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Rate sase 

ISSUE 1: Gulf Power has proposed a rate base ot $923,562,000 
($1, 192,516,000 Systea) tor the test year. What is the appropriate 
level ot rate base tor 1990? 

OPC Position: The proper level ot rate base will be provided 
later with the tiling ot the rate bose schedules. 

ISSUE 2: The company has included $1,275 ,624,000 
($1,307,579 ,000 system) of plant in servi ce in rate base. Is this 
appropriate? 

~Position: No. Baaed on an actual va. projected ana lysis 
for Auquat, 1989 through March, 1990, t he total company plant is 
overstated by $11, 458,000 ($11, 178,000 j urisdictional). Pl ant 
Scherer should be removed !rom plant-in-service as not c u rrently 
needed tor retail generation. Net plant-in-service is $ 1 ,209,506 
($1,239,805 System). 

DiiCUSSIOI: Using the actual plant in service data tor Auqust 

1989 through February 1990 as compared to the Company's 

projections, Mr. Larkin determined that the projections are 

overstated by $11,753,000 [T. 2199). In further support of this 

position, Mr. Larkin testified that the Company had over-projected 

its 13 month average ended December 1989 by over $26.9 million (T. 

2200). To determine the proper adjustment to be made to the 

Company's projection, Mr. Larkin used a linear regression analysis 

[T. 2200- 2260]. 

In response to this adjustment, Mr. McMillan testified tnat 

there were other reasons tor the previous over projection (T. 3903-

1 3904]. There were three major reductions to plant in service in 

1 I 
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recent years that taken toqether would explain the underage. The 

first reduction was for $9 aillion to remove the acquisition 

adjustment for Plant Scherer from plant in service to the 

acquisition adjustaent account in June of 1988 [T. 3903]. While 

at first this argument seems to have merit, it should be noted that 

this could not have affected the 1989 13-month average, as the only 

month in 1988 that was used was December . A major plant reduction 

in the previous June would not affect the $28.9 million difference 

tor 1989. 

The other two items were reductions in 1988 and 1989 for the 

retirement of the Plant Daniel coal cars ($9.5 million) and the 

$5.3 aillion to reduce the Plant Scherer purchase price. These two 

items amount to $14 . 8 ail lion wh i ch when compar ed to the $28.9 

million overage tor 1989 still leaves a $14 . 1 million over­

projection. And this assumes both of these items were removed at 

the beginning of 1989 which is unlikely. 

In furtherance of explaining away the historical over­

projection of plant in service, the Company claims that, as of May, 

the plant in service balance is close to what they had projected 

[T. 3924]. The Company, after having been significantly behind 

in its construction proqram, has evidently accelerated its proj~cts 

to "catch up " to their projections . This is a good example of 

cart-before-the-horse mentality. 

The fact is, on a 13-month average basis, the plant in service 

is still significantly below Company projections. Once the 

CoJDDission makes a determination in tr.is case, based on the 

2 
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historical over-projection results, it is very likely that the 

c onstruction will fall behind the projections once again. Without 

any other aeana to deteraine what the over projection amount will 

be by Deceaber, the Commission should use Mr. Larkin's calculation 

and remove $11,753,000. 

ISSQB 3: 
excess of the 
for ita 25t 
appropriate? 

Gulf capitalized $1,964,394 ($6,937,131 System) in 
original coat capitalized by Georqia Power Company 
share of Plant Scherer, Unit No. 3. Is this 

Ope pgaition: No. In the evont the Commission decides t~ 
allow Plant Scherer in rate base, no acquisition adjustment shoul d 
be included in rate base. 

DISCVSIIOI: See Issue 4 discuss ion. 
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ISSQE 4: Aa a result of ita purchase of a portion of the 
common facilities at Plant Scherer, Gulf recorded an acquisition 
adj~atment of $2,458,067 ($8,680,507 Syatea). Ia this appropriate? 

OPC Position: No. In the event the co-ission decides to 
allow Plant Scherer in rate base, no acquisition adjustment should 
be included in rate base. 

DISCQIIIQI: 

To pass along these acquisition costa which discharge 
the obligation of Southern Co:.pany related to Oglethorpe 
Power Corporation and the City of Dalton would be unfair 
and unequitabl e to the Gulf Power ratepayers. . . . 

[T. 2217-2218] 

This quote fro• Kr. Larkin sums up t he reality that would result 

from this Commission allowing these acquis i tion adjustments. Thi s 

Co.misaion has always held that no acquisition adjustments should 

be included tor recovery by Florida ratepayers. To allow this 

recovery in this case would be to set a precedent in future cases 

and open the floodgates to acquisition adjustments of all kinds. 

This should not be done. 

I 
I 

Mr. Scarbrough asks this Comaission to consider the "value 

received" when aAkL1q this decision [T. 3779]. This is the same 

argument that can be aade tor any acquisition adjustment and 

I complet~ly aiasea the point. Very often the fair market value of 

I 
I 
I 
I 
I 

an asset is gr ater than the book value of that asset. How(. ·1er, 

the Commission certainly would not allow utility company's to start 

reselling their plant assets between themselves at •fair value" and 

thus create acquisition adjustments on all over-depreciated plant. 

The co .. iaaion policy against allowing acquisition adjustments is 
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designed to prevent exactly the kind of items cited by Gulf as the 

cause of the adjustment. 

Mr. Scarbrough explained that the adjustment was composed of 

three parts: $4,865,444 tor carrying costs; $3,796,376 for 

accumulated depreciation; and $18,687 for legal costs [T. 337-338, 

3780-3781]. Unfortunately tor the Company, the only item which 

should be considered as recoverable is the legal costs. Mr. 

Scarbrough atated be believed that it is only fair for its 

ratepayers to pay the carrying costs of these assets during the 

time the assets were 100' owned by other utilities. At first 

glance, his reasoning sounds correct in that he claims Oglethorpe 

(OPC) and the City of Dalton (Dalton) should be able to recover 

their carryinq coats fro• someone [T. 338]. But consider the other 

side of this salea transaction. 

Each year, OPC and Dalton would pay their debt, and possibly 

an equity type of return, which would be booked as a cost to the 

Company in those years. Further, whether booked or not, an 

allowance for depreciation should have been recognized. It is 

totally proper to aaaume that these costs were in fact passed on 

to their customers. To this question Mr. Scarbrough stated "· . 

.I do not know how Oglethorpe and Dalton treated this." [T. 3~0). 

He goes on to explain that if we assume that these costs were 

recovered from their customers, those customers ought to qet those 

dollars back "So they break even. And now we have it on our 

books." [T. 390]. The fact is, Mr. Scarbrouqh has no idea what is 

on the books of OPC or Dalton. When askt:!d by Commissioner Gunter 

5 
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to give a chronological calculation of the costs involved, Mr. 

Scarbrough responded that they would have to go to OPC and Dalton 

to get some of that information [T. 393-394). 

Part of Mr. Scarbrough's reasoning in allowing for the 

ar.cum~lated depreciation portion of the acquisition adjustment is 

that Dalton did not depreciate its share and OPC started its 

depreciation two years late (T. 389, 399-400). Thus, in effect, 

the total undepreciated balance is properly includad. This 

argument is without merit. Physical wear and tear on plant assets 

does not abate when a Company chooses not to recognize that fact 

on its books and recorda. The fact is, several years have passed 

since the common facilities went into operation and they are now 

not worth as much as they would be if they were brand new 

facilities. 

Another aspect to this issue makes the Company • s claimed 

purchase price suspect. Exhibit No. 553 contains, in part, a copy 

of the December 8, 1989 "AUDIT OF THE OGLETHORPE POWER CORPORATiv~: 

SALES PRICE ADJUSTMENT FOR PLANT SCHERER COMMON FACILITIES." On 

page 19 of this exhibit ita states: "Gulf has also requested 

information from OPC to recompute the revised gAin for Gulf's final 

booking of the Electric Plant Acquisition Adjustment." (Emphasis 

added). This dOCUJDent which was not provided by Gulf in its 

original filing, raises some question as to the acquisition amount. 

Also this document seems to contradict the Company's claim that 

there was no profit to anyone in this deal (T. 338]. 
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One final point ahould be considered on this issue. The 

Federal Ene1'9Y Requlatory Co-iaaion (PERC) has disallowed this 

item and haa decided that the acquisition adjustment is properly 

recorded below the line [T 405-496]. In Hr. Scarbrough's words, 

PERC wanted: "Firat of all, s how us that all customers receive 

benefit ot it " The Coapany has tailed to make that showing 

in ita direct caae nor ita rebuttal ot Hr. Larkin. At this point 

Mr. Scarbrough aaya: •PERC ia waiting tor this Comnission to make 

ita decision before they make their decision on this issue." [T. 

407 ) . The proper decision that should be made by both this 

Commission and PERC is to disallow the acquisition adjustments . 
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ISSUE 5: Is the $31,645,000 total coat tor the new corporate 
headquarters land, building, and furnishings reasonable? 

OPC Position: The coata ot the new corporate headquarters 
should be adjuated to remove any excessive costs and costs 
associated with non used and useful land and building space as 
determined by this co-ission. Numerous inquiries and eXJ1ibits 
were requested concerning this issue (e.g., T. 1603-1612, 1638-
1655, 3634-3637, 3640-3642, 3683-3751, 3752-3758, 3835). Once all 
exhibits are received, the Commission should remove any excess rate 
base and expense items that are found. 

ISSUE 6: Is the Careyville "sod farm" operation being 
properly accounted for by Gulf Power Company? 

OPC Position: In the event the sod farm operations are 
determined to be subsidized by the ratepayers, the Commission 
should remove these costs as non utility in nature. 

ISSUE 7: Should the investment and expenses associated with 
the "Navy House" be allowed? 

ope Position: Based on the record, the use of this house as 
a training center duplicates space already available at the 
corporate headquarters and the Pace Boulevard location [T. 3652-
3681). All of the expenses and rate base items should be removed 
for rate setting purposes. 
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ISSUB 8: Haa Gulf properly allocated all or the appropriate 
capital inveatment and expense• to its appliance division? 

OPC Position: Tbe appliance division is being subsjdized by 
the utility operation•. The coats identified in late fileri exhib~ t 
564 should be removed. 

DIICJZIIIOI: Mr. Scarbrough testified that the appliance 

division i• not charged postage costa for bill stuffers and credit 

purchase billings [T. 578-580]. The diviaion i• further subsidized 

in that electrical usage is billed to this division at below the 

tariff rates. By not billing at tariff rates, Gulf has created a 

subsidation becauGe the general body of ratepayers support the rate 

base associated with the electricity supplied [T. 586-590). Even 

with these "freebies" the division still does not operate 

profitably [T. 611, 908] 

The primary function ot electric utility operations should be 

to provide electric service. Should the Company choose to operate 

other ventures, those operations should share in the costs of 

mailing and ahould be charged at the tariff rate for electric 

service. By not shari ng in these expenses the division gains an 

unfair advantage in th~ aarket~lace. 
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ISSQE 9: Should Gulf's inveataent in the Tallahassee offiGe 
be included in rate base? 

Ope Poaition: Plant in aervice ahould be reduced by $43,000 
and accumulated depreciation by $26,000. 

ISSUI 10: Should the total cost of the Bonifay and Graceville 
offices be allowed in rate base? 

ore Position: No. In Gulf'• previous rate case, the 
Co1111ission aade the deteraination that total recovery for these 
offices should not be peraitted. In the current case, the company 
has merely ra.ade the aaae arguments on this issue. The Company 
hat not aubaitted any verifiable support for these costa. Rate 
base should be reduced by $183,000. 

ISSUE 11: Gulf Power has proposed $454,964,000 
($1,451,703,000 Systea) aa the proper level of accumulated 
depreciation to be used in this case. Ia this appropriate? 

QPC Positions The proper balance will be supplied with the 
rate base schedules. 

ISSQI 12: Should the plant inveataent made by Gulf to serve 
the Leisure Lakea aubdiviaion be included in rate base? 

Ope Position: No. The CoJIIIIission determined in Gulf's last 
case that the diatribution line and substation should not be 
included in rate base, as the local cooperative should service this 
subdivision [T. 2207]. In the current case, Mr. Jordan tried aqain 
to justify the substation by qiving it a new name and claiming it 
was designed to serve primarily as back up for the Sunny Hills 
substation [T. 1571-1572]. The Company has failed to justify the 
reintroduction of this substation into rate base, and it uhould be 
removed. 

10 
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ISSUB 15: Gulf has included in its jurisdictional rate bas e 
$3,925,000 ($4,025,000 System) of plant held for future use. Is 
this appropriate? 

OPC Poaition: Due to the current plans tor use, the following 
items should not be included in rate base. Careyville because: 

1. there are currently no specific plans tor this site; 

2. the certification is due to run out in 1991; and 

3. no study has been performed nor co11t benefi t shown that 
it is indeed better to hold and continue to purchase land at this 
site rather than purchase land later when specific plans for 
generation capacity are known. 

Remove $1,398,000 from rate base . Bayfront office at 
$1 , 844,ooo; Pace Boulevard land at $612,ooo. 

DI8CV88IOI: The Careyville site was purchased in part in 

1964 and 1976 [T. 413] and has been in rate base since 1980 [T. 

2212]. Mr. Parsons testif ied in the Company's direct case t hat the 

Careyville site is still a viable certified location for future 

plant needs [T. 1021-1022]. He further stated that it is better 

to purchase and hold this land now at lower costs [T. 1023-1024). 

Future plans are to acquire up to 3 , ooo acres at this site to 

accommodate an 800 mw unit sometime in the future (T. 1204-1205]. 

Mr. Parsons later admitted under cross examination that the 

certification for this site runs out next year (1991) [T. 1208). 

Further, he admitted that "[i]f we substantially change anything . 

• . " the Company would have to go back through the environmental 

process [T. 1208]. At that time, anyone can petition for 

abandonment of the site and the ~ite would need to be recertified 

(T. 1209-1210]. 
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Basically what tbia ••ana ia that the current certif~cation 

is valueleaa aince there is very little chance that recertification 

will be granted with no oppoaition. Alao, while the Comnany may 

be right in ita belief that currently holding and continued 

purchasing of land at the aite will reaul t in some future cost 

savings, the facta are: 

1. there are currently no apacific plana for this site; 

2. the certification for thia site ia due to run out in 1991; 

and 

3. no atudy haa been performed nor coat benefit shown that 

it is indeed better to hold and continue to purchase land at this 

site rather than purchase land later when specific plans for 

generation capacity are known; 

4. holding the current land is truly the less expensive only 

if all the carrying costs (taxes, interest, equity, etc.) auded to 

the original costs are lower than some other alternative purchase; 

5. if it is truly leaa expensive to hold the current land 1 

then the future ratepayers will still receive the benefit of that 

bargain when all of the costa (original cost, plus all deferred 

carrying costa) are put into rate base at the time the land is used 

for service; 

6. if, on the other hand, the carrying costs actually make 

it •ore expenaive to hold the current land, there is absolutely no 

reason for current customera to pay the carrying costs in order to 

create an artificial bargain for the benefit of future customers. 
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The Company should accrue an AFUOC type account to defer the 

carrying coats it and when the site is actually needed. At that 

time, a test ot reasonableness can be performed to determine how 

much of the plant and carryinq coats ahould be included tor 

recovery. This will protect the Company'• prudent investment in 

this site while protecting the ratepayers from imprudent costs. 

Under the current treatllent ( ie. inclusion in rate base) the 

current customers are beinq charqed with a coat wnich aay never be 

beneficial to them, and there will be no mechanism to reimburse 

customers tor the costs they will have borne over the years. 

In ord~r to keep overall costa down, any use ot land either 

in current rate base or plant held tor future use AFUOC accrual, 

should be used to generate revenues to ottset these costs. This 

would include revenues from the sod farm operations, timber sales 

or sinilar use. 

'l.'he Baytront property is projected to be needed sometime 

between 1994 and the year 2010 [T. 2213]. This is too far into the 

future to require ratepayers to carry the cost. The Pace property 

which has been and will continue to be acquired through 1994 (T. 

2214] should also not be included tor current recovery. 

As with the careyville site, the land at both the Bay Frcnt 

office and the Pace Boulevard complex should be removed from rate 

base and allowed to accrue the carrying costs in as AFUDC type 

account. The total costs then should be compared to market value 

when the property is used and useful [T. 2214-2215]. Rate base 

should be reduced by $1,844,000 and $612,000 respectively. 
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ISSUE 16: Has Gulf allocated the approp,...iate amount ot 
workinq capital to Unit Power Sales (UPS)? 

OPC Position: No. Increase the UPS workinq capital by 
$4,097, ooo and decrease the system workinq capital by the same 
amount. 

DISCUSIIOJ(: Mr. Larkin testified that t he Commission's 

ratemakinq approach has been to allocate all non - UPS costs to 

retail ratepayers. If there were no UPS sales, all of the costs 

of Plant Scherer would be allocated to retail ratepayers. 

Therefore, when the Company recovers from UPS sales a hiqher level 

of workinq capital than needed, the ratepayers should receive full 

credit for the actual investment allocated to UPS sales [T. 2227]. 

The Company arques that this approach picks and chooses 

different calculations and that the retail ratepayers already 

receive aiqnificant benefits related to UPS sales (T 3917-3918]. 

The Company believes that even thouqh FERC uses the formula 

approach in its calculation, this Commission should use the balance 

sheet approach [T. 761]. As Mr. Larkin pointed out, however, this 

would allow the Company to overrecover on ita UPS sales i11vestment 

Jl [T. 2227]. Since the retail ratepayers are expected to cover any 

I 
I 
I 
I 
I 
I 

non UPS costs, any benefit due to overrecovery should be credited 

to the retail custo .. rs. 
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ISSUJ 17: The coapany baa included $81,711,000 ($200,266,000 
Syatea) ot working capital in rate base. What is the appropriate 
lev~l of working capital? 

OPC Position: The level of working capital ia a fallout issue 
and vill be provided later with the tiling of the rate base 
schedules. 

ISSUJ 18: Gulf baa included $1,358,278 ($1,485,221 system) 
prepaid penaion expenae in ita calculation of working capital. Is 
this appropriate? 

Ope Poaition: The prepaid pension of $1,484,000 should be 
reaoved troa working capital. 

QIICVJIIQI: Kr. Larkin's assertion that the ratepayers have 

been paying tor penaion expense in their rates since 1984 [T. 

2220], ia unrebutted. Since this ia the case, if anything , there 

should be a funded reserve to offset ratebase not a prepaid account 

that increases it. Mr. Scarbrough testified that the company chose 

to prepay this amount in 1988 to take advantage or a tax provision 

to • ••• aaxiaize the tax deduction. .. [T. 617-618). This 

may be great for the Company, but if included in ratebase, it 

increases the cost to the ratepayers who funded the pension costs 

to beqin with. 

Mr. Scarbrouqh further testified that this was a prudent move 

by the Company [T. 3786]. But what he has not disputed is that it 

results in hiqher cost to the ratepayers. What is prudent in the 

Company's eyes aay not be prudent for the customers. 
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ISSUE 19: Should unamortized rate case expense be included 
in workinq capital? 

OPC Position: No, workinq capital should be red\!ced by 
$765,000 to re•ove this ita.. 

DIICQIIIOI: The pri.ary reason to disallow this item i b that 

no rate increase is warrant•d. However, should the commiss1on 

grant an increase it still would be improper to include this for 

recovery. As Mr. McMillan testified, i t has been past Commission 

practice to disallow this itea tor recovery in rat e.base as a 

sharinq ot this cost with stockholders since they are the ones 

qettinq the benefit (T. 819]. 

ISSQE 21: Should temporary cash investments of $6,045,000 
($6,399,000 Syste.) be included in jurisdictional workinq capital? 

Ope Position: No. Should the Commission determine that some 
ot these funds remain in workinq capital, they should be removed. 

16 

1 ~. -I • 



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

ISSUE 22: 
oil inventory. 

Gulf baa included $1,042,000 (Systea) tor heavy 
Is this appropriate? 

OPC Position: 
($1,042,000 Syste•>· 

Reduce heavy oil inventory by $925,613 

DXICVIIXQJ: The COJIPany is 11aintaining an inventory ot 77,538 

barrels of heavy oil at the Crist complex [T. 1068] . The primary 

fuel used tor these peaking units is natural gas and the projected 

capacity factors tor these units are: Crist 1 • 4'; Crist 2 - 4'; 

and Cri st 3 • 14,. Kr. Parsons testified that these units are run 

vety little [T. 1069]. The moat recent use ot this oil at the 

complex was 995 barrels used during a teat run ot the unit to 

determine if the oil could be used [T. 1070-1071]. Prior to that, 

Mr. Parsons testified it bad not been used s ince 1986 [T. 1071]. 

During the 1989 Christmas freeze the oil was not used [T. 1071]. 

What Mr. Parsons has not shown in this case is that the oil 

backup at these plants is cost efficient in any way. Nor has Mr. 

Parsons demonstrated historically that this oil has ever been used 

to the benefit of the ratepayers. Given the large reserve margins 

on both Gulf's and Southern Company's system, this oil being held 

as backup tor three peakers is overkill as tar as system stability. 

In order to support the company's requested level ot heavy 

oil, Mr. Parsons testified that these plants must be prepareJ to 

run as part ot the interchange agreement. The plants res ult in 

$6 million in capacity payments tor Gulf on the system [T. 1076, 

3455-3456]. While this may very well be true, the Company has 

tailed in both its direct and rebuttal case to provide the 
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essential link between Gulf's obligation to keep these plants in 

reserve And have an alternative source of fuel. 

Given the Company's rationale, all of Southern Company's coa~ 

units, qas unita and even their nuclear units should have the 

capability to run alternate fuels. This, of course, is not the 

case. There has been no showing by the Company that this inventory 

is necessary, let alone at a level in excess ot $1 million. 
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ISSUI 23: Gult baa includad $359,000 (System) ot light oil 
inventory. Ia this appropriate? 

QPC Position: 
($263,490 Systea). 

Reduce light oil inventory by $234,059 

DIICVBIIOI: The Company haa projected an inventory average 

level of 692,121 gallon• ot light oil [T. 1081]. The priaary use 

of this oil ia to help bring coal unit• up and to stabilize the 

units [T. 1082]. Tbe level requeated waa not deterained by the 

inventory model but rather from experience [T. 1086]. The Company 

has not shown that this is a prudent, cost effective lPvel of light 

oil inventory. And aince Mr. Paraona has testified that the 

delivery time tor this oil would always be within a week and 

usually within a few days [T. 1086-1087], this inventory should be 

substantially reduced, consistent with Mr. Larkin's recommendation 

[ ':' • 2 2 2 0 ] • 
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ISSUE 24: Gulf has included $57,426,000 (System) tor coal 
inventory. Is this appropriate? 

OPC Position: 
($5,029,820 Syatea). 

No reduce coal inventory by $4,468,010 

DISCJl88I()Jf: Prior to 1984, the Company kept its coal 

I inventory at 60 day nameplate. Since then, computer modelinq has 
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been implemented to better track fuel inventory (T. 1043-1035]. 

The current model that Gulf uses tor coal inventory is called the 

Utility FUel Inventory Model or UFIM and was devised by EPRI [T. 

1037]. The Company also includes coal in transit in its inventory. 

While computer modeling can be very beneficial tor inventory 

determinations, one auat look at the model closely to quarantee 

that the proper inputs are used as well the aasuaptiona that are 

inherent in all models. The aodel used by the Company includes 

the assumption that a nuclear moratorium could occur that would 

require all u. s. nuclear plants to be shut down with no warninq 

[T. 1097-1101]. Mr. Parsons aqrees that the CoiiUilission should 

review all the assumptions in the model tor reasonableness and if 

determined to be unreasonftble, then the proposed coal inventory 

should be rejected [T. 1107-1108). 

The model proposed includes a nuclear disaster which would 

"significantly" change the world as we know it (T. 1112-1113]. The 

costs to be incurred under this scenario are totally unrealistic 

and should be discarded by the Commission because in the 

hypothetical scenario electricity availability would be the least 

ot this country's problema. This aaauaption only serves to inflate 
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the costs of not havinq sufficient coal supplies on hand and 

discredits the use of the aodel in deteraininq proper coal levels. 

Mr. Parsons best awamed the need tor proper assumptions in 

modelinq: 

You can run any aaauaption, I aean, you know, it you can 
chanqe the asaUIIption, you can run any proqru and it 
will qive you an anawer, but you juat have to be 
comfortable with the inputs into it. 

[T. 1279] 

The Commission should take note of thia advice. The Company ' s 

requested level of inventory is inflated and should be reduced to 

a level commensurate with the level approved tor interim purposes. 
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ISSUE 26: Should 63 KW of Plant Scherer 3 be included in Gulf 
Power's rate base? 

Ope Position: The 63 MW of Plant Scherer should be excluded 
from Gulf Power Company's retail rate base. 

DIICVIIIQJ: Mr. Richard Rosen, testifying tor the Citizens 

of Florida, recommended that the Coaaission exclude the 63 MW that 

Gulf is seeking to include in ita rate base. At the beginning of 

his testiaony [T. 233-2334], Dr. Rosen outlined the basic rationale 

for disallowing the 63 MW fro• rate base. Dr. Rosen outline his 

reasoning as follows: (1) the Southern Company and Gulf Power's 

generation expansion strateqy in the 1980's resulted in excess 

baseload capacity on their systems; (2) an appropriate level of 

required reserve marqin tor Southern Coapany and Gulf i s about 15\; 

(3) even troa a conservative perspective, the 63 MW of the Scherer 

3 p l ant which Gulf is not going to sell off-system is excess 

capacity and furthermore, that capacity is not economical for 

serving Gulf's retail cu•toaers; and (4) of the 63 MW. 44 MW is 

available for a short period only because Gulf States Utilities 

(GSU) ceased aaking the capacity payments of that 44 MW. Thus, Dr. 

Rosen concludes that this capacity be excluded from Gulf's rate 

base for the test year. 

The record includes a great deal of evidence supporting and 

expanding each of Dr. Rosen's points. In an expansion of the point 

on capacity mix, enumerated as (1) above, Dr. Rosen first 

explained: 

Q. [By Mr. Burqess] Were these expansion plans, with 

their dependence on new baseload plants, consistent v ith 
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the Southern Coapany•a own planning studies during the 

1980&? 

a. [By Or. Rosen) No, by baaing ita expansion pla,, 

during the entire 1980& priaarily on new baseload units, 

the Southern Company was overlooking some clear signals 

trom ita own planning studies that this might not be the 

moat economical atrateqy. As tar back aa July 1984, its 

"1984 Syatea Generation Mix Study• indicatea that the 

next set ot new generating units in the 1990s, after 

completion ot the currently planned baseload units, 

should be new peaking capacity . While this result does 

not prove conclusively that some or all ot the new units 

planned tor completion during the 1980s should have been 

peakers, it provides strong evidence that they should 

have been. 

[T. 2338-2339] 

So in 1984, Southern Company realized that its next set of 

generating units should c. peaking capacity, which perhaps should 

provide a signal to review the ayatea baseload capacity plans. As 

Dr. Rosen pointed out, however, Southern Company did not under~ake 

such a review: 

(By Dr. Rosen] Unfortunately, the 1984 System Generation 

Mix Study did not explore the most economical ahc of 

capacity types to build during the remainder ot the 

1980s. As stated on page 7 of the report, the computer 

model that the Southern Company used to compute the most 

23 

1 .. 
- I : J 



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

economical aix of new capacity a• di•tributed between new 

peaking and new baseload capacity •wa• only allowed to 

add generation to the system after 1990. Budgeted unit 

addition• •cheduled prior to the end of 1992 were 

con•idered to be installed on schedule. • In other words, 

the study was constrained to leave the 1980s units 

unchanged and not consider any alternatives in that time 

frame. Siailarly, the Southern Company's 1982 and 1986 

generation mix studies focused on new units beginning in 

1993 and thereafter. 

Q. [By Mr. Burge••) Did the southern Company review 

its baseload capacity plans? 

.&. No it did not. During the 1980s, the Southern 

Company's major generation planning studies focuse1 

solely on the capacity aix for new units in the 1990s, 

while ignoring the prudence of the baseload orientation 

of ita scheduled conatruction proqra• in the 1980s. This 

prograa culainated in the projected completed 

construction of Miller unit 4 by 1991. 

This approach to planning appears to have been 

i.Jiprudent in that a proper economic analysis probably 

would have shown that the new coal baseload units planned 

for the late 1980s and early 1990s, such as Miller 3 and 

4 and Scherer 4, should have been delayed or cancelled 

altogether. The addition of at least some new peaking 
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capacity is indicated, interspersed between the 

completion dates of fewer or deterred baseload units. 

[T. 2339-2340) 

Based on his considerable experience in generation planning [T. 

2327, 2328; Exhibit 331], Dr. Rosen believed that a proper economic 

analysis would have led to a greater reliance on peaking units and 

a corresponding reduction andjor deferral of baseload capacity. 

In tact, when Gulf performed an econoaic analysis in 1986, it 

demonstrated a substantial deviation between the actual ger.aration 

mix and what an optional mix would call tor. Dr. Rosen presented 

the following excerpt from Gult's 1986 study: 

Percent of Mix 
capacity TVpe Projected 1995 Optimal 

Peaking 
Interaedinte 
Base Load 

Total 

[T. 2341] 

13 
4 

83 
l.2.2 

Fro• Gulf's da1:a, Dr. Rosen co .. ented: 

27 
16 
57 

l.2.2 

Thus, the actual outcome ot the Southern Company planning 

process resulted in a very significant deviation from the 

long run optimum. The Southern Company derived almost 

identical results in ita most recent capacity expansion 

study dated September 1988. 

[ljl. 1 
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Gulf's data led Dr. Rosen to the inescapable conclusion that Gulf 

co~pletely aiacalculated what ita expansion plan during the 198Cs 

should have been. 

In an elaboration on the proper required reserve margin, 

enuaerated aa (2) above, Dr. Rosen engaged in an informative 

exchange with Chairman Wiluon: 

Chainaan WilaoD: What ia your opinion (of an appropriate 

capacity reserve aarqin]? 

WitDeaa aoaen: Well, aa the testimony says, I believe 

that because of the excellent availability of the 

southern Company units, which the Company states is 89\ 

availability on average, that probably as low as 15\ 

would be appropriate, because other utility systems that 

I've exa.ined such as the American Electric Power Syst~m, 

their own internal criteria for adequate capacity on 

their system ia about 17' and they have average 

availability tar lower than the southern Company. There 

is, I think about only 77 - 78, so there's over 10 

percentage points lower availability on the AP system, 

and that would translate into at least 2 or 3,. In fact, 

probably aore of a reduction on, you know, an adequate 

reserve margin. 

[T. 2397-2398) 

Cbairaan Wilson: In a growth state like Florida, would 

you consider 15' to be adequate? 
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Witness Rosen: I would say that for planning purposes, 

no, that I would go up to about 18 for a system like 

Gulf. 

Now, it there'• another -- I mean the Gulf system 

is not growing all that fast. It's only in the 2 to 3t 

a year range. other system may grow faster and you might 

need to go above 18. But for Gulf, I feel 18 would be 

an upper li•it given the high availability of the 

Southern Company plants. 

[T. 2399) 

The Chairman then sought additional information reasoning for Or. 

Rosen's conclusion that an adequate reserve level for Gulf is 15\: 

Cbairaa.n Wilson: What the basis of your opinion that 15\ 

would be adequate? How do you arrive at that? 

Witness Rosen: Well, I just gave one example. The AEP 

system has done a lot of analysis of its units. It 

defines adequate reserves as up to 90 negative days per 

year, which mean~ reliance on outside assistance from 

other system, and it's not -- obviously, its the opposite 

of extreme from the loss ot load probability. And, you 

know, they meet that at around 17\ with a far higher 

outage rate for their units. So, in fact, probably below 

14 would be okay for the Southern Company and Gulf Power 

has done tor the reliability of its own system and there 

are, in fact, some recent discovery responses on this 

issue. I believe Staff discovery responses where the 
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Staff asked the Company to analyze system reliability at 

different levels of rese rves, and a review of all that 

material convinces me that the Southern Company system 

would have adequate loss of load by thei r owner 

aefinition or adequate r eliability by their own 

definit i on, which is EUE. It's basically an ener gy 

outage rate. Add 15 [At 15-t]. so I've r eviewed the 

Southern Company's studies, I •ve reviewed reliability 

studies from many other systems. We •ve done aany of them 

in our offices. I mean, that's the basis of my 

conclusion. 

[T. 2400-2401] 

Quite clearly, a considerable evidentiary basis support s Dr. 

Rosen's conclusion that an appropriate capacity reserve for Gulf 

Power Company is 15-t. 

The third point in Dr. Rosen's analysis, enumerated as (3) 

above, is that even from a conservative perspective, the 63 MW of 

Plant Scherer is excess capacity. This point is s upported f irst 

by simple mathematical computations from the data supplied by Gulf. 

Using 18-t as the conservative end of an appropriate requirP.d 

reserve margin, Dr. Rosen calculated that, in 1990, Gulf has 

"excess capacity of at least 131 MW." Obviously, the, the 63 MW 

of Plant Scherer can be considered as excess capacity. 

In addition to Dr. Rosen's ~alculations, Gulf'a own action's 

demonstrate beyond any doubt that the utility itself considers the 

63 MW to be excess capacity. First, Gulf is actively seeking to 
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market the 63 MW for ott-system sales [T. 1021; 1062). Secondly, 

Gulf has sold 44 of the 63 MW to GSU tor 1990, until GSU violated 

the agreement. 

The final point of Dr. Rosen, enumerated as (4) above, is that 

the 44 ~· of Scherer is available for retail sales only beca~se a 

calculated business risk tell through. The 44 KW is available t o 

serve retail load only because GSU chose not to honor its agreemen~ 

to purchase that capacity froa Southern Company [T. 1065-1066). 

This circuastances, however, resulted from a business decision 

into which Gulf entered with its eyes open. As Dr. Rosen 

explain/3d: 

Equity investors in any utility company take the risk 

trat the utility's business itself might suffer some 

downturn or reduction in earnings. This is the "business 

r~sk" in investing. Because of the possibility of loss, 

or diminution of value, investors expect and usually 

receive a rate of return at a premium over that earned 

by investments that are risk tree. In this case, Gulf 

Power and South•rn Company investors were assuming 

business riska associated with transactions extending 

beyond their normal retail utility business. 

[T. 2356) 

It must be understood that Gulf receives compensation for assuming 

thif risk. The Unit Power Sales (UPS), which are under the 

jurisdiction of FERC [T. 1504). The charges approv£d by FERC for 

the UPS include a component tor a return on common equity (ROE) of 
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13.75' [T. 1501). That ROE is quite generous and is the payment 

~at Gulf's (Southern Company's) shareholders receive in exchange 

tor the risk of participating in the UPS aarket. 

Now, however, Gulf would have ita retail ratepayers absorb the 

risk which Gulf has already been paid to assume. As Dr. Rosen puts 

it: 

Business risks typically include changes in demand for 

a product, cost overruns, errors of management, resource 

shortages and, more to the point here, breach of contra~t 

by sellers or purchasers. No investor in the equity 

securities of an ongoing business should reasonably 

expect to be insulated from all such risks. 

In particular, if Gulf Power's ratepayers ~ere 

required by the Public Service co .. ission to absorb such 

risks -- and thereby insulate the stockholders ot the 

Southern Company from thea -- these ratepayers would 

function, in effect, as insurers. In this case, they 

would be inaurirg against a collapse of the Gulf States 

UPS contract. This is not a proper role for ratepayers 

to assume, unless the allowed rate of return for Gulf 

Power excluded a business risk premium which, of course, 

it does not. 

[T. 2347] 

The Citizens, therefore, recommend t o exclude the costs 

associated with the 63 MW of Plant Scherer because (1) Gulf's and 

Southern's generation expansion strategies in the 1980's resulted 

30 

1 
.. 
I ' j 



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

in substantial excess baaeload capacity on their systems; (2) an 

appropriate level of reserve marqin for Gulf is about 1St; (3) even 

usinq 18\ reserve marqin, Gulf ahowa 131 MW of 1990 excess 

capacity, so that 63 MW of Scherer can be considered as excess 

capacity, and furthermore that capacity is not economical for 

serving Gulf'• retail load: and (4) 44 MW ot the Scherer capacity 

is available only because Gulf's business risk, tor which it is 

compensated, has resulted in a loss of unit power sales. 
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ISSUE 27: It Plant Scherer 3 ia not included in rate base, 
what are the appropriate rate base and NOI adjustments to exclude 
it? 

Ope Position: The proper adjustments to remove Plant Scherer 
are: 

Plant in Service 
Accumulated Deprecl ation 
Acquisition Adjustment 
Working capital 
Production A'G/Trans. Rentals 
Depreciation 
Amortization/Acquis. Adj. ' Other 
Other Taxes 
Amortization of ITC 

$52,987,000 
6,558,000 
2,317,000 
2,187,000 

843,000 
1,688,000 

89,000 
244,000 
(96,000) 

DI8CQ88IOI: These amounts were provided by the Company in 

rer.ponse to Public Counsel I nterrOC)atory No. 144 wherein the 

company was asked to provide detai led information on a ll balance 

sheet and operating income accounts affected by Gulf's i nvestment 

in Plant Scherer. 

At the hearings, through Mr. McMillan, the Company introduced 

Exhibit No. 575 which purports to show the net revenue requirements 

of Plant Scherer [T. 822]. 

Mr . Larkin testified that he did not agree with what Exhibit 

575 purports to demona~rate [T. 2307]. He continued to explain 

that in part this schedule deducts O'M costs which would not have 

existed without the 63 MW capacity. Mr. Larkin went on to explain: 

So I've taken up alot of time explaining this, but we 

would dispute the conclusions reached that that there is 

a net benefit to the ratepayer ot $1.7 million in the 

transaission and general amounts, and that there ' s a net 

32 

1·,· 

-

1 ( 



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

benefit to the ratepayer of 1,969,000 in variable O'M 

DOUnts. 

[T. 2315] 

This schedule which shows a net negative revenue requirement 'or 

Plant Scherer, flies in the face ot the evidence in thitJ case. 

Both Mr. McCrary and Mr. Scarbrough cited Plant Scherer as one of 

the principal reasons tor the rate increase request [T. 38, 53, 

298]. For the Company to otter evidence at the trial that Plant 

Scherer is a net wash is contrary to every public statement issued 

by Gult on this subject. The proper adjustments to remove Plant 

Scherer are those provided to Public Counsel in response to 

Interrogatory No. 144. 
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ISSUE 29: What, if any, adjustment to rate base is necessary 
to reflect the proper treatment for rebuilda and renovations which 
were expensed by the company? 

OPC Position: Increaae plant in service by $369, oou and 
increase depreciation reserve by $18, 000 and decrease O'M by 
$368,500. 

DIICQIIIOI: Mr. Schultz stated that the nature of the 

rebuilds are aucb that they extend the useful lite ot the vehicles 

and thus are properly capitalized [T. 2477- 2478]. 

Mr. Scarbrough testified that in hia opinion expensing the 

vehicle rebuilds was in conformance with Commission rules (T. 501-

502, 3786-3788]. However, in presenting hia position he included 

language from Rule 25-6.0142, P.A.C.: 

When a minor item is replaced independently ot the 
retirement unit of which it is a part, the cost of the 
replaceaent shall be charged to the aaintenance account 
appropriated for the item, except that if the replacement 
affects a substantial betterment (the primary aim ot 
which ia to make the property affected more uaetul, ~ 
efficient, of greater durability, or greater capacity) 
the excess cost of the replacement over the estimated 
cost at current prices of replacing without betterment 
shall be charged to the appropriate plant account. 

(Emphasis added). [~ . 3788). 

What should be noted in this passage are the two emphasized 

phrases. 

First of all Mr. Scarbrough is trying to read into the 

"minor item• liaitation soaething that was not envisioned. That 

is, in his testimony he states that what is being done is a 

complete rebuild of theae vehicles of every major mechanical part: 

engine transmission, hydraulic system, brakes; • •• . we rebuild 

everything except the overall cab, we don't replace the c ab." [T. 
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501, 3856). It would be stretching it a bit to call some of these 

items "minor" even on an individual basis, but taken as a whole 

these rebuilds certainly cannot be considered •ainor.• By his own 

words, Mr. Scarbrough describes a process that is substantially 

changing these vehicles. 

The second emphasis shown is the exception to the expensing 

part of the rule about increasing the efficiency of the vehicle. 

Mr. Jordan, while trying to justify this new proqraa, testified 

that the useful life of this equipment is extended and the 

reliability o: the equipment has improved. He states that 

reliability baa increased from 21\ in 1987 to 38\ in 1988 and 85\ 

in 1989 [T. 1577]. This bas resulted in less equipment breakdown 

and improved crew productivity [T. 1578]. In simple terms, this 

testimony means that the equipment is more efficient as a result 

of the re >uilds. Based on the Company's own testimony, this 

rebuild program is more properly capitalized that expensed. 

Also covered in this issue is the proper accounting of the 

Panama City Office renovation. Mr. COnnor testified that this item 

was expensed to be consi stent with past Company practice [T. 3745]. 

Further, he stated that the total of this project is $622,000 of 

which only $252,000 was to be expensed [T. 3682]. 

Since this renovation will extend the useful life of the 

office, Mr. Schultz testified that this amount of the renovation 

should be capitalized also [T. 2478]. The Panama City Office 

renovation has since been postponed until 1991 [T. 3646]. 
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ISSUE 30: What, if any, adjuataent to rate base ia necessary 
to remove the network ~rotectora fro• expen•• to rate base? 

OPC Poaition: Increaae plant in aervice by $90, ooo and 
depreciation r e aerve by $5,000 and deer•••• o•M expense~ by 
$90,000. 

DISCQSIIOI: Mr. Schultz testif ied that the network protector 

project was used in part to explain a benchmark variance (T. 2509-

2510]. These protector• have been in use for 38 years and the 

restoration ahould renew their life for about half this time or 

about 19 years [T. 2510]. Mr. Scarbrough again r el i es on his 

interpretation of Florida Administrative Code to arque that this 

proj ect ahould be expensed rather than capitalized [T. 3791]. This 

explanation tails to refute Mr. Schultz's testimony. Additional ly, 

it should be noted that if i t is a recurring itea, and ther~!ore 

an expense item, it cannot also serve as a benchmark justificati0n. 

That is, if it is recurring in nature then it replaces some other 

expense in the base year: therefore, it cannot be considered a new 

expenditure above the benchmark base year. 
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ISSUE 33: Has the co11pany overstated the materials and supply 
level? 

OPC Position: Yea, reduce "'s by $2,307,000. 

DISCUSSIOI: Mr. Larkin made the deteraination that this item 

is overstated based on an actual historic 13 month averaqe balance 

ended February, 1990 [T. 2220). This was the most current 

information at the time. Mr. McMillan rebutted this contention by 

referring to the ainqle month of February, 1990 (T. 3912]. In 

further defense of the Company position, Mr. McMillan simply states 

that prices and investment qo up (T. 3912). Given that the Company 

has not proffered any evidence to justify this increase in M&S, the 

Commission should apply Mr. Larkin's adjustment to the test year 

workinq capital requirement. 
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ISSQE 35: Should the careyville Subaurtace Study be removed 
from rate baae? 

Ope pgaition: Yea, remove $692,000 troa rate baae (also see 
Issue 15, Careyville aite). 

DISCVSSIOI: Mr. Parsons testified that this study is still 

valid and will be useful in the future [T. 1245, 3445]. The 

Company does not currently have this aite in its Generation 

Expansion Plan and cannot atate when the site will be used [T. 

1242]. Part ot the aite waa originally purchaaed in the mid 1960's 

with projected need in the late 1970'• [T. 1242-1243). The study 

was performed some 15 years ago [T. 1248). Based on a very 

conservative return and tax factor o t lOt per year, the cumulative 

compounded coat to the ratepayer• tor this study 1s over $2.8 

million. Thia item ahould be written ott below the line so as not 

to continue to burden the ratepayers tor aomething with no proven 

benefit. 

ISSUE 36: What, it any, additional working capital 
adjustments are needed to reflect OPC ' s expense exclusions? 

Ope Position: Thea• adjustments tall out of the related O&M 

issues and will be provided along with the schedules at a later 
dat e. 
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Cost ot Capital 

ISSUE 37: What ia the appropriate cost ot common equity 
capital tor Gult Power? 

Ope Position: The proper calculated return on equity sh~uld 
be set at 11.75t (Rothschild), however, this ROE should be adjusted 
downward tor miaaanagement. 

DI8CQ88IQ)f: The return on common equity this Commission 

should allow Gulf Power Company is 11.75t. This return on equity 

is based primarily upon the application of the DCF method to the 

electric companiea in the Moody's Electric Utility Common Stocks 

(Moody's 24) which are not in the midst o f nuclear construction 

uncertaintiea, and to the Southern Company which is the pare nt of 

Gulf Power. 

The equity cost recommendation has been checked for 

reasonableness by making a review of the relationship between 

market-to-book ratios a11d the earned return on equity and by 

comparable earnings observations of the actual return on book 

equity that has been achieved by the Dow Jones 30 industrials. Mr. 

Rothschild computed the cust of equity by using a properly applied 

DCF method. By properly applied, he means: " a method that i s 

consistent with the baslc assumptions referenced later in my 

testimony are required to implement the DCF method." (T. 2684 ). 

This essentially means that the estimate of growth is based upon 

a future austainable growth rate, not a growth rate that might have 

by chance happened over any particular historic period. 
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To properly apply the simplified of D/P + "9" version ot the 

DCF method. Mr. Rothschild testified that it is necessary to make 

the tour tollowing deterainations: 

1) the dividend yield; 

2) the return on equity rate which investors anticipate tor 

the future; 

~) the dividend payout ratio (or retention rate) that is 

consistent with the dividend yield and return on equity 

expectation; 

4) the impact of any sales of new common equity at other 

than book value. 

[T. 2684] 

Properly applied, the DCF method is tar superior to other equity 

costing ethods. Therefore, it should be given primary weight (T. 

2685]. 

Mr. Rothschild checked the results from his DCF method by 

observing the relationship between the earned return on equity and 

the aarket-to-book ratios, and presented a comparable earnings 

study. The comparable earnings study is helpful to show that his 

equity cost recommendation is sufficient to provide a return on 

equity commensurate with the returns being earned by unregulated 

firms. 

The Discounted cash Flow, or DCF method, is based upon the 

principle that there is a time value associated with the money 

That is, $1,000 received next year is worth less than $1, ooo 

received today. This is true, it tor no other reason, because one 
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person could take the $1, 000 received today, put it in a bank 

account guaranteed by the federal government, then, one year later 

withdraw those funds plus interest earned from that account. 

The concept of tae value as explained above is directly 

applicable to a decision to purchase common stock. The essential 

difference between an invastaent in common stock and an investment 

in the bank account ia that, unlike with a bank account, the exact 

total yield from an investment in common stock is not speci!ied and 

there is not federal guarantee that either the principal will be 

returned or that any dividends will ever be paid. While the stock 

investment is more risky, the basic principal of the time value of 

money remains the same. 

When an investor either buys stock in a company, or deposits 

money in a bank accounts, he or she gives up cash today in exchange 

for the riqht to potential future gains. The investor in the bank 

accounts gets the specified interest income, whereas the investor 

in common stock qets any dividends the company aay declare plus the 

right to sell the stock at prevailing market prices. Today' s stock 

price is the present value equivalent of the expected dividends and 

the proceeds from eventually selling the stock. The interest 

rates, or, discount rate, that makes the future anticipated 

dividends and future anticipated selling price equal to the present 

market price is the cost of equity. 

To properly apply the D/P + g formulation of the DCF Method, 

Mr. Rothschild testified that four determinations need to be made: 

1. Dividend yield; 

42 



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

2. The return on equity rate which investors anticipate a 

company will earn in the tuture; 

3. The dividend payout ratio (or retention rate) that will 

be maintained in the tuture; 

4. The iapact ot any sales ot new equity at other than boo.k 

value. 

[T. 2696-2697]. 

Whether usinCJ the D/P + CJ simplified version of the DCF 

method, or usinCJ the tull DCF method, it is essential that the 

above deterainations be internally consistent. For example, Mr. 

Rothschild CJave the tollowinCJ. 

Market Price • $14.00/share 

Book Value • $10.00/share 

Dividend • $ 1.00/share 

It an analyst concluded that investors anticipated this 

hypothetical company to be able to earn 12.0' on its equity in the 

future, the only consistent payout ratio that can be correctly used 

with the above assuaptions is determined as follows: 

Anticipated Peturn on Equity of 12.0' x 

Book Value ot $10.00 • $1.20 earnings per share 

Dividend ot $1.00 

Ratio - 0.833 payout 

Earnings per share ot $1.20 

The point here is that the dividend yield computation and the 

growth rates 

determinations. 

computation are interdependent, not independ~nt 

This is because each dollar of earnings available 
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to a company aay be either allocated to dividends and sent directly 

to investors or reinvested in the business to provide a growth in 

earnings for the future cash flow benefit of investors [T. 2697-

2698]. 

As an exa.ple of a comparative earnings observation, Mr. 

Rothschild offered Exhibit 347. As shown on this Exhibit, pages 

la and lb of 3, and aa graphed on page 2 of 3, the ten year moving 

average of the actual earned return on equity on average for the 

30 companies that aake up the Dow Jones Industrial average has been 

between lOt and 12t since the late 1950a. Even on a single year 

basis, rather than on a 10 years moving average basis, the range 

in earned returns during the 1980s has been between the 13.lOt high 

achieved in 1984 and the 7.00t low achieved in 1982 [T. 2715). 

The earned return on equity, however, is not the cost of 

equity. It is the earned return on equity that will be the end 

result of the rates allowed froa these proceedings. Therefore, it 

is directly co11parable to the earned return on equity being 

achieved by the Dow Jones 30 industrials. The relationship between 

the market price and the book value of the Dow Jones Industrials 

shows that investors have been more than satisfied with the retur,s 

actually earned [T. 2716]. 

As shown on Exhibit 347, with a relatively minor exception 

during the 1978-1981 period, the market-to-book ratio achieved by 

the Dow Jones Industrials haa been at or above book value since 

1932, the very depth of the Great Depression. In fact, Mr. 

Rothschild stated, 11ost of the time the market-to-book ratio has 
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been substantially above 1. 0. This shows that most of the time the 

cost of equity being demanded by investors on average t or t he Dow 

Jones Industrials baa been leas than whatever invest ors expect the 

companies will be able to earn on equity in the future [T . 2716]. 

To compare the risk ot the Dow Jones Industrials to the risk 

ot the Moody's 24 electric utilities, Mr. Rothschild stat ed that 

a standard of measure of relative risk is the stock's beta. Beta 

is the number that quantifies the relative vol atil i ty of the stock 

price movements of a particular company with a broad based average 

such as the New York Stock Exchange Average. As shown on Exhibi t 

347, page 3, the beta of the Dow Jone5 Industrials averaged 1.077, 

as compared to 0.696 for the non-nuclear construction electri~ and 

0.723 for the nuclear construction electrics. In both cases, this 

indicates that the investment risk is higher , on average, for the 

Dow Jones Industrials than it is for the average electric utility 

[T. 2717]. 

Dr. Morin presented a wide array of DCF analyses, most of 

which have a theoretical basis that is inconsistent with the 

requirements ot the D/P + g version of the DCF model. 

Specifically, he used non-constant growth rates as an input to this 

vers.ion ot the DCF model which requires that constant growth rates 

be assumed. The one version ot the OCF model he presented which 

does have some validity, because it at least does depend upon a 

constant growth rate, was applied in a much more limited way than 

he applied his other, invalid OCF technique s [T. 2674). 
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In addition to th• probleu with his DCF method, he improperly 

increased hi• equity cost deteraination as a result of his view of 

the impact of the payaent of quarterly di,•idenda. In reality, the 

fact that dividend• are paid quarterly instead of annually causes 

the annual DCF model to overstate, not understate t he indicated 

cost ot equity. 

In addition to the DCF aethod, Dr. Morin says that he 

presented a riek pr-ium analy•i•. The Risk Premium approach as 

he presented it is really his OCF method all over again, but with 

the additional probleas that it i a dependent upon the i ncorrect 

assumption that income tax J.aws and investors expectations tor 

inflation have remained constant over the years [T .2674] . 

Or. Morin filed an update to his coat of capital testimony. 

Based upon thi• update, he has increased his recommended cost of 

equity form lJ.Ot to 13.5t. A closer analysis of the dynamics 

behind the updating show that the apparent increase in the cost of 

equity i• caused by flaws in his equity costing techniques rather 

than any increase in equity cost rates. To further strengthen the 

illusion that the coat of equity might be higher now than when he 

originally tiled his testimony, he was selective in what ~e 

updated. 

or. Morin decided to increase his equity cost recommendation 

based upon an update ot both the dividend yield and the three 

different methods he used to estimate the growth rates in his DCF 

analysis. The•e method• he updated are the retention growth, 
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analysts consensus qrowth, and five-year historic growth in 

dividends. 

The DCF method ia baaed upon the principle that the cost ot 

equity i s equal to the sua ot the dividend yield plus future 

exp~cted growth. The dividend yielj tends to change whenever the 

stock price chanqea. However, it is possible that the stock price 

changed either because the cost ot equity changed , or because the 

future growth aa anticipated by investors changed. It there is a 

change in growth expectation• without a change in the cost ot 

equity, the stock price has to change so that the sum of dividend 

yield plus growth remains the same. 

Dr. Morin points out in the updating of his testimony that the 

dividend yield ot the Southern Company increased trom 7. 99\ to 

7.55\. However, he also points out in his testimony that Value 

Line lowered its future expected return on equity from 13.0\ to 

12.5\ since the time of his original testimony. This means that 

the future cash flow available to maintain a sustainable future 

growth rate also declined. The retention growth computation that 

Dr. Morin presents was updated to produce a new growth rate of 

3.23\, or 0.37\ lower than the original retention growth estimate 

put forth by Dr. Morin. 

The other two methods of estiaating growt.~ as put forth by Dr. 

Morin did not measure a corresponding lowering ot the growth rate . 

But this was merely because of inherent deficiencies in the growth 

computation methods. 
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First, looking at tha method where Dr. Morin wants to esti mate 

inve~tors future expectations tor growth by looking at the five ­

year historic growth in dividends, the weakness of this method's 

basic premise is exposed. If an event occurred since November, 

1989 which would cause investors to expect a reductio n in future 

cash flows, this would not change the rate at which dividends were 

paid in the past. Therefore, this method should be expected to be 

blind to the very chanqea that need to be evaluated. As it turns 

out, in the current environment, the method was not quite as blina 

as Dr. Morin would like it to be. 

Both in his original testimony, and his revised update , he 

kept the historic growth in dividend number for the Southern 

Company at s.ot. This cannot possiblt be correct . App roximately 

six months passed since he filed his testimony, and during that 

t1me the Southern Company kept its dividend rate constant. This 

means that an updating of the historic dividend yield computation 

has to result in a decline in the historic rate. For example, in 

1985 the dividends per share tor the Southern Company were $1.95 

per share and in 1990 are now being paid at the rate of $2.14 per 

share. They are expected by Value Line to remain at t his $2.14 

rate at least through the end of 1990. 

If the historic growth in dividends were updated to be fro~ 

1985 to 199~ , then the compound annual g r owth in dividend s drops 

to 1.9t, or 3.1t, lower than the historic dividend growth number 

used by Dr. Morin. This five year growth rate drops so sharply 

because in recent years, the Southern Co~pany has not been 
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increasing its dividend. In tact, the dividend rate has been at 

the annual level of $2.14 since the fourth quarter of 1986. 

Theretore, it the historic pattern ot dividends is maintained just 

a short ti•e •ore, the tive year historic growth in dividends 

number will drop to ot growth. 

Second, Dr. Morin states that analysts • consensus of the 

earnings per share qrowth rate for the Southern Company over the 

next five years went up fro• 3.03\ when he originally filed his 

testimony to 3.25t. Based upon this, he concluded that his growth 

rate estimate should be revised uoward. A closer look behl nd the 

numbers shows that he is improperly using the consensus growth rate 

number. 

Since he originally filed hi s testimony, the Southern Company 

reported its 1989 earnings. The 1989 earnings per share were lower 

than 1988 earning per share. This means that under the assumption 

that analysts did not change the earnings that were expected in 

tive years, the lower current earnings would have to grow more 

rapidly to end up on the same place. This kind of catch-up growth 

is not the kind of growth that is supposed to be included in the 

D/P + g version ot the DCP method. The proper use of analysts 

estimates of tuture growth requires that they be mathematic~lly 

converted to a sustainable growth rate rather than one which is 

influenced by whether or not the starting year was abnormally good 

or abnormally bad. 

An example ot some selective updating done by Dr. Morin can 

be tound on pages 12 to 13 of his testi~ony as originally filed. 
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On these pages, he updated his testimony by striking the portion 

which begin• with the wor d "For " on line 21 ot page 12 

through line 5 ot page 13 [T. 1673]. In this sectio'l o! h \s 

testimony, he diacuaaea what was the total return expected by Value 

Lina. It he had changed his testimony to retlect the total return 

expected by Value Line i n ita most recent issue on the Southern 

Company (dated March 23, 1990), Dr. Morin would have had to note 

that the total return (dividend yield plus growth) expected by 

Value Line is 7t to 14t, tor a mid-point ot 10. 5\. 
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ISSUE 38: Should the newly authorized return on common equity 
be reduced if it ia determined that Gulf has been mismanaged? 

Ope Position: Yes. The return on equity should be reduced 
by 2.oot to reflect aismanagement. 

DISCVSSIOI: Gulf Power Company has been a poorly managed 

company for aeveral years. The utility would appear to be on the 

mend, but its management problems have been chronic at the highest 

le"vels. 

Before exaaining the specific instances that demonstrate poor 

man~gement, the Commission must first settle on what constitutes 

the managaent of Gulf Power Company. Gulf' s approach i s to 

identify management as a moving target, summed up a s : "The 

problems were caused by the Senior Vice President and Board member, 

not the management. " In other words, Gulf simply identifies 

"man2gement" as that portion of the management team which cannot 

be directly faulted. 

To illustrate that Gulf tries to establish a moving target, 

I suppose Mr. McCrary were the one engaged in the fraudulent 

I 
I 
I 
I 
I 
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I 

activities (understanding that this is offered strictly for 

illustrative purposes; the Citizens have no reason to believe Mr. 

McCrary is of anything but the highest moral tiber). Suppose, then 

that a senior vico president brought those fraudulent activit ies 

to lig~t and forced Mr. McCrary out of the company. Would Gulf 

still be insisting the Mr. McCrary represented aanagement, or would 

the position then be: "The problems were created by Mr . McCrary, 

not Gul ~ ' s management"? Would Gulf siaply move the target? 
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As another exaaple, suppose that Mr. Horton had never engaged 

in any improper activity, but rather instituted a number ot stellar 

programs resulting in a co-ission decision to reward Gult tor 

extraordinarily superior aanaqement. Would Gult then say: "Those 

stellar programs werv created by ~r. Horton as an individual, not 

by Gulf's management"? 

The hypothetical& are offered to demonstrate Gulf's definition 

of management would change as the circumstances change. It is an 

erroneous conception of management. 

The Commission should recoqnize that Jake Horton was a 

integral part of Gulf's management team. Mr. Horton's decisions 

and activities ~ decisions and activities of Gulf management. 

As Ms. Bass agreed: 

Q. [By Mr. Burgess] Let me ask specifically, do you 

consider that Jake Horton was part of the Gulf management 

team? 

A. (By Ms. Bass] Yes, I do. 

Q. So that then sctivities or decisions by Mr. Horton 

himself reflect part or reflect the Gulf management 

decisions in s ome degree or another, is that correct? 

&. Yea. 

(T. 3050] 

Thus , the recognition that Mr. Horton engaged in fraudulent 

activities ia an implicit recognition that Gul f managemer.t engaged 

in fraudulent activities. 
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Mr. McCrary tried to liken the s ituation to a bank 

embezzlement [T. 70]. Mr. McCrary fails to recoqnize that ~f a 

senior vice president and board •ember of a bank embezzle~ funds 

the consuaing public would react to that aa though it were a 

management deficiency at the bank. Business would be damaged 

accordingly. 

In his pretiled testimony, Mr. McCrary summarized the guilty 

plea entered by Gult to two federal offenses: 

In order to avoid prolonged, expensive and divisive legal 

proceedings, the Co•pany pleaded guilty to two federal 

offenses: 

- conspiring to violate a section of the Public Utility 

Holding Company Act, which prohibita regulat ed utilities 

from making political contributions; and 

- conspiring to impede the Internal Revenue Service 

through the creation ot false or inflated invoices. 

After a thorough review of actions taken by those named 

in the criminal information tiled by the Government, the 

Company acknowledged with deep regret that federal 

statutes were violated. Aa indicated in the Government 1 s 

Statement ot Fact Regarding the Gulf Power Company Plea, 

the illegal activities were orchestrated by the Company 1 a 

former Senior Vice President and carried out at t-tis 

direction by a handful of employees and were unauthorized 

by Gulf. 

[T. 27-28] 
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The two federal violations orchestrated by Gulf's Seni or Vice 

President: and Board member are ot themselves proof ot mismanagement 

by Gulf. 

In addition, however, there were nUilerous other improper 

activities and irreqularitiea that indicated aism.anag .. ent at Gulf. 

As Ms. Baas aumaar ized: 

To facilitate understanding, I will liat the allegations 

and events and then describe the~~ individually. They are 

as follows: 

1. Inventory shortages of potentially $2,000,0uO; 

2. Theft of inventory by Ryle crof t; 

3 • A kick-back to a Gul f employee from a contract 

vendor; 

4. Gulf's continued business dealing .. with vendors once 

involved in schemes to defraud Gul f ; 

5. Potential conflicts of interest; 

6. Recommended diaaissal of Jacob Horton; and 

7. Atlanta Federal Grand Jury. 

[T. 2980) 

Ms. Bass then describes in some detail each of these problems (T. 

2980-2993] • The recount of these circumst~nces lead to the 

inescapable conclusion that mismanagement abounded at Gulf over ~ 

course of several years. 

Finally, Ms. Bass expressed extreme concern with the react ion 

(or lack thereof) by Gulf's top management, stating: 

54 



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

Although collusion and management override c an circumvent 

and render ineffective even the strictest internal 

controls, the criainal activity documented as having 

occurred at Gulf Power extended over a period of 

approximately eight years. The inability of Gulf 

manage~nt to discover and correct these overt i l legal 

actions leads me to believe that the corporate culture 

was such that employees believed these types of illegal 

actions were, at the least, condoned by top management. 

[T. 2993-2994] 

The reaction to these events by Mr . McCrary and by other members 

of Gulf's top management was explored in considerable depth during 

the cross-examination of Mr. McCrary. 

Those discussions reveal that after numerous instances of 

criminal activity came to light, Gulf never made any efforts to see 

that any individuals were prosecuted criminally. Mr. McCrary 

stated: 

Q. [By Mr. Shreve) Would you please tell me when you 

went down and gave the information so that the State 

could prosecute the people that had either defrauded or 

committed some type of theft fro• Gulf Power? 

A. Well, I didn't do down and give that information to 

the State. IN 1986, I believe it was early 1986, the IRS 

and the FBI got extensively i nvolved in the 

investigations that hnd been going on at Gulf. When they 

got involved we pulled out of the investigations, lett 
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that up to tho. We cooperated, gave thea our records, 

everything that we had, and continued to give them our 

records and cooperate with th-. 
Q. And you initiated that with the IRS? 

A. No, we did not. 

Q. Did you initiate any cr!ainal action anywhere? 

A. No. 

Q. Or give any information to anyone? 

A. No. 

(T. 142-143) 

Mr. Mccrary's testimony also demonstrates a failure to take 

definitive internal action in response to the improprieties which 

had surfaced. After explaining a multitude of specific examples, 

Mr. McCrary agreed with Mr. Vandiver: 

Q. The plea agreement details 120 separate illicit 

transactions on a more or less continuous basis from 1981 

until late 1988. Would you agree with that? 

A . Yes. 

[T. 247) 

That testimony ref lects an astounding number of illicit 

transactions over an amazing continuous period, during which Mr. 

McCrary, as Mr. Horton's direct supervisor, received numerous 

signals of trouble. Yet Mr. McCrary did not take definitive action 

against Mr. Horton. The Citizens reaction is siaila r to that of 

Ms. Bass, who stated: 
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The information recounted above establishes a patter of 

continuous and serious mismanagement ot this utility tor 

at least a period ot eight years. Although Gulf has 

worked hard in the recent past to eliminate many ot the 

factors which aade the above deac,..ibed illegal activities 

possible, the utility should be held accountable for its 

previous lack of effective and ethical management. Thus, 

the Commission should make the tactual finding that Gulf 

Power has been grossly mismanaged and its return on 

equity should be appropriately adjusted downward to 

reflect this finding. 

[T. 2994) 

The Citizens agree that a downward adjustment to return on 

equity is appropriate. The Citizens recommend that Gulf's 

authorized ROE be reduced by 200 basis points. 
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ISSUE 40: Should Gulf Power's non-utility investment be 
removed directly from equity when reconcilinq the capital structure 
to rate base? 

OPC Position: Yes . The Company has removed part of this 
investment from debt (see MFR Sch. D 12a). Reduce equity and 
increase L-T debt by $7,282,000. 

DISCUSSIQI: This Commission reaoved non utility assets from 

the equity account in Gulf's last case [T. 338-339]. Mr. 

Scarbrough testified that the non-utility property is made up 

mostly of appliance sales assets and that •oat of that is made up 

of accounts receivable for merchandise sales [T. 339]. However, 

he takes exception to removing it from only equity [T. 339, 615 , 

3792). Mr. Gcarbrough argues that removing t his froa equity will 

penalize the stockholders [T. 3793]. 

Mr. Scarbrough tails to recognize two points. First, if the 

non-utility accounts cannot generate enough interest to cover the 

cost of Gulf's equity, then the charqe should to up. Secondly, the 

appliance receivables are certainly more risky than Gulf's electr ~c 

sales operations. 

Mr. Seery testified that the Company should show a more 

equitable method it they object to this treatment. [T. 2966a). 

Further, he testified that it is not simply a matter of tracing 

funds but rather: 

1. the ratemaking coat of capital should be that cost of 

capital associated with the provision ot electric service only; and 

2. because risk can be traced and the provision of electric 

service is very low risk, investment in non-utility services will 

increase the risk and cost of capital [T. 2966a-2966b]. 
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be a perfect •olution, it i• better than Gulf's proposal in 

identifying and reaoving non utility assets. Since the 

I stockholder• (not the customers) have chosen to get into t-he 
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appliance bu•ine••, it ie better that the •tockholders absorb this 

additional ri•k. 

ISSUE 41: Should Gult Power's temporary cash investment be 
removed directly tr011 equity when reconciling the capital structure 
to rate ba•e? 

OPC Position: Yes, to the extent that temporary cash 
investments are not necessary for the provision of utility service. 
Gulf Power's temporary cash investment should be removed directly 
from equity. 
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ISSUE 42: What ia the appropriate balance ot accumulated 
deferred investment tax credits? 

OPC Position: This ia a fallout nWiber which will be provided 
later with the tiling of the achedulea. 

ISSUE 43: What ia the appropriate balance ot accumulated 
deterred income taxea? 

OPC Position: Thia ia a fallout nWiber which will be provided 
later with the filing ot the achedul ... 

ISSUE 44: What ia the appropriate weiqhted average cost of 
capital including the proper co.ponents, amounts and cost rates 
associated with the capital atructure tor the projected test year 
ending December 31, 1990? 

Ope pgsition: Tbia information will be tiled later with the 
schedules to be provided for rate ot return. 

ISSQE 45: Should an adjuataent be aade to negate the effect 
of the Company's corporate goal to increase ita equity ratio? 

OPC Position: Yea. Since equity ia the hiqhest cost of 
capital and is further increased by taxes, any increase in this 
source of capital should be justified on a cost-benefit basis. 
Based on the lack of evidence to juatity this policy, the 
Commission ahould consider reducinq the equity percentaqe to the 
1984 level. 
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Net Operating Income 

ISSUE 46: The company has ~reposed a net operating income of 
$60,910,000 ($78,848,000 System) tor 1990. What is the appropriate 
net operating income tor 1990? 

Ope Position: The test year level of operating income is a 
fall out amount baaed on reven~e and expanse issues and will be 
provided later with the schedules. 

ISSUE 4 7: Should revenues be imputed to Gulf for the ber.e fit 
derived by the appliance division from the use of Gulf's logo and 
name? 

OPC Position: Yes. Any value attributable to the operation 
of the electric sales division should be recognized and an 
appropriate allowance should be credited to the Company above the 
line. No amount is proposed. 

DISCVSSIOI: Mr. Bowers testified that there was very little 

name recognition of Gulf Power appliance sales [T. 904]. Yet later 

he admits that appliance sales advertisements are sent in the 

electric bills sent out [T. 906). It is highly unlikely that the 

appliance division does not benefit from its use of Gulf's name and 

logo. Since the appliance division is operated to earn a profit 

for the stockholders [T. 908), it should be allocated a fair share 

of the costs incurred by Gulf. This would include a nominal charge 

for the use of Gulf's name and logo. 
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ISSUE 48: Should revenue• be imputed at applicable standby 
rates for 1990 for the PST cuatomer who experienced an outage of 
his generation capacity an1 took back-up power from Gulf but was 
not billed on the atandby power rate? 

OPC Poeition: Yea, revenue• ahould be ilaputed for the standi-y 
aervice capacity of 7959 n. 

ISSUI 49: 
for 1990 of 
appropriate? 

The company haa projected total operating revenues 
$225,580,000 ($262,013,000 System). Is this 

OPC Poaition: The Company' • sales projections should be 
increased by $2,493,000 to reflect a more accurate sales 
projection. 

DIICVIIIOI: Mr. Kilgore testified that the Comp, ny's short 

term f orecasts have alway• been very accurate [T . 1731-1732) . The 

word •accurate" needl to be defined, in this case, in relative 

terms. 

Dr. Rosen caution• the Commission to use the appropriate focus 

in assessing the accuracy of the Company's forecast method (T. 

2367). He states in part: 

Any forecast of sales or number of customers inyolyes a 
small change in a large number. • • • Compared to the 
large number for the baae year with which one begins, the 
difference in forecast growth and actual growth will 
alWAY• be fairly small, independent of the quality of the 
forecast. 

(Eaphasia added). [T. 2367] 

The Company bases ita whole defense of the forecasted level of 

revenues on providing glowing exa.plea of how accurate thei r 

forecasts have been. Yet when exaained in light of the true 
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deviation as it relates to the qrowth amounts instead of total 

revenues, it becomes clear that their forecasted revenues for the 

test year are underprojected by at least one percent of reverues 

or $2,493,000 [T. 2229, 2335]. 

In support ot his position, Dr. Rosen demonstrates t hat whilP. 

weather-adjusted sales have qrovn 318 GWH'a per year f rom 1986 -

1989, the Company baa projected growth in 1990 ot only 124 GWH's 

(T. 2335]. The Company's own average forecast ot sal9s growth tor 

the years 1990 - 1993 show an average increase per year of 204 

GWH'•· This represents a 2.7 ' increase over 1989 [T . 2234-2235]. 

Exhibit 337 shows Company actual and projected retail sales 

for the years 1983 through 1989 and the months of January and 

February 1990. This exhibit shows that in 6 out o f the 7 years, 

the Company underestimated its retai l sales (T. 2366]. Also, this 

exhi~it shows that the smallest increase from one year to the next 

since 1983, was 260 GWH'a as compared to the Company's projected 

increase tor 1990 ot 124 GWB'• [T. 2366]. 

In order to conservatively adjust the 1990 sales forecast, 

Dr. Rosen recommended that the revenue forecast level be increased 

by one percent (T. 2370-2371]. Dr. Rosen derived this number 

simply by accepting Gulf's own medium-term forecast and taking the 

annual average ot Gulf's own projection for the period 1990-1993. 

Using Gulf's medium-term tore~~st, rather than the short-term (one 

year) estiaate as the Utility proposes, has the added value of 

being more representative ot the period of time that rates wi ll 

actually be in ettect [T. 2414]. 
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ISSUE 50: Has Gulf budqeted a reasonable level tor salaries 
and employee benefits? 

OPC Positiont 
$1,405,445. 

Baployee benefits should be reduced by 

DIICVSSIOI: The Company has projected an increase in employee 

benefits ot $443,000 tor 1990. This brinqs to total fringe 

benefits to $11,500,000 [T. 657]. In analyzinq these beneti~s, 

Mr. Schultz created Exhibit 309 froa information provided by the 

Company. 

The first two adjustaents on this schedule is to reduce 

postretirement medical and life insurance benefits to reflect a 

cash basis accounting tor thasa [T. 2565-2566]. The Company in the 

II past has also accounted tor thasa on a cash bdsis. Mr. Scarbrough 
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testified that the Company decided to start accruing tor these 

costs in 1990 [T. 3796). 

The rationale tor this chanqe is that FASB has issued an 

exposure draft to consider accruinq tor post retirement benefits 

and may adopt this procedure later this year (T. 3797). The 

Company evidently did not oriqinally budqet this item since the 

planninq unit work papers tor 1990 did not include this chanqe (T. 

2466). Even it FASB passes this rule, it should in no way affect 

the regulatory treataent ot these benefits. The test year post 

retirement amounts transferred to non-O'M accounts should be 

removed. 

Also to be removed is the $363,800 in supplemental benefits 

which qo to three executives. These benefits are above the IRS 

limitations and do not benefit the ratepayers (T. 2467]. 
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ISSQE 54: Should the 1990 projected test year be adjustEd 
tor any out-of-period non- recurring, non-utility items or errors 
found in 1989? 

OPC Poaition: Yea. Remove $116,000 for heavy equipment 
rebuilda and $252,000 for renovations to the Panama City ott~ce. 

DIICVIIIOI: Pleaao refe r to the discussion on Issue 29 tor 

support of thia iasue. 

ISSUB 55: Are Gulf's budgeted industry association dues in 
the amount of $199,343 during 1990 reasonable and p~.-udent? 

Ope Poaition: In addition to thoae removed by the Company, 
based on the latest EEl report, an additional $21,608 should be 
removed [T. 2474-2475]. 
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ISSUE 56: What is the appropriate aoount of rate case expense 
to be allowed in operating expenses? 

OPC Position: Since no rate increase is necessary, no expense 
should be allowed tor recovery. Reduce expenses by $500,000. In 
the event this ColiUiission determines that a rate increase is 
appropriate, the expense ahould be adjusted based on the ~atio of 
the total rate relief granted to the total relief sought. Th is 
adjusted amount should then be amortized over 5 years [T. 2464) . 
Reduce operating expenses by $300,000. 

DISCQSSIOI: Gulf's last base rate increase was implemented 

in December of 1984 and included a two year amortization of rate 

case expense [T. 348-349). The reasons cited by Mr . Scarbrough 

tor requesting a two year amortization are: 

1. this was the amortization period allowed in the last case; 

and 

2. since 1979 the Company has had five 

averaging one every other year (T. 350, 380 0] . 

rate cases thus 

Mr. Scarbrough agrees that if a shorter period is granted than 

is actually experienced, there will be an overrecovery of lhis 

expense (T. 349]. Further, he admits that a mechanism can be set 

up to recoup any unamortized balance whereas any overamortized 

balance cannot be recovered (T. 351). 

In order to assure fairness on any amortization, the 

Commission should follow the advice of Mr. Schultz and amortize 

the rate case expense over five years [T. 3464]. 
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ISSUE 58: Should Bank Fees and Line of Credit charges be 
i ncluded in operating expenses? 

OPC Position: The total budgeted amount t or this item should 
be borne by the stockholders; expenses should be reduced by 
$223,400. 

DISCQSSIQI: Mr. McMillan testified that the new pol l cy of 

reducing compensating balances and payinq bank fees to secure lines 

ot credit is a prudent aove on Gulf • s part (T. 777-789). The 

savings to the customers is claimed to be that under the old 

method, the customers would support a working capital amount ot 

$4.4 million or an approximate cost ot $585,000 . Under the new 

method, the ratepayers will pay the test year level ot bank tees 

ot $223,400 tor a net savings ot $361,600. While this sounds like 

a good deal tor the ratepayers, it is even a better deal f~r the 

stockholders. They will receive the earnings on the temporary cash 

investments below the line without bearing any of the costs. 

Mr. Schultz testified that the shareholders will receive 

$491,000 in interest on the temporary cash investments in 1990 [T. 

2483]. The Commission should consider the bank tees as below the 

line costs to offset the interest the stockholders will receive. 
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ISSUE 62: Gulf hal budgeted $50, 000 for the Good Cents 
Inventive proqraa. Is this expense appropriate? 

OPC Position: In the event thi1 or any other program is 
contrary to Ca.aission policy on con•ervation or cannot be 
justified as a leqitiaate expenditure, it 1hould be dis~llowed 

DISCJlSSIOI: Refer to discussion in Issue 63. 

ISSUJS 63: Gulf has budgeted $457,390 for the Good Cents 
Improved and $1,023,995 for the Good Cents New Home program~. Are 
these expense• appropriate? 

OPC Pgaition: No. Remove $1,023,995 for the Good cents New 
Home Program and $609,783 for the Good Cents Improved Home Program. 

DISCJl88l:OI: In disallowing the Improved Home program, the 

Commission wrote the following pasaage which equally applies to all 

conservation programs on either new or retrofit homes: 

On cross exaaination, Mr. Young admitted that: 

The Company does not have data on what efficiency 

eguipment would be installed withov.t the Good Cents 

Progra., nor doss it tnow with Precision what efficiency 

egyipment is being replaced by this program. This leads 

us to conclude that even the demand savings Gulf claims 

for that proqraa aay be overly optimistic and perhaps 

eyen nonexistent. We find that Gulf has not demonstrated 

that enough demand and enerqy savings result ~rom the 

proqraa to provide benefita to all of the Utility's 

ratepayers . The Utility haa done no retrofit analy~ 
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Side-by-side demand metering of participating a nd 

nonparticipating homes would be prohibitively expensive. 

Further, without reference to this program, ~ 

marketplace is rapidly improving equipment efficiencies. 

AI laudable a• Gulf program objectives may be, we cannot 

permit the Utility to subsidize participating customer's 

comfort or value. 

(Emphasis added). 

2614]. 

Order No. 21317, p.39 . [T. 2613-

While this quote refers to the Good Cents - Improved program, 

the philosophy behind the Commission's decision applies equally to 

the Good Cents New program. 

In 1987, the Commission disallowed from inclusion in the ECCR 

clause , the Good Cents New Home program [T. 881). The reaJon for 

this disal l owance was that the Commission determined that the cost 

benefit was marginal tor participating customers [T. 881). Ar.d of 

course it there is only marginal benefit tor partic ipating 

customers, there can be no benefit to nonparticipating customers. 

Thus, if the Commission allows recovery of the New Home program, 

the only one who will benefit is Gulf Power Company. 

For much the same reasons as cited from Order No. 21317, the 

Commission last year disallowed the Good Cents Improved program 

and ordered it to be fazed out by May ot this year [T. 2614). 

Part of the rationale Mr. Bowers gave for including the Good 

Cents New prograa is that the Florida Modal Energy Efficiency code 
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is not universally enforced in Gulf's service area (T. C91, 887 ]. 

This arqument completely misses the point this Commission made in 

disallowing this item from ECCR recovery. Gulf has no obligation 

to provide its service area with enforcement of the energy code any 

more than it has an obligatio~ to sell retrigerators, stoves or 

water heaters in its se rvice area. Gulf has decided on its own to 

get into these areas and is now asking to have its general body of 

ratepayers pay for the over $1.5 million annual cost of this 

"service." 

What the Commission has said in the past about such programs 

i s "show us" the cost benefit of it and we will consider i t. 

Evidently the Company sti.ll cannot provide this s howing, since no 

verifiable proof has been offered by Gulf. Rather, Mr Bow~rs cites 

a part of the Commission conservation rule that says that this rule 

does not: 

.preclude the Commission from approving a program 
shown not to be coat-effective. 

[T.4005) 

While this part of Rule 25-17.008(3), F.A.C., would allow the 

Commission to approve a non-cost effective program, the Commission 

certainly should not apply this provision without a great deal of 

evidence tnat the general body ot ratepayers will benefit from it. 

And the evidence is just not forthcoming . 

In a further effort to justify these two ~~ograms, Mr. Bowers 

stated: 

Programs included in ECCR do not necessarily have 
to be quantifiable on their own nor do they have to 
be cost-effective on their own. The burden of proof 
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on a Co•pany ia that the entire conservation plan 
auat be coat effective. 

[T. 4403] 

Mr. Bowers' curious perspective does explain to some extent why the 

he has tailed to provide justification tor the Good Cents programs: 

he believes that the individual programs do not need justification . 

Mr. Schultz testified that the Good Cents programs have not 

been justified and should not be included tor recovery [T. 2487-

2490]. It the prograaa are beneficial to some customers, then 

those customers should be the ones to pay tor it. The Company has 

failed to provide hard evidence that these programs provide energy 

savings betond what the tree market would provide without this 

progra•. And this is the only evidence that could justify it. The 

Commission should not pass these costs on to the general body of 

ratepayers. 
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ISSUE 65: Gulf has budgeted $425,474 tor its Energy Edur-ation 
Proqram. Is this expense appropriate? 

Ope Position: No. It should be removed tor O'M expenses . 

DISCUSSIOI: What •ust be kept in mind ia that this is not a 

"one shot" deal. Almost a halt •illion dollars a year is being 

spent on this program at a time when people are mora aware of 

energy conservation than they have ever been. The entire amount 

should be disallowed as the Co.pany provides no cost benefit for 

it. 

Mr. Bowers describes this proqram as services to all customers 

that are not specifically provided elsewhere . It consists of 

ge.1eral education concerning appliances, lighting, energy 

management, l ifestyle information, etc (T. 888). In 1989, the 

Commission ordered these costs to be removed from the ECCR. 

The Company has not provided adequate support for t he need of 

these s e rvice• nor their cost effectiveness. Reduce expenses by 

$425,474. 
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ISSUE 66: Gulf has 
Presentations/Seminars Progra•. 

budgeted $55,429 for 
Is this expense appropriate? 

its 

Ope Position: No. They should be removed from O'M expenses. 

niSCVSSIQI: The Commission rightly removed these costs from 

ECCR as not having been proven to be conservation oriented (T . 891, 

~492]. The program consists of presentations requested by 

commercial customers that help to lower investmont risk, lower the 

life cycle costa and increased product quality (T. 890). 

w;ile this program may be beneficial to a few customers, t~ere 

is no support to include the costs in base rates. It Gulf believes 

that this is a valuable service then the customers benefitting 

should pay for the seminars. 
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ISSU! 68: Gulf ha• projected $687,000 ($687,000 System) tor 
economic development expense in the sales function for 1990. Is 
this amount reasonable? 

OPC Position: No. O'M expense should be reduced by $687,000. 

DISCQSSIOI: The Company has tried to justify these costs as 

a bencbmark variation. This prog~am is totally inappropriate and 

the total amount tor economic development expenses should be 

excluded from recovery. Mr. Bower•' own definition ot economic 

development was stated as: 

(E) conomic development is creating wealth through the 
mobilization of human, financial, capital, physical and 
natural resources to generate marketable goods and 
services. 

[T. 893-894] 

This activity has nothing to do with providing electric service. 

Mr. Bowers has testified that since these costs were not in 

the 1984 benchmark, they are appropriate justification for over 

three quarters ot a million dollars in annual expense overruns. 

As explained above, Utility people should not be in the business 

of marketing Florida to businesses. That's the Governor's job. 

When asked why C~lf is in the business of community 

development, Mr. Bowers stated: 

[Gulf's] well-being is directly tied to that of our 
community and we have a direct stake in the community's 
overall well being. 

[T. 894]. 

Later he testified: 

ours (existence) is to evaluate the community's 
infrastructure needs; determine what • s best tor that 
community. • • • 
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I This need to judge what ia best tor its communities• economies is 

too far removed from providing electric service to even remotely 
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justify a cost overrun. In tact it proves the Public Couns~l's 

and staff's contention that these costs should be removed 

Mr . Schu~tz testified that the Commission policy is to 

disallow these costs and that these coats were remove d in Gulf's 

last rate case [T. 2502-2503). Mr. Bowers said of Mr. Schultz's 

position: 

(Y)ou must believe that uncontrolled and unpredictable 
growth is better, than or least equal to, controlled and 
predictable growth. 

[T. 4026) 

Again, Mr. Bowers has not recognized that Gulf's concerns should 

not be in managing the growth in its service territory, but rather 

ir managing the growth in its expenses. 
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ISSQI 69: Gulf baa projected $5,358,179 ($5,655,000 system) 
in Production-Related A'G expenaea for 1990. Is this amount 
reasonable? 

OPC Poaition: No, thia aaount ahould be r~duced as 
recommended in other iaauea. 

ISSUE 70: Gulf baa projected $31,070,804 ($32,792,000 System) 
in Other A'G expense• for 1990. Ia thia amount reasonable? 

Ope Poaitign: No, this amount should be reduce1 as 
recommended in other issues. 

ISSQJ 71: Haa Gulf included any lobbying and other related 
expenses in the 1990 teat year which should be removed from 
operating expenaes? 

Ope Position: No. Mr. Scarbrough has now agreed to remove 
an additional $101,997 of lobbying expenaea, along with $126,566 
related to inforaation gathering and administrative activities of 
ita regiatered lobbyiata (T. 3810-3811]. Alao, any further 
expense• that aay show up in late-filed exhibit 626 should be 
removed [T. 3853]. 
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ISSUE 73: For each functional category of expenses, what is 
the appropriate level of expenses tor services provided by the 
Southern Company? 

OPC Position: The Company•• aaount related to steam 
production should be reduced by $734,595. 

DISCVSSIOI: Mr. Schultz teatitied that Gulf does not have 

the same level ot control over these expenses aa it does with its 

own budgeted iteas [T. 2454-2455]. Sine• these costs represent 

over $15 million or lOt ot Gulf's budget, the detail should be 

scrutinized. Yet when asked tor the detail of these budgetad items 

in Public counsel •s first production of documents, the Company 

responded that the budget detail available tor other costs are not 

used for SCS [T. 2457-2458). Rather, the Company provided a list 

of work orders which total $18,253,795. This is too large of a 

budget item tor Gulf not to keep very detailed descriptions of the 

work performed [T. 2458-2459]. 

Since the detail has not been provided tor in this case, the 

Commission should consider establishing an investigation docket to 

examine these expenses in a line-by-line fashion. In the meantime, 

at a minimum, the Commission should disallow the $734,595 as 

proposed by Mr. Schultz. 
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ISSUI 74: Haa the coapany properly rnoved from 1990 Eaxpenses 
all coata related to IRS, qrand jury and other similar 
investigations? 

Ope Poaition: Any aaounta reaaininq should be removed. 

ISSUE 80: Gulf has budgeted $3, 017, ooo tor Transudssion 
rental for Plant• Daniel and Scherer. Are these expenses 
appropriate? 

Ope Petition: Por the reasons cited in Issue 27, Plant 
Scherer cotta should not be included tor retail recovery at th1s 
time. Baaed on thia position, the transaission rental of $1,822,000 
should be reaoved. 

78 



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

ISSUE 81: Gulf baa budqeted $1,047,000 tor ita Public Satet~' 

Inspection and Maintenance proqram. Is this expense reasonable? 

OPC Position: No. This expense should be reduced by $740,000 
to reflect the 1990 benchaark. 

ISSQE 82: Gulf has budqeted $47,701,000 ($54,079,000 System) 
for Depreciation and Amortization expense. Is this amount 
appropriate? 

OPC Position: Teat year depreciation should be reduced by 
the effects of removinq Plant Scherer and other plant-in-service 
issues. The tinal aaount will be supplied later in the Operating 
Income Schedules. 

ISSQE 83: Gulf baa budqeted $20,822,000 ($31,106,000 System) 
for T~xes Other. Is this amount appropriate? 

Ope Position: This amount should be adjusted based on other 
issues raised. The tinal aaount will be supplied later in the 
Operatinq Income schedules. 

ISSQE 84: What is the appropriate amount of income tax 
expense tor the teat year? 

Ope Position: This amount should be adjusted based on other 
issues raised. The final amount will be supplied later in the 
Operatinq Income schedules. 
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ISSUE 85: What is the proper interest synchronization 
adjustment in this case? 

OfC Position: This amount should be adjusted based on other 
issues raised. The final amount will be supplied later in the 
Operating Income schedules. 

ISSUE 86: Should an adjuatment be aade to the teat year 
reference level ot $2,630,877 tor the Employee Relati~ns Planning 
Unit? 

OPC Position: Until and unless valid dOCWDentation is 
supplied, the Comaission should remove $728,826 tor G'M expenses. 

DISCQSSIOI: Due to an error in the Company's calculation of 

the ot the 1988 reference level tor this planning unit, the Company 

believes that this adjustment is not warranted [T. 3897-3899 ) . As 

of the hearing date, the Company had not provided documentation 

~etailing this error [T. 3899]. Gulf has agreed to provide this 

documentation in late tiled Exhibit No. 628. 

Once this exhibit is received and if it is indeed 

indisputable evidence ot an error, then the requested amount is 

appropriate. However, since there has been no verifiable evidence 

submitted at this point, the Comaission should recove $728,826 from 

o'" expenses as not being justified [T. 2434-~436]. 
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ISSUE 87: Has the company aade the proper adjustment to 
remove the ettect ot vacanciea on the labor complement? 

OPC Position: No. The labor complement adju&tment is 
understa-ced by $990,381. This also requires a payroll tax decrease 
of $78,406. 

DISCQSSIOI: In this rate case, Gult agreed that this issu~ , 

brought up in their laa~ (withdrawn) case, has merit. The current 

case was tiled with an adjustment t o the labor complement OL 

$378,417 [T. 655-656, 24 38] . This adjustment was based on an 

average ot 38 vacancies tor the first eight months of 1989. Mr. 

Bell, tor the company, stated that in his opinion this adju&tment: 

"does not necessarily reflect the Company's hiring plans and may 

result in an overstatement ot O&M expens es in the forecast.• [T. 

702]. Mr. Bell, who was hired to review the Company's forecast 

for accuracy, did not provide information as to how much the 

company's adjustment was overstated. 

In reviewing the forecast information in this case, Mr. 

Schultz concurs with Mr. Bell's finding that the Company's 

adjustment may result in an overstatement ot O&M expenses. Mr. 

Schultz, however, does recommend an additional reduction in O&M 

expenses of $990,381 a~d a related reduction in other taxes of 

$78,406 [T. 2438-2439]. 

This adjustment is based on the most current information 

available at the time ot his pretiled te tiaony. The Company had 

budgeted 1,625 positions, but at February, 1990 there were only 

1,567 tilled [T. 2438]. Thia is under budget by 58 vacancies. On 
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Exhibit 303, Mr. Schultz calculated an additional adjustment based 

on average employee aalariea. 

The Company, through Mr. Bell and Mr. Gilbert, disputed this 

calculation because the average total salaries is higher than would 

be expected tor new employees in these positions [T. 3370, 3886). 

Yet, in their rebuttal, neither witness supplied the proper average 

salary to uae. Only upon cross examination did Mr. Gilbert agree 

to provide this information as it relates to his rebuttal schedule 

9 [Exhibit 565] [T. 657]. 

The Coapany also challenged Mr. Schultz's calculation as being 

unrepresentative since he used only one month [T. 3770, 3887]. 

Yet, Mr. Gilbert employs the Hame reasoning in his reliance on 

the most recent month (May) as being representative of t he test 

year (T. 657]. 

Even though Mr. Bell and Mr. Schultz believe that the 

company's calculation of the labor complement will cause the O&M 

to be overstated, the Company has tailed to produce any reasonable 

alternate calculation of the adjustment. The Commission should use 

the adjustment recommenued by Mr. Schultz. 
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ISSUE 88: The company has included $5,340,000 in Turbine and 
Boiler inspections, is further adjust.ent necessary? 

Ope Position: Yes, based on a five year projected average 
of amounts supplied by Gulf, the Company will average $4,602,000 
in annual expenditures tor 1990 through 1994. Therefore, the 
Company's amount should be reduced by $ 738,000 

DI8CV88:IQJI: Mr. Lee testified that Gulf was committed to 

perform Turbine and Boiler (T,B) inspections on recommended 

inspection cycles. Except to accoiiUDodate operations, these 

inspections are very predictable [T. 1443-1444]. For 1990, Mr. Lee 

testified that the inspection was to be performed on "one of our 

larger units on Gulf's system in this year." [T. 1463). Further, 

Mr. Lee stated that in 1987 "we only inspected Scholz No. 1, and 

it was cnly $800,000." [T. 1475]. 

Mr. Schultz agrees with Mr. Lee that the T & B inspections are 

cyclical in nature [T. 2444]. However, since different units are 

inspected at different times, the cycles are erratic in tnat the 

amount ot cost varies from year-to-year. Based on the Company's 

records since 1984, and as projected tor 1990 through 1994, Mr. 

Schultz created Exhibit 304 [T. 2444-2446). 

Exhibit 304 shows the most recent projections of the T & B 

inspection cycle tor the five years ending 1994. The projection 

(which is factored tor inflation) shows the highest single year to 

be 1994 with an expense ot $5,880,000 and the lowest to be 1992 

with only $900,000 [Exhibit 304]. This projection demonstrates 

that this program is too volatile to allow inclusion of the 

projected test year amount. Rather, an average of expected 

expenditures over a period ot years should be used as this is the 
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time period the approved rates in this case will be in effect. For 

this case, the Company's forecasted 1990-1994 projections, which 

averaqe $4,602,000, would be the aoat appropriate amount. This 

results in a reduction of $738,000. 
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ISSUE 89: What, if any, adjustments should be made to the 
level of expenses for Plant Daniel? 

Ope Position: Plant Daniel ateaa production costa should be 
reduced by $646,000 and the A ' G expenses should be reduced by 
$1,172,000 to reflect the proper benchmark level. 

DIICQIIIOI: Baaed on an appropriate benchmark calculation, 

the Plant Daniel steaa production expenses should be reduced by 

$646 , 000 [T. 2449]. Mr. Schultz testified that based on h~s review 

of the budqetinq proceaa tor Plant Daniel, Gulf has very little 

control over these expense a ( T. 2 4 4 6-2 4 4 8 J • 

exception to thia claim and Mr. Lee testified: 

The Company took 

[W]e review the budgets submitted to Gulf from 

Mississippi Power tor reasonableness. Throughout the 

year, we review the budget comparison report regarding 

Plant Daniel expenditures verses budget. 

[T. 3593] 

Noticeably missing from Mr. Lee's description, as well as 

others presented in thia case, is any support that Gulf is an 

"active" party in the budgeting and operations of Plant Daniel. 

Reviewing the proposed budget is an activity performed outside the 

mainstream ot the budq6t process, as is reviewing the deviation 

I reports during the year. Participation in the operation of a plant 

requires "hands on" management which Gulf has failed to demonstrate 

I 
I 
I 
I 
I 

that they have in the operations of Plant Daniel. 

setting aside the argument of operation expense input, the 

commission must look aa the "bottom line" on this issue. That is, 

are the expenses at Plant Daniel reasonable? In Gulf's last case 

the Comaission deterained that based on the benchmark th9 expenses 
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were not reasonable [T. 2449, 2450]. U•ing the same test in this 

case and con•idering the •hallow ju•titication tor the overages, 

the co .. i••ion •hould reduce the Plant Daniel expenses as outlined 

above. 
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ISSUE 90: Would it be proper to amortize the 1989 credit to 
uncollectibles, which arose due to an accounting change, above the 
line? 

OPC Position: Yes. Since the customers have paid for prior 
year uncollectibles, they should receive any credits ~hat arose 
due to excess accruals. A four year amortization results in a 
yearly credit of $203,250. 

DISCQSSIOI: In Gulf's last case, they originally requested 

an annual accrual of $823,000. This accrual was later re~~tced by 

Gulf by $147,000 and by this Commission by an additional $153 ooo 

for a net allowance of $523,000. The Company has had a history of 

over accruing for bad debt. In 1983, Gulf's actual accrual was 

$269,109 below the $937,000 that the Commission had allowed in its 

1983 rate case [Order No. 14030, p. 22]. 

Since the Commission's last full rate case order, Gulf has 

again reverted to over-accruing this reserve. Mr. Scarbrough 

testified that since 1985, the Company has accrued an average of 

$782,670 each year [T. 3799]. While Mr. Scarbrough insists that 

this shows that the customers have not been overcharged for bad 

debt expense, quite the contrary is true. Each month the Company 

is required to file a surveillance report showing the Company's 

revenues and expenses, and the expenses which have been overstated 

by the difference in this accrual. This overstatement will 

artificially understate the income that Gulf reported and reduce 

any refund in the tax refund dockets. 

The reason Gulf is making this $813,000 credit to the reserve 

is that it has changed its method of accounting. The aging method 

I is now used and it requires a reduction to this account because it 
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was determined under the new method to be overtunded (T. 353-355). 

When asked it the Company could have amortized this credit over a 

number of years, Mr. Scarbrough responded: "You could have done 

that. I don't think that's the proper accounting procedure ... 

" (Emphasia added). [T. 360]. The question for this Commission 

to address ia the proper ratemaking treataent. 

Mr. Schultz testified that the proper ratemaking treatment is 

to amortize thia back to the rate payers who contributed to this 

reserve [T. 2463]. This amortization would result in a credit to 

expenses of $203,250 per year [T. 2464]. 
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ISSUE 92: Should the Commission remove all or part of the 
costs of the Productivity Iaproveaent Plan (PIP)? 

OPC Position: Yes. The entire $464,177 should be removed 
from test year expenses. 

DI8CQ88IOI: The PIP plan is limited to 11 senior executives 

in 1990 [T. 2470]. Mr. Jackson described it as long term incentive 

plan based on an average Return on Common Equity [T 2967). Mr. 

Scarbrough, however, adaitted that the ratepayers are not concerned 

with employees creating a higher return due to their efficiencies 

[T. 563]. 

In fact, since this plan is based on Southern Company's return 

on equity [T. 376, 2469], this plan is nothing more than an above­

the-line profit sharing incentive that should be below-the-line 

where it belongs. The Company ha~ agreed to remove $358,209 from 

this plan [T. 767, 2968]. However, the balance of $105,968 should 

also be removed [T. 2471). 
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ISSUE 93: What aaount ot the Performance Pay Plan should be 

approved tor retail recovery? 

OPC Position: None ot this aaount is appropriate tor recovery 
in retail rates and operatinq expenses should be reduced by 
$1,021,637. 

DISCVSSIQJI: Thia incentive was atarted in 1989 when the 

payout was only $196,953 [T. 545, 2473]. The plan was set up in 

order to reward better employee• with bonuaea ot up to 20t of their 

base pay (T. 2473]. 

Mr. Schultz t atitied that this program is not properly 

recovered from the ratepayers and that the bonuses are awarded 

alonq l!itll normal pay raises. The ratepayers are entitled to 

receive efficient service which results from highly motivated, 

professional employees without having to pay extra tor it. The 

Commission should not allow this new programs costs to be recovered 

through rates. 
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ISSUE 94: What amount of the $326,808 for EPRI nuclear 
research ahould be included for setting retail r~tes? 

OPC Position: 
expenaea. 

The entire amount should be removed from 

DISCVSSIQJJ: Mr. Schultz testified that there are four reasons 

that theae coata ahould not be borne by the ratepayers. First, 

Gulf baa no nuclear plants. Second, Gulf currently has excess 

capacity and will not benefit fro• thia in the near future. Three, 

Gulf has not demonstrated any benefit for the ratepayers to justify 

this coat. Finally, when Gulf needs to add power,it is not likely 

to be nuclear. 

Mr. Parsons, on the other hand stated that while Gulf has no 

nuclear plant• and is not planning to build one, Gulf does benefit 

from this research [T. 1250-1252]. He argues that much of the 

research is generic to steam plants. Yet there is no verifiable 

shoving by the Company that this is the case. He further argues 

that Gulf benefits since it is a member of the Southern system 

which has nuclear plants on line. Certainly he does not sugg2st 

that the benefitu of the lower generation costs of Georgia Powers 

nuclear plant• flow through to Gulf's ratepayers. 

Based on the record in this proceeding, the Commission should 

reject the Company's "showing" of benefit to Gulf's ratepayers for 

nuclear reaearch. 
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ISSUE 95: Should an adjustment be made to the Plant Smith 
ash hauling expenses? 

Ope Poaitioo: Yea. This expense ia overstated bv $360,000. 

DISCVSSIOI: The following passage from the Company's response 

to OPC Docuaent Production No. 8 shows that the test year level 

for this expense is unrepr~sentative of future years. 

As power ia generated, the resultant ash is sluiced to 
a large pond where it settles and accumulates. In order 
to co•plywith environmental regulations, Smith Plant has 
diked and drained the southern half of this pond so that 
the ash can be removed and hauled to permanent dry 
atorage sites called cells. This work has been going on 
tor years. Completion of cells 9 and 10 will "clean out" 
the remaining ash from the drained area, allowing t~ 
plant to operate tor many years. Since this area is 
drained and diked, it is economically wise to complete 
this work before the area must be reflooded next year to 
accommodate ash again. 

Mr. Schultz pointed out that $360,000 of this ccst for 1990 is 

I nonrecurring and should be removed from o & M [T. 2479-2480]. The 

only rebuttal testimony is that of Mr. Lee and he does not rebutt 
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the claim that this work is nonrecurring, his rebuttal only states 

that this work is to be performed in the test year (T. 3597-3598]. 
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ISSQE 96: What, it any, adjustment should be made to the 
Company's employee relation. budget associated with the relocation 
and development proqraa.? 

OPC Position: The developm nt proqra• costs of $72,250 should 
be removed as well as the $172,460 in costs associated with selling 
homes ot relocated employees. 

DISCQSIIQI: The question here is not should relocation costs 

be recoverable through rates but rather how much should be paid . 

The 1989 increase tor this proqram was $176,690 or double the 

previous year [T. 2480]. 

I Mr. Schultz testified that he found that 22t of the average 

I price ot the homes was included as costa ot relocation . Given tha t 

ten employees are projected to be r elocated in 1990, this comes to 
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an average ot $32,410 per home [T . 2480]. This is excessive and 

should be disallowed. 

The executive training proqram should be disallowed because 

it was not justified. 
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ISSUE 98: How much it any, ot the otticer and management 
"parka" tor tax aervicea and titn••• programs ahould be borne by 
the ratepayer•? 

OPC Position: Both ot theae i teaa ahould be removed. Reduced 
expenses by $65,000. 

ISSQI 99: The coapany baa projected $1,109,000 tor duct and 
tan repaira tor the teat year. Should an adjuat•ent be made to 
this level? 

OfC pgaition: Yea. In Exhibit 312, Mr. Schultz calculated 
the average tor thia coat over the period 1984 through 1989. His 
average ot $833,914 ahowa that the test year amount is not 
representative and ahould be reduced by$ 275,086 [T. 2485). 

ISSUE 100: Shoi.lld an adjustment be aade to the CUstomer 
Services and Intoraation benchaark? 

Ope pgaition: Yea. Conservation costs not allowed for ECCR 
recovery should be disallowed in base rates also. Reduce expenses 
by $1,207,237. 

DIICVIIIOI: Reter to discussion on Issues 62, 63, 64 and 65. 
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ISSUE 101: The company has included expenses tor marketing 
in the test year. Should an adjustment be made to remove this 
cost? 

OPC Position: Yea. The identifiable level of marketing 
expense which should be removed is $303,814. 

DISCVIIIOI: Nr. Schultz testified that Gult should not 

justity ita increased aarketing activities by claiming that there 

is incr eased competition [T. 2498]. The tact is that Gulf has no 

real competition in its service area. In ita 1990 Base case Budget 

forecast, Gult claimed it serves an 80' share ot its territory's 

population [T. 2499]. Cult's customers do not benefit from 

marketing activities aimed at increasing sales . 

ot the $1,148,489 ot identifiable marketing expenses, $303,814 

I is not justified or covered by other issues. See the discussio~ 

I 
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of I~sue 68 concerning economic development. 
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ISSUE 102: What adjustments are necessary to reflect a proper 
benchmark test of expense levels? 

OPC Poaition: The following expense• have not been adequately 
explained or verified in the Company's benchmark analys i s llnd 
should be reduced accordingly. 

a. Plant crist-condenaing' cooling proj. 
b. Diatrib.-work order clearance 
c. Distrib.-underground line extensions 
d. Distrib.-network protectors 
e. Electric ' magnetic fields study 
f. Acid rain monitoring 

$ 289,000 
$ 418,154 
$ 351,000 
$ 90,000 
$ 39,000 
$ 43,000 

$ 1,230,154 

DISCVSSIOI: The Plant Crist cooling tower project has been 

used to justify a benchmark variance ot $789, 0 00 [T. 2 5 04) . While 

this project may be a necessary one, it is no t a justificat1on of 

a benchmark excess . In the base year 1984, the re wou l d have been 

similar projects that have been replaced i n this test year by this 

project. Further, in 1988 the Company shows a budget variance for 

this expense under the 1988 budget of $360,000 (T. 2505). This 

serves as a test of the reasonableness in the test year, in that 

there is an indication that the current expense may be overstated. 

The Company has only justified part of the distribution worl. 

order clearance excess. This expense should be reduced by $418, 154 

(T. 2506-2508]. 

The Company has also tailed to justify the excess amount for 

I underground line maintenance expenses. Mr. Schultz testified that 

I 
I 
I 
I 

the new underqround lines should be less expensive to maintain than 

above ground lines [T. 2508-2509]. O&M expenses should be reduced 

by $351,000. 
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The Company' a claim that the network replacement program 

should be expensed rather than capitalized is erroneous. The 

network protectors are over 38 years old and this project will 

significantly extend their life (T. 2510]. The $90,000 should be 

removed from expenses and capitalized (see discussion of issue 30) . 

The Company has tried to justify part of its excess over the 

benchmark by citing the cost of the electric-magnetic fields study. 

It is highly unlikely (and the Company did not dispute this claim) 

that there were not other research projects in 1984 that this 

project replaces [T. 2511]. Therefore, this should not be used as 

benchmark excess justification, and the $39,000 should be removed 

from O&M expenses. The final item that the Company has failed 

to justify is research for Acid Rain Monitoring. The Company 

contends that the amount in 1984 was zero, so that this ex~enditure 

explains part of the excess over the benchmark . Gulf's content1on 

is not true. Based on the Company's response to staff 

Interrogatory 4-1 in Docket No. 881167-EI, the 1984 expenses 

included $47,452 [T. 2512]. Based on this, operating expenses 

should be reduced oy $43,000 for excess over the benchmark. 

ISSUE 103: Gulf has budgeted $129,712,291 for O&M exp-.•nses. 
Is this aaount appropriate? 

Ope pgaition: This is a fall-out issue and will be provided 
with separately filed schedules. 
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Mi1cellaneous 

ISSQE 104: WAI the production and promotion ot the appliance 
video known AI •Top Gun• contrary to the commission' a pol icy 
reqardinq fuel neutrality? 

ope Pp1ition: Ye1. 

. . $ 105: Wa1 the production and di1tribution of tee-shirts 
with ~-- •Gal Bulter1• 1yabol contrary to the Commission's policy 
regarding full neutrality? 

ope Ppsition: Yea. 

ISSQE 106: Was the incentive program known as "Good Cents 
Incentive• which utilized electropoints that were redeemable tor 
tripa, awardl, and aerchandi•e contrary to the Commission's policy 
regarding fuel neutrality? 

ope Po1ition: Yes. The1e costa should not be included for 
recovery. 

ISSOJ 107: In 1987, a commercial building received energy 
awardl !roa both the u.s. Department of Enerqy and the Governor's 
Energy Office yet did not receive Good Centa certification because 
ot a small amount of back up gas power. Was this practice con+-rary 
to the Coamission•s policy regarding fuel neutrality? 

OPC Position: Yes. 

ISSQE 108: Has Gulf participated in misleading advertising 
in order to gain a competitive edge on the gas usage? 

Ope position: Yes. 
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Revenue Bequirement§ 

ISSQE 110: Gulf has requeated an annual operating revenue 
increase ot $26,295,000. Ia thia appropriate? 

Ope Position: Tbia is a fall-out issue and will he provided 
with separately filed acbedulea. 

ISSUJ 111: Should any portion of the $5,751,000 interim 
increase granted by Order No. 22681 issued on 3-13-90 be refunded? 

Ope Position: Yes, the entire amount should be refunded. 
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Cost ot Service ' Rate peaign 

*STIPVLATEP ISSUE 113: Are the company's estimated revenues 
for sales ot electricity based upon reasonable estimates of 
customers, KW and KWH billing determinants by rate class? 

OPC Position: Yea, with the exception that the utility should 
have included billing deterainants tor the PXT customer who used 
7959 KW ot atandby power in 1989. The billing determinants are 
based on the no •igration tillnq. 

*STIPVL6TEP ISSUE 114: The present and proposed revenues for 
1989 are calculated using a correction factor. Is this 
appropriate? 

OPC Position: Yea. While proper estimating procedure would 
eliminate the need tor correction factors, the method used by Gulf 
requires that the revenue forecast done by revenue class in 
aggregate be reconciled with the forecast developed by the rate 
section. 
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ISSUE 115: What is the appropriate cost of servi ce 
methodology to be used in designing the rates of Gulf Power 
Company? 

OPC Positio.n: The Equivalent Peaker Cost methodology proposed 
by Citizens' witness, Robert Scheffel Wright. However, if the 
Commission decides to use a Refined Equivalent Peaker cost study, 
it should require that Gulf perfora a study of energy consumption 
in the Company' u actual on-peak hours, not their energy use in the 
highest-demand hours under the load duration curve, to allocate the 
energy-related component of production plant. Additionally, the 
revised study s h ould classify fuel inventory as energy-related and 
should directly assign the rate base value ot primary and higher 
voltage level conductor that functions as dedicated distribution 
facilities to the rate classes that these dedicated faciliti e s 
serve. 

DISCUSSION: The Citizens support t he Basic Equi valent Peaker 

cosi: of servic e method sponsored by Mr. Wright a s the most 

appropriate study for use as a guid e to allocating clas:; cost 

responsibility in this case. As Mr. Wright testified, t he EP 

method tracks the cost-causing factors that affect utili ties' 

production plant investment decisions better than any other study 

in the case [ T. 2093-2094). It is superior to the Refined 

Equivalent Peaker method for ~everal reasons, enumerated by Mr. 

Wright [T. 2077-2079]. Additionally, the EP method is superior to 

methods that classify all production plant costa as demand-related 

because such methods simply ignore "the fact that plant costs ar~ 

incurred not only in consideration of meeting peak demands but also 

because of the energy loads to be seryed." (emphasis in originalj 

[T. 2082- 2083). The witnesses addre ssed several specific s ub-

issues relating to the appropriate cost of service methodology; 

these included the relationship of the various methods t o utility 

generation pla nning practices , the effects of the EP metnod on 
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industrial sal es, the relative merits ot the Basic EP method vs. 

the Refined EP aethod, and the alleged "fuel symmetry" problem with 

peaker type methoda. These are addres sed separately below. 

Generation Planning Foundations tor the Equivalent Peaker 

Method. No one serioualy arqued that energy requirements do not 

play a significant role in det.ermining the utility's capital 

investment i n production plant. Even II '• Mr. Pollock acknowledged 

in his direct testi•ony that capital subst i tution principles 

represent a •valid theory.• [T. 2800-2801]. Mr. Pollock 

cha racterized the EP method a• an •oversimpl ification" ot the 

planning process [T. 2802), and Mr. Howell characterized it as a n 

"overly simplistic generalization" ot the proces s [T. 3534). They 

did not, indeed they could not, deny the Ep method 's fundamental 

correspondence to the roles ot reliability considerations, driven 

by peak demands, and economic considerations, driven by energy 

requirements, i n utility generation expansion planning processe s . 

Mr. Howell also attempted to characterize the EP method as 

"not at all applicable on a system such as Southern." (T. 3534 ] . 

However, on redirect examination, Mr. Wright quoted several 

passages from the Southern Company's Generation Expansion Planning 

pocument pr epared by the System Planning Department ot Gult P~wer 

Company, and tiled with this Commission in the 1989 Planning 

Hearings, Docket No. 890004-EU, that directly support his proposal 

to use system energy at the generation level as the appr opria te 

allocation factor tor allocating energy-re lated production plant 

costs [T. 2157-2159]. Additionally, even Mr. Howell recogni zed 

102 

J ~}I: 



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

that economic considerations determine Gulf's decisions as to type 

of capac: ty to be added [T. 3556]. Although Mr . Howell made the 

point that Gulf's current generation planning optimization 

practices were not in place when moat of Gulf's units were planned 

or committed, he admitted on crosa-exaaination that he "did not go 

back and look at what type of economic evaluationa were done for 

all the baseload type capacity which Gulf added prior to" his 

joining the System Planning Departaent in 1976 (T. 3558). Thus, 

he did not deny that at least some relev3nt economic analyses were 

done to support the decisions to add Plants Daniel and Scherer, 

which together account for more than 55 percent ot Cul f 'r. net 

production plant [See Exhibit 351, page 3). 

Gulf's witnesses suggested that the EPM will lead to increased 

oil consumption, because it would make on-peak energy less 

expensive relative to off-peak enerqy. This is a disingenuous 

arqument because Gulf's own planning documents show that the 

Company's long-run capacity aix will move substantially away from 

its current coal-dominated status, and that its actual generation 

~ix will also show increasing reliance on other fuels. 

Effect on Induatrial Sales. On cross-examination, Mr. Wright 

was implicitly asked whether the observed decline in Tampa 

Electric's induatrial sales was attribu~able to the implementation 

of rates baaed on the EP study adopted by the Commission in TECO's 

last general rate case. Mr. Wright stated that this conclusion was 

unwarranted (T. 2127]. On redirect, Mr. Wright stated that it was 

certain that Tampa Electric'• industrial sales would decline anyway 
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[T. 2159-2160) . He stated that TECO's rate base would increase by 

more than 55t, that TECO already knew of several large industrial 

customers that were in the process of installing or planning or 

evaluating cogeneration options, and that the substantial reduction 

in Tampa Electric's industrial sales was not an unusual event. [T. 

2159-2160] • He also stated that the rates approved by the 

Commission were in fact lower than those proposed by Tampa Electric 

tor its Interruptible Service rate classes (T. 2161, Exhibit 607]. 

While this was true as stated, Hr. Wright acknowledged that the 

comparison proffered in Exhibit 607 was not an "apples-to-apples" 

comparison because the values were based on different total revenue 

figures. Therefore, at the outset of his rebuttal testimony, Mr. 

Wright presented Exhibit 613, which included a comparison of the 

rates proposed by TECO, at ita full requested revenue incre~se, to 

the rates that would have been indicated by the unit costs from the 

EP study, also at the Company's full requested revenue increase. 

Exhibit 613 also presented comparative bottom line bills for TECO's 

three rate classes, IS-1, IS-3, and GSLO, that would include 

industrial customers. The comparison for each class was based on 

a representative industrial customer with a 5,000 kW load and the 

class average load factor for the test year, and under the tull 

requested increase. These comparisons showed that an average rs-

1 customer would experience rates approximately 9 . 0 percent higher 

under the EP method, that an average IS-3 customer would experience 

rates approximately 4.9 percent higher under the Company's proposal 

than under the EP method, and that an average GSLD customer • s 
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bottom-line bill would have been one-quarter ot one percent higher 

under the EP rates. [Exhibit 613]. Together with the tact that 

none of the other probable causes ot TECO's decline in industrial 

sales observed by Mr. Wright was controverted, this information 

comparing the rates indicated by the EP study to those proposed by 

the Company surely supports Mr. Wright's statement that the 

observed decline in TECO's industrial sales following the 1985 rate 

case could not be attributed to the implementation ot rates based 

on the EP coat of service method. The magnitude of the price 

change relative to TECO'a own proposed rates, even tor the group 

most seriously affected, was only 9 percent on a representative 

bottom-line bill; with all the other known factors mitigating 

toward a decline in industrial sales, this simply is not tha t 

significant. Although the Comaission sustained an objection to 

inclusion in Exhibit 613 of a copy of testimony by Mr. Pierce Wood 

ot Tampa Electric in the TECO case, it should take official notice 

ot the following l~nquage trom its Order No. 15451: 

He [Mr. Wood] stated that the existing interruptible 
customers should gradually receive rate increases at a 
level that would ultimately allow the IS-1 and proposed 
IS-3 classes to ~e merged. 

(Order No. 15451 at 42). 

This directly corroborates Mr. Wrig~t's point that TE~O's 

interruptible rates were going to be increased substantially 

regardless of whether the Commission adopted the EP study, and more 

importantly, that TECO's interruptible customers were on notice of 

that tact. 
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EPM ya. Refined EfM. Mr. Wright'• direct testimony supports 

the Batie EPM as auperior to the Refined EPM because, relative to 

the EPM, the Refined EPM autters from the following deficiencies: 

1. it doea not track utilities' actual generation 

expanaion planning processes: 

• • • • 
2. it dota not recognize potential long run marginal 

or incremental plant costs ot ott-peak energy use; 

* * * • 
3. it results in a lesser degree or "fuel cost 

matching," or less fuel equity than the basic EPC study. 

This is particularly pronounced in the case ot Gult Power 

Company, because some 99. 8 percent ot Gul t ' s energy sa 1 es 

are generated trom coal-tired generating plants; 

• * * * 
4. using the higheat-demand hours under the load 

duration curve is not appropriate; 

• • • • 
5. Adopting this approach would place the Commission 

in a clearly and uncomfortably inconsistent position with 

respect to production plant cost allocation and the 

pricing ot cogeneration power purchased by utilities. 

[T. 2077-2079) 

Even Mr. Pollock agreed that a utility would probably not 

build a baseload unit to serve only durinq tl.e actual 1410 peak 
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demand hours. [T. 2901]. Additionally, Mr. Howell acknowledged 

that the economic analy•is component ot generation expansion 

planning analyses includes "all the territorial load that we 

anticipate having an obligation to sorve," [T. 3567], and thus is 

not conducted tor only •o•e break even aub•et ot hours over the 

planning horizon. 

Fuel Symmetry Arqwaent. Although Mr. Pollock, in response to 

a question from the bench regarding Mr. Wright's Exhibit 333, 

stated that he did not believe that it was "complete," [T. 2945), 

he did not deny either the veracity ot any of the nu~ers contained 

therein. The tact of the matter is that Exhibit 354 stands for 

what Mr. Wright repre•ents that it •tands tor, namely, that with 

one very slight exception, the Basic EP method yields a closer 

match between the classes' allocated shares of baseload plant cost 

responsibility and their allocated shares of inexpensive baseload 

energy under the Commission's current average-cost-based fuel 

pricing practices. [T. 2072-2073]. 

Gulf's witness O'Sheasy stated that he believed that some fuel 

symmetry adjustment \oOUld be appropriate, but that he was "not sure 

at this juncture what is the correct fuel symmetry adjustment to 

make." [T. 3328]. On cross-examination regarding his criticism 

of the Basic EP method as to its failure to achieve "fuel 

symmetry,• Gulf's Mr. Howell admitted that he is not familiar with 

the way that the Basic EP allocates costs to the rate classes (T. 

3569]. Becau•e Mr. Howell was not famili8r with the ~!location of 

costs to the ratepayers (and did not "even understand the terms," 
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*STIPQU.TJQ ISSUB 115a: 
desiqned? 

How ahould Gulf • s GS rates be 

OPC Poaition: Gulf'• GS rates should be set equal to the 
company'• RB ratea. 

ISSUI 116: How abould distribution costa be treated within 
the cost of aervice atudy? 

OPC pgaition: The coata or dedicated facilities should be 
directly aaaiqned to the class.. whoa• aeabera are served by the 
dedicated facilities. Other distribution coats, except service 
drops and aetera, should be classified as deaand-related and 
allocated on the basis of claas NCP demanda. 

DliCVIIIOI: To the extent practicable, distribution 

facilities that serve aa dedicated facilities servinq individual 

customers or ..all, identifiable qroupa ot customers within 

identifiable rate classes, including conductors that function as 

service drops or dedicated tap lines, dedicated substations, and 

any redundant distribution facilitiea aervinq individual customers 

(e.q., local capacitors and redundant transformers), should be 

directly asaiqned to the classes whose members the facilities 

serve. These facilities should be classified aa demand-related and 

recovered throuqh a local facilities charqe or maximum demand 

charge (i.e., a charqe applicable to a customer's maximum demand, 

reqardless when it occur•) • Secondary service drops should be 

classified aa customer-related, allocated to classes on the basis 

of the aix of meteril'q facilities servinq the class (e.q., PXT 

should be allocated no share of standard secondary voltaqe level 

watt-hour hiqh-voltaqe level aeterinq facilities), and recovered 
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through cost-based customer charges. Common distribution 

facilities should be classified as deaand-related, allocated on the 

basis of cla&s NCP demand, and recovered through maxiaua demand 

charges (for demand-metered classes) or non-fuel energy charges 

(for non-demand-metered classes). In keeping with its precedents, 

the Commission should reject the ainimua distribution system 

approach to classifying and allocating distribution costs. On this 

point, see Mr. O'Sheasy•s direct testimony at T. 1822-1823, wherein 

he explains that he did not use the Minimum Distributior. System 

concept "[i)n order to conform with Commission policy" as 

enunciated in Order No. 11498 in Docket No. 820150-EU. 
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ISSUE 117: How should uncollectible expenses be allocated? 

Ope Position: Uncollectible expense should be allocated to 
all rate classes based on revenues. 

DISCQSSIQI: The Citizens agree with Staff that uncollectible 

expenses should be allocated on the basis of revenues. As 

Citi-zens• Mr Wright testified on cross-exaaination, it is hiG 

opinion that it would " be more equitable to allocate the 

uncollectible& between and within classes on revenues and classify 

[them] as revenue-re lated." [T. 2141]. He went on to cite an 

example where a large customer of another utility had entered 

bankruptcy, leaving the utility with an uncollectible debt 1n 

excess of $1 million [T. 2141] . 

ISSUE 118: How should fuel stocks be classified? 

Ope Position: The level of fuel inventory allowed in r ate 
base has been based on a calculated number of days burn which is 
a function of number of KWH to be generated. Therefore, fuel stock 
should be classified as energy-related. 

ISSUE 119: Are Gulf's separation of amounts for wholesal~ 
and retail jurisdictions appropriate? 

Ope Potition: The appropriate separation factors are those 
in the cost ot service study requested in Staff's Interrogat ory 
No. 209. 
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ISSUE 120: Is the method employed by the company to develop 
its estimates by class ot the 12-month1y coincident peaks hour 
demands and the =lass non coincident peak hours demand appropriate? 

OPC Position: No. The 12 CP and class (NCP) demands have 
been underestimated tor LP/LPT and PX/PXT customers taking service 
on the Supplemental Energy Rider because all KWH forecast to be 
used during Supplemental Energy Periods have been excluded in the 
developl'llent ot the demands. The assumptions for recreational 
lighting customers have underestimated &t le~st their estimated 
class (NCP) demand. 
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ISSUI 121: If a revenue increaae is granted, how should it 
be allocated among customer classes? 

OfC Poaition: Any increase should be allocated among rate 
classes so aa to bring claas rate of return indices closer to 
parity as indicated by the cost of service study approved by the 
Commission in this case, subject to the transition rules usually 
followed by the Commission. It should be noted, however, that in 
determining parity, the Commission should recognize any risk 
differential• that exist between classes. 

DISCQSIIOI: The Citizens' position on this issue is generally 

consistent with the CoJIIJilission 's established practice of attempting 

to move classes closer to parity subject to considerations of rate 

continuity. To the extent possible, increases should be limited 

to 1. 5 times the percentage increase in total retail system 

revenues. In this case, the Citizens particularly endorse the 

parties' stipulation to set Gulf's GS rates equal to its RS rates, 

as advocated by Mr. Wright [T. 2087]. 

In attempting to move the customer classes toward parity, the 

Commission must be careful to recognize that risk (and therefore 

the cost of eqcity) to provide services is not the same for all 

customer classes. As Mr. Rothschild points out: 

It is well recognized that servin~ industrial customers 

entails a higher degree of risk than serving residential 

or commercial customers. As will be explained later in 

this testimony, it is estimated that the cost of equity 

to be applied to industrial customers should be about 

0.4, higher than the cost level to apply to residential 

or commercial customers. The returns allowed to each 
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class should be weighted so that the overall effective 

allowed return ia 11.75,. 

[T. 2720] 

The Commission should allow tor this phenomenon when it undertakes 

to move the various customer classes toward parity. 
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*STIPULATEP ISSUI 122: If an increase in revenues is 
approved, unbilled revenue will increase. Is the method used by 
the utility for calculating the increase in unbilled revenues by 
~ate class appropriate? 

Ope Position: Aqree with Staff's position as stated in Order 
No. 23025. 

*STIPQIATEP ISSVI 123: Should the increase in unbilled 
revenues be subtracted from the increase in revenue from sales of 
electricity use to calculate rates by class? 

Ope Ppsition: Aqree with Staff's position as stated in Order 
No. 23025. 

ISSQJ 124: What are the appropriate customer charges? 

OPC Position: CUstomer charges should be set as close as 
reasonably practicable to th~ customer unit costs indicated by the 
~ommission-approved cost of service study. 

ISSQE 125: What are the appropriate demand charges? 

OPC Position: Basically aqree with staff position as stated 
in order No. 23025. 
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ISSUE 126: The company presently has seasonal rates for the 
RS and GS rate classes. Shculd seasonal rates be retained !or RS 
and GS? If so, ahould they be required tor GSD/GSDT, LP/LPT and 
PX/PXT? 

OPC Position: It the CoiUiission deteraines that seasonal 
rates are cost-based and therefore should be retained !or Gulf's 
RS and GS classes, then seasonal rate should also be implemented 
for Gul t' s other rate classes. If the Colllllission determines tl.at 
seasonal rates are not cost-based, then they should be eliminated 
for 311 rate classes. 

DI8CV88IOI: The record contlSins little evidence on the 

seasonal rates issue. In his rebuttal testimony, Gul t 's Mr. 

I 
I 
I Haskins stated that the Company was not proposing to implement 

I seasonal rates for its 1emand-metered rate classes because it 

"simply did not want to introduce the additional complexity of 

seasonal rates for those classes ln this tiling." (T. 3359). 

Common sense dictates that if seasonal rates are appropriately 

I 
I cost-based, then they should apply equally to all classes of 

I service. Additionally, it seasonal rates are appropriate at all, 

it is obviously unduly discriminatory to impose them on the RS and 

I 
I 
I 
I 
I 
I 
I 
I 

GS classes without also imposing them on Gulf's other classes . 

That Gul f "simply did not want" to do so is grossly insufficient 

justification tor such diuparate treatment. 

Finally, the Citizens note that the Company's cost of service 

study sponsored by Mr. O'Sheasy does not identify seasonal cost 

variations. Although the Company's summer peaks in 1987 and 1988 

were higher than its winter peaks in those years, in other years, 

including 1989, this relationship was reversed (See Exhibit 365). 
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ISSUE 127: If seasonal rates are continued, how should they 
be desiqned? 

OPC Position: If continued, seasonal rates should p r obably 
d i ffer from non-seasonal rates by having greater amounts of demand­
related production and transmission costs incorporated into ~he 
d~mand charq~s (for demand-metered customers) or non-fuel energy 
charges (for non-deaand-metered customers) applicable during the 
months of the defined peak season or seasons, a nd by seasonally­
differentiated fuel charges. 

DISCVSSIOM: The Citizens' position on this issue is based on 

the common-sense idea that the significant cost differentials 

II (other than fuel) that could come into play in justifying 

seasonally differentiated rates would primarily be attributable to 

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

differences in peak demands between seasons. Generally, on a 

systen basis, these would be expected to comprise primari l y, if 

not entirely, peak-demand-related production a nd transmission 

costs. One reasonable approach to allocating these demand-related 

product ion and transmission costs to identified peak seasonal 

months and non-peak months would be to do so according to aggregate 

reliability index values in the peak and non-peak months. The 

allocation of energy-related production costs, and the non-fuel 

energy charges based on these costs, should not vary seasonally, 

with a possible exception for seasonal variations in non-fuel 

variable O'M costs, if identifiable. (Fuel charges are already 

seasonally differentiated under present Commission practices) . 

Local facilities charges should not vary from season to season, nor 

should customer charqes. 
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I I 

ISSUE 128: How should time-of-use rates be designed? 

OPC Position: Agree vith Staff'• poaition as stated in order 
No. 23025. 

ISSQE 130: The company currently gives transforcor ownership 
discounts ot $.25 per KW tor customers taking service at primary 
voltage and $.70 per ~ tor customers taking service at 
tranaaiaaion levels. Ia the current level ot discounts 
appropriate? 

Ope Poaition: Agree with Staff'• position as stated in Order 
No. 23025. 
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ISSUE 131: All qeneral service demand rate schedules (GSD, 
GSIYI', LP, LPT, PX and PXT) except Standby Service (SS) and 
Interruptible STandby Service (ISS) provide for transformer 
ownership and metering discounts. The company has proposed 
prnviding metering discounts only for standby service rate 
schedules. Should the SS and ISS rate schedules have provisions 
for both transformer ownership and metering voltage discounts? If 
so, should the level of the transformer ownership discount and 
metering voltage discount for SS and ISS be set equal to the 
otherw~se applicable rate schedule? 

OPC Posi tion: Yes a s to providing transformer ownership 
credits to standby customers; no as to setting them equal to those 
of the otherwise applicable full requirements rate schedul es. 

DISCUSSION: The standby rate local facilit jes c harges are 

based on the distribution unit cost for the otherwise applic ab1e 

rate schedule. These charges therefore include transformer costs. 

The transformer ownership credit was not cddress ed in the 

I 
Commission's generic standby rates docket, but becaus e t he standby 

I local facilities charge i ncludes transformer costs, standby 

customers who own their own transformation equipment or facilities 

I 
I 
I 
I 
I 
I 
I 
I 
I 

should also receive appropriate transformation ownership credits. 

The level of the transformer ownership discount should be 

calculated based on 100 percent ratcheted billing dema nd in orde r 

to match the calculation of the local facilities demand charge 

applicable to standby service. Paying the same credits as 

applicable under full requirements rate schedules may provide too 

great a credit becaus e these are calculated on the su~ of annual 

billing demand, which is smaller than 100 percent ratcheted b i lling 

demand (i.e., the sum of each customer's maximum demand during the 

year times 12). 
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II 

*STIPULATED ISSUE 132: Should Gulf'a proposed reviaion of 
the statement of the cuatoaer service on the atandby service rate 
schedule• (SS and ISS) be approved? 

OPC Position: Agree with Staff'• poaition as atated in Order 
No. 23025. 

*STIPULATED ISSUI 133: Should Gulf's proposed change in the 
definition of the capacity uaed to determine the applicable local 
facilities and fuel charges on tbe standby aervice rate schedules 
(SS and ISS) be approved? 

Ope Position: Aqree with Staff's poaition as stated in Order 
No. 23025. 

ISSPE 135: Should the Interruptible Standby service (ISS) 
Rate Schedules's sections on the Applicabili ty and Determination 
of Standby Service (RW) Rendered be replaced by the lanquage 
approved for the firm standby service (SS) in Docket No. 801304-
EI? 

Ope Position: Agree with Staff's position as stated in Order 
No. 23025. 

ISSUE 136: The present atandby rates are based on system and 
class unit coats froa Docket No. 840086-LEI. Should the standby 
rate schedules (SS and ISS) charges be adjusted to reflect unit 
costs from the approved cost of service study (a compliance rerun) 
in this docket and the 1989 IIC capacity charge rates? 

Ope Position: Yes. 
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ISsuE 137: Order No. 17568, Docket No. 850102-EI approved 
t he experimental Suppl-ental Enerqy (SE) (Optional) Rider as a 
permanent rate schedule on the condition that it become a separate 
rate class in the coapany's next rate case. Has Gulf complied with 
Order No. 17568, and should the SB be a separate rate class? 

II Ope Ppsition: Aqree with Staff's position a~ stated in Orde r 
No. 23025. 

I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
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DIICVIIIO•: Consistent with Order No. 17568, t he SE customers 

should be placed into a separate rate class. The reasons for this 

were expla ined by Mr. Wright as follows: 

[T}he rate should be redes igned based on considerations 

of local facilities costs, and also bas ed on 

considerations of potential differences between the peak 

demand kW characteristics and the billing demand kW 

characteristics of SE customers, as opposed to thos e in 

the general LP and PX rate classes. 

[T. 2146} 

ISSUE 138: How should rates for the separate Supplemental 
Enerqy Rate Schedule be designed? 

Ope Position: The Supplemental Enerqy rate should have a 
maximum demand charge designed to recover distribution systems 
costs, an on-peak deaand charge to recover demand-related 
production and transmission coats, a non-fuel enerqy charge equal 
to the class energy unit coat, and a cost-based customer charge. 
The maxiaua demand charge should be the distribution unit cost for 
the SE rate class calculated using 100 percent ratcheted billing 
demand and assessed on aaxiaua demand regi stered by the cust~mer 
during an appropriate ratchet period defined in the tariff. The 
ratchet period should be the same as the ratchet period applied to 
local facilities charges for Gulf's standby customers. 
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ISSUE 139: The applicability clause of the three dem~nd 
classes (GSD, LP and PX) ia stated in teras ot the amount ot KW 
demand tor which the cuatoaer contracts. Is this an appropriate 
basis tor determining applicability? 

Ope Position: Agree with Staff'• poaition as stated in Order 
No. 23025. 

ISSUE 140: The current GSD/GSD'!' and GSLD/GSLDT (LP/LPT) rate 
schedule• have ainiaua charge• equal to the customer charge plus 
the demand charge tor the ainiaua KW to take service on the rate 
schedule tor customer opting tor the rate schedule. Is this 
minimum charge provision appropriate? 

Ope Position: Agree with Staff's position as stated in Order 
No. 23025. 

ISSUE 141: What is the appropriate aethod tor calculating 
the mini~um bill demand charge tor the PX rate case? 

Ope Position: The ainimum bill for PX customers should 
include at least the customer charge plus a local facilities charge 
equal to the claas distribution unit cost calculated using 100 
percent ratcheted billing deaand and applied to the customer 1 s 
highest demand in the two years ending with the current billing 
month. Basically agree with Statt•a approach as to the other cost 
components of the PX aini•~• bill. 

ISSUE 142: What is the appropriate method for calculating 
the minimum bill demand charge tor the PXT rate class? 

OPC Position: The ainiaWI bill for PXT customers should 
include at least the customer charge plus a local facilities charge 
equal to the cl "lss distribution unit cost calculated using 100 
percent ratcheted billing demand and applied to the customer 1 s 
highest demand in tbe two years ending with the current billing 
month. Baaically agree with Staff's approach aa to the other cost 
component• of the PXT ainiaum bill. 
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*STIPULATED ISSUI 143: The proposed change in the application 
of the ainimua bill provision allows a customer who has less than 
a 75 percent load factor in a given aonth to not be billed pursuant 
to the miniaua bill provision aa long as his annual load factor for 
the current and aost recent 11 months is at least 75 percent. I~ 
this appropriate? 

OPC Posi tion: Agree with Staff' • position as stated in Order 
NO. 23025. 
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ISSUE 144: The co•pany has proposed the implementat i on of a 
local faci l ities demand charge for LP/LPT and PX/PXT cus tomers, 
which would be applied when the custo•er'a actual demand does not 
reach at least 80 percent o! the Capa city Required : o be Maintaine d 
(CRM) specified in the Contract for Electric Power. Is this local 
facilities charge appropriate? If so, to what customer class 
should it apply? 

OPC Poaition: No. The CollllDiaaion should r equire Gul t to 
implement local facilities dema nd charges for all of its demand­
metered classes calculated and applied in the same way as the local 
facilities charges prescribed by th..t Commission for standby 
customers. 

DISCQSSIQI: Mr. Wright testified that Gulf should implement 

a loca l facilities for its LP/LPT and PX/ PXT cla sses calculate d in 

the same way as the cost-based local facilities cha rges that apply 

to standby s ervice {T . 2089] . Even granting tha t Gulf plans to 

II administer ita proposal so as to avoid the potent i al anti­

I 
I 
I 
I 
I 
I 
I 
I 
I 
I 

conservation properties identified in Mr. Wright's direct t Lstill'ony 

[T. 2088-2089], there is no "justification for cont~nuing to treat 

stand-by customers any differently than full requireme nt(s) 

customers when it comes to rate design and cost recovery =or local 

distribution facilities." [T. 2098]. Maintaining this separate 

treatment may even unduly discriminate against cogenera t o rs and 

other self-ge nerating customers. The Commission recognized the 

sound cost basis of the local facilities charge for standby service 

in Docket No. 850673-EU; it applies equally well to full 

requirements aervice. 
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ISSUE 150: Should LP cu.tomera who have demands in excess of 
7500 KW but annual load factor of leas than 75 percent be allowed 
to opt tor the PXT rate? 

Ope Position: No. 

DXICVIIXQX: Allowinq custolllera to opt up based on size, 

rather than on uaaqe characteristics, would reduce the homogeneity 

ot the PXT class, reaultinq in potential underrecovery of costs 

from the custom rs thus opting up and in potential intra-class 

cross-subsidization. 

ISSUE 151: Should Gulf's proposal to decrease the PXT on­
peale energy charqe and increase the ott-peak energy charge be 
approved? 

OPC Position: No. 

DXICVSSIOI: Although the Company's proposed changes are in 

the right directions, the non-tuel energy charges for both on-peak 

J. Wh consumption and ott-peale kWh consumption should be set equal 

to the class energy unit coat, unl9ss evidence is presented to 

establish that variable 0~ costs differ between the on-peak and 

oft-peak periods, in which case a slight on-peak/off-peak 

differential based on such variable O'M cost differences would be 

justified (T. 2085). Gult' s cost of ser~ice study does not 

identity or analyze costa by time period, i.e., for on-peak and 

off-peak periods, so there is no analytical cost b~sis for 

differentiating the energy charges for demand-metered classes by 
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time period. The goal ot sending appropriate price signals for 

on-peak and off-peak use ia sound, and in this regard it makes 

perfect aense that peak-demand-related costs are appropriately 

recovered through on-peak charges. However, it is not clear that 

energy-related coats, other than fuel, vary measurably between on­

peak and off-peak periods; accordingly, the Citizens support Mr. 

Wright • s propoaal to aet both the on-peak and ott-peak energy 

chargea at the claaa energy unit cost, aubject to adjustments to 

reflect measured differences in variable O'M costs between periods. 
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ISSUE 152: Should scheduled maintenance outages of a self­
generating custo .. r that are fully coordinated in advance with Gulf 
Power be subject to the ratchet provision ot the ss rate? 

Ope Position: Yea aa to local facilities charges; no as to 
reservation charges, subject to certain conditions discussed below. 

DIICVIIIQJI: All daaands registered during maintenance 

outages, even those tully coordinated in advance with Gulf should 

be subject to the ratchet provisions ot the ss rate applicable to 

local facilities charges [T. 3087-3088). 

Additionally, all kW demands registered during the monthly 

peaks that deteraine Gulf's payments or revenues pursuant to the 

Southern Coapany Intercompany Interchange Contract should be 

subject to the ratchet provision applicable to the Reservation 

Charge. If a self-generating customer can coordinate its 

maintenance power service with Gulf so as to avoid (1) any impact 

on Gulf's demand-based IIC payments or revenues or (2) any other 

adverse impacts on Gulf or its general body of ratepayers, then a 

fair case may be made tor excusing demands registered during such 

periods from the ratchet provisions appljcable to the Reservation 

Charge [T. 3087-3088]. 
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ISSUE 153: Should the assumed lOt forced outage factor for 
self-generating custo2era that is built into the ss rate design be 
continued? 

ore pgsition: No, but there may be no practical alternative 
in this docket. 

DISCVSSI())f: In the absence ot sound, reliable data to suppor~ 

an alternative value tor the forced outage rate used to set the 

reservation charge, it would be reasonable to use the lOt forced 

outage rate prescribed by the Comaiasion in Order No. 17159, Docket 

No. 850673-EU. 

However, Gulf Power has thus tar tailed to collect and report 

the data on standby usage required by the Commission per Order No. 

17159 (On this point, see Mr. Haskins cross-examination at T. 

1935-1937.) That Order, issued February 6, 1987 , required each 

subject utility, including Gulf, to collect and report annually 

certain specified billing data, data on load factor and coincidence 

factor, and customer generation and availability. Order No. 17159 

at 22. The Commission expressly recognized that these data were 

"necessary to assure, on a continuing basis, that the rates that 

we [the Commission] approve tor these services are fair and cost-

based." l.s;1. 

Allowing Gulf to continue to set the standby reservation 

charges on the basis ot Order No. 17159, which was issued more than 

three years ago, when Gulf itself has tailed to comply with that 

order'• requirements to collect and report these data, would 

unfairly give Gulf control over the rates: through its failure to 

collect the required data, Gulf can perpetuate the use of an 
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assumed forced outage rate that may well result in unfairly high 

rates. Unfortunately, there appears to be no information upon 

which the Commission could act to remedy this problem. Therefore, 

the Citizens suggest that the Commission penalize Gulf for failin~ 

to comply with Order No. 17159 and revisit this issue prior to 

Gulf's next general rate case, hopefully when Gult tiles the 

required data. 

ISSUE 155: Which party to this proceeding should design the 
company's final rates? 

OPC Position: The PSC Staff. 

ISSUE 156: If the Commission decides to recognize migrations 
between the rate classes, how should the revenue shortfall, if any, 
be recovered? 

OPC Position: Agree with Staff's position as stated in Order 
No. 23025. 
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ISSUE 158: Should the SE rate be aodified to allow additional 
opportunity sales to self-generating customers who have generating 
capacity which is available but lea• econoaic? 

OPC Position: Generally agree with Sta!f's position as stated 
in Order No. 23025. 

DISCUSSIOif: As Mr. Wright testified, there is nothing 

conceptually wrong with allowing self-qenerating customers to take 

supplementary power or •economic bac~-up• power under terms and 

conditions similar to those on Gulf's SE rider (T. 3089). The rate 

schedule or rider under which such service is taken must include 

a local facilities charqe for the recovery of distribution costs. 

This local facilities charqe should be applica.ble to the cu ;tomer's 

maximum dem~nd, regardless when it occurs, and should be designed 

in the same way that local facilities charges applicable to standby 

service are designed. The rate should also include a non-fuel 

enerqy charge, applicable to all KWH used by the customers, equal 

to the class enerqy unit cost [T. 3089]. 

The Citizens strongly oppose permitting self-generating 

customers to take service designated as supplementary power or 

"economic back-up" power during either forced outages or scheduled 

maintenance outages of the customer's generating facilities. As 

Mr. Wright testified, self-generating customers "should not be 

allowed to take supplemental enerqy when it's truly standby power." 

[T. 3119]. 
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