1s tu 

working capital which removes some items which should not be churgcd 

to ratepayers. I am proposing other adjustments to working capital whic:h 

I will discuss later. 

Public Counsel Adjustments 

WOULD YOU PLEASE DISCUSS THOSE ADJUSTMENTS LABELED 

"PUBLIC COUNSEL ADJUSTMENTS", SHOWN IN COLUMN (8) OF 

EXHIBITJ~(HL-2), WHICH RELATE TO PLWT IN SERVICE ANU 

THE ACCUMULATED PROVISION FOR DEPRECLATION AND 

AMORTIZATION? 

17 A. The adjustments which are reflected in thi s column arc sh own inrl.i\'ldually 

IS on Exhibit ~(HL-8), page 1 of 2 and 2 of 2, linL's 13 through 25 'I he 

19 first two adjustments which are reflected on th at srhedule. I hav1· 

14 
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previously discussed, i.~ .• the adjustments to plant in service and the 

2 understatement of the depreciation reserve. Those two adjustments arc 

3 plant in service of $11,468,000 and depreciation reserve understatement of 

4 $3,715,000. 

5 Additionally, I am proposing that the Commission remove the Company':. 

6 investment in the Tallabasse6 office from tho plant account balances. 

7 This investment is associated with the lobbying activities of ~he Compli!1Y 

8 and should not be borne by ratepayers. Tho actual balance in the plant 

9 account amounted to over $43,000. It appears that these expenditures 

10 were made in the year 1987 and thus, would rofloct approximately three 

11 years of amortiultion, assuming a five year life for these assets. 

e 12 Therefore, I have a(ljusted the depreciation reserve for three years of 

13 depreciation associated with this asset. This amounts to approxir.tately 

14 $26,000. 

15 Line 15 deleted. 

16 Line 16 deleted. 

17 Line 17 deleted. 

18 Line 18 deleted. 

19 Line 19 deleted. 

20 Line 20 deleted. 

15 



e 
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2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

Q. 

Line 1 deleted. 

Line 2 deleted 

Line 3 deleted 

Line 4 deleted 

Line 6 deleted. 

Line 6 deleted. 

Line 7 deleted. 

Line 8 deleted. 

Line 9 deleted. 

Line 10 delllted. 

2210 

PLEASE EXPLAIN THE AMOUNTS SHOWN ON EXHIBIT J~(HL-8). 

PAGE 2 OF 2, LINF.8 17 AND 18. 

13 A Mr. Schultz bas recommended that certain rebuilds and renovations which 

14 were expensed by the Company should be capitalized The adjus tments 

15 on lines 17 and 18 reflect the capitalization of these cost~ and the 

16 depreciation reserve which would be reflected in the Company's accounts 

17 assuming a 10-year life for these assets. Mr. Schultz's testimony provtdes 

18 more details on why these items should be capitalized. 

16 
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Q. PLEASE EXPLAIN THE AMOUNTS ON EXHIBIT .n.~ (HL-8), PAGE 1 OF 

2 2, LINES 19 AND 20. 

3 A Mr. Schultz bas recommended underground net protectors which were 

4 expensed by the Company should be capitalized. Tho adjustments on line 

5 191 and 20 reflect the capitalization of these costs and the depreciation 

6 reserve which would be reflected in the Company's accounts assuming a 

7 10-year life for these asset.&. Mr. Schultz's t.estimony provid(.~ more 

8 details on why these items should be capitalized. 

9 Plant Held for Future Use 

10 Q. PLEASE DISCUSS THE "PLANT HELD FOR FUTURE USE" ITEMS 

e 11 WHICH SHOULD BE EXCLUDED FROM RATE BASE. 

12 

13 

14 

15 

16 

17 

18 

19 

20 

e 

A Three items in the Plant Held for Future Use account should be excluded 

from rate base. These items are detailed on OPC Exhibit -.EflHL-6). 

The first exclusion involves the Company's CaryviiJe land site. In 1976. 

the Caryville land was certified for two 500 megawatt units under 

Florida's Power Plant Siting Act. Plans for building tho:.e units were 

cancelled. The site , however, remains cortified for a 3,000 mcgawHtt 

capacity generating plant. The Company claims the land has value 

because i t has been certified as a futuru p lant s ite. T he Comprwy clwm!> 

17 
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such land should be included in rate base because 11 may be used 1n the 

2 Company's long-range plans for additional capllcity 

3 T he Company's budgeted amount for th e Caryville land mcludcl> $50 (J(J() 

4 for the acquisition of additional land. T he Comp1111y claims thut . 1f H larg~: 

5 plant needs to be built on the site, more land will be needed. The 

6 C<•mpany claims further that it is less cos tly to acquire additiOnal land 

7 now than it would be later. The Company states further thot ats 

8 Caryville land was allowed in rate base bv the Commisston in Docket ~: 

9 800001 -EI, 810136-EU, 820150-EU and 840086-EI. 

10 I am recommending that the Caryville land site be removed from rat e 

e 11 base for the following reasons. The Company is presen tly tn u situall o!1 

12 where it bas excess generating capacity. It appears the need fo, addmg 

1:> new capacity will not exist for several years. Since th e Co mpany has no 

14 definite plans to build a plant on this site in the reasonable fu ture. the 

15 land ~d any adclitional acquisitions at the site should be rcmo\' -:d from 

16 rate base. Ratepayers have already been paying t ile Compa ny a rat l' of 

17 return on such land since tbe 1980 rate case. Du ring t his pen od of 

18 approximately ten years, ratepayers have received no benefit or useful 

19 electric service from the plant site. This land should not be ulluwcd an 

20 rate base until and unless it becomr s apparent th at at is gnang :., be ll ~(·d 

21 in providing electric service to customers within a rcasonubl c tim e fram L> 

18 
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e z 
Ratepayers should not be required to pay the Company a rate of return 

on this idle land indefinitely. I am recor:tmcnd1ng that the $1 ,398,000 

e 

3 average test year investment in the Caryville land site be excluded from 

4 rate base. 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

The second item of plant held for future use to be excluded is the Ba,v 

Front Office. The Company's present Bay Front Office is not yet bcwg 

fulJy utilhed. Given this fact, it is unlikely for the Company to have a 

real need for additional office space in th e near future. The Company 

projects that this Bay Front Office site will be in use some t1mc during 

the period 1994 through 2010. I believe the Company's plans for using 

this property are too indefinite to qualify this land as a legitimate item of 

plant held for future use deserving rate base treatment. It would be 

highly unreasonable to require ratepayers to pay the Company a return 

on idle land from now until 2010. This property cannot be considered 

used and useful in providing utility service. Therefore, the $1,844,000 

must be removed from rate base. 

17 The third item of plant held for future use which should be disallowed 

18 from rate base is the Company's land at Pace Boulevard. The Company 

19 began acquiring this land in 1988 and has plans to continue acquisition of 

20 such land through 1994. The Company has designated th is land as th e 

21 site for construction of a building maintenance facility, construction of a 

19 
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- 2 
control testing laboratory. and for additional parking. These items ha\'e 

various projected in-service dates rangin& from 1990 thr~ugh 2008. ~ 

e 

3 Mlil"k Bell 1990 Financial Forecast Review workpapers. 

4 

5 

6 

7 

8 

9 

10 

I 1 

12 

13 

14 

15 

16 

17 

This item should be removed from rat.e base for the following reasons 

Company witness Conner testified that the Company's new Bay Fro:n 

office building has a third floor which was purposefully left unfimshed tu 

accommodate building maintenanre service functions and to postpone th e 

need for a new facility for same. Building maintenance is currently 

conducted from the location of the third floor of the Company's Ouy Fron t 

office building. Apparently it will be situated there for some time. Thus. 

I fail to see the need for the Pace Boulevard site to house the Company ·l> 

building maintenance group. Moreover, if the building mruntenance 

function would be facil.itated by locating it at the Pac~ Oou1 evard sn e 1n 

the near future by moving this function from its present location 1n th e

third floor of the Company's Bay Front office, this wou ld raise th e

question of whether the Company's third floor of th e Bay Front ,1fli r(: 

building would qualify as used-and-useful public utility property. 

IS The Company has indicated that it plans to acquire Sl .l 04.000 murc Jl :.~ rc 

19 Boulevard land during the period 1990 throug~~ 1994. In lie u of lllclud:lll-: 

20 this item in rate base as plant held for futu re usc. I recommend tha t t h ~· 

21 Company be allowed to record on its books an AFU DC-IIkc accrual for 

20 
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carrying costs. At such t ime when the Company is able to present to the 

Commission that definite plans have been developed und ltClual 

construction has commenced at the site. the cost of th e property plus the· 

recorded carrying charge could be compared to what the lund would hav<: 

cost had it been purchased at a later date. To th e extent t hat th e limd 

plus recorded carrying charge represents a reasonable pncc, at thut poant 

it would be appropriate to incl~de this item an rate base. Until then, I 

am recommending the removal of the 13-month average rate base amount 

of $612,000. 

Construction Work in Proeress 

ARE YOU RECOMMENDING A."N ADJUSTMEN f S T O THE 

COMPANY'S PROJECTED CONSTRUCTION WORK I N PROGRESS 

BALANCE? 

No, I am not. I have reviewed the balance and it appears that th1s level 

of construction work in progress will be incurred dunng the future tes t 

year. I am not absolutely convinced that the !:mall runr•un t of C\\ '1 P 

removed because it earns an AFUDC return . IS an appropnatc level 

Therefore, at this point in time. I have not proposed an adjustmen t ~ o 

that baJance. 

21 
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Plant Acaujsitjon Adjustment 

I NOTE THAT IN THE PUBLIC COUNSEL ADJUSTMENTS YOU AHE 

NuT REMOVING THE PLANT ACQUISITION ADJUSTMENT SHOWN 

BY THE COMPANY IN THE AMOUNT OF $8,043,000. PLEASE 

EXPLAIN. 

I have not recommended the disallowance of th is balance because it 1s 

being removed under Dr. Richard Rosen's recommendation th at an 

additional 63 mogawatta of Scherer capaci ty be allocated to un lt power 

sales. If the Commission does not accept Dr. Rosen 's recommendat ion to 

reflect the additional 63 megawatts of capacity as um t power sales. I 

would recommend that the entire plant acquisition adjustment should be 

excluded from rate base. 

In addition, in the case which was withdrawn last year. the Staff !ocatcd 

an additional plant acquisition adjustment which, according to the Staff 

report, was in the amount of $7,980,114 (I unders tand part of this amount 

bas been refunded by Georgia Power Company). Again. th is amount 

would be excluded if Dr. Rosen's recommendation was accepted to allocl.ll c 

18 alJ of Plant Scherer capacity to unit power sales. However, if that 1s not 

: 9 accepted, I would recommend that any balance associated with the 

!0 acquisition adjus tment be removed from rate base such t hat no acqutSillOn 

! I amount remains in the rate base upon wh ich ratepayers would pay a ru tt: 

22 
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of return. 

2 Q. \'IHY IS IT APPROPRIATE TO EXCLUDE THESf. ACQ UISITION 

3 ADJUSTMENTS FROM THE RETAIL RATE BASE? 

4 

5 

6 

7 

8 

9 

10 

II 

12 

13 

14 

A. It is appropriate because the ratepayers should only be rcqu1red tr 1 .JY u 

return on t he original cost of property dedicated to public servscc. 

Acq uisition adjustments represent adclitions to cost in excess of th e 

original book value. They artificially inflate the cost to be borne by 

ratepayers. In this instance, the benefit flows to the Sou t hc rn Company 

through Georgia Power's inflation of the purchase price: wh1ch Gulf paid 

for the Scherer unit. The two acquisition adjustments which are 

incorporated into the purchase price paid by Gulf clo net represC!nt thP 

true cost of the unit and would allow Georgia Power and its parent . th e 

Southern Company, to profit from the sale of this unit to Gulf Power. an 

affiliated company. 

15 Q. WASN'T PART OF THE ACQUISITION PRICE PAlO TO OG I.ETHOI~Pr. 

16 POWER CORPORATION AND THE Cln' OF DAL fOr\? 

17 A. Yes, it was. However, these resale agreements were all part of n 

IS South ern Company obligation and were not transactions ncgoue tcd b:· 

19 Gulf Power in the b est interests of the Gulf Pow. ratepaye r·!'> To pass 

23 
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along these acquisition costs which discharged the obligation of th e 

Southern Company related to the Oglethorpe Power Corpora tion and th e 

3 C.1ty of Dalton would be unfair and unequitable to the Gulf Powr·r 

4 ratepayers and would unjustly enrich the Southern Company. The 

5 Commission must exclude both of these acquisition adJus tment s when 

6 estabhshing retail rates In this case if it docs not accept th e udJus tnH·nl 

7 to unit power sales recommended by Dr. Rosen. 

8 Q. WOULD YOU PLEASE DISCUSS THOSE ADJ USTM ENTS Wll l<' ll YO U 

9 HAVE MADE TO THE COMPANY'S WORKING CAPITAL 

0 CALCULATIONS? 

l l A. 

12 

13 

14 

15 

16 

I i 

lS Q. 

19 

The udjust.ment.s which 1 have made to the Company's working cep1 tul 

calculations is reflected on Exhibitm<HL-7 ). The first adJUStmen t 1s 

shown on line 2 and reflects addit ional working ~pita! allocation to t he 

UPS sales. This adjustment reflects Dr. Rosen's recommendation that &n 

additional 63 mevwatts of capacity-be allocated to UPS sales I wd! 

discuss the additional working capital allocated to UPS sales Iuter 111 m~· 

testimony. 

PLEASE DISCUSS THE REMAINING ADJUSTMENTS SHOW!\ 01\ 

EXHI BIT :l..!:f(HL-7). 
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The first adjustment I am recommending aft.cr th e adj us tment for 

additional working capital allocated to UPS sales, is to remove th t> 

remaining balances in "Other Inves tments". This balance amounts to 

$113,000. The largest single amount in this balance is associated wtth 

"energy insurance reserve·. There are two other mi nor balances 

associated with reserve premium • ACE and rese rve prem ll; m · XL 

There is no showing on tho part of the Company tha t these deposit!:. 

really benefit the ratepayers and reduce the insurance premiu m pa:d by 

ratepayers. Until such time that the Company can clcarlv show tha t 

there is a benefit to ratepayers of including these insurance reserves in 

the rate base, ratepayers should not be required to pay a rate of n:t un. 

on them. 

The next item that I have excluded from rate bac;e is "other accounts 

receivable". The net balance which the Company has included in w0rk1ng 

capital is $1,230,000. This balance is comprised of miscellaneous accoun ts 

receivable and property damage. The majority of the balance is rel ated to 

misce llaneous accounts receivable. There is no showing on the part of th(: 

Company what is in this account nor th at the receivable is ev~n re la ted to 

utility se rvices. I have excluded the balance because I am not cert.-:in 

that these receivables actually pertain to utility service nor th a t th e 

ratepaye rs receive any benefits from their incl usion in working ~.:api ta l 

25 
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The next item excluded from working capital is b!i!-ed on the Stan·s 

recommendation in the interim filing that $6.355,000 of worktng cap1tal 

associated with fuel inventories be excluded from the rate ba.c;c. It is my 

4 understanding that this recommendation was based on the Starr~ !1111:1l_vs1S 

5 of a reasonable level of fuel inventory to be muintwned by Gulf It 1s IllY 

6 recommendation that the Staff level of inventory for rue! be accept<. ! by 

7 the Commission. 

8 The next adjus tment to the working capital that I am recommencl111g ~ ~ 

9 ussociated with the Company's materials and supplies invento1·y . Th~ 

I 0 Company has projected an increase in that inventory over actual bal1:1nccs 

11 experienced historically. There is no basis on wh1ch to conclude: that : ht· 

12 

13 

plant inventory balances will increase. I have used the actual 13-montn 

average balance for the period ended Februa.ry 28, 1990. Based ot. th ut 

14 dctual 13-month average period, an adjustment to the matenuls and 

15 supplies inventory of $2,307,000 is warranted. 

16 The next item that I have excluded from working capital IS prepa1d 

17 pension costs. The Company has included 111 working capital r<:qum:n•t.:n t:-

18 $1,485,000 of prepaid pension costs. In th e rates established w 1984. tht· 

19 Company was allowed a full pension expense in rates. Ratepayers h!l\'v 

~0 fully paid that pension expense through rates each and eve ry year Tlw 

21 Company's pension fund is now fully fu nded and the Company has mac!t· 
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an additional payment to that pension trust fund. It IS muppropnate fur 

those prepayrnent..c; to bcco~e an additional revenue ICIJlllrcrm·u t tu the 

rat<: t>ayers. Any future pension liability would not uccrue for several 

years. Ratepayers should not be burdened with prepayments when thc 

past payments have fully funded the Company's laubility to ns ernpl oycL·~. 

Therefore, it is appropriate to exclude any prepaid pcns1on cost from th l· 

working capital requirement. 

I have excluded from prepayments under th e current as!'ct Clllt:i,Ory. an 

addit ional amount of $136,000. These arc designated 111 the Compuny 's 

anaJysis as "other". There is no oth ~r explanation of whut these prcpu1rb 

are nor is there any account designation where one could rcv1~w the 

account classification under which this category would fall . Unless. and 

until, the Company can fuJly explain what type of prepaid would be undt:l 

the C.'ltegory of "other·, and how it benefits ratepayers by makmg t h1~ 

type of p1 epa~ment, no generic amount under th e headmg of "other· 

should be included for ratemaking purposes. 

18 The next item I am excluding from working capital 1s under the categor.v 

19 of deferred debits. Again, the Company has a mi scellaneous category an 

.W th e amount of S30,000. It is designated as "other miscel lunoous". The 

21 Company's analysis shows that there is no bblancc in that accou nt for th _. 

22 actual months January through August 1989. The Compan:·. however. 
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projects an amount in that category from September 1989 through 

December 1990 in the amount of $30,000. The explanation on the 

3 workpaper is "This account contains severaJ amounts such as cashier's and 

4 agent's overage, suspense accounts, etc., aJl relatively ~mall in nature. 

5 Amount based on historical baJance." However. th e Company's hts ton rul 

6 baJance shows there is no baJance in this account and to esttrnatc an 

7 amount that does not cx.ist, w::>uld not be approprinte for inclus tr' ll in 

8 working capital. Additionally, there are balances in tho "Oefcrrud Dcl.lll" 

9 category Preliminary Survey ($1,276.000) and Clearing Accounts ($452.000 1 

I 0 which represent suspense amounts which have not been clcnred. 

11 The next baJance which is excluded from working capi tal r e:lates to the 

12 Caryville subsurface study. I have excluded the C'..aryville project ent trely 

13 from rate base and it would not be appropriate to include any balance II• 

14 working capital associated with the Caryville site. Therefore. thts 1:1mount 

15 is excluded form working capital. 

16 The next item I am excluding from working capt tal IS the proJected 

17 investment in unamortized rate case expense. A rate reduction IS 

I 8 required in this case and the ratepayer should not be required to pay u 

19 return on th e Company 's expenses in requesting an UllJliSt ifi cd rate 

20 increase. Th ts investment is therefore excluded from rate base. 
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If the Commission eventually decides that Gulf is ent it led to 1.1 r1.1tc 

increase, then a rate case working capital requirement might ue ancluclcd 

3 which reflects the rati o of an authorized rate increase to the req uested 

4 rate increase times the deferred debit balance wh ich th e Company hu!, 

5 requested. In that manner, the level of rate case expense will be 

6 reflected by the amJunt of the rate increase which the Company net uall:· 

1 receives. 

o The next series of adjustments actually increase work111g capttal and th t·y 

9 relate to the fact that these expenses have been excluded from !'perullng 

0 mcome and therPfore it would not be appropriuto to tncludc the defcn eel 

I I creclit balance as a reduction of working capital. 

12 The first item excluded from working capital is the supplemental penstott 

13 and benefit reserve. Mr. Schultz has excluded expenses I.ISsociated with 

14 supplemental pensions and benefits and therefore, the reserve assocta tecl 

15 with those expenses should also be excluded from working capital. 

16 Post ret irement, life and meclicaJ insurance reserves should be cxclutiL·d 

17 fr om working catJital. Mr. Schultz has marie an adjustment to the 

I S expense for post ret irement, life and medical benefi ts to incl ude only 

19 th ose actual payments made on this expense. The additional reserve 

!0 e:Kpe nse in t h e amount of S2.935,000 which has been a ccumulated on t h1: 
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balance sheet, should be excluded from working capital. Since both Mr. 

Schultz and I agree that these expenses shnuld be reflected on an uct uul 

3 paym"nt basis, any reserve accumulated reflecting additional expenses 

4 expensed, but not paid, should not be a reduction of working cap1tul. 

5 Deferred school plan appliance has also been excluded from workml:i 

6 capital. These appliances relate to donstions by Gulf Power to schor, ls 

7 where electrical appliances are used to teach home economics. The 

8 provision of these appliances to the schools is not a necessary part of 

Y providing electric service and any credit associated with this prot{rnrn 

I 0 should be excluded from working capital. 

I I 

12 

13 

14 

I have also excludea the reserve associated with productivit~· improvement 

plan. This is a deferred compensation plan where employees who earned 

productivity improvements are allowed to defer their compensation uu dcr 

that plan. Since the productivity improvement plan has been excluded b~· 

15 Mr. Schultz from the expenses in this case, any reserve associated with 

16 that plan should also be excluded from working capital. 

17 Q. THE ONLY ADJUSTMENTS YOU HAVE NOT DISCUSSED ON EXHIBIT 

18 32-_L(HL-7) ARE THOSE WORKING CAPITAL ADJUSTMENTS RELATED 

19 TO THE ADDITIONAL ALLOCATI ON OF 63 MEGAWATTS OF 

W SCHERER CAPACITY TO UPS SALES. WOULD YOU PLEASE DIS':US.' 
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THOSE ADJUSTMENTS. 

Line 2 e n ExhibitJ)S"(HL-7) renecls the additional working capital 

allocated to UPS sales based on Dr. Rosen 's recommendation that 6:1 

additional megawatts of Scherer capacity be llllocated to UPS sales. The 

amounts were calculated based on the workpapers provided b_v tht: 

Company. Tho additional fuel stocks, other materials and supplic5 aiiCI 

prepayments rcnect the balances for Scherer 3 shown in the Compnny' ::, 

w rkpapers. The other balances have been calculated based on th e 

original allocation of these amounts in the UPS allocation workpupers 

ON LINE 16 OF EXHIBIT.]lS"{HL-7) YOU MAKE ADDITIONAL 

ADJUSTMENTS WHICH ARE LABELED "EFFECT OF UPS 

EXCLUSION". WOULD YOU PLEASE EXPLAI N THOSE 

ADJUSTMENTS? 

I have excluded GeveraJ items from working cap1tal which have been 

allocated in part in the UPS working capital adjustment. In order to not 

duplicate their exclusion, I have calculated estJm~ttes of item:. already 

excl uded in part in the UPS adjustment. These items include fuel 

inventories, materials and supplies and prep~tym cnts . The amount shown 

under th e currf::nt asst;!t column in th e amount of $8 19.000 IS tv add ha~:k 

to worki ng capital that portion which has been excluded in t he L'PS 

31 



e 

e 

2226 

adjustment thus eliminating any dupljcation. 

2 Under the h eading of deferred debits. I have excluded the Caryville 

~3 subsurface study. A portion of this balance has been allocated in th e UPS 

4 sales adjustment. I have therefore added hack that portion related tu th<: 

5 Clilj'Ville Subsurface Study. Under the last column. entitled Deferred 

6 Credits, I have deducted out credits which I have e limi:tated from th e 

7 v orking capital calculation which , in part, have already been allocaLCd out 

8 of working capital under the UPS Scherer allocati on. 

9 Q. 

~ 0 

l l A. 

12 

13 

14 

I -.:> 

16 

17 

IS 

19 

w 

PLEASE EXPLAIN THE AMOUNT SHOWN ON LI NE 18 A'::) UPS 

WORKING CAPITAL ADJUSTMENT. 

I have recalculated the working capital requirement to include all of th <: 

fuel inventory, other materials and supplies and prepaymen LS assoctated 

with Scherer Unit 3. In addition to that recalculation of the Comp~ny\ 

working capital a llocation, I have increased the to tal working capital 

allocated to Scherer Unit 3 by 52,342,000. Th1s increase 10 the aii{.Clil mn 

of working capital is to reflect the fact th at the actual v. orkmg capllal 

allocated by the Company to its unit power sales is based on a I / 8 cost of 

O&M approach . (See response 141 to Pu blic Cou nser s Second Set CJf 

lntet rogatories). This calculation of working capi tal r{; ::;ults 10 a h 1g h~· r 

allocation of working capital to ur.i t power sales th311 the balanc~: sh<:t: t 

32 



e 

e 

2 

2227 

approach. I have calculated the $2,342,000 by taking the UPS work.mg 

capital shown in response 141 in the amount of $6,505,000 and deducted 

3 the amount allocated by the Company in the amount of S4 .16J.OOO to 

4 arrive at the additional working capital reduction. 

5 Q. WHY IS IT APPROPRIATE TO USE THE l /8 O&M APPROACH TO 

6 THE CALCULATION OF WORKING CAPITAL FOR UN IT POWER 

7 SALES? 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

,g 

~0 

11 

A. The ratemaking approach used by the Commission is to allocate to retail 

rates, all ccsts associated with the Company's units and workmg capital 

which are not directly assigned to unit power sales. Therefore. reta1l 

ratepayers are always responsible for the total revenue requirement. In 

other words, if there were no unit power sales, all of the costs of Piant 

Scherer would be allocated to retail jurisdictional ratepayers. 1 hus, wh~n 

the Company recovers from unit power sales, a higher level of work1ng 

capital, then the ratepayer should receive full credit for th at actual 

investment allocated to unit power sales. Thus. the utility will not 

recover twice for the same working capital. that 15, it wll l not be alloral\:d 

to the jurisdictional retail ratepayers and also recovered m umt p .... wcr 

sales. This is the only fair approach which th ..: CommissiOn can take 1n 

order to ensure t hat ratepayers receive the t~ppropnate cred1 t aga1n!'t th ._. 

working capital requirement for unit power sales 
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Unit Power Soles 

PLEASE DESCRIBE THE ADJUSTMENT FOR UNIT POWER SALES, 

SHOWN IN COLUMN 10 OF EXHIBITh.o(HL-2). 

Dr. Rlchard Rosen has submitted testimony rccomme:tding th at the 

Commission allocate an additiC'nal 63 megawatts of Scherer cupaclly to 

unit power sales. Dr. Rosen will discuss the appropriateness of that 

adjustment. I have calculated the impact on the rate base associated wit h 

the exclusion of the entire Scherer Plant from the Company's rate base. 

The gross plant, accumulated depreciation and acquisition adJustmclll for 

Scherer Unit 3 come directly from the Company's workpapers. 

The allocation of transmission facilities was made in the same ma.mer as 

~he Company's calculation but is based on a higher allocation factor as a 

result of more UPS capacity being sold. The working capital calculation 

has previously been discussed in my testimony and Allocates addllionul 

working capital to the UPS sales in addition to the additional recovery of 

working capital based on the 1/8 formula used in UPS sales agreem ents. 

HOW DOES YOUR ADJUSTMENT FOR UN IT POWER SALES AND 

OPERATING EXPENSES DIFFER FROM THAT OF THE COMPAI'<Y? 
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A. Again, in accordance with Dr. Rosen 's recommendation. I huve re moved ull 

2 of the operating e>:penses associated with Scherer Unit 3 T he opera ting 

3 expenses are reflected in the Company's workpapers w1th the excepti on of 

4 the income tax calculation which I calculated by mllintauung the same 

5 ratio as the Company. In addition, Dr. Rosen has recommended tha t 

6 capacity equalization payments received from other companu:s in th c.-

7 System also be adjusted to reflect the fact that Scherer Unit 3 will be 

8 totally used for capacity sales and therefore would not be avu du!Jle for 

9 jurisdictional sales. 

10 

I I Q. 

12 

13 A 

14 

15 

16 

17 

18 

19 

w 

Retail Sales 

ARE YOU PROPOSING AN ADJUSTMENT TO TilE COMPAt\'l"S 

RETAIL SALi:.S? 

Yes, I am. Dr. Richard Rosen bas examined the Company's s~tl <:s foreca::. t 

and he bas indicated that he beli eves that the Company's sales forc·cast ,, 

understated by one percent. I have calculated the increase· 111 base ret !!tl 

revenue based on a 1% increase over the Company's curren t re tail l<wh 

saJes foreCdst. My calculations are shown on ExhibltJ.!.lOIL-!·h . Tl11s 

exhibit show~ that retail sales should be Increased by $2,492.8 19. T he 

adjustment to sales is reflected on line I. Column (Gl of Mr. Schulu.'s 

Exhibit !!!(HWS- 1). 
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Q. IS IT YOUR UNDERSTANDING THAT DR. ROSEN HAS RE~lOVED 

e z THE COMPANY'S ADJUSTMENT T O ITS PROJ ECTeD SALES FOR 

e 

3 SUPr RESSION? 

4 A. It is my understanding Or. Rosen's adjustment removes the Compwt_v·s 

5 suppression adjustment to its sales forecast. Th1s would be consistent 

6 with the Commission's policy of not recognizing ::secret ion or supprcsswn 

7 as a result of a change in rates. 

8 Q. WOULD YOU PLEASE EXPLAlN WHAT YOU MEAN BY ACCRETION 

9 OR SUPPRESSION AS IT AFFECTS RATES? 

tO 

. 1 

:2 

13 

:4 

5 

.6 

17 

IS 

!9 

!0 

A. In a recent Bell 't elephone case, the Company proposed an accreti on 

adjustment to reflect the fact that when rates are reduced. consumptton 

of services tend to increase. The Commission did not accept t hat 

adjustment and re moved the accre~ion revenues in determiniug the rat <.• 

increase. In the current Gulf case, in proJecting kilowatt hour sal<:!>. the 

Company included a suppression factor to reflect the fact that when rate:; 

are increased, the consumption of energy tends to decrease. Smce the 

Commission has rejected the philosophy of increasing revenue as a re ,ult 

of rate decreases, then the opposite position should also be reJected. 1.c .. 

the consumption will decrease as a result of rate increases. It 1s my 

undersLanding that Dr. Rosen has accounted for this in tus 1% 1ncrc·asL· 111 
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sales over the Company's projection. 

Depreciation and AU1onizatiop 

HAVE YOU ADJUSTED DEPRECIATION AND AMORTIZATION TO 

REFLECT THE LOWER PLANT BALANCES THAT YOU HAVE 

CALCULATED? 

Yes, I have. That fUljustment appears on Exhibit (!i(HL-10). I have 

calculated the total depreciation and amortization as it uppoar; on Exhibit 

1 U (HL-5), page 1 of 2. The first two amounts for January IUld February 

8le actually depreciation expense for those months. The remaining 

balances are based on the projected plant in service balance 8ltd the 

monthly rate I have caJculated. The total depreciation and amortization •s 

shown on line 13 of Exhibit~HL-10) and is $53,908,670. From that 

balar.ce, I have deducted those items which either flow through a clearing 

account or should not be charged to rt~tepayers. I have estirttated the 

automobile depreciation, merchandising and appliance sales depredation 

based on the actual amounts through February 1990. I then ur.n ualize 

these amounts to deduct from the depreciation expense I have calculated. 

The Tallah~ Office amortization (portion of sentence deleted) has been 

estimated. I have added depreciation for the rebuilds and renovations 

based on a ten year life for the amount I have added to plant in service. 
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2 

The adjusted net utility depreciation and amortization as shown on line 2 I 

of ~ibit Jl8{HL-10) is $62,648,703. The Company's total depreciation 

3 and amortizatirm as it appears on Schedule C-2, Column (7) is $53,59<>,000 

4 This amount includes the amortization of the acquisition adjustment. By 

5 comparing thih amount to the calculation that I have made, I huve 

6 caiculated a reduction in depreciation expense of $686,297. Th it; 

7 adjustment takes into consideration Dty previous adjustment for 

8 amortization of the acquis.ition adjustment from the expenses charged to 

9 ratepayers, since it is my position that these acquisition adjustments 

10 should not be included in rate base nor charged to ratep~tyurs. 

I 1 Interest Synchronization 

e 12 Q. PLEASE DESCRIBE YOUR ADJUSTMENT FOR INTEREST 

13 SYNCHRONIZATION. 

14 A. Exhibit...n.7(Hlrll) shows my adjustment for inte res t synchroni1.atiou. 

15 Line I reflects the adjusted jurisdictional rate bi:I.Se as shown 111 uhibn 

16 ~(HL-1). Line 2 is the weighted cost of debt calculated from ti.c capital 

17 s tructure and cost r ..ttes used by Public counsel witness R.othschsld. Ltnc 

18 3 is the int•Jrest deduction which should bt. used for ratcmaking purpo::.c~ 

19 utilizing the rate base I am recommending. 
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Line 4 is the interest deduction reflected in the company's calculation 

according to MFR Schedule C.U. Since tho Company's interest dnduction 

3 is higher than tbu synchronized interest deduction utilizing my rate b~. 

4 then income tax expense will increase. The loss of interest deduction is 

5 $2,728,000. This results in an increase in income taxes of $1 ,026,000. 

6 J nco me Tax Expcose 

7 Q. DESCRIBE THE INCOME TAX CALCULATION WHICH YOU S II OW ON 

8 EXHIBIT }.10(HL·l2). 

9 A 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 Q. 

This adjustment is composed of essentially two components. The fi rst 

component is the additional revenue which I am recommending be added 

to the jurisdictional revenue based ou Dr. Rosen 's analysis. The second 

line is the additional adjustments to tho Company's operating expense,; 

and the reduction In depreciation and amortization that I am 

recommending. The addition of these two numbers is the additional 

taxable income for ratemaking purposes and ts $22,089,000. M~tltiplying 

these numbers by the effective tax rates for State and Feueral mcom c 

taxes, results in an additional income tax expense of $I .2 I 5.000 for slHte 

income taxes and ~7 ,097,000 for Federal income taxes. 

Summary 

WOULD YOU PLEASE SUMMARIZE YOUR CONCLUSIONS. 
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A. The Company's revenues oupt to be reduced by $8,625,000. This 

2 recommendalton is based on the overstatement of the rate base and 

3 operating expenses which have been discussed in my testimony and that 

4 or Mr. Schultz. Additionally, Dr. Rosen's recommendations and that of 

5 Mr. Rothschild. are incorporated within the revenue requiremect that we 

6 are recommending. 

7 Q. DOES THAT CONCLUDE YOUR TESTIMONY? 

8 A. Yes, it does. 
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APPENDIX I 

QQALIFICATIONS OF HUGH I,ARKIN. JR. 

WHAT IS YOUR OCCUPATION? 

2235 

I am a certified public accountant and a partner in the fi rm of Larkin & 

Associates, Certified Public Accountants, with offices at 15728 Farmington 

Road. Livonia. Michigan. 

PLEASE DESCRIBE YOUR EDUCATION AND EXPERIENCE. 

I graduated from Michigan State University in 1960. During 1961 and 

1962, I fulfUled my military obligations as an officer in the United States 

Army. 

In 1963 I was employed by the certified public accounting fi rm of Peat, 

Marwick, Mitchell & Co., as a junior accountant. I became a cer tified 

public accountant in 1966. 

In 1968 I was promoted to the supervisory level at Post , Marwick. 

Mitchell & Co. As such, my duties included the direction and review of 

audiw of various types of business organizations, including munufm:turing. 

service, sales and regulated' companies . 
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Through my education and auditing experience of munufacturing 

operations, I obtained an extenmve bac4round of theoretical Md practical 

cost accounting. 

I have audited companies having job cost systems and those having 

process cost systems, utilizing both historical and standard cosL<>. 

I have a working knowledge of cost control, budgets and reports , the 

accumulation of overheads and the application of same to products on the 

various recognized methods. 

Additionally, I designed and installed a job cost system for an automvtive 

parts manufacturer. 

I gained experience in the audit of regulated companies as the ~upervasor 

in charge of all railroad audits for the Detroit cffict: of PeHt, Mur wick, 

including audits of the Detroit, Toledo and Ironton Railroad, the Ann 

Arbor Railroad, and .,ortioos of the Penn Central Railroad Company. In 

1967, I was the supervisory senior accountant in charge of tho uuclit of 

the Michigan State Highway Department, for which Pent, Murwick we~ 

employed by the State Auditor General and the Attorney General. 

1-2 



I 
.1 

l 

J , 
J 
l 
J 

l 

J 
] 

• J 
J 

2237 

In October of 1969, I left Peat, Marwick to become a partner in the public 

accounting finn of Tischler & Lipson of Detroit. In April of 1970. I l~ft 

the latter finn to form the certified public accounting fmn of Larkin, 

Chapski & Company. In September 1982 I re-<>rganized the firm into 

Larkin & Associates. a certified public accounting fum. The finn of 

Larkin & Associates performs a wide variety of auditing and accounting 

services. but concentrates in the area of utility regulation and ratcmaking. 

I am a member of the Michigan Asaociation of Certified Public 

Accountants and the American Institute of C'.ertified Public Accountants. 

testified before the Michigan Public Service Corrumssion w1d in other 

states in the following cases: 

U-3749 

U-3910 

U-4331 

U-4332 

U-4293 

U-4498 

U-4576 

U-4676 

Consumers Power Company - Electric 
Michigan Public Service Commission 

Detroit Edison Company 
Michigan Public Service Commission 

Consumers Power Company - Gus 
Michigan Public Service Commission 

Consumers Power Company - Elcctnc 
Michigan Public Service Commission 

Michigan Bell Telephone Compuny 
Michigan Public Service Commission 

Michigan Consolidated Cas sale to 
Consumers Power Company 
Michigan Public Service Commission 

Consumers. Power Company - Electric 
Michigan Public Service Commission 

Michigan Bell Telephone Company 
Michigan Public Service Commission 
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U-4331R 

6813 

Formal Case 
No. 2090 

Dockets 674, 
575, 576 

U-5131 

U-6125 

R-4840 & U-4621 

U-4835 

36626 

American Arbi
tration Assoc. 

760842-TP 

U-533 1 

U -5125R 

770491-T P 

77-554-EL-AlR 

2238 

Consumers Power Company · Gus - 1\.chearing 
Michigan Public Service Commission 

Chesapeake and Potomac Telephone Company of 
Maryland. Public Service Commission. 
State of Maryland 

New England Telephone and Telegraph Co. 
State of Maine Public Utilities Commission 

Sierra Pacific Power Company, 
Public Service Commission, State of Nevada 

Michigan Power Company 
Michigan Public Service Corn nuss ion 

Michigau Bell Telephone Company 
Michigan Public Service Comrn•ss•un 

Consumers Power Company 
Michigan Public Service Commission 

Hickory Telephone Company 
Michigan Public Service Commission 

Sierra Pacific Power Company v. Public Serv1cc 
Commission, et aJ, First Juclicial Diztrict Court of 
the State of Nevada 

City of Wyoming v. Cieneral F:lcctric 
Cable TV 

Southern 13cll Telephone anci TclcJ;ntph Compuny, 
Florida Public Scrvict! CommiSSIOn 

Consumers P\lwer (',ompany 
Michigan Public Service Comrnis..<; ion 

Michigan Bell Telephone Compuny 
Michigan Public Service Commi::.s iou 

Winter Park Telephone Com puny, Flondu 
Public Service Commission 

Ohio Edison Co., Public Uull ty Commission of 
Ohio 
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78-284-EL-AEM 

OR78- l 

78-622-EL-FAC' 

U-5732 

77-1249-EL-AIR, 
ol al 

78-671-EL-AIR 

U-5979 

790084-TP 

79-11 -EL-AIR 

790316-WS 

790317-WS 

U-1345 

79-537-El.rAIR 

800011·EU 

800001-EU 

2239 

Dayton Power and Light Co .. Public Utili ty 
Commission of Ohio 

Trans Alaska Pipeline, Federal Energy 
Regulatory Commission (FERC) 

Ohio Edison Co., Public Utility Commission of 
Ohio 

Consumers Power Company · Gas, 
Michigan Public Service Commission 

Ohio Edison Co., Public Utility Com mis.-;ion of 
Ohio 

Cleveland Electric Illuminating Co., Public Utility 
Commission of Ohio 

Consumers Power CompaJ•Y· 
Michigan Public Service Commission 

General Telephone Company of Florida. Floridu 
Public Service Commission 

Cincinnati Gas and Electric Co. , Public Utilities 
Commission of Ohio 

Jacksonville Suburban Utilities Corp.. Flondu 
Public Service Commission 

Southern Utility Company, Flurida Public Servacc 
Commission 

Arizona Public Service Comp1111y. Arizona 
Corporation Commission 

Cleveland Electric llluminut ing Co., Puhlat· Utalalac:-; 
Commission of Ohio 

Tampa Electric Company, Floridu Public Service 
Commission 

Gulf Power Company, Floridtt Public Scrvacc 
Commission 
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U-6979-R 

S00119-EU 

81003&-TP 

800367-WS 

TR-81-208•• 

810095-TP 

U-6794 

U-6798 

810136-EU 

&002/GR-81-342 

H20001-EU 

810210-TP 

81021 1-TP 

8102fil -TP 

810252-TP 

Consumers Power Company, 
Michigan Public Service Commis."1on 

22 4U 

Florida Power Corporation. flonda Public Scrv1cc 
Commission 

Southern Bell Telephone and Telegrnph Compuny, 
Florida Public Service Commi&.ion 

General Development Utilitic~. Inc., Port Malubur. 
Florida Public Service Commission 

Southwestern Bell Telephone Company. Missoun 
Public Service Commission 
••Issues Stipulated 

General Telephone Company of Floridu. Flondn 
Public Service Commis.<iion 

Michigan Consolidated Gas Cornpw1y, 16 refund~ 
Michigan Public Service Commission 

Cogeneration and Small Power ProductiOn 
PURPA, Michigan Public Service Com m1ssion 

Gulf Power Company, Florida Public Scrv1cc 
Commission 

Nortberu State Power Compuny 
Minnesota Public Utilities Commission 

General Investigation of 1-'uel Cos! Recovery 
Clauses, Florida Public Service Commission 

Florida Te lephone Corporuti.m. Florida 1'11bllc 
Service Commission 

United Telephone Co. of Florullt, Flondt1 1'11lll1r 
Service Commission 

Quincy Telephone Company . Flondtt Public S(·rvacc 
Commission 

Orange City Telephone Company. Flon ,lu Public 
Service Commission 
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U-6949 

18328 

U-6949 
I 
I 
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'1 820007-EU 

820097-EU 

J 820150-EU 

~ 18416 

J 
820100-EU 

U-7236 

U-6633-R 

I 
U -6797-R 

J 
82-267-EFC 

] 
U-5510-R 

• ~2-240-E 

J 
·J 

22 -l l 

East Kentucky Power Cooperative, Inc., Kentucky 
Public Service Commission 

Detroit Edison Company · PartiaJ and lmmediut e 
Rate Increase 
Michigan Public Service Commission 

Alabama Gas Corporation , Alabama Publ ic Service 
Commission 

Detroit Edison Company · Final Rate 
Recommendation 
Michigan Public Service Commission 

Tampa Electric Company, Florida Public Serv1re 
Commission 

Florida Power & Light Company. Floridu Pubilr 
Service Commission 

Gulf Power Company, l'~lorida l'ubhc Service 
CommiAAion 

Alabama Power Company, Public Service 
Commission of Alabama 

Flor ida Power Corporation, Florida Public Scrv1n· 
Commission 

Detroit Edison-Burlin(,rtOn Northern ltcfund 
Michigan Public Rcrvicc Commi~<;ion 

Detroit Edison · MHCS Prognun, 
Michigan Public Service Commission 

Consumers Power Company · MRCS l'ruh'Ttt llt . 
Michigan Public Service Comm1ssion 

Dayton Power & Light Company, Public Uttltty 
Commission of Ohio 

Cons umers Power Company · t-:n ergy Cuust•rvllll tJ il 
Finance Progrwn, Michigan Public Scrvtn· 
Commission 

South Carolina Electric & Gas Cor::pw1y. South 
C.aroHna Public Service Commission 
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8624 

8648 

U-7065 

U-7360 

820294-TP 

Order 
RH-1-83 

8738 

82-168-EL-EPC 

6714 

82-165-EL-EFC 

830012-EU 

U-4758 

8836 

2242 

Kentucky Utilities, Kentucky Public Serviei) 
Commission 

East Kentucky Power Cooperative, Inc., Kentucky 
Public Service Commission 

The Detroit Edison Company (Fenni II), Michigan 
Public Service Commission 

Generic Working Capita) Requirements, Michigan 
Public Service Commission 

Southern BeU Telephone Company, Florida Public 
Service Commission 

Westcoast Gas Transmission Company, Ltd., 
Canadian National Energy Board 

Columbia Gas of Kentucky, Inc., Kentucky Public 
Service Commission 

Cleveland Electric illuminating Company, Public 
Utility Commission or Ohio 

Michigan Consolidated GM Company Phase II, 
Michigan Public Service Commission 

Toledo Edison Company, Public Utility Commission 
or Ohio 

Tampa Electric Company, 
Florida Public Service Commission 

Arkansas Power & Light Company, 
Missouri Public Service Commission 
••Issues Stipulated 

The Detroit Edison Company · (ltcfuncl<> l. Michigan 
Public Service Commission 

Kentucky American Water Compuny, 
Kentucky Public Service Commission 
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83-07-15 

81-0485-WS 

U-7650 

83-662•• 

U-7650 

U-6488-R 

Docket No. 15&s4 

U-7650 
Reopened 

38-1039•• 

83-1226 

U-7395 & U-7397 

820013-WS 

U-7660 

U-7802 

Western Kentudty Gas Company, 
Kentucky Public Service Commission 

Connecticut Light & Power Company, 
Department of Utility Control State of Connecticut 

Palm Coast UtiJjty Corporation, Florida Public 
Service Commission 

Consumers Power Company · (Partaal and 
Immediate), Michigan Public Service Commission 

ConLinentaJ Telephone Company, Nevada Public 
Service Commission 
••Jssues Stipulated 

Consumers Power Company · Finul 
Michigan Public Service Commission 

Detroit Edison Co. WAC & PI PAC R.cconcihulloll l, 
Michigan Public Service Commission 

Louisiana Power & Light Company, Public Service 
Commission of the State of Louisiana 

Consumers Power Conpany (Reopened tl earingsl 
Mkhlgan Public Service Commission 

CP National Telephone Corporulion 
Nevada Public Service Commisswn 
••Issues Stipulated 

Sierra Pacific Power Company (He upphcallon til 
form holding company), Nevada Pulllic Scrv1cc 
Commission 

Campaign BaJiol Proposals 
Michigan Public Service CommissHlll 

Seaco:lSt Utilities 
Florida Public Service Commis.-;ion 

Detroit £djson Company 
Michigan Public Service Commission 

Michigan Gas Utilities Company 
Michigan Public Service Commission 
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830466-EI 

U-777? 

1 
U-7779 

'1 
U-7480-R 

U-7488-R 

U-7484-R 

( 
U-7650-R 

~ ., U-7477-R 

U-7612-R 

1 
18978 

9003 

R-842l583 

1 
9006• 

1 

1 
U-7830 

,. 767fi 

J 
~J 

Florida Power & Ugbt Company 
Florida Public Service Commission 

Michigan Consolidated Ga.c; Company 
Michigan Public Service Commission 

Consumers Power Company 
Michigan Public Service Couu:nission 

Michigan Consolidated Gas Company 
Michigan Public Service Commission 

Consumers Power Company - Gas 
Michigan Public Service Commission 

Michigan Gas Utilities Company 
Michigan Public Service Commission 

Detroit Edison Company 
Michigaa Public Service Commission 

Indiana & Michigan Electric Company 
Michigan Public Service Commission 

Consumers Power Company - Electric 
Michigan P.lblic Service Commission 

22 4 4 

Continental Telephone Company of the South · 
Alabama, Alabama Public Service Commission 

Columbia Gas of Kentucky, Inc. 
Kentucky Public Service Commission 

Duquesne Light Company 
Pennsylvania Public Utility Commission 

Big Rivers Electric Corporation 
Kentucky Public Service Commission 
• Company withdrew filing 

Consumers Power Company - Electric (Partial und 
Immediate) Michignn Public Service Commission 

Consumers Power Company · Customer Refund.s 
Michigan Public Service Commission 
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U-7830 
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U-4620 

J 
U-16091 

9163 .1 
U-7830 

U-4620 

~ ,_ 76-18788AA 
& 76-18793AA 

l U-6633-R 

19297 

J 
9283 

' 

850050-El 

'\ R-850021 
J 

] TH.-85-179•• 

•• 
6350 

J 
I 

Houston Lighting & Power Company 
Texas Public Utility Commission 

Consumers Power Company · Electric · 
"Financial Stabilization· 
Michigan Public Service Commission 

224 'j 

Mississippi Power & Light Company (l ntcnm ) 
Mississippi Public Service Commission 

Louisiana Power & Light Company 
Louisiana Public Service Commission 

Bic Rivers Electric Corporatiou 
Kentucky Public Service Commission 

Consumers Power Company · Jo:lcct rir · (Finall 
Michigan Public Service Commission 

Mississippi Power & Light Com puny · (Fuwl) 
Mississippi Public Service Commission 

Detroit Edison (Refund - Appeal of U-4807 l 
Ingham County Circuit Court 
Michigan Public Service Commission 

Detroit Edison (MRCS Program Reronciliut ion) 
Michigan Public Service Commissio•1 

Continental Telephonf' Compuny of the South 
Alabama, Alabama Public Service Cwnrnis.."u•n 

Kentucky American Water Company 
Kentucky Public Service Commissum 

Tampa Electric Company 
Florida Public Service Commiss1011 

Duquesne Light Company 
Pennsylvania Public Service Conunission 

United Telephone Company CJf Missouri 
Missouri Public Service Commission 

EJ Paso Electric Company 
The Public Utility Board of the City of El Paso 
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85-5::!476AA 
& 

85-534855AA 

U-8091/ 
U-8239 

9230 

85-212 

850782-EI 
& 

850783-EI 

ER-8564600 I 
& 

ER-85647001 

Civil Action • 
No. 2:85-0652 

Docket No. 
850031-WS 

Docket No. 
840419-SU 

R-860378 

R-850267 

R-860378 

Docket No. 
850151 

22·l l> 

El Paso Electric Company 
Public Utility Commission of Texas 

Detroit Edison-refund-Appeal of U-4758 
Ingham County Circuit Court 
Michigan Public Service Commission 

Consumers Power Company-Gas 
Michigan Public Service Commission 

Lcslio County Telephone Company, Inc. 
Kentucky Public Service Commission 

Central Maine Power Company 
Maine Public Service Commission 

Florida Power & Light Company 
Florida Public Service C<lmm1ssion 

New England Power Company 
Federal Energy Regulatory Commission 

Allegheny & Western Energy Corporation, Plaintiff. 
- against - The Columbia Gas System. Inc .. 
Defendant 

Orange Osceola Utilities, Inc. 
Before the Florida Public Service c()llHIIISSIOII 

Florida Cities Water Company 
South Ft. Myers Sewer Operations 
Before the Florida Public Serv1cc Cmnm•s.-;wn 

Duquesne Light Company 
Pennsylvania Public Service Commis.">IOII 

Pennsylvania Power Company 
Pennsylvania Public Service Comm1ssion 

Duquesne Light Company · S urrebultHI 
Testimony - OCA Statement No. 21> 
Pennsylvania Public Service Commission 

Marco Island Utility Company 
Before the Florida Public Service Comnus.-;wu 
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Docket No. 
719~ (Interim) 

R-850267 Reopened 

Docket No. 
87-01-03 

Docket No. 5740 

1345-86-367 

Docket 011 
No. 86-11-019 

Case No. 29484 

Docket No. 7460 

Docket No. 
870092-WS• 

Case No. 9892 

Docket No. 
3673-U 

Docket No. 
U-8747 

Docket No. 
861564-WS 

Docket No . 
F AB6-19-00 1 

Gulf States Utilitaes Comj)8Dy 
Public Utility Commission of Texas 

22 4 7 

Pennsylvania Power Company 
Pennsylvania Public Service Commission 

Connecticut Natural Gas Corporation 
Conuecticut Department of Public 
Utility Control 

Hawaiian Electric Company 
Hawaii Public Utilities Commissaon 

Ariz.ons Public Service Company 
Arizona Corporation Commission 

Tax Refonn Act of 1986 · Californi11 
Generic 

California Public Utilities Commassiou 

Long Island Lighting Company 
New York Department of Public Service 

El Paso Electric Company 
Public Utility Commission of Texas 

Citrus Springs Utilities 
Before the Florida Public Service Commassivn 

Dickerson Lumber EP Company · Complainant 
vs. Farmers Rural Electric Coopcrulivc and !·:us l 
Kentucky Power Cooperat ive · l>cft:nclunls 
Before tbe Kentucky Public Service Cmnmasswu 

Georgia Power Company 
Before the Georgia Public Service Cwntuasstll ll 

Anchorage Water and Wustcwatcr Utallty 
Report on Management Audit 

Century Utilities 
Before thf'! Florida PuLlic Scrvacc Commassaun 

Systems Energy Rc.:sounes. Inc 
Federal Energy Regulatory Comrnissaon 
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Docket No. 
870347-TI 

Docket No. 
8', 0980-WS 

Docket No. 
870654-WS• 

Docket No. 
870853 

Ci':il Action • 
No. 87-0446-R 

Docket No. 
E-2, Sub 537 

Case No. U-7830 

Docket No. 
880069-TL 

Case No. 
U-7830 

DOf kct No. 
8BOJ55-EI 

Docket No. 
880360-EI 

Docket No. 
F A8().. 19-(J()2 

Docket Nos. 
83-0.>37 -Remand 

& 
84-0:;55-Remand 

AT&T Communications of tho 
Southern States, Inc. 
Florida Public Service Commission 

St. Augustine Shores Utilities Inc. 
Florida Public Service Commission 

North Naples Utilities, Inc. 
Florida Public Service Commission 

.!248 

Pennsylvania Gas & Water Comp11ny 
Pennsylvania Public Utility Commission 

Reynolds Metals Company, Plaintiff. v. 
The Columbia Gas System, Inc., Commonwealth 
Gas Services, Inc., Commonwealth Gru; Pipclinl.' 
Corporation, Columbia Gas Transmission 
Corporation, Columbia Gulf Trun~rni ::.sion 

Company, Defendants - In the United Stale~ 
Dis trict Court for the Eastern D1s tnct of Virgin111 
Richmond Division 

Carolina Power & Light Company 
North Carolina Utilities Commission 

Consumers Power Company - Step 2 Rcopenf'd 
Michigan Public Service C.ommission 
Southern BeU Telephone & Telegraph 
Florida Public Service f'..ommission 

Consumers Power Company · Step :m 
Michigan Public Service Commission 

Florida Power & Light Compuny 
Florida Public Service Comm1ssion 

Gulf Power Company 
Florida Public Service Commissum 

System Energy Resources, Inc:. 
Federal Energy Regulatory Comml~'i i OII 

Commonwealth Edison Compuny 
Illinois Commerce Commission 
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Docket Nos. 
83-0537 -Remand 

1?:: 
84-0556-Remand 

Docket No. 
880537-SU 

Docket No. 
881167-EJ••• 

Docket No. 
881503-WS 

Cause No. 
U-89-2688-T 

Docket No. 
89-68 

Docket No. 
861190-PU 

Docket No. 
89-08-11 

Docket No. 
R-891364 

Formal Case 
No. 889 

Case No. 88/546 

Case No. 87-11628 

Case No . 
89-640-G-42T• 

.l 

Commonwealth Edison Company · 
Surrebuttal 
Illinois Commerce Commission 

Key Haven Utility Corporation 
Florida Public Service Commission 

Gulf Power Company 
Florida Public Service Commission 

Poinciana Utilities, Inc. 
Florida Public Service Commission 
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Puget Sound Power & Light Company 
Washington Utilities & Transportation Comrn lllcl· 

Central Maine Power Compuny 
Maine Public Utilitie~; Commission 

Proposal to Amend Rule 25-14.003, f .AC. 
Florida Public Service Commission 

The United Illuminating Company 
State of Connecticut, Department of Publ ic 
Utility Control 

The Philadelphia Electric Company 
Pennsylvania Public Utility Com mission 

Potomac Electric Power Company 
Public Service Company of the Dis trict of 
Columbia 

Niagara Mohawk Power Corporal ion, c l nl 
Plaintiffs, v. Gulf+ Western, Inc. c l ul. ddcudnnL~ 
(In the Supreme Court County of Ononcla~u . 
State of New York) 

Duque<me Light Company, et al, pluintiiTs, ugu1n~t 
Gulf + Western, Inc. et aJ, defendants 
(ln the r-ourt of the Common Pleas of Allegheny 
County. Pennsylvania Ci vil Divis ion ) 

Mountaineer Gas Company 
West Virgin ia Public Service Commission 
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Docket No. 890319-EI Florida Power & Ugbt Company 
Florida Public Service Commission 
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Docket No. EM89110888 Jersey Central Power & Ugbt Company 
Board of Public Utilities Conunissioners 

•ease Settled 
••Issues Stipulated 

•••Company withdrew case 
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Additionally, I performed an investigation and analysis of Michigan Consolidated 

Gas Comp&ny and participated in the discussion which led to the settlement of 

Michigan Consolidated rate case which was culminated in Rate Order U-4166. 

From April 28, 1975, to March 15, 1976, I was under contract to the Michigan 

House of Representatives as Tuclm!cal Staff Director of a Special House 

Committee to study and evaluate the effectiveness of the Michigan Public 

Service Commission and the rates and service of public utilities. As Technical 

Staff Director, I supervised personnel loaned to the Committee from the State 

Auditor General's Office. The reports to that Committee prepared by myself 

and Allen Briggs, an attorney, to revise utility regulation, were adopted in 

virtually all material respects in its final report and recommendations and served 

as a basis of numeroUB bills introduced in the 1976 and 1977 sessions 0f the 

legislature. The Staff of the Committee, under my direction, investigated and 

reported to the Committee on numerous regulatory issues, including ratepayer 

participation in utility regulation, fuel cost adjustmeDl clauses, purchased gas 

adjustment clauses, comparative electric, gas and telephone rates, treatment uf 

subsidiaries of utilities in ratemaking, research and planning capabilities of the 

Michigan Public Service Commission, utility advertising, regulatory oversight of 

utility management, deferred tax.es in ratemaking and the organizational 

structure and functions of the Michigan Public Service Commission. 
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In the course of my work as a certified public aa:ountant, I advise clients 

concernillg the obtaining of capital funds, and have worked with banking 

institutions in obtaining loans. I have participated in negotiating the sale and 

purchase of businesses for clients. in connection with which I have valued the 

physical assets of various business firms, and also determined the value of 

present and future eaminp measured by market rates of return. I have 

participated in acquisition auruts on behalf of large national companies interested 

in acquiring smaller companies. 

My testimony in utility rate cases has been sponsored by state Attorney 

Generals. groups of municipalities, a district attorney, Peoples' Counsel. Public 

Counsel, a ratepayers' committee, and I have also worked as a Staff Consultant 

to the Arizona Corporation Commission. 

In November, 1985, with two members of the firm, I presented a seminar ou 

utility accounting for the Legal Services RegionaJ Utilities Task Force in Atl.mtu. 

Georgia. 

In September , 1988, with two members of the finn. I presented a semi nar on 

utility aa:ounting for the Office of Consumer Advocate. Attorney General's 

Office, State of Pennsylvania. Individuals from that division as well as 

Commission Staff members attended. 
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MR. BURGESS: I do h.ave something to bring 

2 out, however, with r~gard to Exhibit 575 . This was an 

3 exhibit that was offered by Gulf Power Company through 

4 witness, Richard McMillan. We objected to it and you 

5 had reserved ruling. 

6 CHAIRMAN WILSON: Okay. 

7 MR. BURGESS: I explained basically that it 

8 appeared to be more appropriate for rebuttal. Gulf 

9 also agreed th.at probably it was and they were simply 

10 trying to bring it out, as soon as possible, for the 

11 parties' attention, and I appreciate that. 

12 We have gone over informally -- you had 

lJ suggested thP'. the witness may be available for 

14 deposition, et cetera. We went over informally with 

15 Mr. McMillan and Don Hale and Hugh Larkin from our 

16 office discussed it. And I still contend that it's a 

17 somewhat complex iaaue or a somewhat complex eXhibit 

18 that contains a number of issues. 

19 What I would like the opportunity to do, it 

20 it meets with the Ca.miaaion's approval, is I would 

21 withdraw the objection that I have. If I could have 

22 Mr. ~rkin testify as to his reaction to the exhibit. 

23 And what I would suggest is, ot course -- J realize you 

24 could simply overrule the objection, so I may not be 

25 giving anything away; but, nevertheless, I think this 
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1 provides what I would consider a somewhat more level 

2 playing field it my witness could address what his 

3 concerns are with the same exhibi t that Mr. McMillan 

4 would later also then testify t o . 

5 

6 

., 

MR. HOLLAND: I have no objection to that. 

MR. BURGESS: Th.ank you, Mr. Holland . 

CHAIRMAN WILSON: Are you qoinq to have him 

8 do that nov? 

9 MR. BURGESS: Yes, I would. Either before or 

10 after the 

11 CHAIRMAN WILSON: Well, somewhere in he re is 

12 that exhibit, and I need to see it I can find it. 

13 What's the nuaber? 

14 

1 5 

MR. BURGESS: 575. 

COMMISSIONER EASLEY: Steve, what does it 

16 look like? 

17 MR. BURGESS: It's a two-paged exhibit 

18 (indica ting) . 

19 COMMISSIONER EASLEY: When did we qet it? 

20 That would help. Direct ae toward what f i le --

21 COMMISSIONER BEARD: Last year some time . 

22 MR. BURGESS: The third day. 

2 3 COMMISSIONER EASLEY: Thursday. 

24 

25 

MR. BURGESS: No, the third d a y. 

COMMISSIONER BEARD : It was prior to your 
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1 coming on the Commiss i on, seems like . 

2 

3 help. 

4 

5 

6 

7 

MR. BURGESS: I have two copies if that would 

CHAIRMAN WILSON: Sure would. 

MR . HOLLAND: We can get some copies made. 

MR. VANDIVER: Why don't we do that . (Pause) 

MR. BURGESS: You want to proceed with the 

8 other cros s and coae back ··-

9 CHAIRMAN WILSON: Did you give me the extra 

10 copy you have? 

11 MR. BURGESS: I didn't , Rob said he was going 

12 to go make them. 

13 CHAIPMAN WILSON: Okay, we'll j ust wait until 

14 he qets back. (Pause) 

15 

16 ahead? 

17 

MR. HOLLAND: Ready ? You want me to go 

CHAIRMAN WILSON: Why don't you go ahead and 

18 start crosm examination and when you finish, we'll go 

19 to that exhibit. 

20 CROSS EXAMINATI ON 

21 BY MR. HOLLAND: 

22 Q Mr. Larkin, would you please turn to your 

23 Exhibit HL-3? 

24 

25 

A 

Q 

Yes. 

I tell you what, before we do Lhat, let me 
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1 just ask you one question. It really relates t o the 

2 exhibit. At Page J, Line 6 o! your testimony, and at 

J Page 24, Lines 14 and 15, and then again at Line 

4 Puge 3 1 , Lines J and 4 , you state that Dr. Rosen 

5 recommend s that 63 additional megawatts of Schere r 

6 capacity be al l ocated to unit power sales. 

7 

8 

A 

0 

Yes. 

Can you show me where in his testimony he 

9 makes that statement? 

1 0 A That he specifically says it should go to 

11 unit power sales? 

12 

13 

0 

A 

14 It states 

15 

16 

0 

A 

Yes . 

I de-· 't know whether he does spec it ica 11 y . 

He didn't say that, did he ? 

He states that the 63 megawatts should r.ot be 

17 allocated to jurisdictional rate payers. 

18 0 And did you, taking the s tatemen t that it 

19 should no t be allocated to retail, make the j ump or the 

20 conclusion that i! it's not retail, it's unit powe r 

21 sales? 

22 A Well , it has to come out, and I t ook it out 

23 in the s ame proportion it woula have come o ut, wo rk i ng 

24 capital and other components, aE t he unit power sales 

25 would have been taken out. so it rea lly doesn't ma tter 
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1 whether you label it as unit power sales or you label 

2 it as excess capacity. Those costs wou ld ha ve to be 

3 removed from jurisdictional rates. 

4 0 It's not being sold in unit powe r sales 

5 though, is it, the 63 megawatts? 

6 A Not ~t this po i nt in time, but that' s a 

7 possibility. 

8 Q Not for purposes of the test year it's not 

9 being sold? 

10 A That's correct. 

11 Q In your c omputations, we had a very diffi c ult 

12 time in understanding what you in fact did in your 

13 allocation, a~~ let me just ask you this way , did you 

14 in fact take the allocated rate base e xpense, et 

15 cetera, associated with the 149 megawatts that has no t 

16 -- that has been sold in un J t power sa l e~ and come up 

17 with a charge for that and then on a per-kW basis or 

18 per-megawatt basis and then multiply that by 63? 

19 

20 

21 

A 

Q 

A 

No. 

How did you do it? 

We went back through the work papers and t ook 

22 the actual costs, where there were actu3l costs that 

23 were assigned to Scherer, like the produc tion plant, 

24 that is -- that's the data that's in the Company's work 

25 papers, the general plant , tha t's data that is in the 
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1 work papers. There is an allocation asso c iated with 

2 transmission. We recalculated that allocat ion based on 

3 the 63 additional megawatts bei ng sold at the unit 

4 power sales. And then the working capital portion, the 

5 fuel inventories are shown in the wo rk papers, the 

6 pre-paida for the total is shown in the wo rk }:-apers. 

7 We simply took that and used that. There aro an 

8 allocation of work-- of credits from working c apital, 

9 and we allocated those based on the additiona l portion 

10 ot plant that was allocated. That reduced working 

11 capital. 

12 Q Okay, let me just make sure I understand. 

13 You did in fa · t allocate, based on the <.a lloc ation that 

14 was done for the 149 megawatts , and using the UPS work 

15 papers, you did allocate some general plant and you d ;d 

16 allocate some transmission expense and payments that 

17 are made by the UPS customers to the 6 3 megawatts , is 

18 that correct? 

19 A Where there was an alloc atio n of transmission 

20 or general plant, we reallocated those t o reflect the 

21 additional 63 megawatts. Yes. 

22 Q Have you done any cost-to-serve analysis or 

23 anything to show whether there is , in fact, a cos t t o 

24 benefit the type -- or a cost associated with that 6 J 

25 megawatts that matches the allocation that you made 
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1 with respect to plant or any other expense? 

2 A We tollow&d the same allocation procedures 

3 the company did. To the extent that that reflects an 

4 allocation of costs lower or higher than should be 

5 allocated, it's in the same proportion. 

6 Q How to your HL-3 . 

7 A Yes. 

8 Q Do you have that? 

9 A Yes. 

10 Q Let me make sure I understand what you'v~ 

11 done here. It I read your testimony correctly, what 

12 you have done is started in January, January 1st of 

13 1988, taking c~lt's actual plant in-service, bringing 

14 that forward, picking up with a trending-type 

15 mechanism, a regression-type analysis that trends out 

16 througl. year-end 1990, is that accurate? 

17 

18 

19 

A 

Q 

A 

No - - yes and no. 

Okay. 

What I did was to use the data, starting with 

20 January '80, it that's the right -- I think that's 

21 correct, and used all of the actual da~a as a part of a 

22 regression analysis and looked at the coefficient to 

23 see if the curve fit, and it had a high coefficient, 

24 that there is a relationship between t ime and the plant 

25 balances. Then I used the actual balanc es for those 
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1 months that were available, January -- o r December, 

2 JanuaryO and February, and theu us ing the data in the 

J linear reqreaaion, I projected the rest ~ f the test 

4 year , March throuqh December , based on t he linear 

5 reqreaaion analysis. 

6 Q And correct me if I'm wronq , but if you looK 

7 at your December 1989 actual and your December 1990 

8 projected, you are projectinq that Gulf Power will add 

9 $38 million of capital additions i n 1990, is t hat 

10 correct? 

11 A I'd have to subtract it, but that looks 

12 accurate. $38,311,000 is the difference between the 

13 two nuabers. 

14 Q All riqht, do you know what Gulf's capital 

15 budqet is for 1990? 

16 

11 

18 

19 

20 

A 

0 

A 

Q 

Not ott --

Anticipated additions? 

Just -- not off the t op of my head. 

Would you aqree 

MR. BURGESS: Excuse me . I'm sorry, I 

21 thought he was qoinq to add something to that. 

22 WITNESS LARKIN: But the capita l budget would 

23 not be a document tha t is as reliable a s i n fact you 

24 could look at it i~ any part icular period of time and 

25 you could not state wi th any surety that the projects 
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1 that are reflected in there will be built ever, o r will 

2 be built in any particular year. So it i s not a 

3 reliable bas i s on which to c a lculate o r p r ojec t plant 

4 balances, and that 's why i t wasn't used. 

5 Q Okay , I want t o talk about that in just a 

6 minute, but you didn't make any ad j ustment either up or 

7 down to the budgeted amount of CWIP? 

e 

9 

A 

Q 

That's correct. 

The assumption given that fac t t hen would be 

10 that there would be no -- that the $38 million wvuld be 

11 all that would be added in 1990, is that correct, bas·ed 

12 on your trending mechanism? 

13 

1 4 

15 

A 

Q 

A 

That ~he net plant would be - 

$38 million greater? 

Greater. That reflects additions and 

16 retirements and anything e lse that might go on in that 

17 plant account. 

18 

19 

20 

21 

22 

23 

2 4 

25 

do 

is 

i n 

Q I know you said i t didn't matter to you, but 

you know what Gulf's actual-to-budghet through May 

for plant additions? 

A Ac tual to budget? 

Q Yeah . 

A We ll --

Q Whether Gulf is over budyet or under budget 

plant additions? 
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1 A They've got to be under budget because they 

2 used the budget to look at this test year. And every 

3 mc nth of this test year they've constructed or adGed 

4 less plant than they've shown in the test year. 

5 Q You were not here, but it would surprise you 

6 then that the prior testimony was that year to date 

7 through May, Gulf is in fact on budget for its plant 

8 additions? 

9 A That wouldn't surprise me that you 'd say 

10 that, but it doesn't agree with the rate case. 

11 Q Well, I am curious about that. (Pause) Why 

12 would it not surprise you for us to say that if it 's 

13 not in fact ~he case? 

14 Well, because you -- you changed the 

15 construction budget and you changed the various thingG 

16 a o you go along. This projection for this rate case 

17 was made at a point in time that there might have been 

18 changes to the construction budget after that. 

19 Q You have not done any analysis t o indicate 

20 what might have happened, if anything? 

21 A No. What I've done is an analysis that shows 

22 that the actual is far less than what you projected for 

23 this rate case. 

24 Q What you've, in effect, done with your 

25 trending and your projections is t o c ut c onstruc tion 
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budget without any specif ic projects being questioned, 

2 is that accurat.e? 

3 No. What I've done is to attempt to project 

4 what I feel plant in-service will be for this test 

5 year, and it you look at the two months of the actual 

6 attar my projec tion£, in the first month, March, I 

7 projected $1,427,365. The actual was $1, 425,000. 

8 I exceeded the plant in service by 1.8 

9 billion or 1.8 million . In the next month I projected 

10 1.431 billion. The actual was 1.4 33 billion. I was 

11 under the actual by a 1.812 million. So on net, I'm 

12 within what the actual is tor the year-to-date by 

13 72,000. 

14 Q Mr. Larkin, you have testified on a number ot 

15 occasions, as well as some of the other witnesses who 

16 work with you, tor you, t hat nonrecurring i tems , if you 

17 know a certain item has been removed or will not occ ur . 

18 that that ought to be removed from the analysis. Is 

19 that an accurate statement? 

20 It could be, but when you qet the project i ons 

21 and you look at those projections compared to the 

22 actual and you're right on the money, then, you have to 

23 conclude that what you did was a c curate . 

24 0 That would depend on what point in time 

25 you're looking at, would it not? 
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That's correct. 

Okay. 

3 A What I've also said in my testimony, though, 

4 id that the Commission ought to look at what the 

5 actual& are and substitute those. And then make their 

6 own projections if they think mine are i r accurate. 

7 Q Well, let's talk about about that then, 

8 because we've done some . And we want to suggest either 

9 that you accept this subject to check or that you 

10 performed the analysis on your own. 

11 CHAIRMAN WILSON: Let me ask a real quick 

12 question. Did you intend to say that whenever we're 

13 dealing wit~ projected information, that if we get into 

1• a teat year and we have actual data, that the actual 

15 data should always be suL~tituted for the projected? 

16 WITNESS LARKIN: If the projected looks like 

17 it's out ot whack tor some reason , and there is not any 

18 nonrecurring type items in there. Actual, to me, is 

19 always bette r than projected. 

20 

2 1 

22 

23 

2. Q 

CHAIRMAN WILSON: So is the answer, "yes" ? 

WITNESS LARKIN: Yes. 

CHAIRMAN WILSON : All right. 

WITNESS LARKIN: With those caveats. 

(By Hr. Holland ) But you would agree, and 

25 you have agreed with the commissioner, that a c tual is 
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~ always better than projections? 

2 A With the caveats that you have to look back 

3 at it and see what it is, and what the differences are 

• and analyze it, and if it looks like it's appropriate 

5 to use that. 

6 Q Mr. Larkin, you would agree, would you not , 

7 that there have been at least two major plant items 

8 that have been removed within the period that you're 

9 trending; one being the Plant Daniel coal cars and the 

10 other one being the Scherer plant acquisition not Plant 

1~ acquisition but Plant adjustment, that Gulf Power 

12 company has stipulated to in Issue 3 of the Prehearing 

13 Order? 

14 

15 

A 

Q 

Yea. 

Have you attempted to perform your trendlng 

16 analysis, removing those items as nonrecurring and 

17 adjusting? 

18 A No. Because there are retirements that take 

19 place, there are shifts in plants that some months - -

20 it the coefficient had been out of whack; when I looked 

21 at the actual data, it the coefficient of the 

22 relationship ot time and plant had been inaccurate, 

2J then I probably would have went back to see what wa s 

24 wrong. But the coefficient is quite high for the 

25 actual data, and that's why I used it. 
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l Q Performing a -- and if yo•J need t o d o an 

2 analysis in a late-tiled, or if you would a9ree, 

J subject to check -- performing the analysis that you 

~ performed in making those nonrecurring ad j ustments from 

5 1 / -1- of '88 forward, would you agree, subject t o 

6 check, that the December a mount , in lieu o f your 

7 1,462,577 would be t,476,8J2 ? A difference o t about 

8 $14 million? 

9 

10 

A 

Q 

That could be. 

And trending over a more reali st i c peri od, 

11 !rom January 1 of '89 forward, that the like figure 

12 would be 1 . 48 3 million -- 1,483,5,2,000, as of 

13 Dec ember, 1990 . 

MR. BURGESS: Excuse me . Are you a s king him 

15 to acc ept the premise in your quest1on that ~hat would 

16 be a more realistic period? 

17 

18 A 

19 that is 

20 Q 

MR. HOLLAND : No. No. 

Well, that 's what I'm s a ying, I don't believe 

I know; I know you don't. But subject to 

21 check would you agree that those are 

22 A Those are numbers that you cou ld arrive at. 

23 What's the coefficient of each analysis? Do you have 

24 the coefficient number ? 

25 Q Okay . I think the one that you used to 
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1 standard error of coefficient was 193. Ours was 106. 

2 

3 

A 

0 

193. 

Which, it I understand this, means that ours 

4 is c onsiderably better. 

5 

6 

7 

8 

A 

0 

No, not my understanding . 196. 

COMMISSIONER EASLEY: 193 . 

MR. HOLLAND: 193 . 

(By Hr. Holland ) The point, and I think you 

9 would agree, is that, depending on the time that you 

10 start to trPnd, depending on the adjustment s that 

11 should or should not be made, depending on your 

12 opinion, tho outcome can diff~r dras ti c ally, c an it 

lJ not? 

14 

15 

A 

0 

You can get different numbers, correc t. 

And looking at the actual plant for Gulf 

16 Power Company through May, the actual net util i ty 

17 plant, have you made any assessment of where we are, in 

18 terms of budget-to-actual? 

19 A We ll, I looked at the reserve a nd the p lant 

2~ through ~he actual data I had, and I told you what 

21 thought the projection, my projections c ompared t o the 

22 actual plant in service wes. And a s far as I'm 

23 concerned, the net of the two month s shows that I' m 

24 within $72,000 of the balance. 

25 For the reserve balance, for Ma r c h I 
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1 projected t .he reserve to be 474,058,000 . The actual 

2 was 474,068,000, excluding the JDITC issue. 

3 

4 

0 

A 

Okay. 

And for April, I projected 477 ,581,000 and the 

5 actual was 476,654,000 . So I'm within relatively small 

6 dollar aaount1 ot what the actual is for mt project ions 

7 compared to the actual. 

8 0 Well, let me ask you about that . I n April , 

9 on the plant in service, would you agree that you were 

10 a 1.8 million under? 

11 A Yea. In the prior months I was 1 .8 million 

12 over. And the net of the two is 72,000. 

13 0 oJr- y, and then a mi 11 ion -- i n Apr 11, actual 

14 year 3,573,000 under? And the more plant you add --

15 A Say that again. Apr il what? 

16 0 April, actual is a 1,438,763. And I believe 

1 7 your number is a 1,436 , 841 . 

18 

19 

;tO 

21 

22 

23 

24 

A 

0 

A 

What are you looking at? 

l 'm looking at actua l, Apr il figure&. 

Actual April plant in servic e ? 

CHAIRMAN WILSON: Do we have that? 

MR. HOLLAND: lt's in the record. 

WITNESS LARKIN: ActuaL 

CHAIRMAN WILSON: Actual , whe re? I'm sorry, 

25 I d i dn't get a copy of that. 
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2 

J 

4 

5 

6 

7 

HcHUlan, 

to the --

exhibit, 

MR. HOLLAND: It's 

I think, testified 

CHAIRMAN WILSON : 

though, on this? 

HR. HOLLAND: No , 

WITNESS LARKIN: 

8 numbers you do. 

22 69 

no t in -- I mean, Hr . 

to the plant additi ons a nd 

Okay . We don't have a 

s i r , there is no t a --
I do n't have the s ame 

9 0 (By Hr. Holland) Well, let me j u s t get you 

10 to do this: Accept subject to check, t hat the Hay 

11 number, actual, is 1,4J8,76J and calculate the 

12 differenc e bAtween that actual number and your 

1J projected number . 

14 A Well, the Hay numbers shouldn ' t be ou t yet. 

15 Whenever we asked tor the Hay's infor mation - -

16 

17 

0 

A 

18 service. 

19 0 

I said April. 

Oh , April , I got 1 , 4 3J,089 , 000. pla nt i n 

You're right, I'm s orry . The Ha y ~ ctual 

20 number is a 1,438,763. 

21 A Well, we d on't know that because you've 

22 always told us that you couldn't g e t u s the a c tua l data 

23 until the 24th of the month, s o you c a n ' t to ha ve i t t o 

24 give it to me . 

25 0 We performed a miracle, a nd we have - -
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Well, I guess I wouldn't - - you know, i f it's 

2 a miracle that can happen a l l the time I'd a c cept it, 

3 but 

4 Q The reason we have it i s t here was a 

5 late-filed exhibit that was req ues ted and in our effo rt 

6 to timely comply 

7 

.a 

9 

A 

Q 

What's the number? 

1,438,763. 

COMMISSIONER EASLEY: Maybe I' m j us t dumb, 

10 but I wrote down a 1,443,000. 

11 MR. HOLLAND : 433. That was the April numbe r 

12 that I gave. 

13 

14 

15 figure . 

Hi 

17 again. 

COMMISSIONER EASLEY: 1,43 3 ,000 is Apr . l ? 

MR. HOLLAND : 1,433 ,089. was the Apr 1l 

COMMISSIONER EASLEY : All right , do Hay 

18 MR. HOLLAND: Hay is a 1 , 43 8 , 7 6 3. 

19 COMMISSIONER EASLEY: Okay, thank you . 

lO 

21 

A 

Q 

All right. The d i fferenc e i s 3 , 573,000 . 

(By Mr. HollandL) Okay. What' s the CWIP 

22 balance tor May? 

23 Q You'll have to get Mr . Burgess t o ask Hr. 

24 McMillan that question. 

25 A Well , see that's the whole thing, i s t he 
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1 relationship between these numbers, and though you said 

2 the CWI P balance would be going up, the average of the 

3 CWIP b~ lance for the first months whele the actuals are 

4 available is less than what it was. 

5 Q But you don't make any ad justment in your 

6 calculations to ~he CWIP balance? 

7 A No. Because I thought it was a ccurate the 

8 way i t was, and as it looks now it looks like it's 

9 overstated. 

10 Q Mr. Larkin, turn, if you would, to HL- 4, and 

11 I'm going to try to keep up with your revi s ed to ma Y.e 

12 sure that 

13 

14 

A 

Q 

Yes . 

Is it your opinion tha~ the JDITC balance 

15 shown in Column F is the appropriate column, is the 

16 appropriate number to use? 

17 

18 

CHAI~1 WILSON : What exhibit are you on? 

MR . HOLLAND: I'm sorry it's HL-4. It' s not 

19 in the new . 

20 A It is, in my mind, the appropriate number t o 

21 use . 

22 Hr. Burgess ha s informed me there may be a 

23 stipulation or an agreement that Publi c counsel ha s 

24 entered into, to allow the offset of that balance by a 

25 reserve deficiency, and I have not read that doc ument. 
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And at the time I was not asked my opinion 

2 of it, but if they've agreed to that then they'll have 

3 to stick with that agreement , bu t I think it's 

4 inappropriate. 

5 CHAIRMAN WILSON: So there, Hr . Burgess. 

6 (Laughter) 

7 

8 to strike? 

9 

10 

COMMISSIONER EASLEY: Are you going to move 

MR. BURGESS: No, no. 

COMMISSIONER GUNTER: Take one of those wi t h 

11 the glove across the face. 

12 CHAIRMAN WILSON: That will teach you to hold 

13 out on your witness. 

14 COMMISSIONER GUNTER: That will teach the 

15 witness when the billing time come s t o s pee d the 

16 pa}'lDent. 

17 CHAIRMAN WILSON: Hr . Larkin, you need t o 

18 keep a muc h closer eye on your client . (Laughter ) . 

19 Q (By Hr. Holland) Hr . Larkin, have you -- and 

20 I think I know t he answer t o this, but I guess you have 

21 not had the occasion to review order 19901 i n Docket 

22 880053-EI? 

2:3 

24 

A 

Q 

No. 

Would you agree, subject to c heck, that i n 

25 that order -- and I can provide you with a ~opy o f it 
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1 it you would like -- that the Comm i ssion did , in fa c t, 

2 order that the deficit in the reserve balar.ce be 

3 adjusted by the amount ot the JDITC ? And that once the 

4 offset had been accomplished then that the revenue 

5 differential, you would move forward with that ? 

6 A I don't know. Mr . Burgess, it's a legl! l 

7 question . I guess, if they've agreed to it, then they 

8 have to abide by whatever they have agreed to. 

9 MR. BURGESS: Could I ask, is the stipulati.on 

10 attached to the order? 

11 MR. HOLLAND: I don't remember the 

12 stipulation, all I remember is the order. 

13 

14 Q 

MR . BURGESS: Okay. 

(By Mr. Holland) Just for the record, Mr. 

15 Larkin, and I'll read it again if you or your counsel 

16 would like to see it. I'm trying to do this tor the 

17 sake ot time. "As shown in the schedule belo~. tt ~ 

18 accumulated interest synchronizat1on amount as o ! 

19 January 1, 1988 --" 

20 

21 

22 Q 

23 below --" 

COMMISSIONER EASLEY: S low down. 

MR. HOLLAND: I'm sorry. 

(By Mr. Holland) "As t.hown in the schedule 

24 We're supposed to talk slower in the South; 

25 and it I'd given you this, you're the one who's 
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1 suppoaed to slow down . 

2 "As shown in the schedule below, accumulated 

3 interest synchronization amount as of January 1, 1988, 

4 ~s to be applied to the remainder ot the r eserve 

5 deficit calculated in the 1984 represc r i ption. for the 

6 year 1988, the ongoing interest sync hronization 

7 adjustment, in addition to the currently a~provad 

8 amortization expenses, shall be applied t o the 

9 write- off of the deficit." 

10 COMMISSIC.JER BEARD: Mr. Holland, I think 

11 he's admitted that . He just doesn't have to like it. 

l 2 

13 Q 

MR. HOLLAND : I understand . 

(By Mr. Holland) But you do ~cknowledge, d o 

14 you not, that it will impact your depreciation reserve 

15 balanc e if, for exa11ple, the December 31 , 1989, figure 

16 ia, rather than 5,848,000 , is $290,000? 

17 

18 

A 

Q 

Yes. 

Would you agree , subject to c hoc k, th~t 

19 making the calcul ation using those revised numbers that 

20 your $3,715,000 overstatement would, in fa~t . be a 

21 $1,513,000 understatement or a delta differenc e of $ 5 

?2 million? 

23 

24 

A 

Q 

It could be, yes. 

And that would, the impact of that would be 

25 to affect your calculation of net plant, would it not? 
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1 A Yes. That would raise the rate base. 

2 Q I believe, Hr . Lark in, with respect to HL-11 

3 let me find the revi sions. (Pause) 

4 Let me just make sure for the record that I 

5 understand the corrections that you've mace here. In 

6 your original HL-11 , you had indicated that ir.come 

7 taxes would be reduced by $587,000? 

8 

9 

A 

Q 

Yea . 

Is that correct? And your revis ion in your 

10 adjustment to income taxes for interest synchronization 

ll results in an increase in taxes of 1,000 ,026 . Is that 

12 correct? 

13 A Well , the exhibit indicates that there would 

14 be an increase in income t a xes . The original one, ·~e 

15 just picked it up the wrong way. 

16 Q Kr. Schultz picked it up off your exhibit 

17 incorrectly , is that 

18 

19 

20 

21 

A 

Q 

A 

Q 

No. I put it o n his exhibit incorrectly. 

Okay. 

No, he didn't make the mistake . 

Kr. Larkin, if you would, turn to Page 22 of 

22 your testimony . 

2 3 

24 

25 

A 

Q 

A 

Yes. 

Specifica lly , on Page 23, Lines 8 through 10? 

Yes . 
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2 with reference to Issue 4 

2276 

and this is specifically 

how Georgia Power and/or 

The Southern Company inflated the purchase price which 

4 Gulf paid for the Scherer uni t and tha t a profit was 

5 ude? 

6 A Whenever you add an acquisition adjustmealt., 

7 you're recovering from the entity you're selling that 

8 unit aomething acre tha.n its actual cost of 

9 construction. That has to impact your net operating 

10 incoae becauae you're offsetting some interest expense 

11 or some carrying charge with that cost, a nd that t he 

12 prof it will go up. 

13 In addition, there was an agree1nent between 

14 The Southern Coapany or Georgia Power --

15 Q Excuae me, let me , before we go to th~t o~e, 

16 let ' • get to -- there are two different ones 

17 

18 

A 

Q 

Correct . 

-- and I think for the record we need t o, the 

19 first one you're referr i ng to , and I believe the one 

20 you ' re referring to on Page 23, is t hat you're stating 

21 that there was an acquisition adjustment associated 

22 with Gulf Power Company's purchase of a 25\ interest in 

23 Scherer Unit 3, is that correct? 

2 4 

25 

A 

Q 

That's correct . 

Ca.n you show me where there was ~:1 
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1 acquisition adjustment for that transaction? 

2 A It's on the Company's books. I guess 1 don't 

J understand what you mean, "Show me." 

Q Well, we bought the plant before it went in 

!> service. 

6 CHAIRMAN WILSON: Is that a question? 

7 Q 

8 question. 

9 

10 

A 

(By Mr . Burgess) Didn't we? That is a 

I assume that's correct. 

COMMISSIONER BEARD: Could I ask Hr . Holland 

11 real quick what it is on Page 2 of 2 of the McMillan 

12 Exhibit 575 under plant acquisition adjustment? 5647, 

13 is thl' ": 

MR. HOLLAND: That's what I'm getting to. 

15 There are two different transac tions here , and the 

16 acquisition adjustaent on the common facilities is 

17 totally different than the transact ion with respect to 

18 t he unit itself. 

19 

20 Q 

COMMISSIONER BEARD: I see. 

(By Mr. Holland) I' m s peaking specifically 

21 ot the purchase from Georgia Power Company by Gulf 

22 Power Company ot a 25\ interest in Scherer Unit 3. Can 

23 you show me where there's an acquisition adjustment? 

24 A There's an acquisition adjustment on the 

25 Co•pany 's books of 8 million --
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2 

Q 

A 

We can't find it, Hr. 

Well, you have g0t it labeled as an 

3 acquisition adjustment. 

2279 

4 Q That's your testimony, but you can't point me 

5 to vhere it vas? 

6 Do you understand I'm not talking about. the 

7 common facilities? 

8 A Yes. I understand you're not talk ing about 

9 the common facilities. 

10 COMMISSIONER BEARD: Are we going to get to 

11 wait until McMillan comes back up to understand these 

12 documents? 

13 

14 

15 

16 

~. HOLLAND: Is tnat 575? 

COMMISSIONER BEARD: That is 575 . 

MR. HOLLAND: Yes. 

CHAIRMAN WILSON: I think the first time we 

17 hear about it is going to be from Hr. Larkin after 

18 we've finished with --

19 

10 

21 

COMMISSIONER BEARD: If he c an explain --

CHAIRMAN WILSON: the cross examination. 

WITNESS LARKIN: On Schedule B-3, Line 6, 

22 there is an amount of 8,043,000, which is labeled an 

23 acquisition adjust~ent . And that's what I have 

24 reference to. 

25 Q (By Mr. Holland ) And it's your testimony 
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1 that that is with reference to the plant and not the 

2 common facility? 

3 

4 

A 

Q 

That's my understanding. 

Isn't it ironic that the numbers are 

5 identical for the plant and the common facility? 

6 A Well , yeah, that could be. I thought that 

7 the comaon facility was somewhere else. But I've only 

8 taken out one amount. 

9 Q If there -- let me just ask you to assume for 

10 purposes of the question that there is no a cquisition 

11 adjustment associated with Gulf's purchase from Georgia 

12 Power Company of the plant. 

13 A All r ' ght. 

14 Q Georgia Power has Georgia Power made a 

15 profit or has The Southern Company profited from that 

16 transact i on? 

17 A There was no acquis ition adjustment. Not --

18 if there is n one associated with the plant, then chere 

19 is no profit. 

20 Q ~o your statement on Page 23 would be 

21 inaccurate? 

22 A It would be inaccurate as it applies to an 

23 acquis i tion adjustment for the plant itself. 

24 

25 

Q 

A 

Okay. 

It would not be inaccurate as it applies to 
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1 the common facilities . 

2 Q All right. With respect to t he common 

.3 ~acilities, and that i~ specifically I ssue 4 , on Page 

4 23 , you state, the bottom o f 23 and the top o f 2 4 , you 

b state that, "To pass along these a cquisit ion costs 

6 whic h discharge the obligation of the Soutnern Compa ny 

7 related to the Oglethorpe Power Corporat ion and the 

8 City of Dalton would be unfair and une qu i table t o the 

9 Gulf Power ratepayers and would unjustly enric h The 

10 Southern Company . " Can you tell me how The Southern 

11 Company is unjustly enriched? 

12 A Sure . It had an obligation t o repurc hase 

1J those common facilities from Ogletho rpe and Dalton . I t 

14 passed that obligation on t o Gulf Powe r through thi s 

15 acquisition adjustment. It paid Oglethorpe and t h e 

16 City ot Dalton more ~~an the net book value of that 

17 property, based on its obligation to those two 

18 entities. 

19 If it had paid its obligat ion under the 

20 contract, that cost would have been the i r s and would 

21 not have been flowed through t o Gulf Power. And, 

22 therefore , that is how The Southern Company was 

2J unjustly enriched. 

24 0 Even given what you've j u s t stated, assumi ng 

25 tha t it's true , the Southe rn Company wou ld not have 
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1 been enriched; Georgia Power would have been enriched, 

2 would they not? 

3 

• 
5 

A 

0 

A 

Whoever 

Georgia I'm sorry, go ahead . 

Whoever entered into the agreemo:1t. But it 

6 was ay recollection that it was the Southern Company 

7 that entered into the aqreement with Oglethorpe and --

8 0 To my knowledge, the Southern Company is not a 

9 signatory to any ot the purchase and sale agrements 

10 with respect to the Scherer units. 

11 

12 

lJ 

A 

0 

A 

Well, they're -

Let ae ask you this. 

They're the wholly-owned -- the wholly-owned 

14 Georgia Power, to the extent that Georg ia Po~er is 

15 enriched,the Company, Southern Compa ny , is enric hed . 

16 0 Southern Coapany ~holly owns Gulf Power 

17 coapany, too, does it not? 

18 

19 

A 

0 

That's correct. 

To the extent that the signatories on the 

20 contract were Georgia Power and Oglethorpe and Dalton, 

21 and Gulf Power Company assumed Genr gia's obligftt ion 

22 under that contract up front, with fu l l knowledge of 

23 what the terms and conditions of the contract were, 

24 there is no -- or is there a profit made, or was there 

25 a profit made by Georgia, or by the Southern Company 
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1 tor that aatter, in this transaction? 

2 A I would say so. I would say that it wasn't an 

3 obligation that Gulf Power should have accepted , and 

4 that to the extent that they did accept it and attempt 

5 to pass it on to the ratepayers , then they would have 

6 been enric~1ed, to the extent they're able to psss it on 

7 to the ratepayer, and the system would have been 

8 enriched; thus Southern Company wou l d have been 

9 enriched by being able to recover a cost t hat i s ove r 

10 and above the net plant value. 

11 Q So the problem that you have wi th the 

12 transaction is that Gulf should have not -- s hould not 

13 have, in i~~ decision to purchase an interest in 

14 Scherer Unit No. 3 and the associated common 

15 facilities, entered into a contract wh ich obligated 

16 Gulf Power Company to pa~ the net book p l us accumulated 

17 AFUDC, CWIP , or whatever , wh ich consti t utes the majo r 

18 portion of the adjustment? 

19 A That's correct. 

lO Q As I recall in the tax docket, the ma jor 

21 reason that I believe your colleague, Mr. Sm1th - - is 

22 that his name? 

23 

24 

A 

Q 

That's correct . 

-- felt that the acquisition adjustment should 

25 not be approved for purposes of tha t doc ket wa s that 
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1 there were Commission rules and regulations whi c h 

2 dictated that acquisition adjustm~,t s ~ot be allowed, 

3 but he could not give me any cites t o any orde rs ~r 

4 rules and regulations. Have you had occasion to 

5 research that, and have you found any ? 

6 This Commission's rules and regu lations? 

7 Q Yes . 

8 I don't know if there are any, but it's my 

9 recollection that as a general policy they do not allow . 
10 acquisition adjustments either way, Ones where you pay 

11 more than the plant costs or those that you pay less 

12 than the plant costs , but I don't think that there is 

13 any rule. I ~hink it's more of a general policy . 

14 Q But you can't recite me - - cite me to any 

15 orders that would reflect that polic y? 

16 Not at this point . 

17 Q Let me ask you this ques tion: I f Gulf Power 

18 Company had the opportunity t o purchase a plant f or Sl 

19 million, and the book value on that plant was $500,000, 

20 and the -- an alternative, the next cheapest 

21 alternative, was $2 million; would it be your testimony 

22 that the Commission's pol icy should be to allow only 

23 $500 ,000 in rate base? 

24 I guess as a general r u l e, yes, but those 

25 kinds of economic decisions ought to be considered in 
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1 the context, whether there is a benefit to the 

2 ratepayer, but generally there isn't anything like that 

3 involved. 

4 

5 

Q 

A 

But there is a value --

That no one can prove or come f orward wi th 

6 that coat/benefit analysis that shows that . You can 

7 always state a hypothetical that says, "Oh, yeah, here, 

8 this ia what really happened," but nobody comes forward 

9 with a coat/benefit analysis that shows here were the 

10 alternatives. 

1~ Q Okay. But assuming that the hypothetical wer·e 

12 proven up, you would agree, would you not , that some 

13 considerativn should be given to the va lue of the 

1<6 asset? 

15 A Some consideration could be given to the value 

16 or the asset. 

17 Q Mr. Larkin, would you turn to Page J6 ot your 

18 testimony? 

19 

2u 

A 

Q 

Yes. 

Pages 36 and 37 or that testimony, you state 

21 and this is relative t o the forec as t adj ustment that 

22 you were making on the recommendation of Mr . Rosen, I 

23 believe? 

2<6 

25 

A 

Q 

Yes. 

In that t~stimony, I believe you state t hat in 
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1 a rec ent Bell Telephone case , the Commission di d not 

2 a ccept an accretion adjustment to r eflect an inc rease 

3 in consumption of services due to a r educ ti on o f rates. 

4 Is that a correct summary of your tes timony ? 

5 

6 

A 

Q 

Yes . 

And you further conclude that &ince the 

1 Comaission has rejected the ph ilosophy of inc reasing 

8 revenue as a result of rate dec reases, that reductions 

9 in consumption due to rate increases s h ould also be 

10 rejected, is that correct? 

11 

12 

13 

14 

15 

16 

A 

Q 

A 

Q 

A 

Q 

That's correct. 

Have you got that order in f ront of you ? 

No, I do not. 

You do not? 

No . (Pause) Yes. 

I believe what you ' ve been handed is Order No. 

17 19677 in Docket No . 860984-TP. I think that 's the 

18 order to which you cited, is that correc t ? 

19 

20 

21 

22 

A 

Q 

A 

I don 't particularly cite an order. 

Is this the one t o which you were referring ? 

I believe so, but I'm not completely certain . 

MR. BURGESS: I 'm a little bit hesitant t o 

'3 step in here, but i t 's my recollection that the ac~ual 

24 issue that Mr. Larkin refers t o here wa R dealt with by 

25 the co .. i saio n on reconsid eration of this order a nd ~ot 
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1 in this order. 

2 CHAIRMAN WILSON: What case is it you're 

3 referring t o? 

MR. HOLLAND : Bell Telephone. 4 

5 MR . BURGESS: Oh, no, I'm socry, it's not even 

6 o t this -- it's not even this docket. 

7 CHAIRMAN WILSON: Wha t docket is it, Hr . 

8 Larkin? 

9 WITNESS LARKIN: I don't know offhand. 

10 CHAIRMAN WILSON: Is thi s -- this says 

11 "accretion adjustment." Is thi s a stimulation issue? 

12 HR. BURGESS: This is a stimulation issuv , 

13 yes, sir , which I would assume is ueing characterized 

14 aa one ot the variables that goes i nto the 

15 a ccretion / attrition question. 

16 

17 

18 

MR . VANDIVER: The docket number was 880069. 

HR. BURGESS: It's a different docKet. 

HR. HOLLAND: Well , f o r purposes ot c ross 

19 examination, let me ask you about this order, Hr. 

20 Larkin. I think it deals with the same suuject . 

21 CHAIRMA.N WILSON: I think for purposes of 

22 cruss examination you need t o ask him Whdt he ' s talking 

23 about. What o rder -- what proceed i ng and what orde r 

24 are you talking about? 

25 WITNESS LARKIN : It was the las t Bell 
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1 Telephone order where stimulation and accretion was 

2 stimulation was dealt with . And I d on't have the 

3 docket with me, and I don't know the doc ket number, but 

4 now that I look at this docket number, this is wa y too 

5 old to be t .he one that it was dealt wi th. 

6 COMMISSIONER GUNTER: That was the c ase thdt 

7 was litigated and just decided here, r ecent times. 

8 

9 

WITNESS LARKIN: That's correct. 

CHAIRMAN WILSON: Did you get your informat ion 

10 from the order? 

11 

12 

13 

14 

15 was? 

1 6 

WITNESS LARKIN: Yes. 

CHAIRMAN WILSON : An order of the Commission? 

WITNESS LARKIN: Yes. 

CHAIRMAN WILSON: But you don't which order it 

WITNESS LARKIN: Well, I just read parts of 

\7 it, and I didn't make a note of the docket number vr 

18 the date . 

19 

20 0 

COMMISSIONER BEARD : 880069 

( By Mr . Holland) Do you r ecall whether in 

21 that order the Commission rejec ted outright any type of 

22 adjustment in the order to which you are ref e rring in 

23 your testimony? 

24 A I believe so, that they hau re jected this 

25 specific artjustment in that case. 
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For purposes of that case, did they rejec t any 

2 kind of suppression or accretion adjustment for all 

3 c ases? 

A Well, no, it didn't say that in that o rder , 

5 for all caaes, no. 

6 Q And I haven't read that order, Hr . Larkin, but 

7 at leaat in the order which I have looked at, the 

8 difficulty that the Commissior. had there in determining 

9 the level of stimulation associated with the parti~ular 

1·0 ace••• reduction• that were occurring wa s tho problem 

11 and not the theory or the fac t thet such might be 

12 appropriate under certain circumstances. 

1 3 MR. BURGESS: You're asking him about the 

1~ order that waa not a subject of his testimony? 

15 MR. HOLLAND: No. I'm asking h im about the 

16 order that is a subject of his testimony and asking him 

17 if that was true in that order as it is true in this 

18 order. 

19 

20 object. 

21 

MR . BURGESS: I'm afraid I'm going to have to 

CHAIRMAN WILSON: Hr. Larkin can always answer 

22 questions about orders that are not in his testioony 

23 that he'• not testifying about. 

24 MR . BURGESS: I'm going to have to object to 

25 that because the characterizat ion of Hr. Holland's 
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1 question saying it's a subject of hi s testimony . He 

2 has testified that his testi~ony referenc es an order 

3 that, as Commissioner Gunter referenced, was out o f a 

4 very recently litigated Southern Bell case, and has 

5 nothing to do with the order that you have handed h im. 

6 Q (By Kr. Holland) Let me restate my questi~n 

7 then with reference to the specific order to which you 

8 have referenced in your testimony . 

9 Was the determination by the Commission in the 

10 order to which you refer based upon difficulties which 

11 the Comaiaaion recognized and addressed in calculating 

12 such an adjustment for the purposes contained in the 

13 order? 

14 A Not that I undere:tand. The Company came 

1~ forward with a suppression adjustment. The Company ~ad 

16 offered one. The Commission rejected that o ffer of the 

1 7 spec ific accretion adjust.ment. 

18 

19 

CHAIRMAN WILSON: Do you know why? 

WITNESS LARKIN: Well, I believe you indicated 

20 that you didn't think it ex1sted or didn't know how it 

21 could be calculated. 

22 

23 

CHAIRMAN WILSON : I s that the only reaoon ? 

WITNESS LARKIN: That's all I remember ott the 

24 top of ay head. 

25 CHAIRMAN WILSON: Did you read the main o r de r 
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1 or just the order on reconsideration? 

2 WITNESS LARKIN: I believe just the order on 

3 reconsideration. 

CHAIRMAN WILSON : Have you read the o rder out 

5 of the court? Has that been dec ided? 

6 

7 

:G. VANDIVER: Yes, sir. 

WITNESS LARKIN : 'ies, it has . 1 have no t read 

8 the court order. 

9 0 (By Mr. Holland) With that response, Mr . 

10 Larkin, did you review the information provided by the 

11 Company in response to Public Counsel's Fifth Request 

12 for Production of Documents, Items 98 and 99, provid1ng 

1J details on ~he Company's forecasting models? 

14 

15 

A 

0 

No. That was or. Rosen's respo nsi bility. 

And I would assume then that you d1dn't 

16 examine the price terms included in the s ales forec ast 

17 models to determine whether or not the variables were 

18 significant in predicting sales? 

19 

20 

21 

A 

0 

A 

No . 

/ou've made no analys is then? 

That's correct. I just am making a statement 

22 that Dr. Rosen has adjusted for that in hi s dnalys is. 

23 MR . HOLLAND . Commiss i oners, that' s all I 

24 have. 

25 MAJOR ENDERS: I don't have any quest ions , Mr . 
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1 Chairaan. 

2 MR. PALECKI: Staff has some br i ef questions. 

3 CROSS EXAMINATI ON 

4 BY MR. PALECKI: 

5 Q These first questions conce r n t he d i sallowanc e 

6 of the Tallahassee of f ice . Staff ha s r ecommended 

1 disallowing 25' of tho Tallahas see offi c e, and I see 

8 that you're recommending that 100\ of the inves tment of 

9 the Tallahassee office be removed fr om rate base 

10 because it's associatod with lobbyi ng a c tivities by 

11 Gulf, is that correct? 

12 A That's correc t . 

13 Q If Gulf employees from Pensacola u s e the 

14 office while conducting bus iness at the Public Serv ice 

15 Commission, DER, et cetera, would these a c tivit ies ue 

16 c onsidered lobbying? 

17 Probably not, but there is no r e asonable 

18 method of doing an allocat ion. There ha s been no th i ng 

19 offered, so I don't think it s hould be the burden o f 

20 the ratepayer to disprove what should be e xc luded. Bu t 

21 we wouldn't object if there wa s a ba sis of r e asonably 

22 allocating what is legitimate and wha t is illegitimate, 

23 and again, all we've taken o u t i s the improveme nt s . We 

24 haven't taken out any rent, dny ut i l i t ies , l o t s o f 

25 other costs that are still i n there . 
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1 Q Issue No . 28 concerns removing the 1984 

2 cancelled Southern Services building from rate base. 

3 It'• Staff's position that thi s building has already 

4 been removed from rate base, and therefore no 

5 adjustment is necessary. Do you contest that? 

6 A We have adjusted our testimony and have 

1 removed that adjustment based on the Staff's audit that 

8 that has been taken out. 

9 Q My final questions concern th~ 6 1 megawatts of 

10 Plant Scherer that have been an item of contention in 

11 thia caae . 

12 It appears that Gulf plans to sell this 6J 

13 aegawa~~s on sort of a step-basis between now and 19 95 

14 to the point where in 1995 they'll have sold all of the 

15 63 aegawatts as unit power sales. 

16 What would you think of a phase-out of 

17 Scherer from rate base over the years until 199 5 when 

18 all of the unit power sales i s sold? 

19 A I guess if you r eally felt that the y couldn't 

20 sell it, but I think that this plant probabl y , if no t 

21 sold over the long t erm, will be sold over s hort 

22 periods of time enough so that the cost would be mur.e 

23 than offset by the revenues that they get. And to put 

24 any in the rate base would just burden the ratepayer 

25 wi th trying to prove that they were compensa t ed in 
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1 another way tor this plant. It just is cleaner to do 

2 it this way; take it all out . 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

Q In your testimony you state that you believe 

it all should be ta.ken out because the 63 megawatts i s 

lnot needed by the territoria l customers. Gulf's 

position ha~ been that this 63 megawatt s haa been u sed 

by its territorial customers, and that is since the 

default of Gulf States; and that since it has been 

used, it ia used and useful and, therefore, should be 

What is your opinion on that? 

A I would disagree wi th that. The fact that 

' you turn something on because it happens to be 
I 

13 available du~s not make it used and useful. t think 

14 

15 

16 

17 

18 

19 

20 

21 

one could make a good case that Gulf Power has exc es s 

! capacity and that excess capacity ad j us tment i s needed 

l over and above the 63 megawatts. We haven't done that . 

l so we don ' t th ink the 6 3 is used and useful, and t here 
I 

probably is additional powe r over and above that that 

is excess. 

Q Thank you . 

CHAIRMAN WILSON: You recommended that the 
I 

22 !caryv i lle site be removed from plant he ld for future 

23 use? 

24 WITNESS LARKIN : Yes. 

25 CHAIRMAN WILSON: Is that's right? How would 
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1 that be treated? It would be removed from plant held 

2 for future use. How would it be treated in a ccounting? 

1 WITNESS LARKIN: All you'd ha ve to ~o is just 

4 take it out of rate base. You don't care where they 

5 account f or it . They c an leave it in plant held !or 

6 future use . All we ' re recommending is that ratepayers 

7 not be required to pay the carrying costs on that . 

8 CHAIRMAN WILSON: And you would have the 

9 carrying costs accumulate as you would with AFUDC? 

10 WITNESS LARKIN : That cou ld be an 

11 alternative. And then if it ever does become used and 

12 useful or something is about to be constructed on that 

1J site, then i~ either - -

14 CHAIRMAN WILSON: If noth ing is ever 

15 constructed on that site, though, and the Company gets 

16 rid of the land --

17 

18 

WITNESS LARKIN~ Yes. 

CHAIRMAN WILSON: -- what should happen to 

19 t he proceeds if they were to s ell i t ? 

20 WITNESS LARKIN : If t here is a gain, over a nd 

21 above the direct cost plus the c arrying cost, t he n t hat 

22 gain should go to the ratepayer for the period of time 

2 J since '79 that they -- the ratepayer has paid the 

24 carrying costs. Really 1980 I think is whe n it first 

25 went into rates . And if there is a - -
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CHAIRMAN WILSON : What would happen if there 

WITNESS LARKIN: It there is a loss , then 

4 it's obvious it was never justified at tha t cost. Part 

5 of the reason that the Company claims it's justified is 

6 that you could not buy that piece of land at that pri c e 

7 at some future point in t ime. It there is a loss, it's 

8 obvious that that's not the case - - that you could have 

9 not bought the land, and it would have been available 

10 at a lower price at the point they sold it. So they 

1.1 should bear the loss. 

12 CHAIRMAN WILSON: All right. If the Company 

13 takes that property and if it's -- no current return is 

14 received oy the Company on that piec e of property, 

15 beginning in 1990. And in the year 2000 they sold the 

16 proper ty tor a substantial ga in to someone, would you 

17 apportion the gain on that sale to recogn i ze the pP. r iod 

1 8 of time the ratepayers had paid a return o n it, fr om 

19 '80 to 1 90, and then the time that the Company had 

20 basically borne the risk on the property from '90 to 

21 the year 2000 and aportion the gain that way ? 

22 WITNESS LARKIN: Yes, in some ma nner like 

23 ~hat. It's almost 

2 4 CHAIRMAN WI LSON: So you would have the gain 

25 follow the ri~k. 
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WITNESS LARKIN: That's correct. 

CHAIRMAN WILSON: Currently ratepayers , if 

3 lt'a earning a current return, it's inc l uded i n rate 

4 base. 

5 

6 

WITNESS LARKIN: Right. 

CHAIRMAN WILSON: Ratepayers are bear i ng t l ae 

7 risk, whether it's a loss or a gain. 

8 

9 

WITNESS LARKIN: Right. 

CHAIRMAN WILSON: If it goe& out ot the rate 

10 base, then stockholders -- ratepayers are not p4ying o 

11 c urrent return on it; stockholders are now bearing all 

12 of that risk. 

13 

14 

WITNESS LARKIN: That's correc t . 

CHAIRMAN WILSON: And if they were t o 

15 transfer it to a subsidiary or an affiliate , or anybod~' 

16 else at this point, would you have it transferred at 

17 book cost plus carrying costs that ha ve been paid o n i t 

18 through the years, or what? 

19 WITNESS LARKIN: It would have t o be at book 

20 cost because unless --

21 CHAIRMAN WILSON: You wouldn't transfer it 

22 out as market value? I guess that's the alternative, 

21 either market value or book value. 

24 WITNESS LARKIN: No . Book value , a nd you 

25 have to rec ord things at cos t. It wou ld be transferre d 
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1 out at the c oat that's on the books to wherever they 

2 put it . And i! the ratepayer \/ere to be compensated 

3 !or the carrying charges from '8 0 to '90, then I 

4 auppoae you could record that as part or the cos t of 

5 the land by increasing the value ot the land and then 

6 decreasing rates s o that the ratepayer got the be nef ic 

7 o! that, and then the stockholder would ha ve that l and 

8 coat tree, and any gain or loss would be his go ing 

9 forward. 

10 CHAIRMAN WILSON: On Iss ue 26, whi c h has to 

11 do with Plant Scherer being allowed into rate base, and 

12 Public counsel's position is that it' s not c urrently 

13 needed to serve customers, you' re listed as a witness 

14 on that. Are you the correct witness for me t o ask 

15 what is the reserve margin position of the Co~pany? o-

16 would that be Mr. Rosen? 

17 

18 Rosen . 

19 

20 that? 

21 

WITNESS LARKIN: I think it on would Hr . 

CHAIRMAN WILSON: Do you have an opinion on 

WITNESS LARKIN: The reserve, as far as I can 

22 tell, the only thing I know about it is we haven't made 

21 any calculations, and the only thing I see is what the 

24 

25 CHAIRMAN WILSON: FEA says. 
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CHAIRMAN WILSON: Do you have an opinion 

3 about what an appropriate reserve margin would be? 
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4 WITNESS LARKIN: Well, we've always felt that 

5 15 to 18\ was adequate. 18 was proba tly high and 15 

6 wa• probably --

7 CHAIRMAN WILSON: Has that position remained 

8 consistent? 

9 WITNESS LARKIN: Through the years, yes. But 

10 I think Or. Rosen, who testifies to those things, ~ould 

11 have a better feeling as to what the appropriate 

12 reserve margin would be. It's just that when ! look at 

13 these tll.lngs, it it's in that range I don't look any 

14 farther. 

15 CHAIRMAN WILSON: I don't have new other 

16 questions. Do you have any ques tions? Questions? 

17 Redir ect? 

18 

19 

MR. BURGESS: Do you want me t o r edirect. 

CHAIRMAN WILSON: Do you want to redirect un 

20 that and then we'll go to that exhibit? 

21 REDIRECT EXAMINATION 

22 BY MR . BURGESS: 

23 0 Just one area, Hr . Larkin . Yo u were asked 

24 about the interest synchronization ad j ustments , and you 

25 indicated that i f Public Counsel had s igned a 
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1 stipulat i on that agreed to a particular treatment that 

2 the Publ i c Counsel should, of co\lrse , be bound by that . 

3 Have you seen any stipulation t o that effec t ? 

4 A No, I think you m! sspoke. You said the 

5 "intere•t synchronization," and we're t alking about 

6 JDITC. 

7 Q I'm sorry. Yes, the JDITC, r ight. Ha ve you 

8 seen a stipulation to that effect? 

9 A No. 

10 Q Is your tea timony that whatever the agreement 

11 is, is wha t should bind the par ties? 

12 

13 

A 

Q 

That's correct, even though I don't like it. 

Oka}. Have you seen the order that Mr . 

14 Holland r e ferred to that dea l t with the treatment to a 

15 particular specific reserve deficiency? 

16 

17 

A 

Q 

No. 

What is it that you d isagree wi th as t o the 

18 treatment that's suggested; t hat is, speci f ically that 

19 it o!!set a r eserve def iciency? 

20 A ~ad I guess I have t o go back and 

21 historical l y set this thing i n pers pective . 

22 The job development inves tment tax cred i t 

23 issue is s omething that I raised a number of years ago, 

24 I bel i eve i n 1984, that it •ould b& appropria t e ~ o give 

25 the ratepayer an income tax credit o r deduc t ion for the 
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1 interest component of the overall rate of return that 

2 the Company was allowed to earn on JDITC, or the job 

3 ~evelopment investment tax credit. 

4 The Commission agreed . Commissioner Cresse 

5 thought that that was appropriate , that this was a 

6 hypothetical return, that the Company was allowed to 

7 earn and a hypothetical tax deduction was all right . 

8 There vas concern that if that was allowed i n rates, 

·9 that the Internal Revenue Service wo uld disallow job 

10 development investment tax credit. So as an 

11 alternative, it was stated that , "All right. You can 

12 have this in rates under bond, but you have to go ask 

13 the IRS if ~~tereat synchronization of t ha t component 

1 ·4 o f the overall rate of return is okay. " And it so, 

1 5 then the ratepayer gets this money in rates. 

16 How, that was a litigated issue in a rate 

17 case like this where we all had an opportunity to duke 

18 it out. And had the dec isio n been made, the r<1tepayer 

19 would have gotten that money right since 1984. Then we 

20 come alor~ and we have a depreciation case, wh ich is 

21 not a revenue-setting issue. It's not an issue where 

22 all the rates are set. And after looking at curves ot 

2J depreciation, it is decided that the depreciation r ~tes 

24 were deficient at some point in the past, year s gone 

25 by ; and, therefore, there is a reserve deficienc y. The 
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1 depreciation reserve is not as high as it should have 

2 been. 

3 Th i s , then, to take that dollar amount, which 

4 is retroactive, because you're retroactively going back 

5 and saying we're resetting rates, and offset that 

6 against somethiP9 that the ratepayers should have 

7 gotten right from 1984, is unfair to him. Because , 

8 first of all, he had to wait for money he shou l d have 

9 gotten right up front. You' re taking a retroactive 

10 balance and going back and offse tting it against it, so 

11 what you're engaging in is retroac tive ratemaking. 

12 And another point is if it's okay to do that, 

13 then it should ·.,. ok.ay !roc 1984 to run on back and g .-:: t 

14 this JDITC interest synchronizatio n back a s far as we 

15 can go to get it. And that' s what I would object to 

16 about what happened. 

17 Now, it's probably wa ter under the bridge , 

18 a.nd you didn't ask me so --

19 MR . BURGESS: Why he thought the JDITC 

20 treatment of that is accorded to the reserve deficiency 

21 was an improper way to deal with it. 

22 

23 here. 

24 

25 

CHAIRMAN WILSON: That's not really an issue 

MR. STONE: No, it's not. 

MR. BURGESS: I think it is. 
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CHAIRMAN WILSON: The prior order? 

MR. BURGESS: I'm sorry? 

2302 

CHAIRMAN WILSON: The prior order, which is 

4 what he was t .alking about. 

5 

6 

MR. BURGESS: Oh, in the previou s o rder ? 

CHAI~l WILSON: Yeah . The deprec iat ion , 

7 the treatment as an offset against depreciation . 

8 MR. BURGESS: What you're saying is it's 

9 already a final issue? 

10 CHAIRMAN WILSON: Yeah. I mean, I apprec iato 

11 the tact that he disagrees with it. 

12 MR. &URGESS: It's an issue in the case and 

13 so I thought we'd ~ust go ahead and --

14 CHAIRMAN WILSON: •tr. Larkin, isn't 

15 depreciation always retroactive rate base? 

16 

17 

18 

19 with --

20 

21 

WITNESS LARKIN: No. 

CHAIRMAN WILSON: Why not? 

WITNESS LARKIN: Because you could have deal t 

CHAIRMAN WILSON: Why not? 

WITNESS LARKIN: Because you c an deal with 

22 the revenue , or the -- you can deal with the reserve 

23 deficiency in two ways. You can shor ten or collec t 

24 more expense in the future . 

25 CHAIRMAN WILSOH: Uh-huh. Whi c h me a ns the 
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1 future ratepayers are paying out for a plant that was 

2 used by past ratepayers , right? I mean, that's the 

3 implication of it, right? 

4 WITNESS LARKIN: Well, that's the implication 

5 of it. But there's also another implication is that 

6 thia is an inacc~rate science . 

7 

8 

CHAIRMAN WILSON: Uh-huh. 

WITNESS LARKIN: Because five years from now 

9 you may look at those same curves, the same 

10 depreciation curves, and decide that the depreciatio~ 

11 expense was too high . 

12 

13 

CHAlRMAN WILSON: Uh-huh. 

WITHES~ LARKIN: so, what you're doing is 

14 that every five years or so, you're truing up or 

15 looking back and forward and you're just never going to 

16 get it right until you get righc to the end and the 

17 last dollar is depreciated. 

18 CHAIRMAN WILSON: Uh-huh. 

19 WITNESS LARKIN: So in those instances 

20 CHAIRMAN WILSON : But generally with a 

21 depreciable item, the more you know about it, the 

22 further you are into its life, the better idea you're 

23 going to have about how accurate you're going to be 

24 about what that life is actually going to be. 

25 WITNESS LARKIN : Generally. 

FLORIDA PUBLIC SERVICE COMMISSION 



1 

2J04 

CHAIRMAN WILSON : And whenever you change the 

2 remaining lite ot an asset to shorten it, to increase 

3 expense, you are in tact collecting from later 

4 ratepayers what you failed to collect trom earlier 

5 ratepayers because you now know what the real life of 

6 it is and your first shot at it was an inaccurate 

7 estimate? 

8 

'9 

10 words --

1 .1 

12 

WITNESS LARKIN: Or the --

CHAIRMAN WILSON: Do you have it -- in other 

WITNESS LARKIN: Or the use ha s increased . 

CHAIRMAN \-TILSON: -- you have not -- it may 

13 have, that's ~rue, that's another option. But in fact, 

14 you haven't matched the --

15 

16 

17 

18 

WITNESS LARKIN: Revenue and the expense. 

CHAIRMAN WILSON: -- revenue and the e xpense. 

WITNESS LARKIN: That's correct. 

CHAIRMAN WILSON: And what you end up having 

1'9 to do when you reset depreciat ion rates is to c atc h up 

20 if in facL it's a shorter life than you first estimated 

21 it to be. 

22 WITNESS LARKIN: Yes, but it can go both 

23 ways, we're not always catchin9 up. A lot of times 

24 you're going the other way . 

25 CHAIRMAN WILSON: So in that sense, if you 
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1 look at the example that you gave where with the JDITC, 

2 there were s~me revenues there that ratepayers s hould 

3 have had beginning i n 1984. If depreciation rates were 

4 wrong in 1984 , there ' s a depreciation expense that 

5 aight ought to have been pa id at that point, too. So 

6 you get sort of a retroactive reconciliat ion when you 

7 look at those two items, the effect of it? 

8 WITNESS LARKIN: Yes and no . Excep t in one 

9 instance, if there was no JDITC issue, if it went right 

10 in at that point in time and we had the same issue with 

11 the re•erve deficiency tor the Company, they would not 

12 have collected that. So it's only t~e fact that this 

13 dollar aaount was sitting ther e that the stockholders 

1~ would have eaten that amount. And that's what's unfair 

15 about it. If it was a litigated thing and it was all 

16 in a rate case where we had 

17 CHAIRMAN WILSON: It 's unfair that the 

18 stockholders didn't get to eat it? 

19 WITNESS LARKIN: Well, it's unfair that the 

20 ratepayer was not in a position where those dollars 

21 would have been an issue or not an issue in a rate 

22 case. 

23 CHAIRMAN WILSON: Well, if it's a ratepayer 

24 who•e been on the system the entire time, he may have 

25 gotten •o•• benefit back then and then he pays the 
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1 price now it it pertains to depreciation rates. I 

2 mean, when you get-- over the l ife of a customer's ~~n 

3 ~ine tor a period of time, it's going to balance out. 

WITNESS LARKIN: Well, i t doesn't change. I 

5 mean, he, there's no effect on him unless there's a 

6 rate caae that changes the rate. 

7 

8 

CHAIRMAN WILSON: Right. 

WITNESS LARKIN: So it doesn't even out 

9 unless there's a rate case every time you c hange 

10 depreciation rates, and that normally is not thQ case. 

11 CHAIRMAN WILSON: Any other questions? I juc~ 

12 couldn't reaiat. Do you want to proceed t o ask 

13 queationa about the exhibit? 

14 MR. BURGESS: Yes. Did you ? 

15 HR. HOLLAND: I was j ust going to ask him if 

16 Public Counsel had the opportunity t o move for 

17 reconsideration or appeal the order on depr~ciation? 

lG 

19 

20 

21 right? 

22 

23 

2~ 

MR. BURGESS: Do you want me to answer that? 

MR. HOLLAND: No, that's okay. 

COMMISSIONER BEARD: You couldn't resist, 

MR. HOLLAND: That's right . 

CHAIRMAN WILSON: We'll move on. 

COMMISSIONER BEARD: You have to get even 

25 with Steve tor that comment yesterday. (Laughter) 
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MR. HOLLAND: He told me he couldn 't resist. 

COMMISSIONER EASLEY: That' s a "Gotcha." 

(By Mr . Burgess) Mr . Larkin, have you 

4 reviewed Exhibit 575? 

5 A Yes. Hot in extreme detail, but I thin~ I 

6 understand w!aat it's supposed to say. 

7 Q And under what circumstances did that review 

8 take place? 

9 A I discussed 1t, or I looked at it myself. 

10 And chec.ked some ot the calculations, and then I 

11 discussed it with Mr. McMillan and Mr . Scarbrough. 

12 MR. BURGESS: Commissioner , I wou ld like to 

13 simply ask b~A a broad question as t o what his opinion 

14 of the e .xhibit is. Or I quess I could make it more 

15 specific, what his impression of the demonstration of 

16 this exhibit would be. 

17 A I quess I wouldn't agree with what it is 

18 purported t o demonstrate. Maybe 1 sho~ld explain my 

19 understanding of it. 

20 CHAIRMAN WILSON: I think that would be good . 

21 What is your understanding of what it's s upposed to 

22 demonstrate? 

23 COMMISSIONER BEARD: Because I want to ask 

24 you soae questions about your u nderstand i ng of what 

25 soae certain things mean and then - - because I don't 
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1 have Mr. McMillan on first to ask h i m. 

2 CHAIRMAN WILSON: All right. 

3 WITNESS LARKIN: J ust concentrating on the 

4 first page of the exhibit, the extreme right-hand 

5 column is the column from which you are ~upposed to 

6 draw some conclusions, all right? 

7 Now, the first number that you run into is a 

a revenue nuaber, which is 3,598,000. And what that 

9 number represents is, as I understand it, that 

10 represents the revenue requirements of just the 

11 capacity, just the plant itself , the 63 megawatts of 

12 Scherer 3. There's no transmission, there's no general 

13 plant, it ~s just the direct cost o f the 63 megawatts. 

14 Net of, if you look on -- it's not a numbered line, but 

15 there's a line that says "ICC Offset RP. lated related to 

16 Scherer," double "related" net of what the Company 

17 would have gotten capacity equalization payments from 

18 other companies in the system. 

19 So what that says is that if you look at just 

20 the 63 megawatts and just the capacity, nothing else 

21 associated with it, it has a net cost t o the ratepayer 

22 of $3, 598,000 . That's, as I understand it, the 

23 conclusion the Company's coming t o. 

24 Then you move d own, and I'm shifting a column 

25 to the left under that number, and you see two numbers, 
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1 "Scherer Transmission Rents" and "Scherer Production-

2 Related A,G." As I understand it, these are 100\ of 

3 all the transmission rents and production-related A'G 

4 costs that Gulf pays to Georgia Power for that portion 

5 ot the transmission facilities that are in Geo rgia. 

6 And that is a co~t to the Company. 

7 Now we get to the next number, which is 

8 3,757,000, and I'm going to draw the conclusion before 

9 I move to the second page to explain what that 

10 represents. But the conclusion that Gulf has reached 

11 is that we've given the ratepayer credit tor, or taken 

12 out ot the cost he would have paid anyway, an amount 

13 greater than wha~ we actually paid to Georgia; so that 

14 the ratepayer is better off by the net of those two , or 

15 $1,701,000. 

16 Now I'm going to stop there and I ' m going t o 

17 move to the second page where that number is calculated . 

18 COMMISSIONER BEARD: Can I ask a qui c k 

1~ question as you're doing that? 

20 

21 

WITNESS LARKIN: Yes . 

COMMISSIONER BEARD: Because there are two 

22 columns. On Page 1, "1990 Budget Systems Sc herer," or 

23 lett coluan, and this one, "Total ~cherer UPS for 

24 Filing," and those numbers 

25 WITNESS LARKiN: Don't agree. 
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COMMISSIONER BEARD : -- don't ag r ee, although 

2 Column 2 is exact. 

3 WITNESS LARKIN: Yes. 

4 Well , the reason it was calculated that way 

5 is in order to segregate just that 63 megawatts. I! 

6 you t ake the total, which is the column 1990 budget 

7 system on the tirst page, that's the enti re Sc herer 

a direct plant cost , just the direct plant cost. 

9 COMMISSIONER BEARD: And wha t is the first 

10 column in Page 2? 

11 WITNESS LARKIN: The f irst co lumn in Page 2 

12 is the amount that has been allocated to the UPS sales . 

13 That's the amount that they've taken out of that total 

14 tor the 149 megawatts, I be l ieve is the right number. 

15 The tirst column -- let me go back again. 

16 The first column is j ust t~ta l production c ost 1990 

17 budget, doesn't i nclude any general plant , doesn't 

18 inc lude any transmission . So if you take that c olumn 

19 and you subtract out j ust the produc tion-re lated c o s ts 

20 that you have in the UPS sales, then what you've got to 

21 end up with is the net direct cost of the 6J megawatts 

22 production only. And that's what they're attempting to 

23 segregate there. 

24 So when you get t o that column tnat's labeled 

25 "Territorial , " what you 've got is produc tion costs 
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1 only, capital and O'M costs, 63 megawatts. No 

2 transmission , no general plant. (Pause) Are we ready? 

3 

4 

COMMISSIONER BEARD: Yes. 

WITNESS LARKIN: Okay. Now, if you shift to 

5 the next page and you look at that same column that we 

6 were juat diacuaaing, the total column, the total UPS 

7 aalaa, this coluan includes everything that the Company 

8 has segregated or allocate d tor UPS sales for Scherer 

9 3 . It includes the dir~ct production costs, it 

10 includes the transmission costs, it includes general 

11 plant. 

12 So i! you want to segregate what the revenue 

13 requirement i ~ or the general plant and the operating 

14 expenses related to the general plant transmission, if 

15 you subtract !rom that what you subtracted the direc t 

16 production coats on the other page, then the net has 

17 got to be what's lett, everything else. And that' s the 

18 purpose or the third column, start ing from the left. 

19 And then you bring that ove r and you revenue 

20 affect it so that you say, "What we've taken ou t of the 

21 revenue and given the ratepayer c redit fo r is costs of 

22 $3,757,000." 

23 Now , turning back to the --

24 COMMISSIONER BEARD: Before you leave that 

25 page, 
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COMMISSIONER BEARD: Befo re y ou leave that 

2 page, the second l ine , plant ~cquisition adjustment, 

3 okay - - I'm not in the debate of whethe r it's 

~ production plant or common faciliti es or whatever , 

5 but if you disallow a plant acquis ition adjustment, 

6 what does ~t do the f ar right-hand column? Does it 

7 create a negative number, for example, n ega t ive 626, if 

8 my math i• right? 

9 

10 page? 

11 

12 

WITNESS LARKIN: on The first page or second 

COMMISSIONER BEARD: The Se cond page . 

WITNESS LARKIN: It has no effect it you t~ke 

13 to out of ~ •• re. The effect t hat it has o n the extreme 

14 right-hand column is nothing because you took it out in 

1~ the second column in total. 

16 COMMISSIONER BEARD: Well, I 'm trying t o 

17 understand --

18 WITNESS LARKIN: You see, you have the first 

19 column where you have it in , and they've allocated some 

20 ot the plant acquisition adjusLment to UPS sales. 

21 

22 

23 

COMMISSIONER BEARD : Per t heir filing? 

WITNESS LARKI N: Per their filing . 

COMMISSIONER BEARD : Now, keep i n mind -- let 

24 me finish why I ' m asking my question. My question is, 

25 would you not take it out o f the second column and 
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1 leave it in the first column , o r vice versa, because 

2 what you ' re looking at in the third column and the 

1 fifth coluan are reduct ions, cha nges to the Company 

4 filing, if I understand this. 

5 WITNESS LARKIN: No, no . Thi s whole exhib l t 

6 is to demonstrate , or attempt to demonstrate to the 

7 co .. iaoion that the UPS sale does the rate payer a 

8 favor; that the net 

9 COMMISSIONER BEARD: I understand what its 

10 intent is. 

ll WITNESS LARKIN: But you wou l dn't make 

12 adjuataents to the Company's filing from this exhibit. 

13 You'd have to go back to the filing to make those 

14 adjustaents. If you wanted to take out the plant 

15 acquisition adjustment in its entirety, it's a bigger 

16 number than 5 million . 

17 

18 

COMMISSIONER BEARD: Okay. Go ahead. 

WITNESS LARKIN: Now, what this does on Page 

19 2 ia that when you bring that across, that says that we 

20 have taken out in our allocations for general plant, 

21 for transmission plant, and the O&M expenses related to 

22 that, an amount that is 3,757 , 000. The Compa ny would 

23 say, "We've reduced the ratepayer 's revenue requirement 

24 by taking out these facilities by that dollar amount . " 

25 Now, if you g o back over to t he first page, 
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1 from that amount t hey ' ve subt r acted t he di r ect rental 

2 payments to Georgia Power and they come to a net o f 1 . 7 

3 million. And they a re , in e ffect, saying , "Well, by 

4 having UPS sales we 've reduced the 63 megawatt hours, 

5 the 63 aegawatt hours that we've left in , by 1. 7 

6 million, &o that now the net a mount o f that 63 

7 megawatts is 1,897, 000 . " 

Okay. Now, I guess we would d i sagree , numbe r 

'9 one, that there's an excess a llocat ion a nd a bove t he 

10 Company's actual cost for the trans mission o f -- a nd 

11 general plant fac ilities beca use t ha t 's a conclusion 

12 you have to reach; that you ' r e tak ing out mor e plant 

13 costa than ,ou would have had if you had never had that 

14 63 megawatts. And had we had t ime, we wou l d have 

1 5 provided testimony or deposed someone t o re~ch t hat 

16 conclusion . 

17 Now, there's one mor e line l eft on t hi s 

18 exhibit , and that ' s the one that says "Less: lion-fuel 

19 energy (vari able O&M)." Again, you ha ve t o turn bac k 

20 to Page ~' and that 's sho wn at the bottom, an 

21 allocation of that amount. And what t h is c redi t is, is 

22 that the Company has sold 1 4 ~ million megawatts under 

23 UPS s a les of Scherer 3. 

24 When the sys tem r uns in economic dispatch, 

25 th~ purchaser of that 1 49 megawatts can chocse, o r has 
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1 avai l able to him, the lowest cost tuel uni t that comes 

2 on. so if he needs power and there's something else 

3 available that's cheaper than Scherer 3, he gets that. 

4 He gets that fuel cost. But at the same time . he has 

5 to pay the differential between the variable O&H of the 

6 running unit, which is higher because they are less 

7 effic ient other ways. The fuel cost may be lower, but 

8 the variabe O'H may be higher than what he had to pay 

9 had Scherer run it. And they're saying, well, the 

10 ratepayer gets a benefit because the ratepayer doesn't 

11 have to pay that. And, therefore, that s hould be 

12 c r edited asgainst the 60 megawatts that are still on 

13 the systea. 

14 And we would say if he got this break and 

15 that unit came on to replace his , if the 63 megawatts 

16 weren't there to start out with, then the variable O&M 

17 wouldn't have been there either, o r that they paid the 

18 !variable O'H to another company in the systere and that 

19 expense isn ' t reflected here . 

20 So I've taken up a lot of time explaining 

21 this, but we would dispute t he conclusions reached t hat 

22 there is a net benefit to the ratepayer of 1.7 mi ll ion 

23 in the transmission and genera l amounts, and that 

24 there's a benefit to the ratepayer or 1 , 969,000 in 

25 vari able O&H amounts . And that's what •e would s ay 

FLORIDA PUBLIC SERVI CE COMMI SSION 



23 16 

1 about this schedule. 

. 2 COMMISSIONER BEARD: Two questions, if I ca n . 

J Column 1, 1990 budge t, wh ich you said was 

• strictly plant and had nothing else in it. 

5 WITNESS LARKIN: That 's correct, direc t 

6 produc~ion costs. 

7 COMMISSIONER BEARD: That understates that 

8 column, relative to how it's stated i n Page 2? 

'9 

10 

WITNESS LARKIN: Tha t --

COMMISSIONER BEARD: Or I s that picked up 

11 down in the bottom ot the page? 

12 WITNESS LARKIN: Well, if you were t o say 

13 that Scherer cannot run without some transmissi on 

14 faciliti e s and without some general plant faci l ities, 

15 then that column is understated. If you say -- if 

16 Scherer goes, in its entirety, along with it gnes this 

17 500 kV line, this substation , these subtransmi~sion 

18 lines, all these costs that go with it, the net column 

1'9 is understated. But if what you' re trying to do is 

20 strictly to segregate the direct produc t ion cost of 6 3 

21 megawatts, you could arrive it that way. 

22 COMMISSIONER BEARD: Down about halfway down 

23 the page where it says the "II C o f fset rela ted, 

24 related" -- double related as you said " to Schere r , " 

25 the l ast two columns you have a 4,792 and a 4,87 7. Th e 
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1 relationship there i s t h e 8.3 4 \ rate of return. I 

2 understand why y ou use t hat figu r e in the other li~es 

3 higher up, b ut i n thi s c a se, isn't this the a c t u al 

4 retail payment , the 4 ,792 is the a ctual retail pa yme nt 

5 to Gulf from Southern Services? 

6 WITNESS LARKIN: Yes, but if you put that 

7 into a rate case, you affec t it by the amount you a l l ow 

8 tor bad de.bts in the amount -- you may affect i t by the 

9 other revenue taxes, s o tha t it has t o be h ighe r if 

10 you're talking about revenue d ollar s because t ha t 's 

11 what you're trying to c omp are, r evenue requirements . 

12 So when you ta.ke an expense a nd you say norrnally an 

13 expense or revenue item is r eflected one-for-one, 

14 except when you convert it t o revenue f or rat~making, 

15 you add soae dollars for bad de bts a nd some other 

16 things. 

17 COMMI SSIONER BEARD : So j u st use 8.3 4 a s a 

18 surrogate? 

19 WITNESS LARKIN : Yea h . Well, t h ey g r ossed it 

20 up to g~t to that, and tha t is theor etically cor rect. 

21 COMMISS I ONER EASLEY : Have you been here for 

22 the testimony o n this earl ie r ? 

23 

2 4 

WITNESS LARKIN : No. 

COMMI SSI ONER EASLEY : Would it make any sens e 

2 5 -- I have a recollection o f somebody having tes t i fied, 
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1 and I'm back to this 1990 budget system co lumn on the 

2 !irst page, where you said if you believe that plant 

3 and transmission should be in, then that co l umn is 

4 understated? 

5 WITNESS LARKIN: Yes. Well, what I 'm saying 

6 is that !ur the purposes they wanted to use it !or, i 

7 don't aee anything wrong with the way they calculate 

a it. 

9 COMMISSIONER EASLEY : Bec ause what I have a 

10 recollection o! was that they assumed plant an~ 

11 tranamisaion would be common and they t ook it ou t in 

12 order to get to a true net effect of 63 megawatts. 

13 Does that .ake any sense? 

14 WITNESS LARKIN: That would be the true net 

15 ettect ot only the production facilities. 

16 

17 

COMMISSIONER EASLEY: Okay. 

WITNESS LARKIN: But you couldn'c do anything 

18 with any plant unless you had someplace to send it t o . 

19 COMMISSIONER EASLEY: But it would be a 

~o common cost to the two, and t o make the compar ison of 

21 the net effect, they removed it to get down to 

22 production only? 

2 3 WITNESS LARKIN: I guess I got lost a little 

24 bit there. 

25 COMMISSIONER EASLEY: I did, too. 
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WITNESS LARKIN: In what you -

COMMISSIONER EASLEY: But you're not 

3 disputing the way they compared it here? 

2319 

4 WITNESS LARKIN: No, we're not agreeing with 

5 the calculations or anything. We under3tand what they 

6 did. W~ just disagree with the conclu~ions, or that 

7 you could reach that conclusion trom this exhibit. 

8 

9 

10 

11 

12 

13 

14 

15 

16 

COMMISSIONER EASLEY: Okay. 

CHAIRMAN WILSON: Any questions? 

MR. HOLLAND: (Indicated negatively.) 

CHAIRMAN WILSON: Questions? 

MR. PALECKI : (Indicates negat ively.) 

~. BURGESS : No ccoss? 

CHAIRMAN WILSON: Apparently not. 

KR. BURGESS: No redirect. 

CHAIRMAN WILSON: Al l right, all the exhibits 

17 have been stipulated on this witness t 

18 

19 

MR. BURGESS: Yes , si r , as far as I know. 

CHAIRMAN WILSON: Thank you, Hr . Larkin. Y o ~ 

10 can be wxcused. 

21 (Witness Larkin excused.) 

22 CHAIRMAN WILSON: Let's take a ten-minute 

23 break and then we'll go to the next witness. 

24 (Briet recess) 

25 - - -
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Pages 2255 through 2319 
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